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INTRODUCTION

Eleven energos were normnated by Mr Bons Brevnov of RAG EES ROSSll on Apnl 18,
1997 as potential candIdates for Task 8(b) Phase III pIlot projects under the USAID
CommercIalIzatIon Program Hagler BaIlly undertook the task of completIng dIagnOStIc
evaluations of those energos, and makIng recommendatIons as to theIr sUItabIlIty for the
program Trus report provIdes the results of these evaluatIons

On..e of the candIdate energos, Lenenergo In St Petersburg, was not consIdered as a
sUItable candIdate for a Phase III pIlot due to the level of asSIstance already provIded
under Phase II The financIal and accountIng reform work InItIated there under USAID
auspIces has been contInued on a commerCIal basIS by the energo wIth Pnce Waterhouse,
the accountIng subcontractor for the commerCIalIzatIOn program

Of the remaInIng ten candIdate energos, three had been VIsIted dunng Phase II
(NIzhnovenergo, Sverdlovenergo and Tyumenergo) to dISCUSS the program, so there was
some InfOrmatIOn aVailable, although updated InformatIon was certainly deSIrable WIth
seven energos (Saratovenergo, Krasnoyarskenergo, NOVOSIbIrskenergo, Orelenergo,
Dalenergo, Rostovenergo, and Permenergo) there had been no preVIOUS contact Hagler
Bailly therefore completed dIagnOStIc VISIts of all seven new candIdate energos, and
updates at two of the three preVIOusly VISIted energos (NIshnovenergo, Sverdlovenergo)

DAIGNOSTIC CRITERIA

The results of the VISItS are summanzed In trus report by a table evaluatIng each energo on
a scale of 1 to 5 (5 beIng the best) on fifteen selected cntena Hagler Bailly conSIdered
Important m evaluatmg theIr SUItability as pIlot energos Those cntena are as follows

1 Management Interest m Program- General DIrector/Staff
2 Macro-Econormc EnVIronment
3 Regulatory and PolItIcal EnVIronment
4 Competency and CapabIlIty of Staff
5 General Fmanclal SItuatIon
6 Magrutude of Sales
7 OrgaruzatIonal Structure
8 InformatIon Management System
9 Accountmg and ReportIng System
10 Tanff EstablIshment
11 Customer ServicelBtllIng
12 Fmancial AnalYSIS and Planrung
13 Investment Projects
14 PotentIal Benefit to Energo
15 WIllmgness to Share Cost
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Fmally, each energo was placed mto one of three categones as folloWS

Type I - Recommended as a Phase ill pIlot
Type 2 - Recommended as a future pliot should more fundmg become aVaIlable
Type 3 - Recommended that no work be done at tlus energo

These rankmgs and evaluatlons are mtended only as aIds m summanzmg and
understandmg the results of the evaluatIOns They are subjectIve Judgments representIng
th~ consensus of the teams VisItmg the energos, and no mathematIcally precIse evaluatIons
are mtended (no weIghted cntena, total scores and rankmgs for each energo, etc) Such
an approach would not be va1ld gIven the level of data that can be obtamed m such
diagnostIC VISIts and the tIme aVaIlable for the dIagnostIc evaluatIons

AddItIOnal detaIled mformatIOn IS prOVIded m the attachments to each dIagnOStIc, such as
tnp reports, and even more data IS aVailable m the raw data obtained by the dIagnostIc
teams Hagler BaIlly WIll be happy to respond to any requests for further mformatIon
requIred by RAO EES ROSSI, the ERIU, or USAID

RESULTS SUMMARY

Three energos are categorIzed as Type 1 - Recommended as a pIlot

NovosibIrskenergo
Permenergo
Rustovenergo

FIve energos are categonzed as Type 2 - Recommended as a future pIlot

Orelenergo
NIzhnovenergo
Tyumenenergo
Saratovenergo
Sverdlovenergo

Two energos are categonzed as Type 3 - No work recommended at present

Dalenergo
Krasnoyarskenergo

FURTHER RECOMMENDATIONS

The commerCIalIzatIon program scope of work as ongmally proposed by Hagler BaIlly
mtended to undertake commerCIalIzatIon pIlot programs at up to five chosen energos, so
as to spread the resources among dIfferent candIdates and maxmuze the chances for
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success There has been dIscussIOn lately concermng the proper uses of the resources of
the program 10 conJuncnon wIth the upcommg World Bank program on regIonal
commerclallzanon, whIch will make much more fundIng aVailable for more mtenslve
programs of surular work wIth the regIonal energos It has been suggested that all of the
resources of the USAID commercIalIzatIOn program should be used ImmedIately at one
chosen pilot energo

It IS Hagler Bailly's recommendanon that If such an approach IS chosen, that rather than
nskmg an ImmedIate large scale dedIcanon of resources to one energo, that all three
recpmmended pilot energos be started usmg the resources of the program A scope of
work should be developed wIth specIfic cntena and decIsIOn pomts for connnued work at
each Should each pilot proceed successfully, each could be contmued us10g the resources
of the World Bank program If not, then resources could be concentrated at the pIlot, or
pIlots, that proceed successfully



Dates \tlslted July 7 - 8, 1997

DIAGNOSTIC EVALVATION OF NOVOSIBIRSKENERGO

Attachments Tnp Report - MIchl:J,el SWlder
Tnp Report - VladJslav Khommskl
Agreement ofCooperatIon Protocol, sIgned on July 8, 1997

NOvosIblrskenergo was very enthUSIastIc about hostmg the CommerCIalIzatIOn project
and was open With us about where they need the most help All the management, from
the Board ofDIrectors on down, was poSItIve towards our project In the protocol we
developed With several managers, and SIgned With the General DIrector,
NOVOsibuskenergo requested asSIstance m the followmg areas

5/5
3
4
4
2
4
3
4
3
3
4
3
5
3

Ratmgs

RecommendatIOns and Summary Type 1

Diagnostic CrIterIa

1 The development ofa strategIc plan for the company to Increase cash collectIOns,
and develop an overall strategy for theIr energy sales SUbSIdIary "Energosbyt "

2 Analyze the current management system at the company and make
recommendatIOns for ItS restructunng

3 Develop matenals, and form a trmmng group for trammg company personnelm
the areas of customer servIce, personnel management, finanCIal and Investment
analySIS, budgetIng, and mternatlonal accountIng standards

4 Develop a plan for personnel management and compensatIOn
5 Analyze NOVOsIblfskenergo's relatIOnshIp to the FOREM and develop

recommendatIOns for workmg WithIn thIS market

1 Management Interest m Program- General DlrlStaff
2 Macr~Economlc EnVironment
3 Regulatory and PolItical Environment
4 Competency and CapabilIty ofStaff
5 General Fmanclal SituatIon
6 Magmtude of Sales
7 OrgamzatlOnal Structure
8 Information Management System
9 Accountmg and Reportmg System
10 TarIff EstablIshment
11 Customer ServlcelBdlIng
12 Investment Projects
13 PotentIal Benefit to Energo
14 Willingness to Share Cost
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6 Analyze tanff formatIon for electnc and heat energy and make recommendatIons
on how the process could be Improved

Based on our mtemews. we beheve that Energosbyt m partIcular. as a sub-urnt of the
energo would be an excellent counterpart for the CommercIalIzatIOn program
NOVOSIblTskenergo Energosbyt IS unusually progressIve In theIr attItudes toward customer
servIce, and In theIr general approach to new Ideas Also, as the energo IS so large It

would be easIer to lDlplement change first at the sub-urnt scale HaVIng a specIfic
counterpart to work WIth, who IS ready for change. 15 cntical to the success of am
consulnng project

NOvosIbIrskenergo IS currently In a dIfficult finanCIal SItuatIOn, and many oftherr
bUSIness practIces are questIOnable But the management has started to recognIze that
there needs to be a change In they way they do bUSIness There IS much more mterest In
becomIng more customer onented. and In restructunng, than In any other energo we have
VISIted That IS why we categonze NOVOsIbuskenergo as a Type 1. to be mcluded In the
CommercIalIzatIon program
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TRIP REPORT FOR NOVOSmIRSKENERGO

l'iovosibusk
July 7 - 8, 1997

Prepared by Michael SWIder
Hagler Baillv ConsultmgIMoscow

SUMM~Y

On July 7 and 8 MIchael SWlder ofHagler Bailly Consulnng and AleJ:..sander Kozlov of
Carana corporatIon VISIted NovosIbrrskenergo to perform a short chagnosttc We found the
energo to have generally the same problems that plague all the other regIOnal energy systems
These are pnrnanly

• Poor level ofcollections for power sold
• \veak Internal control systems and a management that IS not concerned Wlth

Increasmg shareholder wealth
• No cost control systems
• A.n almost total lack ofmterest m customer serVIce

As \\-Ith other regIOnal power systems these problems are related to the energo not VIewmg
their actIVItIes a part of a commerCIal busmess What we also observed was that the
management at Novoslbrrskenergo IS begmnmg to become mterested m rrnprovmg the
finanCIal condItIon ofthe company We were greeted very enthUSIastically and openly by the
semor management who showed a keen mterest m parncIpanng m the CommercIalIZatIOn
program \V e belIeve that there are people Wlth \\- hom we could productIvely work WIth at thts
energo We are also encouraged by the areas ofsupport whIch they requested

The development ofa strategtc plan for the company to mcrease cash collections, and
develop an overall strategy for their energy sales SUbSidIary 'Energosbyt'

2 Analyze the current management system at the company and make recommendations
for Its restructunng

3 Develop matenals, and form a trammg group for trammg company personnel m the
areas of customer servIce, personnel management, financial and mvestment analySIS,
budgetIng, and mternatIonal accountIng standards

4 Develop a plan for personnel management and compensation
5 Analyze Novoslbrrskenergo's relanonsmp to the FOREM and develop

recommendatIons for workmg Wlthm thts market
6 6uIalyze tanff formatIon for electrIc and heat energy and make recommendatIons on

how the process could be lDlproved

Based on OllT mtemews, we belIeve that Energosbyt m particular, as a sub-urnt of the energo
would be an excellent counterpart for the CommercIallZanon program Novoslbrrskenergo
Energosbyt IS unusually progreSSIve m therr atbtudes toward customer serVIce, and m therr
general approach to new Ideas Also, as the energo IS so large, It would be easter to unplement
change ftrst at the sub-umt scale

In adchtIon to the above questIons we beheve that all the work and recommendatIons that will
be made under the CommerClahzatIon program need to be onentated toward mcreasmg the
level offmanclal and management control over the orgamzatIon, and m mcreasmg the role of
customer servIce m the strategIC goals of thts or any energy company

Novoslbll"Skenergo Top ReportlHagler Baillv Consultmg/9 JuIv 1997/SWlder
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THEENERGO

NovosIbrrskenergo (NE) IS the monopoly eleetnCIty supplIer for the CIty ofNovoSIbrrsl and
the NOVOSIbrrsk region The company also supplIes 60% of the regions heat demand The CIty
ofNovoslbrrsk IS populated by about 1 5 InllllOn reSidents man Oblast of2 rmlhon
NOVOSIbIrsk's economy IS dommated by heavy mdustrv and nuht8l"\ mdustnal productIon and
IS poor m natural resources relatIve to other Sibenan regions NovoSlbrrsk IS also well knows
for Its wealth ofumverSItIeS and mstltutes, whtch are now a drag on the local economy as most
have lost theIr federal fundmg

The energo Sgeneranng assets conSIstIng offive CHP plants and one hydroelectnc plant that
ItS rents from RAO UES The followmg IS a breakdown ofgeneratIng capactty at the end of
1996

Generator Installed CapaCIty Avatlable Capact~ Operatmg CapaCIty
Novoslbrrsk CHP-2 3400 3210 2490
Novoslbrrsk CHP-3 4640 3415 3000
NOVOSIbIrsk CHP-4 3685 3165 2480
Novoslbrrsk CHP-5 9000 8414 6199
Barabmsk CHP 113 0 870 328
Hydroelectnc 4550 3500 2450

Total 26405 22574 16947

The oldest statIOns both corrumSSIOned before 1945, are Novoslbrrsk 2 and 3 The newest IS
NOvoslbIrsk.·5 ""here the last block was put on lme last year Due to theIr age both
Novoslbrrsk-2 and 3 have passed therr expected operatIng lIves and need to be retIred
ConstructIon was started on NovOSIbrrsk-6 m 1992, but tlus project has been halted due to
lack of cash and doubts as to whether the new statIon \\-ould be profitable gIVen the current
tanff regune

In the long-run the management ofNovoslbrrskenergo WIshes to bUIld more capaCIty to
replace old eqwpment, and to mcrease the total amount of capactty The system unports about
35% ofIts energy on average (about 60% m the summer months and nearly none m \\-mter),
and tlus IS seen as weakness by management

All of the thermal power plants burn mamly coal from the netghbormg Kuzbass and
Krasnoyarsk regIOns They purchase coal for therr five thermal power plants from about 160
ffilddlemen. The large number offfilddlemen IS related to the "churnmg" of expenses that It
typICal m most electnc energy systems that we have seen The tecbrucal drrector admttted that
It was only a scheme to get certaIn people feedIng off the energy system that he has no power
to stop Another problem WIth fuel supply IS the lack ofqualIty control Fuel purchased often
contams a heat value lower than ItS rated value, and IS often ill poor condItIon (too wet or
dITty) damages the generatIon eqwpment But there IS no plan currently to set controls over
fuel purchases The htgher cost ofcoal from paymg a raft of IDlddlemen IS passed along to the
rate payer due to the cost-plus system oftanffsettIng used m RUSSla today

In addItIon to ItS five generatIon compames, NE conSIsts of eIght electnc dlstnbutIon
compames, one heatmg dlstnbutIon company, plus the typICal collectIon ofreparr,
constructIon, transportatIon, manufactunng, and transportatIon companIes - totalIng 22 The
number ofemployees ill the orgamzatlon totals 13,000 The General DIrector clauns that most
SOCIal assets have been turned over to the mumCIpa1lty, and that remammg SOCIal assets are
those that are too dIfficult to dIspose ofor necessary to retam Wlthm the company

I
I
I
I

2 Novoslbusk.energo Tnp ReportlHagler BaIlh Coosulnng/9 Juh 1997/Swu!er



PLAI\TNING DEPARTMENT

The current tanffs m NovosIbrrsk are

GENERAL DIRECTOR

I Development ofmanagement skills for semor managers
2 Contmue to unprove the functIon of the energy sales subSIdIary (Energosbyt)

NO\OSlblrSI..energo Tnp ReportlHagler Baill. Consultmg/9 Juh 1997/Smder

Fuel 35%
Construction 15%
ServIces 9%
Payroll 9%
Materxals 8%
AmortIzatIon 8%
Other (rent) 3%

• Average 245 rubles/kWh
• Industnal 308 rubleslkWh (WIth a rno-part tanfffor >750 kV)
• ReSIdentlal 175 rubleslkWh

The finanCIal situatlon at the energo was descnbe as poor because of the weal conchtIon of the
No\oslbrrsk economy, wruch has been traditIOnally loaded With Federal agenCIes and nnhtary
complexes Because ofthe weak economy the local governor exerts considerable pressure on
the energo to subsuitze and support the regIon The local government IS capable ofexertmg
considerable mfluence on the energo because It holds 30% of the votmg shares Tanff
negotIatIons are done drrectly With the local adnumstratIon as there 10 no functIorung REC at
tlus tune m the regIon

I Cost analySIS
2 ProductIon planmng and schedulmg
3 Tanffs

In a somewhat unusual stance for a RussIan general drrector, Mr Tormlov allows the drrectors
onus SUbSIdiary compames consIderable latitude m managmg therr busmess All are
subordmate to NE, but each drrector of an affihate has full control over dav-to-day operatIons
But \'Ihlle management autonomy often brmgs more 10sprred management, the lack of
finanCIal controls at NE does bnng a conSIderable nsk that needs to be unmechately addressed
at tlus energo

The mam functlon ofthe plannmg department IS m the analySIS (accounnDg for costs) and
settIng of tanffs, wluch IS dnven by FEC rules Other actlVltIes mclude coordmatmg planmng
With the comparues affihates and analySIS the energo's effectIveness (effiCIency) To perform
thIS work the department IS dlVlded mto three groups

The General DIrector ofNovoSlbrrskenergo Vltalu Tounlov, expressed coIlSlderable mterest
10 the commerCJahzatton program. and mvtted two members of the board ofdrrectors to meet
WIth us unmedIately Major areas of concern for the management are

These are based on a calculated average cost of220 rubles/kWh Generatlon costs at NE's
CHPs range from 150 - 180 rubles/kWh The cost ofpurchased energy from RAO UES IS
only 103 rubles/kWh But after connectIon, servIce, and mamtenance fees are added to the
kWh purchased, the total cost ofunported power nses to 245 - 260 rubleslkWh The total cost
structure for a kIlowatt ofpower m NE IS

3
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Purchased energy 12%

Profit IS also m the tanff equanon, but they have no real profits because about 8% ofall sales
are uncollectable

ECO~OMUCSDEPARTMENT

The econOmICS department IS responsIble for preparmg the yearly producnon plan It also
prepares an mvesttnent and construet:lon plan that has a separate budget All affilIates m NE
ha"e therr own yearly budget that they must meet and tIns IS used m the tarIff calculanons

One en the most dIfficult costs to control IS the fuel purchases NE buys from about 50
sources These are purchased through about 160 nnddlemen The nnddlemen add at least 5%
to the cost In the VIew of the econonnc drrector All but No"osIbrrsk CHP-3 can work on
natural gas but they are very luruted as to the amount ofgas that can be purchased because It
must be paid m cash

Last \ ear NE was able to collect only 9% ofIts sales m cash Most oftIns cash went to the
payroll and penslOn fund., and tIns has not been suffiCIent WIth wages fallmg behInd nearly
orne months Accounts ReceIvable for the I ApnI 1997 total $282 nulhon on armuaI sales of
about 5480 mdlton (This IS slIghtly worse than average for the energos we have seen) The
econOmICS drrector adnnts that NE IS largely guIlty for the cash problem as they were the ones
who began to propose barter payments when the cash problems started They have been talong
concrete steps to lurut barter payments and tIns has helped raise the level of cash collected to
36lJ.o In June

One ofthe hmdrances to cash collectIon has been the resellers who skIm offthe cash that they
collect Also there are many companIes who they know can pay 100%, or 70%, or 50% cash,
for example but don't because there IS no pressure to They are workIng on tlus problem WIth
the local adrrumstratIon and are targetmg to have collectIons up to 50% m cash by the end of
the "ear

One v.ay that they could better therr finanCIal pOSItIon they know IS to cut costs Unfortunately
there IS no overall plan for mcreasmg effiCIency at NE They are planmng to develop some
measures In the areas ofcuttmg reparr costs and down tIme, better use ofmargmal pncmg for
dIspatch, and a program to upgrade lmes, substatIons, and metenng to cut technIcal and non­
technIcal losses As m other energy systems, NE suffers from a lack ofmetermg for a large
part of therr servIce area

BOOKKEEPING DEPARTMENT

Each affilIate ofNE has therr own bookkeepmg deparnnenr. and therr accounts on productIon,
fuel, and collecnons are sent up to the head bookkeepers office for consolldatIon They use
eleetromc mail for consolIdatmg accountmg mformanon, but It IS not done dally, rather over
weeklv or monthly mtervals Collecnons notIces are sent by Energosbyt, and collectIons are
made at therr partner bank - Bank Alemar

The mam reason for the cash cnSIS IS barter, of course Wlnle barter IS approved at the head
office It IS mostly managed by a separate company, NESKO, whIch has ItS own bank account

Because NE has trIllIons m debt on ItS mam bank account It has been allowed by the local
adnumstratlon to open a separate bank account at Energosbyt In tIns way they are able to
meet some oftherr cash expenses Even under tIus arrangement therr cash pOSItIon IS stI1I qUIte
poor and they have only recently paid Octobers back wages

I
I
I
I
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INFORM'\TION SYSTEMS

The mam problems for Energosbyt at thIs orne are

ENERGY SALES (Energosbyt)

I Low collectIons
2 Lack ofresources to buy the technIcal systems that they need to upgrade metermg

No\ oSlbll'Skenergo Tnp ReportlHagler Batlh ConsuItmg/9 luI... 1997/S\\1der

DespIte the poor state of therr communIcatIonS, and lack. ofresources, the IS department at
Energosbyt IS movmg ahead WIth therr mstallatIon program (already up to 60% of all
substatIons) and IS preparmg a customer ServIce database WIth all customer demand
mformanon and profiles to be automatIcally updated One oftherr greatest obstacles IS also
hmng qualIty programmers to complete the work as the salanes that they can offer are non­
compennve As WIth most regIOnal energy systems m RUSSIa, NE contmues to spend too much
oftherr payroll on redundant producnon personnel, and leaves the staff that needs to do the
commerCIal work short-handed

They are addressmg the collectlons problem by mtroducmg a system of contracts WIth
customers, whereby all customers WIll agree to a level ofsel"Vlce for a level of payment ThIs
IS helpmg to solve the collectlons problem. WIth commerCIal customers, but It does not help
WIth reSldentlal customers as they are ServIced through resellers As the CIty also needs cash,
the money that flows through the munICIpal resellers never makes It to the energo

All of the customer senlce and metermg IS IS performed by Energosbvt It IS there that we
found an IS manager who was much more mterested m collectmg and analyzmg customer and
finanCIal data Energosbyt has already begtm a program to mstall more sophtstIcated metermg
eqUipment that can report InformatIon on demand through standard telephony The problems
ofmstalhng thIS system are enormous Not only IS there IS huge bacIJog ofmeters that reqUITe
the new electrOnIC readers but the energo Stelephone system IS ofvery poor quahty and can
only handle 400 baud

The head bookkeeper beheves that NESKO IS part ofthe problem rather than the solunon as
theY appear to be getnng nch offofbarter arrangements She thInks that It IS orne to ehmmate
this orgarnzanon

The mam IS department has tradInonally support the technIcal aspects of the busmess The
drrector of the department spoke m length about therr basIC needs to upgrade therr mformanon
system mcludmg a IIllIllll1um of$44 000 m hardware to replace old vacuum tube computers
But the plans only mc1ude upgrades for technIcaVproductlon mformatIon flows

One ofthe greatest problems m unplem.ennng better controls over the system m general, and
finances m pamcular, IS that they are not able to pay suffiCIent ""ages to hrre competent
personnel The head bookkeeper has been tryIng for months to hrre an asSIstant to develop a
better accounnng mformanon system, but has been unable to fmd a qualIfied person who \\,11
agree the to low wages the energo pays TIns IS a problem. that effects all ofthe energo's
finanCIal and control operatIons

5

To mcrease collectIons from resIdentIal customers Energosbyt IS tlymg to mtroduce a system
ofmeter readers, whom they call "'agents" The deputy dtrector for Energosbyt understands the
unportance of customer relanons and therefore reqUITes that all agents have at least a college
degree and proper trammg For commerCIal customers, each Will be asSIgned an "mspector"
who will be responSIble for know therr customers, mc1udmg how much that customer can
really pay for electnClty Ifa customer cannot pay all m cash then m therr contract they will

I
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agree to pay a certaID percentage m cash. based on the lDSpectors evaluatIon oftherr ability to
raIse cash She doesn't thmk that customers should be treated as "segments," but each as
mdI\1duals We were Very encouraged to finalIv meet a person workIng m the Russian energy
system Vi ho has an mterest In customer servIce

One of the largest problems for collecnons IS Federal customers because by government
decree they have no nght to force collectton or dJsconnect Many of these Federal customers
could actual pa)' for some or all of therr energ)' as they are housmg now commercIal
comparues on therr prelTI1ses But they lude behmd the protectIon of the Federal government
NE also loses a lot m commerCIal (black) losses Much oftlns IS due to poor metenng, but
also from OUtright stealIng ThIs may cost them as much as 10% ofrevenues The deputy
drrector does not behe\'e that there IS currently a good laVi on prosecutIng energy tlueves, and
that one needs to be prepared by RAO and put before the government

Fmally they also need to Improve therr mformatton systems as do not have enough finanCIal
mfonnatton on therr customers They also want a finanCIal management system developed at
the energo that Viould help stlmulate cost cuttIng The current cost-plus system prOVides no
mom anon to Viork more effiCIently and needs to be discarded

We also received a specrfic request from Energosbyt when we asked m what way our program
could help We were told that they need help m developmg a system of compensanon at
Energosbvt that proVides a stlmulus for employees, especIally those that work drrectly With
customers The deputy dIrector felt that as RUSSia has lIttle expenence m performance-based
compensatIon that they would defirutely need the adVice ofa foreign consultant

E1\ERGOSERVICE

No\oslbtrSkenergo also IS the leadmg member ro conglomerate, called "Soyuz
EnergoservIce' rovolvlOg therr bank that IS lookIng to rovest m a program of"dIverslficatlOn"
for the energo They have currently made mvesnnent m three local compames that bwld power
eqUipment E"en though the busmess IS related to power we behe.... e there IS a danger m
allowmg a monopoly to diversIfy, willIe retammg Its monopoly power Ofcourse the
temptatIon IS to finance the nsky busmess With the regulated one The problem ofcreatIng
"Side busmesses IS an epidemIC m RUSSia and we behe\'e a result of a lack of ownershIp
controls over the busmess TIus often allows management to stnp the assets of the company
that they are runnmg to create a new company that they will eventually own ThIs IS a quesnon
that needs to be addressed on the Federal level, but one that can be analyzed as part of the
CommerclaItzatIon program

CONCLUSIONS

At the end ofour lDlnal dtagnosnc we prepared a Itst ofIssues on a protocol (attached) that
was SIgned by the General DIrector The energo has request ofus, WIder the aegIs of the
CommercialIzatIon program to proVide assistance m

I The development ofa strategIc plan for the company to mcrease cash collecttons,
and develop an overall strategy for Energosbyt

2 Analyze the current management system at the company and make
recommendatIons for ItS restructunng

3 Develop matenals, and form a trammg group for trammg company personnel m
the areas of customer servIce, personnel management, finanCIal and mvestment
analySIS, budgenng, and mternattonal accountIng standards

4 Develop a plan for personnel management and compensatIon
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5 Analyze Novosibrrskenergo s relatIonslnp to the FOREM and develop
recommendatIons for workIng Wlth1n thIs market

6 Analyze tariff fonnanon for electrlc and heat energy and make recommendatIons
on how the process could be unproved

In addttIon to these quesnons we belIeve that all the work and recommendatIons that we will
make under the CommercIalIzatIon program need to be onentated toward mcreasmg the level
offinanclal and management control over the orgamzatIon., and m mcreasmg the role of
customer servIce m the strategic goals of the company, or any energy companv A small, or
growmg busmess m NOVOSlbrrsk cannot hope to get a new connectIon to the power gnd, even
though they are able to pay cash ThIs lack of customer onentatIon costs the energo dearly,
and IS a drag on the local economy

MAt'fAGErvfENT ~TIRVIEWED

Tonulov, VitaIll GeorgllWlch, General DIrector
Zhurba, DmItn GennadleVlch, Member of the Board ofDIrectors, and General Drrector of

Bank Alemar
Melamed Leomd BonsoVlch Member of the Board ofDtrectors and Drrector of Soyuz

EnergoseTVlce
Novoselova, Galma Vladmurovna, Head Bookkeeper
Bystrov, SergeI NIkolaevlch, Head of InfomatIon Systems Department
OSOVSkll, Alfred SemyonoVlch, Techmcal DIrector
Zharkov, Yun VIktoroVlch, Head ofEconoIlllcs Department
Burovrnkova, Tatlana Ivanova, Head of the Plannmg Department
Podshasova, Tanana NIkolaevna, Deputy Drrector, Energosbyt (Sales)

AITACHMENTS

I Protocol
2 Balance Sheet for I Apnl 1997
3 Techrucal SpecIfications ofGenerators
4 Carana Report
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(TOMIo1IlOB B r )

OT OA "HOBOCV15lt1PCK3HEPrO"

S TS'-ISHIo1I1'1 7-8 Io1toIlfi 1997 r paccMoTpeIla Io1HcPopMallll'lto, npsp,cTasnsHHylO
PYKOSOp,CTSOM OAO "HOBOCV16I11PCK3HEPrO" no sonpocaM S03MO>KHOCTSlii \11

HanpasIlsHlo1lii cOTpyp,HIo1'-1scTsa S paMKax BblWSHa3saHHoro nposKTa

B COOTSSTCTSIo1Io1 C nopy'-lsHIo1SM PAO "E3C POCCIo1Io1", S paMKax nspsoro 3Tana
npoeKTa "KoMMepL\lo1anIl'l3alllo1f1 3HspreTIo1KIo1", cPlo1HaHclo1pysMoro USA/D, rpynna
CnSL\lo1aIllo1cTos S coCTass

1 Ma\~KJl Csaliip,sp - "Xamep 6aliilo1 KOHcaIlTIo1Hr"
2 AneKcaHp,p K03IlOS - "KapaHa KopnopsliiwH"

OAO "HOBOClt16V1PCK3HEPro" 3all'lHTSpSCosaHo S npOSSp,eHII'III'I p,aHHoro nposKTa
no CIlSP,YIO~Io1M HanpaSIlSHll'lfiM

no PS3YIlbTaTaM COSMSCTHOlii pa60Tbi 6blIlO npII'IHs:lTO CIlsp,YIO~se COmaWeH\I1e

npOTOKon
o HaMepeHURX compyaHulIecmSa S paMKaX npOeKma

"KOMMepL{UanU3aL{UR 3HepaemUKU"

1 Pa3pa6oTKa cTpaTerlo1101 101 nOIlIo1TVlK\I1 KOMnaHIl'lIo1, HanpaBneHHblx Ha cOKpa~eHlo1s

Hep,SHS>KHbIX cjJOpM paC'-IeTOB, cjJOpMlo1poBaHlo1s 3epcjJSKTVf8HO~ CTpaTerll'l1l'l c6blTa
2 AHaIl\l13 CY~SCTBYtol..L\S~ CIo1CTSMbl ynpaBnSHIo1s:l KOMnaHlI'I1I'I 101 nop,roToBKa

B03MO>KHOrO nnaHa ee pecTpYKTYpll'l3a410111'1
3 Pa3pa6oTKa MSTOp,Io1K, cjJOpMlo1poBaHlo1s y'-le6Hblx rpynn 11'1 OpraHII'I3allll'lfi o6yYeHIo1f1

nspcoHaIla KOMnaHlo1101 no cIlep,ytol..L\Io1M TSMaM pa60Ta C KIllo1eHTaMIo1, ynpaBneHll'le 11'1
cTIo1MyIlll'lpoBaHlo1s nepcoHaIla, cjJlo1HaHcoBbllii 101 VfHBSCTIo141010HHbl~ aHaIllo13, ynpaBIleHlo1e
pscypcaMIo1 6yx y'-lsTIAS

4 Pa3pa6oTKa KOH4en41011o1 Kap,poBo~ nOIlIo1TII'IKIo1 101 PSKOMSHp,a4Io1lii no ss BHeApeHlo11O
5 AHaIlll'l3 CIo1CTeMbl oTHoweHlo1lii KOMnaHlo1101 11'1 ¢>OP3M, pa3pa6oTKa peKOMeHAal..llo1~ no

ss 1013MSHSHlo11O npOpa60TKa Io1HBeCTlo14VfOHHbiX B03MO>KHOCTelii KOMnaHlo1101 no OTHOWSHIo1IO
K¢>OP3M C4enblO yseIlII'I'-lSHIo1s:l 3cjJcjJSKTlo1BHOCTII'I Io1HSeCTII'I411'1lii

6 AHaIllo13 MSTOp,II'IK\I1 cjJOpMll'lpOBaHIo1s:l Taplo1epoB Ha 3nSKTplo1'-1ecKyto 101 TsnnoByto
3Heprlo11O 11'1 pa3pa6oTKa peKoMeHp,alllo1lii no se 1013MeHsHlo1to

OAO "HOBOCV16V1PCK3HEPrO" comaCHO Ha Tll'lpa>Klo1pOBaHII'IS nOIlO>KIo1TeIlbHoro
onblTa npVf yCIlOBll'l101 coxpaHSHIo1s:l KOMMep'-lSCKO~ Ta~Hbl

PyKOBOp,CTS0 OAO "HOBOCV16I11PCK3HEPrO" rOTOBO OKa3aTb BcsMepHylO
nop,p,ep>KKy nposKTa co CTOpOHbl pa6oTHVfKOB AO, rapaHTlo1pyeT p,ocryn K Heo6xop,Io1MOlii
Io1HepopMal..\1011o1
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1 OprftHH3PUMOHHAR CTPYKTYPA

liB COCTaBe AK~MoHepHoro o6mecTBa OTKpbIToro TM:TB. "Ho30CI10~"Cc-­

3rleprO" BYO.r;RT 11 haAO,l4RTCR Ha OT,UeJIbr'OM 6a..i'TaBce 23 CTpy-...TYP-ble e,rV-J-..:

ynpaSJreHHe OAO "HOBOCI16YIpCK8Hepro II, HOBOCI16MpCB Me T8U-2, T3~-3, T3~-'; p

T3U-5, Eapa6VI ....CicaR Tau, rac Ha 6a3e MMyr.ueCTBa PPO "E3C POCC~~fI, .:;;pe- _ '::
cTponmeMcF T8U-5, npoM3Bo,ncTBeHrlO-peMO~T~oe npe,UnpI1RTMe, cpe~Ha~/3I1pC3~-

- "H":' ItHoe peMO"fTHOe npe,UupHRTMe, OBOCI1uMpC;C3~eprocne~peMOrl'T, aBTOTpa-cro~--
, -

Hoe npe,nrrprlFT¥e, TerrJIOB~e ceTM, BOCTOq~~e, rOpO,nC~Me, rrpI100c~~e, qe~e-

rraHOBC~rle, qYJIbllJCKMe, 3arra~hole, TaTapCKI1e, KapaCY'~C~Me 3ne~TpI1qeC~Je c:­
Tn, 3HeprOHa~30p, 3~eproc6~T, "HOBOCI16I1pCK3HeprOCha6~OM~ne~To6oPY~03B._I:

(HaCKO)

2 XAP~~TEPHCTW~A MOlliHOCTH, COCTOflHME OEOPynOBAHHH

2 1 ,IIa"irlO!e 00 yCTa-iOBJ1eHHoM, pacrro.,'IaraeMoM ¥ pa6oqeI1 3."e V TDVf­

qeCKOV MOI!{HOCT¥ Ba HaUaJIO MKOHe~ 1996 ro.n;a rrpMBe.n;erl'bI B cJ1e.I!:ytO~e}f 'l'at-
JIMIJ;e

MBT

rrpe~rrpI1- YCTaHOBJIer''":.aq Pacno.rraraeMaR Pa60qaa
RTHR MOI!{t.{OCTb MOI!{HOCTb MOU1hOCTc

'ha HaqaJIO ha KOhe~ I Ha Faqa-THa KOHe~ IHa HaqaJIO'HB. ~o~e-.
! 1996 r 1996 r TJIO 1996r T 1996 r T 1996 r ! 1996 T'"

TaU-2 340,0 340,0 321,0 321,0 259,3 249,0
T3U-3 464,0 464,0 345,0 341,5 307,5 300,0
TaU-4 368,5 368,5 316,5 316,5 246,4 248,0
T3U-5 900,0 900,0 841,4 841,4 603,2 619,9
ET3U 113,0 113,0 87,0 87,0 39,9 32,8
T3C 2185,5 2185,5 1910,9 1907,4 1456,3 1449,7
rac 455.0 455,0 350,0 350,0 240,5 245,0
3Hepro-

2640,5 2640,5 2260,9 2257,4 1696,8 1694,7CI1CTeMa

YCTaHOBneHHaR GnehTpMqeCKaR M TerrnOBaR MomHOCTb 3HeprocHcTeM~ B
1996 r He M3MeYMnaCb BBo.n;a, rrepeMapKVIpoEKM VI .n;eMoHT~ OCHOE~oro cOo­
PY~OBa~~R He o~no CHl1~eHMe pacnonaraeMOI1 MOU1¥OCTH Ha 3,5 MBT TIpOM30mno

M3-3a CHY!~eHMR TerrnOBOH Harpy3KM rrpoTMBo.n;aE.rreYUeCKHX Typ6Mrl Ha T3U-3
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Pa004¥e MOmHOCT~ no HOBOC~6~pc~OH C~CTeMe Ha ~aq~o ~ ~Orleu 1996 r
HaXO~qTCF pa O~rlOM ypoBHe CH~rep~e pa6oqe~ ~Om~OCT~ Ha T3ll-2, T3ll-3,.
BT3U no CpaBE-erlrlID C npollinb~ rOAOM npo~30illno ~3-3a YBen~qe~~~x peMo~T83

o6opy~oBa~~R ¥. ~e~~U~Ta Tonn~Ba ITo T3ll-4, oT3U ~ r3C paoo~a~ MO~-OCT~

YBenj1qe..a

KOn~qeCTBO OCHOBhoro oOopYAo3a-r~ ~ e~o MOm-OCTM ha KO­
Heu 1996 ro~a npe~cTa3ne~o B Ta6n~~e

HaMMe~o:aarlvre KOn~qeCTBO Mom",ocT~ 'KonvrqeCT30 ,
rraponpo~330-

3JIeKTpOCTarllJ,~~ Typ6~H Tk"POvr ... 'E-OTnOB ,
.nvrTeJIb~OCT~

( lOT) '3-epreTViqeC' (T/qac)
'K~X

,

T3U-2 7 340 8 2340
T3U-3 11 .1. .... t. 13x) 3640x)_0 _

T3U-4 6 368,5 12 2660
T3U-5 5 900 7xx ) 3400xx )
BT3U 4 1.13 6 1140

VlToro liO T3C 33 2185,5 46 13180

KOTenbPaR Tic
(6bIBillaR T311-1) 2 50

HOBOC~6~pc~a~ r3C 7 455,0

VlToro no
3rleprOCMcTeMe 40 2640,5 48 13230

x) _ B 6a..."1aHCe na-poBoH MomHOCTvr yqTeE- OIIhITPo-npOMbIIIIJIeHHblfr KOTen
CT ~ 15 TVina TITE-427 naponpo~33o,n~Ten~E-OCTbID 320 T/qac

xx) _ ygTer~ 2 na-POBclX KOTna ;o6cTBer~~X E-Y~.n EE-25 npo~33o.nMTeJIbqOCTbK
25 T/\.iac -

ITo,npo6HaR xapaKTep~cT~Ka o6opy,noBaHMR, qMCJIO qaCOB ~cnonb30BarlMR

cpe,nHero,noBofr yCTaHoBnehnOfr MOmHOCTVi npe,ncTa3JIep~I B ~opMax 6-TIT no
K~.nOH CTaHU~~ 3heproc~cTeM~
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M3HOC B npOue~TaX aKTffErlOM ~aCTff KOTenhHOrO ~ TypOrlqrlOrO oOOP~~O-

BaHHR 8JIe?CTpOCTahu~i1: C nonepetp':.oIMff CB.fi3RM~ "HoaOCHOHpCr3"'1eprO" no cae:
P~M~ Ha 01 01 97 npe~CTaBneH E Ta6nHue

(3 rrpo~edTax)

HaffMe~OBa~Me 060py~oEa~HR T3U-2 T3U-3 T3U-4 BT3U T3C

KOTenQ~oe o60~b~oBahHe?Ha
88,3 100,0 97,35 97,07napaMeTP~ 30- Krc/c~- 100

- - 130 Krc/cM2 95,1 79,6 97,35 90,68
KOTeJIbHbII1 I..!,ex 93,9 82,8 98,07 100,0 93,28
TypdHHqOe odouy~oBaqff82Ha

100,0 100,0 100,0 100,0 100,0rrapaMeTpbI 30-90 Krc/cM-
130 Krc/cM2 38,8 87,1 97,8 77,7

Tyn6Hh .... bfM uex 45,3 89,6 98,3 100,0 69,5
T3C 73,9 84,8 98,1 100,0 85,7

(M3HOC aKTMB~OH qaCT~ 06oDy~oBahMR - OTnorn8h¥e ~au~CneFqclX aMODTM­
3a~HO~~~X OTQMCJI8HArl (8 py6JIRX) ra nonh08 BOCCTaHOBn8HMe K P8pBOFaqan~­

HOH CTOHMOCTM 060DY~OBaFMR)

COCTOF~H8 aKTHBrlO~ qaCTH T8ITJIOBbIX ceT8~ no ro~aM CTDOMT8JIbCTBa
ITpeACTaBnehO B Ta6JIMue

rOA npoKna~KM lLnMHa B 1\'''1 %

CBbrrne 25 JIeT 95,37 29,8

~o 25 neT 53,09 16,6

,!{o 20 neT 60,47 18,9

AO 15 neT 44,30 13,8

~o 10 neT 40,41 12,6

AO 5 JIeT 26,00 8,3

vlToro 319,64 100

,JP



OneT 0 KOM3B,lXBpOBKe B AO "HOBOCH6apCIOBeprO"

B pa.'MJt9X UepSOl 0 :n8J18 npOeKT8 "Hagler Bailly - PAO E9CuI
I llo6ocu6upcK 7-8 UIOJVl1997?
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B pa6are npHHHMllJIH ~C'liIe

.Ma1OOT CW.llep - "Hagler BalIly It

-AnCKCaH)J;P K031IOB -- Carana Corp

llCJl blO )'laRHoro :)Tarra lmJTSflTOCL 'umkOMCTBO pyteOBO~CRHOBOCH5HpCk3HCpro c

npoelCToM Ii oueHKa nepcneKTHS B03MOJKHOrO c01'JJY~HH':IeCT.Ba B paMICaX ere pCaJIH'3aUHH

B TcqeffRe nayx ,/lHeH npl1Be,ll;eHLT Bcrpetrn co CnellKarrRCTaMH ] ]OBOCR6HpcK3Hepro

-reHepam.HblM ~pe1C!epOM (loMWloB BKraJlHi:i 1eoprHeBHLJ)
.3aMeCTH1'eJleM npcltCCJ{R1'eInI COBeTa .n;HpercrOpOB ( MeJ1llMe,ll; .Jleomf,ll; bOpHCOBRti )

.rJiBBHLN 6yxrllJITCpOM (HOBOCCJIOBa faJIHHa BJWUtMHPOBHa)
-llHpelO'Op<)M nO 3KQHQMHlCC ()J(apKOB TOpJrn BHkTOPOBR'T)

.Hat l8.lThmncOM rmaHOBO-3KOHOMH'IeCKoro OTZl,eJIa (hypoBHHKoBa 1 <IThllHa l1.BaHOBHa)

.HalJa1T!>HHKO\f npOlOBo,D;CTBeHHo-KOMMepqecKoro OTLleJ111 (OCOBCKHH An&cPpell CeMeHOBHQ)

.H,lLilLlbHI-IKO\f OTlte.iTa ACY (IiLICTpOB CepreH HHkOJillCBWI)

• 3a.\(ccnrrene-.r nHpeIITOpa «'3HeproC.6bITID) (nO,ll;'laCOB<l JaTbJlHa HHKOnaCBHa)

.Hd'ianbHmCO\( q>HHaHCOBOro OTJJ:e.lla (,l:(RSbI,ll;OB AJIeKCaHLtp BHJcrOPOBH'i)

• .n;Hpeh.'-OpOM KHBecTliW1oHHO-¢HHaH~0130H KOMmuum ()Kyp6a nMlITpHR reHHa,ltHeBWI)

06~aB xapSKTCpHC'I HKS. HOBoca6s:pCK:Juepro
(co CJIOB CneUHaJIKCTOB :>HeprOCHCTe'd])l)

.AO HOBOCH6HpcIOHepro - OJJ:Ha H3 aeMHOfHX :311eprocK("'"TeM, B KOTOpOH PAO He KMeeT

KOKTpOJlJ,HOrO DaKeTd

.AO HOBOCH6HpcIOHepro oOC1TYJiCHBaeT Hono("K6HIX-KY10 05mlCib B CQCTaB
HOBocHoapclOHepro B"tO.l!.llr 23 06()~o6neffHl>fx crpyrcrypHI>tx nO,ll;p8.3JJ:eneHHK 5 T3IJ" 8
npeJ1l1pl1aT11.H 3Hcproce-re'A, 1 TenJiocen., "HOBOCH6HpclOHeproc6hLT", peMOHnfl,Je,

cTpOHTeIThHOe, CHa6)J(eH'ieCKOe H LlpyrHe B~t10M(l1al cnhHbTC; npe.ll:T1pHsrrHi:

-B Ue.nOM perHOH 3HeprO.lleqlHIDm"H OKOlTt) 70% 3JlCKTp03HCprHH, OOTpC6nJi1CMOii IS

pcmOHC npOH3BOJlHT AU HOBOCH6Hp<..x:mcpl (I Ha CBO}f'( T::>~ H B]gTOH B apeH.D;)' y PAO
HOlSl)CH6Rpc«o~ r'1C, OCTal1bHoe '3at<yDaeTClt y f1AO 3aKynacMlUl 'lJlclCTpOOHepmJi

)J;emeBIle "Ie" cpelUJU ce6eC'f()H..\lOCTb COGCTBeHROH, O,ll;HaKO c yqeTOM aOOHeHTHOH nnaTbl

31'a CTOHMQ(,,-rb DO.LU1H~ICII Rl>llUe rrpoR3BO,ll;CTBeHHOH CCOeCTOH..\locnt

.PCaJl~'33.11HCH 9HeprHH H C50pOM .aeul:)Kt.\bU{ cpc/tCTB 3aHHMaCTCli TOJlbKO 3Hepro,,6b1T

(CeTCBLle npCATTpHJITHll DblllOJlliliTOT TOJiLKO TpaHCnopTHYlO ~YHKIJJIIO), 5clpTCpHT:.Te

onepalUUt nept.LlaHbl Jl BeJJ:eHlfe CHa6.d<eHLJecKoro no.apaJl.lCJlc..HHSI H::>CKA

.rrOc.nC.llHee Bpe\1i aKrHBHO aeJ{eTC2 (P,OClaTOtfHO ycnewHo) pa60Ta no JIHKIUf,ruU,tHH
nepenpollaBU08 PeJYJl[,TllTOM nO,ll;05Hoi!: pa60ThI CTaJl POCT 06bC~()B .qeHOKHLIX

noc;ryIIJleUHH

.HHepopMaUHOHHi1J1 ("HcrcMa "8 Hacro~ee speMJi 60JILlDe opHeFrmpOBaHa Ha BODpocbl
AHClICTtfeplOBqmt H XOH"I'pOi1X J<! pea.:nl111QReR npo6JleMaM ynpaRJICHHll <pHHaHCn:MB

YJ:l:e.nJleTCJi 3HatUtTt..llhHO MeH!>1lJC BHIDlaHWl H :rr.1. HHtP0PMllrtHli pB3po.'3HeHa

t\
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r JIaBHLle npo6J1eMLI HOBUCH6HpcIORepro

(CO cnos cnegHdJIHcroB ~HepI OCHCTeMW)

.Ol1H2 H3 Cepr.e3HC~mrnX npOfinCM - HCXBB.TKa. .QCHCJiOIDlX CPC,IlCTB Tom.xo 9% ar
peamoaUKH OTUIa'iCRO B 1996 ro~ ,IlCHCJKfU.WH cpe.aCTBaMH. 8% He 6h1J10 OIIJIa'iCHO

aoo61Ue 3To CB.X3aHO D DepBylO O'iepel1ll. \.0 ClIl;.lti1epHKOti PCH10Ha. II lCOTOpOM 85% .­
Dpe.l1lIpHJi"lWi. BOCflRo-npO~{,T>rm!leHRoro KOMnneKC3 cbC,lJ;epaIIbHOrO nO,lJ;tmHeHWI

CyWCCTRyeT orpOMHlljI (cBLIme I Tp!lH py6) 3a,!lO'DKeHHOCTh 61O~eTOB Bcex ypOBHeH, He

C'GITaJl ,!tonrOB npe.z:tnpWlTHH, Ce.:u.CKoro X03J1H~a, .tlacen.eI1H2

-Emc: O.z:tHH 50!lhHOH Bonpoc - BblCOKHH ypOBeHb IWI!OCet. o6opy.a0tl41UUI TIll bom.UJC
1I(UIOB~Hhl &CCX :3Hepro6rrOlCOB HMeIOT H3HOC CBblwe 80%. a Ha 1311-3 - I:laJKe 100%
BWt.OKHH ypORCHl> J.l3HOca npHBO,lJ;ltT K poCT)' 3aTpaT Ha nOAACP'fGHlIe pa6oToCIloco6Hoem

o60PY.IloBaHm[, lITO HeCOMHeHHO, 3Ha'iKTCJlbHO yBeJlH'iHBaeT ce6c=CTOHMOCTb JlPO.z:tyJWKR H.

CQOTBeTCTBeHHO, 6e3 Taro BLICOIGte TapHq,W

.B cnH3H C H\"XBaTkO~ neRC)f(HDJX Cpe,!(crB 06pa3oBanacb 60J1bll1U (.ao 9 MecaueB)

JallOl1:lkeHR()CTb no 3apa60THOH rtlIa'l"e B HacrOJUUee Bpt:MR pYKoaO.llC180 npKn8rae-r
cep&e3Hble yCHrlWI AJUl JlHKBHIlaUHH }"ll)l1 ~nInf(eHHOCTH (no HeKOTOpLl'd ;J;aHHhIM

H.l'W1a~b uorSUlCHue nOirOB 1a 4 \iecsn~a) E011l.wylO P0'lb B 3TOM npoue'-Ce W'p3lOT

npo(j>colO3Lr

.PeWeW1eM llpa:awre.rrT>CTBa Pel> H3 TapHq,a Ha :mepnuo 6b1nd "~KJUO'icua HHBeCTHIIHOHRlljI

1.0CTaBJllfEOIIJ;wt Cl1e;J;oBaTenl.HO, HOBOCHOHpt.lOUt.PIO He: 8 ~CTOlffiH'H llKlTa):tLIBan

CpeLtCTB3 B peXOHCTpyKUHIO H pa3BHTHe. a HUB~Cll1WfOHHaJ1 nommuc.a PAO .Ila!Ielto He

Bcer,lJ;R COOTBeTCTByeT HHTepeC<Lld JHeprOI.HC'l CMI>f

06~He BUeQ3TJleJIWI OT paOOThI B HOBOCHuupCIOHepro

B :'tone Haulcro BH3HTa PYKOBO;J;CTBOM HOD(x"H6~pclc:;mcpro HCO,!(HOKpaTHO 61>1Jlo

BL1CKa'33HO 60'11 lTJoe ",e.,1aHJ.le pa6CYrS.Tb 11 paMXaX npoeIml. 06:lTOM MO>Ke'r i.lnf~erem.CTBQBan. H

TOT epaKT, 'iTO IS XOll\,. wsyxrtHeBRoro BmHTa 6&IIIH 0PraRH30BatU.l IllS!... lil;rpellH ~ reHepam.HDN

~pelcrOPOM Jf ]tBe - C JaMeCTKTel1eM llpellC(.J.\arCJTjI C'OBeTa ~Hpe",,,opoB, Ha BblCOKOM

Opr2liH33llROHROM ypoBHe npOHC'WJ11'L1H Hl1Tepl\bl(l CO cneQHa11HCTaMH

PYKOBO.L1CTBO 3HcproCHCTe\1'lJT )'iKe 06Pa.J..UdJIOl.b 3d. nOMOTUDJO Ie KOHcynbTaHTaM H HMeCT

HeXOTOpblH Ollhl r cOTpy~eCTBa C HHMH

110 HTOraM pa60nT B HOBOcH6KpCIOHepro 61 U1 rtO)1T1Hl.aR npOTOKO!l. B KaropoM eme pa3
6bfJla nO,llqepJ<HYrn rOTOUIIOC'rt pyKOBO,lJ;CTB8 K carpYlIHH"leCToy, a ralOKe c¢oPMYJlHPOBaHbl

OCROBRbTe HanpaBJIeHWI BOJMO)((Hl)H J,:\CSlTCJT&HOCTIi KOHcym.n1lrTOfl R Xl)'tC npoeXTa

BLIBO,u; TIo HarneMY MHeH lilO, HOBOCH6HpCK3Hepro MO)Ke'l 5:r.ITL O,lIHHM H3 HaH50nee
BeponH.YX YlIaCTHHKOB «nHJlO"lHOJ'O» npoe:ecra. DOCKOllhXY HapJUij" C rorollHOCThIO

PYKOBOllCTB.l K carpy,D;HHtIec:'rny xopomo BH,D;Ha H 60nbUlilll: <..aMOCTonem:.BaJr paGOTa lIO

IIOHCr<y BLTXO.zr.OS li3 Tg)f{eJTOH CRT}'~Wl

TOTffi. P 03



DIAGNOSTIC EVALUATION OF PERMENERGO

They are recommended for clasSIficatIon as a Type 1 energo

Pennenergo was very hospItable and enthUSIastIc about Jomrng the program They had a
surpnsmgly strong management understandIng of the Importance of finanCIal management
functIons, and were ImplementIng a plan to restructure along fmancIallmes They were
also qUIte vocal as to thelf opmIOns as to the proper dIrectIOns for the refonn of the
energos and the power sector, and see partICIpatIOn m the program as a way to mfluence
those refonns and determme therr own future

Pennenergo's management IS qUIte actIve m trymg to solve therr non-payments cnSlS, both
by enforcmg dIsconnectIons and establlshmg an office to sell secuntIes receIved fOf
payment The economy of the regIOn IS strong enough to support a commercIalIZatIOn of
the energo, WIth many exportIng, profitable compames that are large energo customers
Pennenergo feels they can raIse cash payments up to the fifty percent level If they can
mfluence the REC to allow them to force the collectIons Issue

515
4
3
5
3
3
4
4
3
3
2
4
3
5
5

Ratmgs

July 7-8, 1997Dates VISited

Attachments Tnp Report - Bob Alexander
Tnp Report - Vlad1slaw Khommsky

DiagnostIc Criteria

RecommendatIOns and Summary Type 1

1 Management Interest m Program- General DlrlStaff
2 Macro-EconomIc Environment
3 Regulatory and PolItical EnVironment
4 Competency and CapabIlity of Staff
5 General Fmanclal SituatIOn
6 Magmtude of Sales
7 OrgamzatlOnal Structure
8 InformatIOn Management System
9 Accountmg and Reportmg System
10 Tariff EstablIShment
11 Customer ServlcelBIIlIng
12 FmancIaI AnalysIs and Planmng
13 Investment Projects
14 Potential Benefit to Energo
15 WIIlmgness to Share Cost
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Suggested Scope of Work

1 AddIuonal trmmng m financIal management and budgetmg
2 AssIstance m cost management, and correspondmg assIstance m tanff settmg and

collectIOn polIcIes WIth the REC staff
3 AssIstance WIth orgarnzauonal structure and partIcularly the Implementatlon of the

Fmanclal Department's proper role
4 AssIstance m modermzmg accountlng, customer mformatlon and servIce, and

developmg a system for bIlling and collectIons
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TRIP REPORT FOR PERMENERGO

Perm
July 7-8, 1997

Prepared by Robert Alexander
Hagler Bailly Consultmg!Moscow

THEENERGG
\

The Jomt-Stock Company Permenergo IS the major dIStrIbutor of eleCtrICIty and heat m the
Perm RegIOn, whIch IS located m the Northern Urals Peak load IS now much reduced to about
2100 MW, with about 87 percent of the load bemg mdustnal (mcludmg the radroad and some
small mUnIcipal) seven percent agncultural, and only SIX percent residentIal (some through
reesellers) Pennenergo generates about 60 percent of the load usmg CHP's and buys the rest
from RAG Some 40 percent of the generatIon IS gas fIred at present, the rest IS fueled by
varymg percentages of coal and ad They have some advantage 10 that therr boders are
deSigned to bum all three fuels Permenergo dunng reorgamzatIon lost some of therr cheapest
generators to RAG, 1Oclud1Og two hydro plants of 500 MW each, and also Penn Thennal
Plant a three umt plant WIth a nommal ratmg of 800 MW for each umt , although each
operates now at half capacIty at best due to lack of fuel

Pennenergo also supplIes most of the mumclpal central heatIng, although the dlstnbutlOn of
heatmg m the City of Perm Itself and some other cItIes IS through resellers The energo IS
diVIded mto some thIrty subSIdiarIes (the usual structure), 1Ocludmg, among others

12 CHP's (not all of WhICh are presently operat1Og)
TransnussIOn network
RepaIr
Trammg
Automotive
Social Services
Agncultural

Pennenergo IS part of the "Urals Pool' , whIch IS composed of SIX regIOnal energos ThIS group
was apparently set up a number of years ago to actually operate as a power pool and regIOnal
market, but RAG (they claIm) prevented thiS from happen10g Perenergo claIms all the
members are stIll comnutted to thIS approach

The Penn regIOn offers the energo a potentIally strong econorruc base, WIth many mdustnes
successfully exportmg theIr products Major mdustnal customers mclude 011 recovery and
refImng, forest products, mmmg and processmg of speCIalty metals (titanIUm, magneSIUm),
fertilIzers, and certaIn high tech mdustnes (such as the Penn Jet engme factory) whIch have
attracted foreIgn mvestment

MANAGEMENT

The management at all levels was very open and cooperative, and WIth the exceptIon of the
accounting department expressed strong mterest m partlclpatmg m the program Therr IS a
recognItIon of the rrnportance of fmanclal management m the seDlar management, and the
energo had recently reorganIzed to stress the fmanclal function mclud10g hrrmg a new manager
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from the bankmg sector The General DIrector (yun V Lapm) came off vacatIOn specrncally
to meet us

The Deputy General DIrector SergeI Kuznetsov, who was our host, had' used the opportumty'
of the General DIrector's absence last week to dIsconnect for a few days a number of the large
non-paY1Og customers the energo thought could and should be payIng As hIS staff put It, he
had "dIsconnected half the mdustry m the region" They were reconnected shortly after polItical
pressure from the Regional Governor's staff, but he beheved he had made hIS pomt There wIll
be an "emergency" SItuatIon declared by the Governor to study the energy supply SItuation,
and the energo hopes to mfluence new legislatIOn to force payments where pOSSible

TARIFF SETTING

Permenergo stated that as m other regIOns, tanffs set by the REC are pOhtiCaily determ10ed
In the reSIdential sector the REC has set a two-part tanff of 130 R/kwh for consumptIon below
60kwh (below theIr claimed generatIon cost of 220 R/kwh) and 240 R/kwh for hIgher
consumptIOn Smce the resIdentIal load IS only SIX percent, the problem IS not too great But
smce there IS no meter readIng they expect many consumers WIll fill out the paperwork to bIll
themselves the lower rate for all consumptIon m any event

Tanffs for the 10dustnal sector are allover the map, WIth the REC gIv10g certam 10dustnes and
customers speCIal tanffs The tanffs that are set are based on the cost of burnmg gas only
Due to the non-payments problem, gas IS now m short supply, so the energo IS bemg hurt by
hav10g to bum the more expenSIve coal and 011

NONPAYMENTS

Nonpayments IS the most senous concern, WIth only 14% of payments receIved 10 cash An
addItIonal 14% IS receIved In secuntIes, and the remainder by mutual cancellatIon of debts
Perrnenergo WIll not complete barter deals WIth customers at all Some thIrty percent of
receIvables are estImated to be uncollectable under any condItIOns

Perenergo feels that there are a large number of mdustnes m theIr region that could pay 10
cash, If they were forced to do so They claim a large number of companIes have export
eam10gs 10 hard currency, but nght now the money "stops 10 Moscow They claImed that If
they were allowed to disconnect they could get cash payments up to fifty percent of total
payments Permenergo IS openIng a "secuntIes" sales office, where the secuntles received In
payment WIll be sold for cash, and proffilssory notes Will be bought and sold

The worst non-payers are the so-called dIrect "budget" estabhshments - ffilhtary bases, pnsons,
etc who pay noth1Og Permenergo IS prevented by vanous laws and decrees from
dlsconnectmg these customers, so they say nothmg can be done here although they are owed
over 400 BlilIon rubles by these customers

The ffillItary mdustnal complex owes some 800 Bilhon rubles, and once agaIn there IS almost
nothmg the energo can do to force payment Perrnenergo was particularly upset by the fact that
due to such non-payments, they owe some 340 BillIon rubles In taxes and penaltIes, whIch they
can no longer offset against these "budget" company receIvables

Perenergo claims the major task IS to change the psychology of the consumers, reSidential and
mdustnal RIght now electncity and heat are not seen as a commodity that has to be paid for
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The energo says they are told to "bve by Western market economy pnncIples but that nght
now they are regulated as a socIal servIce

ACCOUNTING AND FINANCE

Permenergo IS aJomt stock company, WIth 49% of the shares owned by RAO and the rest by
others 'ForeIgn entitles" hold 16% and most of the rest IS held by employees or past
employees of the energo

The accountmg department descnbed the financIal status of the energo as gettmg worse and
worse, WIth receIvables and payables both contmually mcreasmg ReceIvables are st11l greater
than payables but lIqUIdIty IS descnbed as non-exIstant UntI11996, the utilIty showed a paper
profit, but IS now showmg "losses", although they stIlI make a 'profit on sales There IS an
account for' expendIture of profit", and If they spend more than planned, It causes a "loss
ReceIvables and payables are now basIcally 10 balance, at about 3 5 BIllIon rubles each TheIr
mam credItors are the fuel supply companIes, mamly gas TheIr purchase for energy from
RAO IS paId thIrty percent m cash, mostly m secuntles

The mam problem of the account1Og department was descnbed as "paper flows' , partIcularly
WIth regard to mutual debt cancellatIOn The tax authontles apparently reqUIre hard copIes of
all such transactIons whIch IS dIfficult to handle gIven the SIze and number of these offsets

The accountmg department 10dlcated that they kept two dIfferent sets of books one for taxes
where revenues are booked after delIvenng the product, and on for where and management of
the energo, where revenues are booked only after gett10g paId They dId not understand the
question when asked If any of the accountmg departments reports accurately proVIded a pIcture
for management of the energo' s true finanCIal SItuatIOn

When asked what aSSIstance the program could gIve to accountmg, the staff asked for
asSIstance In obtammg software to follow the RUSSIan accountmg methodologIes When asked
about IAS accountIng, the accountmg staffmdIcated they were already too busy and dIdn't see
why they would want to undertake yet another form of accountmg

RESTRUCTURING

The FInanCIal Department has subnutted a plan to the General DIrector for restructunng the
energo to stress the Fmanclal functIOn The first step, taken last year, was to organIze a
separate FInance Department separate from accountmg The second step was for the new
Fmance Department to take over all finanCIal flows All expendItures must now be approved
by the Fmanclal Department

The next planned step IS to establIsh a budgetmg system for the entire orgamzatIOn, and a
group IS presently bemg establIshed to do so The Fmance Department also hopes to
'commercIalIze' the sales or customer servIce sectors, mcludmg collectIOns RIght now, the

"energy sales' department IS responsIble for all customer contact, mcludmg negotIatIOns
concernmg non-payments. and the feelIng IS that they are not coordmatmg WIth the rest of the
energo

MAIN MANAGEMENT INTERVIEWED

General DIrector Yun V Lapm
Deputy General DIrector SergeI FedorovIch Kuznetsov
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Deputy DIrector Power Sales Valennna I Shalmkova (Energosbyt)
Fmancial DIrector AndreI R Kalmakov
Deputy ChIef Accountant Olga Ustryuzhnatreva
DIrector of AutomatIon Systems Vladovslov I Dudm



Dates VIsited May 26 - 28, 1997

DIAGNOSTIC EVALUATION OF ROSTOVENERGO

Attachments Tnp Report - MIchael SWIder
Tnp Report - VladIslav Khommskl and Marganta Zaltsev
Agreement ofCooperatIon Protocol, sIgned on May, 1997

1 Develop management and customer InformatIOn systems
2 Analyze productIon costs and make recommendatIOns for cost cuttmg measures
3 ASSISt m tranSItIon to mternatIOnal accountmg standards
4 Improve finanCIal management, budgetIng, and Investment plannmg procedures

5/5
3
3
4
3
3
4
3
3
3
4
3
5
4

Ratmgs

The management at Rostovenergp IS well organIzed and competent When we amved we
were met by all the senior management, who where already organized mto work groups
by the General DIrector to answer questIons on the Issues that we had mdIcated on our
mtroductory letter No other energo that we VIsIted was so well prepared for the InitIal
dIagnostIc At the end ofour VISIt we SIgned a protocol that requested asSIstance m the
follOWIng areas

Recommendations and Summary: Type 1

DiagnostIc CrIterIa

1 Management Interest In Program- General Dlr/Staff
2 Macro-Economic EnVIronment
3 Regulatory and PolItIcal EnvIronment
4 Competency and CapabIlity of Staff
5 General FInancial SituatIon
6 Magmtude of Sales
7 OrgamzatIonal Structure
8 InformatIOn Management System
9 AccountIng and ReportIng System
10 Tanff Establishment
11 Customer ServlcelBIIhng
12 Investment Projects
13 PotentIal Benefit to Energo
14 WIllIngness to Share Cost

The negatIves at thIS energo are SImIlar to most others, weak fInanCIal controls and no
clear mterest m operatIng the company as a commercIal bUSIness But With the qualIty of
the management we belIeve that consultants workIng WIthm Rostovenergo would receIve
suffiCIent cooperatIOn from to achIeve poSItive results Another advantage IS the
relatIvely good polIticaVeconomic enVIronment m the region
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As the management ofRostovenergo IS ready, WIllIng and able to work towards the goals
of the CommerCIalIzatIOn project, we categonze tlus energo as a Type 1- recommendmg
It to be Included In the program
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TRIP REPORT FOR ROSTOVENERGO

Rostov-on-Don
May 26 - 28, 1997

MIchael SWIder
Hagler Bailly ConsultIng

SUMMARY AND RECOMMENDATIONS

On'May 26 - 28 MIchael SWIder ofHagler Bailly ConsultIng, along WIth Vladtslav KhommsIo
and Marganta lattseva ofCarana CorpOration, and Natalya Trekhleb ofthe IFC VISited AO
Rostovenergo to perfonn a short dtagnOStIC of the energo's capaCIty to partICipate m the
CommercialIzation program Rostovenergo IS plagued by the usual problems ofa RUSSIan
regIOnal power company

• Lack ofcommercially focused management
• Poor metermg and control systems
• Low CollectIons

All of these lead to the weak financial condition that Rostovenergo IS currently suffenng from.
makIng It all the more difficult to pay for the restructunng that the energo requITes

The pOSItive side ofRostovenergo IS that the management IS well orgamzed and competent
When we arrIved we were met by all the senIor management, who where already orgarnzed
mto work groups by the General DITector to answer the Issues that we had mdicated on our
mtroductory letter No other energo that we VISIted was so well prepared for the lIUtIal
dIagnostic At the end ofour VISIt we SIgned a protocol that requested asststance m the
followmg areas

Develop management and customer mfonnatIon systems
Analyze productIon costs and make recommendatIons for cost cuttlng measures
AsSIst m tranSItion to mtematIonal accountIng standards

4 Improve finanCIal management, budgetmg, and mvestment planmng procedures

As the management ofRostovenergo appears to be generally ready Wlllmg and able to work
towards the goals of the CommerclalIZatlon project, we recommend that tills energo be
mcluded m the program. We beheve that consultants workmg Wlthm Rostovenergo would
receive suffiCIent cooperation from management to achIeve posItIve results Further
mfonnatIon IS contamed m tills tnp report, and the attached report prepared by the Carana
CorporatIon

Top Report For RostovenergolHagler Baillv Consultmgll July 1997/SWlder



SALES AND COLLECTIONS

THEENERGO

Rostovenergo currently has 30 AffilIate compames m ItS group mc1udmg regIonal heat and
electncIty dlstnbutors There IS a total of 17,000 employees ill the company, WIth 13 000
workmg m productIon enterpnses and the remamder workIng ill vanous SOCIal ServIces

The energo belIeves that a large part of the problem WIth budget (1 e government)
orgarnzatIons IS the lack of control over government outlays A VIllage wIll receIve budget
funds to pay for therr power expense but the money does not make It to the energo nor can It
be tracked

Tnp Report For RostovenergolHagler Baillv Consulung/l Juh 1997/Smder

Accounts receIvables total 1,500 bIllion rubles, or about $ 260 millIon, as of 1 Apnl 1997
Days sales outstandmg (the measure of average collect rate) IS nearly SVI. months Of thIs
amount about $50 nullIon IS consIdered past due The breakdown of accounts receIvables IS
approXImately

Rated capacIty at the energo, wInch 15 64 percent owned by RAG UES ROSSll IS 929 M\\
WIth 3518 nulhon kWh sold m 1996 Most of the addItIonal power m the regIOn was produced
by the Novocherkaskaya State RegIonal Electric Power Statlon (GRES), whtch IS rated at
2,245 MW and generated 11,056 millIon kWh m 1996 The Novocherkaskaya ORES was
rented and managed by Rostovenergo untIl 1995 when It was returned to RAG because
expense fuel coal supply makes It unecononuc to operate

• 42% Budget OrgamzatIons (mostly regIonal government whtch has not been
paymg for heat)

• 23% Industnal Customers
• 20% Resellers
• 10% Agrtcultural Customers
• 5%Other

AO Rostovenergo IS the monopoly supplter ofelectnclty and heatIng to the CIty ofRostov-on­
Don and the regIOn ofRostov, whtch IS located at the mouth ofthe Don nver on the Azur Sea
m Southern RussIa Major mdustrles m the regIOn mclude agrIcultural machmrn power
eqmpment locomotIves aerospace, transportatIon (port and nulhead) and agncultural Before
the fall ill the RussIan economy peak load m the regIon was 3,600 MW Last WInter peak load
was 2,450 MW, a drop of32%

Much ofwhat the energo does collect IS m barter 70% of therr power sold IS purchased from
the wholesale market, and almost all from the Novocherkaskaya GRES Most ofthe power
purchased IS paId m barter, whtch they arrange through therr debtors There arrangement WIth
Novocherkaskaya IS to send enough cash to meet salarIes The also use barter to pay the fees
owed to RAO Although RAO has mSIsts that all bills are paId With a rmmmwn of30% cash,
Rostovenergo does not have the cash avaIlable to meet thIs demand Other than salarIes and
the penSIon fund all cash goes toward capItal constnICtIon

2

In Rostovenergo the sales company, Energosbyt, reltes on local affiltates to manage customer
relanons It IS the affilIate's managers who deCIde whom to disconnect But as ill other
energos, metenng IS msufficlent and enforcement IS weak At the begtnnmg of thIs year the
collectIons problem was at Its worst and they were only collectmg 60% of energy sold Smce
then they have been able to raIse the collectIons rate to 86% But only 10% of collectIons are
m cash, the rest m barter and mutual debt cancellanons For example, 76% ofall payment for
taxes are m the form of off-sets
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T<\RlFF POLICY

The new tarIff stnIcture should look lIke the followmg before the end ofthe year

As m all regIons tarIffs are set by the RegIonal Energy COIDlDlsSlon (REC) Currently tanffs
are set by customer class

To get payments up they have started a system ofsanetlons. or penalties, agamst non-payers
But as most ofthe non-payers are protected consumers there IS lIttle they can do on
enforcement And accordIng to the Sales deparnnent they don't have a polIcy on cash
collectIons "or at least one that makes sense'

Tnp Report For RostovenergolHagier Bailly Consultmgfl Julv 1997/Swtder

• ReSIdentIal (CIty) 160/kWh

• ResIdentIal (Rural) 112/kWh

• Agncultural I 94/kWh

• Industnal «750kv) 481/kWh

• Industnal (>750kv) 362lkWh plus a fixed charge of4,670 rubles per kIlovolt

• Average tarIff 328/kWh

Currently the REC reqwres that the mdustnal customers subSIdIze reSIdentIal, especIally rural
customers who have theIT energy pnced as 0 7 ofCity reSIdentIal customers even though the
cost ofservIce IS greater The energo clauns to have come to an agreement that would allow
them to raIse and equahze reSIdentIal tanffs Industnal tanffs for the largest consumers will be
lowered and the average tarIff wIll remam about the same at 325 - 328/kWh

Metermg, or the lack of It, IS one ofthe most SIgmficant hIndrances to mcreasmg collectIons
As m most regIonal energy systems m RUSSIa, It barely eXIsts Rostovenergo bas dIscussed
developmg a program for new metermg but only theoretIcally They have not done a senous
study The lack ofmetenng at the reseller level makes It dIfficult to manage them The
resellers are only mterested m colleenng enough cash to meets therr own needs and the energo
IS left m the dark as how to collect from the other customers

They expect most government orga1llZatlODS to pay the hIghest rate, at 478lkWh The average
cost ofeleetnClty IS 290/kWh They are movmg toward makIng the tanffs for all customers at
least 290lkWh so that reSIdentIal customers will at least pay the average cost Rostovenergo
wants to raise the tanffs on rural customers to 3081kWh, whIch they belIeve IS the all-m cost
ofservIce to these customers

• ReSIdentIal 160/kWh
• Agncultural 265/kWh
• Industnal «750kv) 478lkWh
• Industnal (>750kv) 287lkWh plus a fixed charge of4,628 rubles per kilovolt

The cost ofservIce IS calculated by standard FEC measures It mcludes fuel cost, whIch IS
calculated on a normatIve basIS, and may not accurately reflect to true value The MmIstry of
Economy Issues deflators to pnce the matenals used m prodUetlon (somethIng akIn to GAAP
LIFO method ofmventory accountIng) Other allowable costs mclude payroll, amortIzatIon
and msurance Many ofthe "other" costs are set on a normatIve basIS, such as 1 5% of the cost
for "research," regardless ofthe aet1Ial expenses Rostovenergo told us that the are workIng to
reduce costs as It will mcrease demand and profit But It IS doubtful that any energo wIll make
senous cost cuttIng methods as long as tanffs are set on a cost-plus basIS

3

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



ECONOMICS DEPARTMENT

FINANCE DEPARTMENT

ACCOUNTING

The functIons ofthe finance department are

Tnp Report For RostovenergolHagier Baillv Consulungll lui" 1997/Swl(rer

Even though full ImplementatIon IS probable years away, there IS an mterest m Rostovenergo
to begm tramIng on western accounting systems sooner rather than later Though western
accounts couId not be used m rate cases or for tax purposes they could help the management
better operate the company There could be a more unmedrate purpose m developmg western
accountIng standards, as foreIgn mvestors evalUatIng the company have requested accounts
that meet lAS standards

BeSIdes trammg and semmars, the accountmg department IS also mterested m receIvmg help
on developmg an MIS system Currently the accountIng department has very bttle automatIon
They WIsh to develop a system where mformatlon flows are fully computerIZed, networked,
and avaIlable to all key staffand management

1 Profit plannmg for tanff settmg
2 Bankmg and secuntIes operatIons

The RUSSIan accountmg system IS very complex m the opmlOn ofRostovenergo's accountIng
department. WIth over 3,000 mdlVlduai forms and regulations m use, many of them
contramctmg each other, and over one hundred taxes They belIeve It would be m therr best
mterest to move to a Western accountIng system. and that It would not be overlv dIfficult as
the RUSSIan system IS fundamentally the same as the western system But It "'ouId be ofno use
for a smgIe energo to start usmg a western accountmg system There needs to be a smgle
accounting system for the entrre eleetnc power system TIns IS certamly true as all tanff settIng
methodology needs to be based on a standardIZed system ofaccounts

One measure that they are takIng to reduce the cost ofproductIon IS unloadmg SOCIal assets
and turnIng them over to the local government The Impetus for thts IS that they can no longer
expense most of these SOCIal assets and mcIude them m therr tanffcalculations Already they
have dIsposed of two kmdergartens and a large portIon oftherr housmg They tell us that only
10% oftheIr former SOCIal assets remam on the books

The finance department does not do the normal fimctIons of a corporate finance department
There IS no least-cost analySIS done, or capItal budgetIng SecuntIes operatIons are more or
less Iumted to domg nsk analySIS on short-term commerCIal paper (veksels) Rostovenergo
does not Issue bank veksels anymore as they found them too unprofitable The bank veksels
would be purchased at a mscount by cash paymg customers effectIvely reducmg the energo's
cash flow They do occasIOnally sell barter (tovarnll) veksels for speCIal purposes

There IS no rate ofreturn analySIS for profit plannmg or for analySIS ofcapItal mvestments In
fact, the finance department IS hardly mvolved m CapItal mvestments as the engmeenng and
constructIon departments plan capItal constructIon, WIth no thought to profitabIltty The
planned profit" IS negotIated WIth the local admmtstratIon and that number IS factored mto

the tanff The current planned profit IS a 5% return on assets But Ifyou factor m the mflatlon
the real rate of return for the energo (even IfIt was collectIng ItS bills) would be negatIve 6%

We asked the dtrector ofeconOmICS what they are domg to mcrease collectIons The answer
was that when the problem first appeared m 1995 they used barter as a substItute Mostly It IS
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INFORMAnON SYSTEMS

For dispatch the energo has a real tIme system for mformatlon analysIs The head engmeer
runs the automation department and dectSl0ns are dnven by the needs ofproduction
engmeenng The entIre system IS deSigned and dnven by the production SIde of the busmess

Where they are weak IS m finanCial and econOmIC mformatlon A better system IS needed for
sales accountIng Currently, even where they are metered, nobody IS momtormg the meters A
masSIve upgrade IS needed to mclude an accounting and finanCial package, mcludmg a
hardware upgrade

Tnp Report For RostovenergolHagler BaIllv ConsuIungll lui" 1997/SwI<fer5

Rostovenergo belIeves It IS not practical to offer cut rates for cash payers Thts IS because tax
must be pard by the energo for the full "regulated' cost, makIng It costly to gIve pnce breaks
We also mqUIred as to whether there was a colleCtIons comrmttee that was trymg to solve the
collectIons problem at the energo The chtefofeconOmICS saw thts as a problem oftheIr sales
affilIates and suggested that they were prepanng a decree to the affilIates to set up credit
COmmIttees to detennme who are the better debtors It IS unlIkely though that this will have
much ofan effect unless there IS an policy ofdisconnecting htgh nsk, or SImply recalcitrant,
customers

VIewed as an external problem caused by the Federal Government He believes that 70% of
the RUSSIan economy operates on baIter now, so the energo IS not unusual m thts SituatIon
There IS no concrete plan to get collectIOn rates back up other than by elmnnatmg resellers
who are captunng what little cash there IS m the system The other rmstake rn the system IS the
skewmg of the tarIffs to have mdustnal customers Sllbsl(hze reSidential

We ask whether Rostovenergo had considered settmg up escrow or "transit" accounts for
debtors so that the energo could capture at least part of the cash flow We were told that the
Central Bank of the RF and the MlDlStty of Economy were looking rnto the pOSSibility of
allowmg tranSIt accounts where by 80% of all cash through the account IS reserved for
creditors To date no Sllch law has been adopted

It IS recogrnzed that the problem IS partly techrucal There IS not enough metenng eqUIpment
m the system Another reason for the lack ofcash IS corruptIon Agncultural companIes are
among the worst m paymg for electrICity even though they earn cash for theIr goods But the
gram IS sold on the black market and the money does not return to the agrIculture collectIve,
leavmg It unable to pay ItS bills TIns IS well known m Rostov even the governor IS aware of
It, but there are no measures taken to stop these practIce because of corruptIon throughout the
system

It would probably be more cost-effeCtIve to select and adopt a smgle MIS system (or standard)
for the entIre RUSSian power system One problem With mstalling an MIS system IS that laws
and regulations are stIll changmg every month Another problem IS that the current RUSSian
accounting system IS deSigned to maxurnze taxes, not to show useful finanCIal/economIc data
For the head accountant It IS also questionable how much an automated accounting system
would assist her as documentation would still reqUIre signatures AgaIn, these are all ISSUes

An MIS system IS needed, although It should not be done alone by Rostovenergo, but
standardized among the entIre energy system SIemens, for example, already offered therr MIS
system, but for the energo It was too expensive As purchasmg tum-key mformatlon systems IS
conSIdered too expenSIve, the general dIrector has requested that all mformatIon systems be
developed mternally The cost-effeCtIveness ofthts strategy IS certamly questIOnable The MIS
group at Rostovenergo IS mterested m seemg what off-the-shelfcustomer serVIce programs are
available
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AITACHMENTS

MANAGEMENT INTERVIEWED

CONCLUSION

that need to be addressed at the natlonal level The commerCIa1IzatIon program should IdentIty
the ISSUes that are hmdermg the development ofMIS systems m the energos

Tnp Report For Rostovenergo/Hagler Bailly ConsulbDgll July 1997/SWlder

I Protocol
2 Orgamzanonal Structure ofAO Rostovenergo
3 Balance Sheet as of 1 AprIl 1997
4 Carana report on Rostovenergo

Kushnarev, Fedor AndreeVlch, General DIrector
Aneshenko Tanana Aleksandrovna Head ofFmance
BerIkov, Igor LeomdoVlch, DIrector ofEnergosbyt
RIskma, Valentma Mttrofanovna, Head Bookkeeper
Tolmachev, Head ofPlanmng Department
Pashenko V A Deputy General DIrector ofTechmcal Resources
BerIadskn, Y V , Deputy General DIrector ofEconoIDlcs

At the conclusIOn ofour VISIt our general ImpressIOn was that the management of
Rostovenergo was mterested and supporttve ofthe CommerCIalIzatIon project We were also
Impressed by the general ability of the management to artIculate therr Issues, and to consIder
therr opnons for unprovmg the commercIal VIabIlIty ofRostovenergo As the energo IS m no
worse finanCIal condInon than most energos, and the management supporttve, we recommend
that,thIs energo be mcluded m the commerCIalIzatIon project To define the ISSUes that would
be addressed through the CommerCIalIzatIon program, we SIgned a protocol (attached) WIth
the General DIrector
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The follOWing hnes of operatIOn were reViewed

OJSC Rostovenergo shall be lIable to prOVide any necessary data at the request by
Hagler Bailly Consultmg Company

FollOWing the request by RAO EES ROSSll, dated Apnl 18, 1997, a group of Hagler
Bailly Consultmg (USA) represented by

OJSC Rostovenergo agrees to Implement the pIlot proJect, shall prOVide access to
finanCIal mformatIOn and shall ensure cooperatIOn OJSC Rostovenergo IS
mterested m the efforts to be undertaken In the follOWIng lInes of operation

May 28,1997

M SWider,A Kushnarev,

Rostov-On-Don

Management mformatIOn systems
TarIffs settmg
DIspatchIng based on economIC pnnciples
Payment collectIOn/Non-payments
TranSItion to mternatIonal accountmg system
FmancIal management, budgetmg and mvestment planmng
Restructunng of OJSC Rostovenergo

1 M SWider
2 N V Trekhleb
3 V N KhommskI
4 M N ZaJtseva
5 0 N GorshevskI

PROTOCOL OF INTENTIONS
wIth regard to operatIon of Hagler Bailly Consultmg Company

to develop recommendatIOns for OJSC Rostovenergo

reViewed the mformatIOn by proposed hnes of operatIOn presented by speCIalIsts of
OJSC Rostovenergo from May 26 through May 28, 1997 The meetmgs to reView the
mformatIOn were attended by leaders and members of workIng groups organIzed m
accordance With the Order No 76, dated May 22, 1997, of OJSC Rostovenergo

Management mformatIon systems and customer InfOrmatIOn systems
AnalySIS of electnc and heat energy productIOn cost for dIfferent modes of operatIOn
of the energy systems
TranSItIon to mternatIonal accountmg system
Fmancial management, budgetmg and Investment planmng

SIgned by
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OJSC Rostovenergo, General Director Hagler BaIlly ConsultIng
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rpynna Cne~HaJIHCTOB KOMnaHHH "XerJIep EaHH KOHCaJITHHr" (ClllA) B COCTaBe

1 CBaH,z:tep M
2' TpexJIe6 H B
3 XOMHHCKoro B H
4 3aH~eBoH M H
5 rOpmeBcKoro 0 H

B Tet:IeHHe 26-28 Mas:l: 1997 r pacCMOTpeJIa npe,z:tCTaBJIeHHym Cne~HaJIHCTaMH

OAO "POcToBsHepro" HHd!opMa~HIo no npe,z:tnOJIaraeMbiM HanpaBJIeHHs:l:M pa60Tbl
B paccMoTpeHHH BonpOCOB npHHs:l:JIH Yt:IaCTHe pyKoBo,z:tHTeJIH H t:IJIeHbl COS,z:taHH~X

npHKasoM OAO "POcToBsHepro" OT 22 05 97 r N 76 pa60t:IHX rpynn

EblJIH paccMoTpeHbI CJIe,z:tYID~He HanpaBJIeHHB pa60Tbl

HHd!opMa~HOHHble CHCTeMbI ynpaBJIeHHs:I:
mopMHpoBaHHe TapHd!oB Ha SJIeKTpOSHeprHID
~HCneTt:IHpOBaHHe Ha OCHOBe 3KOHOMHt:IeCKHX npHH~HnOB

PaCt:IeTbI/HenJIaTeXH
nepexo,z:t Ha Me~,z:tYHapo,z:tHYID cHcTeMy 6yxYt:IeTa
YnpaBJIeHHe ~HHaHcaMH, COCTaBJIeHHe 6m,z:txeTa H nJIaHHpOBaHHe HHBecTH~HH

PecTpYKTYPHsaQHB "POcToBsHepro"

OAO "POcToB3Hepro" COrJIaCHO Ha npOBe,z:teHHe ,z:teMOHCTpa~HOHHoro npoeK­
Ta, npe,z:tocTaBHT ,l:tocTyn K d!HHaHcoBoH HH~opMa~HH H o6eCnet:IHT pa6ot:Iee
BsaHMo,z:teHcTBHe OAO "POcToBsHepro" saHHTepeCOBaHO B npOBe,l:teHHH pa6oT~

no CJIe,z:tym~HM HanpaBJIeHHBM

HH~opMa~HOHHble CHCTeMbI ynpaBJIeHHH H CHCTeMbI c60pa HHd!opMa~HH 0
nOTpe6HTeJIs:l:X
AHaJIHS ce6ecToHMoCTH 3JIeKTpO- H TenJI03HeprHH npH paSJIHt:IHblX pexHMax
pa60TbI sHeprocHcTeMbI
nepexo,z:t Ha MeX.z:tyHapo,z:tHyID cHcTeMy 6yxyt:IeTa
YnpaBJIeHHe ~HHaHcaMH, COCTaBJIeHHe 6ID,l:tXeTa H nJIaHHpOBaHHe HHBecTHQHH

DAO "POcToB3Hepro" o6s:1:syeTcH npe,l:tCTaBJIBTb Bce Heo6xo,l:tHMble ,z:taHH~e

no sanpocy KOMnaHHH "XerJIep BaHH KOHCaJITHHr"

I
I
I
I

OT DAD "POcToB3Hepro"

reHepaJIbHblH ,z:tHpeKTop

--­(m A KymHapeB)

npOTOKOJI no,l:tnHCaJIH

OT KOMnaHHH "XerJIep BaHH KOHCaJITHHr"
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May 26-28, 1997
Moscow - Rostov-on-Don

REPORT ON NEGOTIATIONS WITH AO (JSC) ROSTOVENERGO
ON THE PROJECT

"COMMERCIALIZATION OF POWER NETWORKS"

GENERAL INFORMATION ON THE POWER NETWORK

ThIS IS the large power network WIth approxImately 3,5 bIllIons rubles sales per
year The capacIty of ItS proper statIons IS about 900mW, WhICh covers 25-30% of the
power demand In the regIOn, the rest beIng purchased at the wholesale market from
maInly Novocherkasskaya GRES (RegIOnal ElectrIc Power Plant), that IS located on the
terntory of Rostovskaya regIon and belongs to RAG (RussIan JOInt Stock Company
"Umted Power System of RUSSIa")

Rostovenergo affIlIates 30 branches WIth 17,000 employees The financIal standmg
of Rostovenergo IS estImated as one of the most stable of all the power systems makIng
part of RAG Accounts receIvable make approxImately 1,1 bIllIon rbls (turnover penod ­
110 days), of whIch 42% - 460 bIllIons rbls - are receIvables from budget orgamzatIons
Accounts payable are less then receIvables and make 800 bIllIons rbls (turnover penod ­
80 days), WIth no Indebtedness to the budget

The senous problem for Rostovenergo IS declIne III electnc and heat power
consumptIon (first of all In agncultural sector), due to receSSIOn of productIon level In the
regIOn and hIgh level of pnces for electnc power

The receIpts from sales amounts to 15% and are maInly spent for payment of
wages and small payments to Novocherkasskaya GRES for the purchased electnc energy
and also for payment of wages

A 4000mW nuclear power plant IS now under constructIOn on the temtory of
Rostovskaya regIOn Rostovenergo IS engaged m constructIon of several small heat-electnc
generatIng plants of 50 -100 mW each

Rostovenergo pursues a rather succeSSIve polIcy WIth REC (regIOnal energy
economy comlssIOn) on Improvement of tanffing regulatIOns A declSlon was adopted to
Increase the rates for populatIon up to 250 rbIs, for agnculture - up to 265 rbls and for
small bUSIness up to 487 rbIs, as well as, to reduce the rates for large mdustry -up to 287
rbls It was also deCIded to Increase, by the end of the year, the rates for populatIon and
agnculture up to the productIon cost of electrIc energy (approX 330 rbls)

GENERAL IMPRESSION

The negOtIatIOns showed that Rostovenergo IS a well orgamzed structure
We negOtIaltlated dIrectly WIth the workIng groups, that were set up on all the suggested
Issues, by the tIme of our arnval, and that had studIed proposals dunng the negotIatIOnS
The General DIrector was the ObVIOUS leader and orgamzer In Rostovenergo He
personally partICIpated In the negotIatIons and expressed great Interest m project
ImplementatIOn Dunng our first meetIng In Rostovenergo, we could not notIce any
managers or employees who were expressly not mterested In the project, or were makIng
obstacles III Its way The professIOnal level of managers may be Judged as a good one,
although there IS a perceptIble lack of economIcal background
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The sales system IS decentrahzed, and these are the local electncal networks who
dIrectly deal wIth the customers, and whose managers are responsIble for collectIon of
monetary means from theIr customers The function of mutual settlements and barter IS
devIsed among the fmanclal department, sales department and supply department Such
structure of sales ensures better fmanclal results as compared wIth other power systems
The good pomt about Rostovenergo IS that ItS executives are ready to mtroduce changes 10

theIr orgamzatIon, 10 spite of the fact that RAO has not yet deternuned Its concept of
energy economy development

ANALYSIS OF THE SUGGESTED LINES OF COOPERATION

• InformatIOn control systems and customers data gathermg system

Software development IS performed by the local MCS department, the level of
software may be consIdered as pretty low Only several accountmg operatIOns are
computer managed Top management understands the necessity of an mtegral
computer aIded mformatIOn system, but they belIeve, that MCS department WIll
cope WIth the task by themselves

AnalySIS of the ready software products was never performed, due to the
opmIOn that only the company's own software may be adjusted for all habits and
needs of the customers, WhICh IS not possIble wIth a ready product BesIdes It IS
assumed that It WIll never be possIble to set up ready software products for all
specIfIC functIOns of the power network

Both accountmg department and fmancial serVIces are strongly dIssatIsfied WIth
the software level and number of PCs(?) As far as employees of the accountmg
department and fmancial serVIces do not partIcIpate m the problems defimtIon,
MCS department Imposes Its own understandmg of the software functIonmg The
chIef engmeer - ImmedIate supenor of the MCS department IS the mam
"generator" of Ideas The General DIrector IS presently led by the MCS
department and attentIvely lIstens to ItS 0pImon, although the mcreasmg
dIssatIsfactIon of the financIal serVIces as well as lack of real mformatIon
proVIded to the General DIrector, gradually dimimsh thIS mfluence and that IS
why development of mformation systems was declared by the General DIrector as
a pnonty problem

We suggested carrymg out of an analySIS of ready products, that could be
offered for ImplementatIOn to the power system and to compare advantages and
dIsadvantages of such solutIOn as compared to the company's own developments
Later on, after adoption of a strategIC deCISIon on development of InfOrmatIon
system, we could take part 10 the problem defimtIon on software development for
the MCS department or to take part In preparation of ImplementatIOn of a
computer aIded mformatIOn system as well as In ItS ImplementatIOn

The sIgmficant task m development of the InfOrmatIOn system IS orgamzatIon
of the customers data gathenng and analySIS system

• TranSitIOn of accountabIlIty to GAAP standards
SWItchmg of accountabIlIty to GAAP standards looks lIke a fIxed Idea of the
executIves who have no clear understandIng of what such tranSItIon serves to,
most lIkely they Just follow the fashIOn and RAO reqUIrements Dunng the talks
WIth the General DIrector and the top management we could not reveal any
consumers of such mformatIOn - accountabIlIty based on GAAP pnncipies

The General DIrector belIeves that GAAP WIll allow hIm to have mformation
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•

•

reqUIred for management of the power system Our efforts to persuade hIm that
thIS IS the management accountabIlIty that IS more ImpOrtant for management, and
GAAP IS only reqUired for submIttmg acCOuntabIlIty to external foreIgn
customers, were useless

One of the reasons of transltIon to GAAP, IS a plan of transItIOn of the whole
RUSSIan accountmg system to such standards

The conversatIon wIth the ChIef Accountant proved that at present moment the
accountmg department IS absolutelv not ready for sImultaneous keepmg of
accounts based on RUSSIan and GAAP standards Such procedure WIll reqUire
sIgmficant mcrease of the qualIfIed personnel

Our proposal was to restnct the matter to a senes of semmars on GAAP system
and to postpone ImplementatIon untIl such tranSItIOn of RussIan system to GAAP
pnnclples IS declared or untIl a speCIfic user of such mformatlon appears - a
foreIgn bank, an mvestor, or an mvestment fund

Fmanclal management and planmng of mvestments

The major problem of fmanclal management IS to mcrease the ratIO of
collectmg of funds DespIte of the fact, that solutIOn of thIS problem strongly
depends on external, ObjectIve factors - the mam defaulter IS the state the
management of Rostovenergo belIeves pOSSIble to Improve SItuatIon WIth receIpts
through the followmg measures
- reductIOn of barter transactIons and mutual settlements,
- formulatIon of polIcy of dealmg wIth energy resallers,
- formulatIon of polIcy motIvatmg payments of electnc energy

A task was also set to analyse pOSSIbIlIty of exchangmg barter transactIOns and
mutual settlements for turnover of "energy" bIlls, usmg expenence of those
regIOns were such work IS already performed

The second problem of fmanclal management IS aVaIlabIlIty of management
reportmg at the company, and orgamzatIOn of finanCIal planmng on the basIs of
the data, contamed In such reportIng that IS management fInanCIal planmng ThIS
problem may onlv be solved by ImplementatIOn of computer aIded reportmg
system

The thIrd problem, that IS dIrectly connected wIth the management reportIng ­
IS to determIne the structure of reportmg comIng from branches and cost centers
of the power network, so that to ensure receptIon of full and real InfOrmatIon,
reqUIred for analySIS of operatIOn of these cost centers

As for the Investments planmng matters, dISCUSSIOn was held on the methods of
evaluatIon of Investment projects on constructIon of new statIOns and hnes, on
reeqUIpment of heatmg and power plants, as well as on vanous promISIng
development proJects, Includmg orgamzatIon of mformatIOn system

AnalySIS of heat and electriC energy cost of productIOn In varIOus states of
power system

It IS the opimon of the management of Rostovenergo, that the gIven hne of
work IS strongly Interrelated WIth the preVIOUS one, as far as, the results of the
cost of productIOn analySIS, are first of all reqUIred for planmng of mvestments,
adoptIOn of deCISIons on puttIng mto operatIOn of new faCIlItIes and on reqUIred
reeqUIpment The major problem here IS the analySIS of the productIon cost
behaVIOr under vanous management declSlons, e g vanatIOns of the ratIO of
purchased and produced energy, vanatIons of electnc-heat output ratIO

3



CONCLUSIONS

The results of the productIOn cost analysIs and plannmg are also Important for
establIshmg more optImal polIcy of tanffing, so that to ensure energy cost
reductIOn, whIch WIll presumably result m mcrease of Its consumptIon

Rostovenergo IS a favorable power system for ImplementatIOn of the
"CommercIalIzatIon of power networks" project The AD (JSC) management IS strongly
mterested m the project ImplementatIOn, and the orgamzatIonal level, that was
demonstrated dunng the talks WIll undoubtedly contrIbute to a more effiCIent work of the
consultants

The major problems, that were emphaSIzed by the Rostovenergo management, are
common and Important for the entIre energy economy lack of mformatlon reqUIred for
management of the company and msufficient receIpts - the problems, that the company
expects to solve by the above mentIOned methods

An Important pomt IS that the Rostovenergo management IS ready for changes and
accepts them

The mam problems m the course of ImplementatIOn of the project, WIll be
development of mformatIOn system, as far as the analysIs of SItuatIon WIll more lIkely
result m the necessIty of offenng ready software products, and the management WIll not
readIlv accept such Important mvestments mto mformatIOn systems ( estlmated cost IS
approx 500,000 - 800 000 USD) In any case the analysIs that had been made would be
useful for Rostovenergo

The level of personnel and management competence, IS suffICIent to ensure that the
project WIll be useful, the new methods of work WIll be perceIved, and WIll be used later
on
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May, 30, 1997 Consultants of "Carana" Corp
Zaltseva M N
Kozlov A A
KhomskIj V N
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DIAGNOSTIC EVALUATION OF ORELENERGO

Attachments Tnp Report - Bob Alexander, DaVId Thornton
Tnp Report - Alexander Kozlov, Vlachslaw Khommskv
"Agreement on CooperatIOn" dated May 20, 1997

Orelenergo was the most welcommg and hospItable energo we vIsIsted They had a
surpnsmgly competent and reform-onented ffilddle management and staff Unfortunately
we dId not meet WIth the General DIrector, but the two Deputy General DIrectors we met
were extremely open In the dISCUSSIons, and very much SUpportIve of Orelenergo
partIcIpatmg In the commerCIalIzatIOn program

Orelenergo's bIggest problem has been Its relatlonshIp WIth the local authontles and how
the local REC sets tanffs About fifty percent of Orelenergo's load IS agncultural and
reSIdentlal consumers, categones of consumers whIch are the most costly to supply due to
the low voltage taken Correspondmgly, these are also the categones of consumers WIth
the lowest set tanff structure, caUSIng major problems for the energo In recovenng ItS
costs The energo's staff has undertaken to educate and work WIth the REC, and has
gotten some tanff relIef lately Collectlons stlIl remam a major problem, however, as they
are prohIbIted from culling off VIrtually all reSldentlal and agncultural customers

NA/5
3
3
5
3
1
3
1
2
2
3
3
5
5

Ratmgs

May 19 - 20, 1997Dates VIsited

DIagnostic Criteria

RecommendatIons and Summary Type 2

1 Management Interest m Program- General DirlStaff
2 Macro-EconomIc EnVIronment
3 Regulatory and PolItIcal EnVironment
4 Competency and Capability of Staff
5 General Fmancial SItuatIon
6 Magmtude of Sales
7 OrgamzatIonal Structure
8 InformatIon Management System
9 Accountmg and Reportmg System
10 Tariff EstablIShment
11 Customer ServlcelBIllmg
12 Investment Projects
13 PotentIal Benefit to Energo
14 WIllIngness to Share Cost
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The maIn argument agamst mcludmg Orelenergo m the program IS theIr very small SIze of
only 500 MW total load, by far the smallest we VISIted They are recommended for
clasSIficatIOn as a Type 2 energo

Suggested Scope of Work

1 AddItlOnal trammg m fmanclal management and budgetmg
2 ASSIstance m cost management, and correspondmg asSIstance m tanff setung WIth the

REC staff
3 , ASSIstance m developmg a computenzed management mfonnauon system
4 ASSIstance WIth orgamzauonal structure and parucularly the mclusIOn of a finanCIal

department
5 ASSIstance m modermzmg accounung, customer mfonnation and servIce, and

developmg a system for bIllmg and collectlons
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TRIP REPORT FOR ORELENERGO

Ore]
Mav 19 -20, 1997

Prepared by Robert Alexander
Hagler Bailly CODSultmg/Moscow

THEENERGO

The Jomt-Stock Company Orelenergo IS the major dlstnbutor of electncity and heat m the Orel
regront' whIch IS located about 400 kIlometers southwest of Moscow close to the Ukranlan
border Orelenergo IS one of the smallest 10 the system, wIth peak load of about 500 MW The
energo has two CHP's (Orel at 330 MW and LIVnI at 12MW) that also produce about SIXty
percent of the regIonal dIStnCt heatmg Orelenergo buys on average an addItIOnal 200 MW
form RAO to make up theIr defiCIt The remammg central heatmg IS prOVIded by mUnICIpal
owned boIler houses Orelenergo expressed therr frrm desrre to begm agarn constructIOn of
another long-planned CHP to elImmate the need to buy from RAO

The mdustnal sector represents only about twenty percent of the energo's load ReSIdentIal
and agncultural enterpnses represent almost fifty percent, WIth the remarnIng bemg mUnICIpal
organIzatIOns and servIces There IS one mUnICIpal owned reseller that supplIes many
reSIdentIal customers m the CIty of Orel, that has not been pnvatlsed Orelenergo IS trymg to
acqUIre thIS reseller from the mUnICIpal authonttes

Orelenergo has eIght affilIates as follows
Orel CHP
Three electnc networks
Heat dIstnbutor
Mamtenance
Energy SupervISOry (regulatory) - bemg transferred to regIOnal adrrunIstratton
Trammg center

These are baSIcally the cost centers, WIth all admmlstratlon, accountmg, etc from Orelenergo
10 the center

Sales volume for 1996 was about 400 BIllIon Rubles ThIS represents 2 4 bIllIon KWh sold, of
whIch Orelenergo Itself produced about 1 2 bIllIon KWh (buymg the rest from RAO) and 1 5
rru1lIon gcal of heat sold There are 2,700 employees

Orelenergo IS aJomt-stock company, WIth about 3000 shareholders (mostly employees
and former employees) RAO owns 49% of the stock There IS a board of dIrectors WIth seven
members, two appomted by RAO

We dId not have a chance to meet WIth the General DIrector of Orelenergo The two Deputy
General Drrectors we mtervIewed (Econorrucs, ChIef Engmeer) were extremely hospItable and
expressed a stong desrre to be mcluded m the commercIalIzatIOn program They mdicated that
m therr opmIOn the two mam problems facmg the energo were tanff settmg and the
nonpayments problem
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TARIFF SETTING

Orelenergo's load IS about 50% resIdential and agncultural, with mdustnal enterpnses
representmg only about 20% and the rest vanous mumcipal and government entIties In 1996
Orelenergo claimed that the tanffs set by the REC, under pressure from the local
admInistration, did not even cover their demonstrated costs of producmg purchasmg and
dIstnbutmg the electnclty These groups are the most costly groups to serve due to their need
to take power at low voltages, and they enJoy the lowest tanffs under the eXlstmg structures
There are also heavy SubsIdies on top of the already low tanffs, with all "veterans of labor
(workers with more than 25 years expenence), war veterans, etc entItled to up to fifty percent
diselounts from therr electnc bdls

Dunng all of 1996, Orelenergo lost money smce the REC refused to set tanffs based on actual
costs of service, despite a strong effort by Orelenergo to get them to do so They gave us
detailed charts and graphs where they had plotted the tanffs costs, and the correspondmg
shortfall for use In makIng their case to the REC Orelenergo has gotten some tarIff mcreases
for 1997 but tanffs continue to be set pohtlcally ("what people can pay to keep agnculture
competitIve, etc ') and have no relatIOnshIp to Orelenergo's real costs

NONPAYMENTS

Nonpayments IS a senous problem, With only 15percent of payments received m cash This
makes the shortage of funds and cash flows the ovemdmg concern of any deCISIOn Offset
payments represent some 60 percent of payments receIved, 20 percent IS received m notes or
secuntles, and barter accounts for the small remaInmg amount Some 50 percent of the
accounts receIvable are, In the staffs opmlOn, SImply uncolIectable Orelenergo has made some
effort to Improve collectIOns, but IS hmdered by the fact that they are restncted from cuttmg of
most customers (reSidentIal, mUnIcipal reseller, agncultural) by regIOnal or federal restnctlons

ACCOUNTING AND FINANCE

Accountmg IS done manually although the department does have some PC's which are used
mamly for words processmg and data presentatIOn (Excell, WP) for reports to management

Orelenergo hsts 118 BIlbon Rubles m charter capital, net assets at I 2 Tnlhon Rubles (90%
fixed), accounts receivable are now at 320 Bl1hon Rubles, and accounts payable at 365 Bl1bon
Rubles About 50% of these payables are for fuel, mamly gas, and 20% IS for purchased
power All capItal Improvements are fmanced through depreCiatIOn, as now capital costs are
allowed m tanff settmg They owe taxes of 10 6 BIlhon Rubles based on revenues, there IS no
profit tax smce they showed a paper loss last year In 1996, they showed a net paper loss of
20 9 Bl1bon Rubles If calculated on "revenues eamed" and 12 5 Bl1hon Rubles If calculated on
"revenues collected" It was not clear what these numbers really meant

They blamed the followmg for the "paper" loss

• Low tanffs
• Large fuel pnce mcreases
• Two Increases m RAO purchase power pnce

RevaluatIon of fixed assets caused mcreased depreCIatIOn charge

They agam stated the regIOnal admmistratlOn IS SImply unwIllIng to change the tanff structure
to allow the energo to be profitable
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BUSINESS PLANNING

Orelenergo has a busmess plan subnutted to RAO's department of econonucs, and to the REC
It IS composed mostly of energy balance estimates and the amount of power they expect to
purchase from RAO They stated agam they plan to try to construct a new CHP to make up
the shortfall they presently buy from RAO They say they expect large future RAO pnce
mcreases, smce market reforms seem to be geared to helpmg the generators at the expense of
the regional energos They expressed great concern at the attempt to separate the remaining
generators from the energos, saymg thiS wIll destroy the energos as a possibly VIable busmess

Orelenergo gave the followmg InfOrmatIOn as to therr costs of purchase power and their own
production costs

Orelenergo's production costs were much lower 10 w1Oter, smce they could run the CHP's at a
higher capacity, they have only IInuted resources for dump10g the heat 10 the summer - 4th qtr
1996 - 104r/kwh 1st qtr 1997 - IOOrlkwh 2nd qtr 1997 - 162rlkwh 3rd qtr 1997 - 214r/kwh
For 1996, the trend was the same, but Orelenergo's average cost of productIOn was 120r/kwh
The present RAO purchase pnce they pay IS 16Or/kwh, and that the pnce had mcreased tWice
10 the last year They expect a large pnce 10crease from RAO for the second half of 1997

INFORMAnON SYSTEMS

Everythmg IS pretty much done manually, mclud10g account1Og Their IS some use of PC s by
1OdlVlduals, mainly for word process1Og and data handlIng (Excel WP) and for some finanCial
analySIS Certam staff members are PC hterate through their own efforts

MANAGEMENT INTERVIEWED

Deputy General Director (Econonucs) Dnutn AIexandrovlch Boumashovi
Deputy General Director (Chief Engmeer) Vltaly PetrovIch Formchev
ChIef Accountant Mana Ivanova SchekotIkhma



• JSC Orelenergo IS one of the smallest energy systems of RUSSIa

• As per the results of 1996, Orelenergo has mcurred losses amounting to Rb 20
mlrd

General Features of Orelenergo
(accordmg to the words of energy system speCialIsts)

At thIS stage the ObjectIve was to acquamt the dIrectors of Orelenergo WIth the
project and to appraIse the pOSSIble collaboratIOn perspective withm the framework of
ItS Implementation

May 19-20,1997

Report on a BUSiness Trip to JSC "Orelenergo"
within the Framework of the First Stage of

"Hagler BaIlly - RJSC DES" Project

Orel

PartICIpants are as follows
• Robert Alexander - "Hagler Bmlly"
• DaVId Thornton -- "Hagler BaIlly"
• Alexander Kozlov - Carana Corp
• \ Vladislaw Khommsky - Carana Corp

• JSC Orelenergo conSIsts of I heat power plant, 3 network enterpnses, Orel heat
network (dIstnbutor) as structural umts, and repaIr works and educatIOnal
complex In fact the umts are the expendIture centers, and the admimstratIOn of
Orelenergo IS the center of earmngs Accounts of the most part of JSC's
enterpnses are frosen and merely all of thelf actiVItIes are bemg conducted VIa
admmistratIve offIce account

Withm two days the followmg persons were mterviewed
• Deputy Directof General fOf EconomICS (DIDltfll Alexandrovich Boumashov)
• ChIef Accountant ( Mana Ivanovna SchekotIkhma)
• ChIef Engmeer - FIrst Deputy DIrector Deneral (VItaln PetrovIch Fomichev)

• The regIOn, as a whole, IS expenencmg power defiCIt about 60% of electncIty IS
bemg produced by JSC Orelenergo, the rest IS bemg bought from RJSC through
the energy/commerCIal cleanng system The purchased electncity IS more
expenSIve than the average cost of theIr own one
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The Mam Problems of Orelenergo
(accordmg to the words of energy system specIalists)

• The most complIcated problem of the current actlvItIes of JSC Orelenergo IS ItS
relatIonshIp wIth the local publlC authontles and, accordlOgly WIth RegIOnal
Energy CommIttee (REC) In 1996 the tanff rates set by REC under the pressure
of regIOnal authontles has not even covered theIr own expendItures on producmg,
purchaslOg and transfemng the energy

• One of the most senous problems IS shortage of funds The share of payment
\ made WIth secuntles makes up 20%, offset payments - more than 60% The

volume of barter transactIOns IS msufficlent Only 15% were receIved 10 cash
• Among the consumers the sIgmficant specIfic weIght IS related to the populatIon

and fanTIlng enterpnses (together they make up to 48% of all electncIty
consumptIon) Such structure of consumers - takIng lOto consIderatIon that they
consume the most costly energy (because of the lowest voltage 10 the net) and
enJoy the lowest /even lower than the cost! tanff rates - creates bIg dIfficultIes m
condItIons of current system of tanff ratlOg

• ApprOXImately one half of debtor mdebtedness has been conSIdered dead debt by
the speCIalIsts

As a result of the actIVItIes undertaken, the agreement (AppendIX 1) about
readmess to cooperate wIthlO the framework of the project "RB - RAO" has been
SIgned As the pnmary lInes along whIch It would be appropnate to gUIde the further
actIVItIes, the followmg dIrectIons were approved

~ Improve analySIS systems and cost management of the energy system and tarIff
ratmg

~ OptuUlze accountmg and control over sales systems, gathermg and
processmg the mformatlOn on consumers, and encourage
payment due for the sold products

~ Provldmg aSSIstance m orgamzmg the finanCIal serVice, IdentIfymg
the objectIves and functIOns of a department, and Its place WIthm
the orgamzatlOnal structure of the company

~ Settmg the goal m respect of developmg the task for the unIfied
managerIal mformatlOn system WIthm the orgamzatIon
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General OpinIon about the ActiVIties Undertaken at Orelenergo

DespIte the short term of a VISIt (2 days), we have amved at a conclusIOn that
the specialIsts of the followmg energy system are ready for co-operatlon and able to
grasp, understand and Implement new Ideas Accordmg to our reckonmg, Deputy
DIrector General for EconomIcs (DmItnJ Alexandrovich Boumashov) IS able to
provIde the suffiCIent level of support for development of the project on the part of
Orelenergo

CONCLUSION To our opmIOn, Orelenergo may be selected for conductmg a pliot
project related to commerCIalIzatlon of power engmeenng, because Orelenergo
prOVIdes condItIOns for ItS successful ImplementatIOn
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3HeprocHcTeMbI H TaplI<poo6pa30BaHH5l:

2) OnnIM1I3aUH5i ClICTeMbI ytieTa H KOHTpOJI5i npOna)K, c60pa H o6pa­
OOTKH IIH<pOprvIaUUH 0 nO'rpe6HTeJI5iX H CTIIM}lJIHpOBaHHe onnaThI 3a npo­
UaHHyro npOnyKUHlO

3) ConeHCTBHe B opraHH3aUHli <pHHaHcoBoH eJIy'A<ObI. onpeneJIeHUe ue­
JIell H <PYHKUHH OTlleJIa II ero Mecra B opraHH3aUIIOHHOH CTpJh.-rype KOM­
naHHH

4) nocraHoBKa '3anatiH Ha pa3pa6oTKy 3anatiU ellUHoH ynpaBJIeH­
tieCKOH uH<popMaUIIoHHoH CHCTeMbI B opraHH3aum,I

C )'qeTOM B3aHMHbIX HaMepeHHH CTOpOH B OTHOliIeHHH 3Toro Corna­
liIeHU5l: CTOpOHbI cornaCHmlCb BbInOmuITb cnerryrolllue 005i3aTeJIbCTBa npe­
p;OCTaBJ.I5ITb CJIen;yroIllHe VCJI\rTII B coomeTCTBlUI C Hacr05iIlUIM CornaweHlleM

"' "'-'

OAO •• OpemHepro·· cornaCHO Ha npOBeneHHe neMOHCTpaUHOHHoro
npoeKTa nJI5i oCYI..UeCTBJIeHH5i cornaCOBaHHOll nporpaMMbI npenocraBHT no­
C1YI1 K HeooxonHMOH <pIIHaHCOBOH HH<popMaumI H 06eCnetIIIT paOOtIee B3a­
W\llOlleHCmue CPYKOBOmrreJI5iMH npermpmm1SI H npen;ocraBIIT nOMeweHHe,
a1ll\omHHCTpaTHBHy"IO nOmepJKk-y H B03l\'1O)KHOcru KOHTal\"TOB C PyKOBOllUTe­
JI5iMH npeunpH5iTII5l:. C TeM lfTOObI rapaHTHpOBaTb ycnex npoeKra
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AppendIX 1

Pursuant to thIS Agreement JSC Orelenergo shall not be lIable for financmg
the proJect, except the payments to be made to employees of the enterpnse
partICIpatmg In the work on the saId project

ThIS agreement IS made between JSC Orelenergo, the legal entIty of the
RussIan FederatIOn, and Hagler BaIlly Consultmg, Inc, the legal entIty of the USA

\ Subject to mutual mtentIons of the PartIes m respect of thIS Agreement, the
Parties have agreed to assume the followmg habilItIes and to render the followmg
servIces under the present Agreement

JSC Orelenergo agrees to conduct the demonstratIOnal project for
ImplementatIOn of the agreed upon program, and shall provIde an access to any
necessary fmancial mformatIon and operative co-operation WIth the enterpnse
management, and a workIng space, admimstratIve support and opportumty to contact
the enterpnse management, all for the purposes of secunng the project success

The company Hagler BaIlly Consultmg, Inc agrees to provIde JSC Orelenergo
WIth the serVIces as follows

1) Improvement of the analysIs systems and cost management of the
energy system and tanff rating

2) OptimIzatIOn of the accountmg and control over sales systems,
gathenng and processmg the mformatIOn on consumers, and encouragmg
the payment to be made for the sold production

3) ProvIdmg aSSIstance m orgamzmg the fmanCIal serVIce, IdentIfymg
the objectives and functIOns of a department, and ItS place withm the
orgamzatIOnal structure of the company

4) Settmg the goal m respect of developmg the task for the umfled
managenal mformation system withm the orgamzation

Orel

Hagler BaIlly ConsultIng, Inc

Agreement on CooperatIon Between
JSC Orelenergo and Hagler BaIlly Consultmg, Inc,

VSAID contractor

05120/1997

JSC Orelenergo
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DIAGNOSTIC EVALUATION OF NIZHNOVENERGO

Attachments Tnp Report - Bob Alexander, MIchel SWIder
Tnp Report - Alexander Kozlov, VladIslaw Khommsky
Tnp Report - Bob Alexander, MIchael SWIder

Smce then, we have been nOtified that NlZhnovenergo wIll be a pIlot energo under a
program to be funded by the BntIsh Know-How Fund and Implemented as an IFe proJect,
but WIth some assIstance to be proVIded under our commercIalIzatIon program We have
therefore completed the dIagnOStic under the hope that our InformatIOn proVIded herem
and m the attachments wIll be of some use m scopmg the work for that effort

There was a lot of attention gIven to Nlzhnovenergo dunng the dIagnOStiC stage of tlus
program ThIs was lrutIally due to the attempt to fmd some synergy wIth the ongomg
efforts of USEA and IRIS m the regIon, and because of the reputation of NlZhru­
Novgorod as bemg m the forefront of the reform efforts m RUSSIa Later, WIth the
establIshment of the "reform management" at RAO, addItional emphasIs was placed on
Nlzhnovenergo as per RAO's mstructIons

3/3
3
4
4
3
3
3
2
2
4
3
3
3
5
3

Ratmgs

February 24-25, 1997
May 5-7,1997
May 15-20, 1997

Dates VlSlted

Diagnostic CrIterIa

Recommendations and Summary Type 2

1 Management Interest m Program- General Dlr/Staff
2 Macro-Economic Environment
3 Regulatory and PolItical Environment
4 Competency and CapabilIty of Staff
5 General FmancIaI Situation
6 Magmtude of Sales
7 OrgamzatlOnal Structure
8 Information Management System
9 Accountmg and Reportmg System
10 TarIff EstablIshment
11 Customer ServIce/Bdlmg
12 Fmanclal AnalysIs and Plannmg
13 Investment Projects
14 Potential Benefit to Energo
15 Wdlmgness to Share Cost
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Nlzhnovenergo IS recommended to be classIfied as a Type 2 energo (rather than Type 1)
because of the weak 10dustnal customer base to support the energo as a commercIal
enterpnse, and because of the low level of "commercIal" competence of both the seruer
and most of the Inlddle management Both were seen as large ImpedIments to a successful
pIlot effort there, and It IS felt that other energos that are better optlons are aVaIlable

Suggested Scope of Work

1 ASSIstance m determIillng and analyZlDg costs, and cost optlIillzatton
2 \ASSIstance 10 developmg a computenzed management 1OforrnatIOn system
3 ASSIstance WIth orgaruzanonal structure and partIcularly the mclusIOn of a finanCIal

department
4 ASSIstance 10 moderruz1Og accountIng, and transfer to IAS standards
5 ASSIstance 10 non-payments, and develop1Og a system for bIllmg and collectIOns
6 ASSIstance 10 analyz10g proposed capItal mvestments
7 ASSIstance 10 develop1Og a strategy for OptImlZlDg purchases and sales of electnclty

1Oclud1Og the wholesale market
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TRIP REPORT

~JZhnovenergo,CommerclahzatIoD Project
Robert .ueuoder WIth l'uchael SWIder
Hagler Baillv Consulnng, Inc

Prepared bv iYIIchael SWIder
2~ February 1997

SL \[\!AR'r -\"lD RECOM\IE1'lTIATIONS

The, purpose of thIs tnp was to getta fa:rm1Ianzed WIth ~LZhnovenergo a-.m) m NIZhny
l\ovgorod for consIderatIon ofpartlClpaoon m the CommerClahza.non prOject ThJ.s trIp
cOincIded "'''1th trIpS to NNE b" IllmOiS Power and IRIS as orgaruzed by Gene Fommykh of
L SE ~ L'SEA has sponsored an exchange between l\I~c and Illmois Power for the last two
"ears

TIns energo 15 trymg to restructure its management and operatIons procedures for a
compet1tlV e enVIronment and find mvestment to mcrease capaClt} NNE is recepove to
parnClpatIng In the CommercialIzaoon prOject as thev recogIllze a lack of finanCial and
techmcal control mecharusms is hmdenng thetr abilIty to operate the company The most
pressmg Issue at the energo IS coUecoons Currently, only 77% ofenergy sold IS collected, and
mO:.t of that In barter The lack of cash at the energo has created and mterest m obtammg
e'\temal financing but there IS httle pOSSIbilIty oftlns unol the energo fL'\.es its collecOons
problem

The trIp ended ill a final meenng WIth Andre Remaye\, CommercIal DIrector, and our mam
halson He prepared a lJst ofv.hat he thought were therr most pressmg needs that could be
addressed m the commerCIalIZatiOn program Excludmg m"estment promotion, they fall m to
generalh three categones

I Orgaruzatlonal Structure
2 AccountIng and controls systems
3 Customer relanons

\\t e agreed to follow up on these, and return to work out the deta.J.1s of our project WIth NNE
once v.e had received approval from RAO to begm unplemennng the CommerClaI1zatIon
prOject At end of tlns trIp report is the fulllJst of items for whIch NNE is requestIng
assbtance

Ar. schematic of the management at NNE and finanClal reports are also attached

Tnp Report for NLZhno\encrgolHagler Balliv Consultmgl24 Februan 97JSwider
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REGIONAL ENERGY COM1\tIISSIO~

The first meet:mg was WIth Mr Andre Zadernyuk, the RegIonal Energy COtIlIIUSSloner,
together Wlth nlmOls Power and Mary Webster of IRIS Accordmg to rvlr Zademyuk

The ~IZhn" ~ovgorodOblast IS planrung to develop a regIOnal wholesale market. where all
customers In the regIon WIll be able choose from whom they will buy therr electnc power

They plan to unplement several electrIc power projects both WIthm NNE and WIthOut - that IS,
In the form oflOdependent power projects (IPPs) The hope IS to have several new power
plants constructed m the regIon as ~IZhru IS a deficit regIon

RA.D tJES IS Interested In partlClpaong m the constructIon oftherr new power plant, wluch
will replace capacIty that IS reachIng the end of ItS useful hfe Several manufactures ofpower
eqwpment are also Interested m partlClpatmg (1 e SIemens and ABB) Nl',;t: IS lookIng for
addmonal eqUIty m"estors m thIs project and are expecnng to make lease arrangements for
the eqwpment ThIs will be a combmed heat and power (CHP) plant that wtll prOVIde ilistnet
heatIng along Wlth thermal energy for the local 011 refinery

In the regIOn they are also developmg a program to attract small energy compames For tlus
purpose they are de. elopmg a pIlot program WIth the local automobIle engme manufactunng
plant to develop small power plants They ha\'e IdentIfied 35 facilitIes m the regIOn that could
be reconstructed for power delIvery

In the '\lzhO\ regIOn m the last two weeks several Imestment comparues have proposed
m\ estment mto the local energy busmess To have con~tructIon that IS not paId for by
consumers untIl the plant went on hoe 'Would be a great break for our customers"

GE'\ERAL DIRECTOR

The next meetIng was WIth the General Drrector of1\uzhnovenergo, Mr Aleksandr
Ye.. dokunov Accordmg to YevdokImov NNE IS movmg to restructure the way that eleetnc
energY IS sold m NIzhm

~eady an agreement has been Signed between Dyakov ofRAO UES and Bons Nemtsov,
Go... ernor ofNlzhnv Novgorod Oblast, to create a competltIve market for eleetnc energy In

the Oblast As part of thIS scheme RAO UES WIll begm to divest Itself ofNNE (It currently
owns 62% ) and set up ItS own comparIV m the Oblast to compete chrectly agamst NNE for
customers The detalis of tlus plarI are still bemg worked out

As part of ItS restructunng, NNE IS planmng on mvesnng m new power generatIon Already
they have an agreement WIth SIemens to replace a power block at therr Derzhmskovo statlon
With a 150 MW tWIn cycle gas turbme power plant The total SIemens contract on tlus project
IS 104 m DM ($ 63 m) SIemens has already dehvered 52 m DM ofeqmpment, and NNE bas
paid 30 m DM of the costs They are expectIng an agreement WIth the EBRD for a $50 m
creilit to complete thIs project

NN"E IS also planrung to construct a completely new power statIon m Novobmskaya Mr
Yevdokunov expects that tins project will be m the form ofan IPP ("Zakrytaya Aktslonemaya
Obshestvo [ZAO], 1 e Closed Jomt-Stock Company) They expect the Novobmskaya project
WIll be a low cost producer arId have less staff than a modern General Electnc power statIon
Overall, thIs IS part oftherr plan to reduce eleCtrICIty tanffs m the regIon

2 Tnp Report for Nlzhno\energolHagler BaI11v Consultmg/24 Februll.l"\ 97JSwlder
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V/hen asked about collec1lOns, the General DIrector explamed that unnl recently theY collected
drrectly from customers But tlus created problems as many chents were able to get protectIon
from collection Now NNE sells It reCeIvables to therr partner bank. NIZbnovgorod Bankers
House (NVD ) The ratlonalls that the bank can be tougher m collecting bad debts, and IS more
WIlhng and able to take debtors to court to attach therr property

!'vir Yevdolamov referred us to hIs "nght-hand man" on finanCIa!lssues, Andre Remayev to
work WIth us on the CommerCIahzatlon project

COrvli\IERCLA.L DEPART!vlE1\'T

Met WIth Andre Remayev, head of the financlaI-commerCla! deparnnent ivIr Remayev came
to NNE m 1995 as an outsIder to the electnc power mdustry, havmg formerly worked m the
MlTIlstIy of Hea"y MachInery and most recently as a commercIal busmessman He struck us as
bemg much more m tune ~1th commerCIal realmes When asked what were pnonnes for
~'"N"E, the reply was

1 Increase the value of the companY's shares
2 RaIse the collectIon rates on receIvables - possIbly through mcreased use of commerCIal

paper for cash-strapped clIents
3 Change the company s accounnng procedures
4 Plannmg for generator optmuzatlon - CUttIng generatIon costs
5 RebuIld generators

1\NE has started to contract WIth several comparues, mcludmg Pnce Waterhouse to consult on
mvestment promotIon, and Putnam, Haves, and Bartlett (PHB) to adVIse on restructurIng
Thev are movmg to restructure because RAO EES has deCIded to create "trade houses,"
mcludmg one m NIZhny Novgorod ThIs' trade house" would compete WIth NNE m thetr
regIOn On 20-21 February RAO WIll take a fmal deCISIOn on thIs plan

RIght now N1't'E has two power projects m development One IS the Derzhanskaya project With
SIemens The other IS to bUIld a new CHP m Novobmskaya

In 1994 NNE showed a balance sheet profit of350 billIon rubles But m realIty the company
has no profits or cash, and has paId no dlVldends to shareholders He thmk.s that the head
accountant IS ready to change therr accounting system They need to restructure and
computenzed therr accountmg and control systems "all m thIs year "

ENERGONADZOR (ElectrIc Sales)

Sat m on meetIng between Bons AleksandroVlch Kurganov the head NNE's Energonadzor
department, and Hodson Thornburg ofPHB ThIs meeting was also attended by Yevdokunov
and Remayev Hod was there to examme NNE for the task of Improvmg therr operatIng
procedures and fmancIa! condition Ofprmclpal mterest to Hod was NNE's polIcy m
termmatmg serVIce to customers who dJd not pay therr bills [Note PHB was hrred by
Nuhnovenergo after thIs was made a reqUIrement to therr partner bank, NVD, as a conditIon
to bemg accepted m the World Bank's twmmng program]

rvfr Yevdolamov explamed that the bIggest problem m cutong offcustomers for non
payments IS the soClallssue Most faetones are connected to housmg, schools, hospitals, etc
Also, many of these compames collect the eleetrlCIty tanffs m therr local serVIce area, and then
don't remIt tlus money to the energo

3 Tnp Report for NLZhno..energo/Hagler Bailly CoasuIbng/24 Februarv 97/SWlder
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We were told the governor decIdes who gets on the hst of-unmterruptable' customers The
general procedure IS that NNE Informs the local depamnent of fuel and energy who they are
planmng to cut offor restnct. But IfthIs department says, "don't cut that customer off" then
they don't

He went on to say that many large customers now claun that the eleetnCltv tarIffs are too lugh
But thIs IS not true, accordmg to tv1r Yevdokuno\ The customers are "lymg - especIally the
large mdustnal customers In NLZhny the average electrlCItv tarIff IS only 5 centslk\1,:h for
mdustrlal customers The problem IS that for RUSSIan mdustrIals energy mtensity IS twIce that
therr US counterparts

Nlr Kurganov went mto more detatl on the followmg tOPlCS
\

Shut-off Pohcv

lfthev have a problem With mamtammg the frequency at safe levels they will shut offusers
w1thout warnmg m an ernergency The standard contract With customers sopulate In what cases
the power mav be cut off The customers must be prepared for curtatlments so that there
would be no aCCIdents or damage m case ofa power outage Therefore the customer
partlCIpates menergy management

SanctIons for non-pavers

1\j'NE has the nght (unfortunately With large lumtatIons) to curtaIl or completely shut off
power to customers WIth warnmg they can cut power down to most customers to
emergency" levels

In the case ofa company not meetmg ItS payment obltgatIons for two months they have the
nght to cut that enterpnse off (With government approval, as mentIoned above) NNE uses a
w1de array of curtatlment measures for non payers At the moment they have over 20
customers who are on emergency supply status Last year the} completelv cut-off several
customers, mcludmg the teleVISIon factory, and the VItamIn factory But most ofthe
comparues that have been cut offhad first shut down because they lacked the funds to buy raw
matenals not because of aettons by the power company

Most of the major factones ill the area were boot as small towns WIth an entIre SOCIal
mfrastructure, therefore they can not completely cut these companIes off In 1996 espeCIally,
With the president:J.al eleettons, there was pohtIcal pressure not to cut off anv customers The
gOvernor tells them to supply the energy, regardless of whether the customer IS pavmg And
many mdustnal customers hIde behInd the backs of the SOCIal sphere to get free eleetnc power

rvlr Yevdokunov used the NIZhny Paper !vWl as an example of a problem customer The Mill
currently owes N'fE $17-20 IDJ.llion Several years ago the Mill went through a restructunng
and got a foreIgn partner to mstall a modern paper manufaetunng lme The Mill negotIated
WIth NNE to reCeive power on credIt for two years untIl the new, 1llgh effiCIent eqwpment was
on lme But even after the new lme went mto operatIon the ~W1 sttll c1auned that It couldn't
pay Now the MIll has shut temporanly, and NNE is determmed not to tum theIr power back
on unnl the they approve a credtt workout plan from the Mill

On pncmg:

NNE has a contract WIth customers for energy and capaCIty They try to manage therr

4 Tnp Report for Ntzhno~energolHagler Badlv Consultmg/24 Februal'\ 97/Smder
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capaCity "ery tightly because they have a defiCit ofcapaetty If a customer uses more capacIty
than agreed to m Its servIce contract, WIthOut commg to a pnor agreement wUh NNE they WIll
pay a penalty of ten tImes the tanff for the excess capaetty

NIZhny has a broad mdustnal sector led by machme bUIldIng. (there IS the large G-U:
automobIle factory) Other sectors mclude

• gas plpehne and gas pumpmg statton
• paper mills
• chenncal factones
• Oll refinety
• gpop bwldmg
• nnlItary mdustnal complex

The mIlItary mdustnal complex IS the worst non-payer, along "lth agrICultural customers

The presence of the gas pumpmg station aliovys N""rE to use offsets (barter) for the supplv of
gas It started 4 }ears ago as a sunple offset procedure on the books but then It became more
complIcated With the new accountmg rules on barter, and IS less profitable now and they want
to move toward cash cleanng

Collecnons

f'.tTNE IS tryIng to unpro\<e theIr rate of collecoons With promISsorY notes In therr VIew, these
notes called Veksels are a good, -CiVIlIzed" form ofmoney ~"E has therefore decIded to try
to comert all bad debt mto promIssoIj notes

As processmg these notes IS tIme consummg they have made an agreement With therr bank,
1'l'VD, to handle thIs servIce for them for a 2% fee They claIm to have raIsed therr collection
rate sigruficantly through thIs process One company cleared thel! debt With a 33 bIllion ruble
prorrussory note Issuance, and thIs enterpnse was able to pav off on the notes In 1996 a total.
of 100 billIon rubles m promIssory notes was accepted as payment for electnclty

The advantage to secunt1Zlng receIvables m tlus way, accordIng to NNE, IS that It IS easIer to
take a company to arbItratIOn court o"er faIlure to meet oblIganons on the notes, then It IS to
take then to cowt over electnCIty bills Also, promIssory notes are used to clear much oftherr
barter transactions

If the customer clanns that they cannot pay m cash, then bv contract they have the nght to pay
WIth proIIllssory notes, IfNNE accepts them NNE analyzes the credIt worthIness of the
customers applymg for credit through acceptance ofnotes NNE claImS that they know therr
clIents well so they know who IS a good credit nsk [The commerCial dIrector later refuted thIs
assertIon. adnnttmg that Energonadzor, bemg a group ofengmeers, had no Idea how to do
credIt analvsls, and grants credIt purely on faith ]

For bad debtors NNE will first take theIr case to arbItratIon court If the debt cannot be
satIsfied then they wtll attach the property ofthe debtor and attempt to sell It to clear the debt
They have already used thIs approach, although they adnntted that It was a "very difficult"
procedure [The collectIons procedure recounted by the head of Energonadzor IS dIfferent
from what the General DIrector descnbed. He clanned that NBD was colleenng all bad debts
ThIs will reqwre more research on the next VISIt]

5 Tnp Report for N1Zhno\energolHagler Baill" Consultlng/24 Feb1"Wll"- 97/Swlder
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F"D<~'\jCE (NED Bank)

TIns meetmg was WIth the bank's PresIdent, Bons Brevnov The bank IS close to closmg a
deal to sell a share ofns eqwty to the EBRD for $15 IDl1Jlon It IS also tryIng to get accepted
mto the 'World Bank's twmnmg program HIs bank has a major stake m 1'lJ.Zhnovenergo and IS
eager to ha"e US \'.Iork. \'.11th them

BrevnO\., \'.Iho SIts on the Board ofDrrectors at ~"E, explaIned that PW (whlch has been therr
auchtor for the last 4 years) was ffiVlted to do work on project financmg quesnons for NNE
PHB was mVlted to consult on technIcal and engmeenng quesnons

\Vhen ask what he thought was the most Important thIng we could do for Nl'.'E he stated that
the companj needed AIS conVersIon and a management accountIng system

-\((01.n"lNG

'Is Tanana IlJlsanova., Head Accountant for Nrzhnovenergo, was very open WIth us, and
promIsed a copy oftherr annual report when It IS completed m a few weeks tune She
descnbed '\j",,\ E as a companv WIth 20 dlVlsions, each WIth Its o\'.ln accounts The final
accounts are consolIdated The accountIng SYstem IS StIll ooh on the RUSSIan standard., and
stIll not computenzed Some of the book keepmg has been automated., such as bank accounts,
pa"ToU settlements, and tax accounts But this It IS not mtegrated

Energonadzor handles the customer accounts and collectIons The monev collected IS
rran:,ferred mto 3 accounts

1 '\IZhnovenergo's mam account
2 Tax debtor account (' schyot nedaIyomchtla")
~ Energonadzor Saccount

~t this tlme the mam account IS blocked by the state tax servIce All moneys should be gomg
drrectly mto the tax debtor account, where they are collected by the State But m fact much of
the mone" goes mto the Energonadzor account, \'.Iruch IS illegal Ms Ikhsanova explamed that
Iflt ""ere not for their tllegal account they \'.Iould not be able to pa" salanes or any other
expenses

Their tax debts are 143 btlhon rubles, owed by NNE to the Federal and regIonal governments

Their outstandmg recel'vables from government are,

110 btlhon rubles owed by the Federal government
80 btlhon rubles owed by the Oblast and regIonal CltIeS

_4_6_b~I_lh:-:-o_n_ru_b-:-le-:-s owed by the CIty ofNIZhny Novgorod
136 bl1hon rubles Total

Thev are planrung to cross cancel debts WIth all the branches ofthe government by the 1st of
A.pnl She hopes that this will allow them to close therr tax books and get the block offtherr
bank account But beSIdes the tax debts, thev also have to clear therr debts to eqwpment, fuel
and servIce suppllers, as well as to RAO UES (NNE purchases about one halfoftherr electrIc
power needs from the wholesale market)

Revenue colleetJ.on IS N:-iE bIggest problem A full 90% ofall compames ill therr terntones
also have therr accounts blocked bv the state tax SerVIce, so they would have trouble paymg

6 Tnp Report for Ntzhnolcnergo/Haglcr Bailly Consultmg/24 February 97fSWlder
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cash for eleetnclty even If they wanted to Therefore, 85% ofall sales are pcud m barter, notes,
or "countertrade"

They have been audited the last few years by a local company, Soyuz AudItorov NIZhny
Novgorod Beca.lSe of the way the old Gosplan reportmg system IS structured they have been
shOWIng a profit on therr balance sheet eveIy year, when m fact they are losmg money Much
of the reason for the paper profits IS all the "SOCial' funds that thev have to keep on therr
books A percentage of therr non-eXIstent "profits" are transferred (on paper) mto these
accounts, where they are keep on the asset Side of the balance sheet In realIty the] are
unfunded habilitles

Ms I1Jlsanova who does not even have a PC m her office, was enthusH1StlC about the Idea of
developmg an mtegrated tvlIS system for NNE

ECONONITCSDEPARTN~NT

Nlr Ven]amIn Yastrebov, who IS both EconOmICs Drrector and Deputy General DIrector, has
an excellent reputatlon Wlthm NNE as an analyst, but as he IS retrrmg this year the general
feelmg from Remaye" and the head accountant was that he was thmkmg more about
retIrement than restructunng ~'E at the moment and wouldn't be much of a help to us

\\Ioen asked about the state ofNNE's ivfIS system Mr Yastrebov stated that at the moment
theY do not have the kInd ofmformatIon that they need to do econoIDlc analYSIS Real
fmanclal data IS non-eXIstent, and they ha"e lIttle hard data to use for analYSIS

The accountmg department IS too loaded Wlth routme paper pushIng to prOVIde any useful
mformatIon or analysIs NNE needs to change the entrre structure of Us statlstIcal and
accountIng reports The current figures that they use for econOmIC analYSIS and planmng are
abstract and of lIttle use

7 Tnp Report for NIZhnovenergolHagier Baillv ConsuJtmg/24 Februarv 97/Swufcr
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BOIIPOChI K KOHCYJIhTAHTAM

1 CTpyKTYpa AO "HH3" H npelIJIO.tf.eHIDI no ee cOBepIIIeHCTBoBamno

2 CxeMa H CTpYKTypa ynpaBJIeHIDI epHHaHCa.\rH - ,IIeTa.JThH<Ur, opramna.IIlli1 epHHaHCOBbL\rH
nOTOKClltrn

3 COBepIIIeHCTBoBaHHe 6yxramepcr...oro yt1eTa H nepeBO,II Ha Me)K,!IVHap0.!lHhrn CTaH.!IapT

4 TeXHllKo-3KoHoMH"IecKoe IlilaHHpOBamre
f" ommrn3aulliI rrpoH3BolICTBeHHDrn 3aTpaT
- omIDIH3aUlliI Ha.-roroB

5 AHaJIH3 epHHaHCOBb[''( BJIO..KeHHH H rrpelI)10..KeHllii
- B T q 3aTpaTbI Ha per...oHCTpyKuHID y..Ke rrpoH3BelIeHHbre
- rrpeLUIoxeHHe rro TeXHHqeCKoMY rrepeBoopyJKeHlliO
- rrOHCK qmHaHcoBbrx HCTOtfHmcOB

6 AHamn Kanma.rra AO (aKUHOHepHoro) H rrpe.wro..Kemur rro pa60Te CHUM

- yBeJIHqeHHe/rrepeoueHKa
- paCKatnea ueHbr aKUHH H TII

7 IIpHBJIeqeHHe HHBeCTopoB (Bo3MOJKeH rrporpa.\c.!HO-ueneBoH MeTOlI)

8 OmH\rH3aulliI rrOJIyqeHlliI 31IeKTpHtrecr...oH 3HeprnH rro rrepeTOKa.\I

9 IIpOlIa..Ka 3JIeUprNecKoH 3HepmH rrOTpe6HTe.iIIDI B YCJIOBlliIX cBo6olIHoro pbIHKa
- B T q B3aIDIOCB5I3b Bbrpa60Tur 3JIeKTp03HeprnH Ha Terme H oTrrycK HX lIJI5I

rroTpe6HTerreH

10 CTpyKTypa rroTpe6HTerret'r H TeXHOJIOmSI HX o6eCrreqeHllii 3JIeKTpHtreCKOH 3Hepmefr
(a60HeHTbr H cy6 a60HeHTbI)

QUESTIONS TO CONSULTANTS

1 Orgamzatlonal structure of AO-NlzhnovnovEnergo and proposals how to Improve It

2 DetaIled scheme and structure of finance management
- cash flows' orgamzatIon

3 AccountIng Improvement and transfer to mternatIonal accountmg standards

4 Techmcal and econOmIC plannIng
- optImizatIon of productIon costs
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5

6

7

8

9

10

- taxes optlIIllZatlon

AnalYSIS of capItal mvestments and proposals relatmg to them

- mcludmg effected mvestments for modermzanon
- proposals on refurbIshment
- search for mvestors

AnalYSIS of stock. capItal and proposals on
- Its Increase and re-assessment
- Increase of stock hquldlty, etc

Investment promotIon (pOSSibility of usmg pncmg methodology)

OptImIZatIOn of receIvmg electnc power through mterreglonal flows

Sales of electncity to end users under free market condItIOns

- mcludmg CHP s electnclty generatIon based on heat load and Its del.lvery to
customers

Structure of customers and methods of supplymg electncity to them (customers and
sub-customers)



/----1EIIClgy
_ S~l~~'jic~~__

BOlle;

Kurg.llluv

- I

--- - - \-
I cchnh.•ll
))11 cllul

(Chid blgllll'U)

1\ kxc.-)'
NU/hlllllu\

US[A COUl\l.'iy

(,l.IIU .11 1>&1 Him 1 [ ..DE.....r OF H 1V~1\/(-6 ~ Q..h 11-1 IS"RCt 1
I\lt.x.llluc.-r Ylovl!OJ...IIIIOV -- _-oJ l AA.I!pRf3Y R.F!/V1Ar-EV

'l i,!:..:y _.. -- ~- -~ll~"'1Y -:~-l ~--- J;?llUll-'-- '1- V~\;iill
GCIIN.IIl>IIU.loll Genclnl J)IIHfOl/J I GUIClnl Uhcdoll - Genelul Dllclioll

I __ 1~('oI~'!.IIIY_ _ __f~.!IC' ,!I 1..~l.!!!2.- -.-9~~.!!..!.IC!~~ Elech IC 1

V loll I IIIIIIl NII,ol.ly KOIl'iI.lIllan Velkl Y
Y.I'iIIl.hov KlllIll. v ('ClIllan lilov

DCllUfy Jechllllul
1>11 cclml

(lJcpul) Chlcr
Englllcci )
I hCI lUul-- ------
Nlkul.IY

J{OpO'iOV

I DClmly I eehnieal
Vhectoll

(Deputy Chief
Enginecr)

<---.__I_)_lsp~lell
Analo)y
Kuc;lov

l--- - --JUller
_-!~cO~JUE)~.._I_

V.llcnllll.1
c;hull'lll.1

[
-- -Clllcr-- - I
_ Al._c_o~nh)!I.!_ _

- Vacanl
/"1-, YAA-~

!r\II.s:..-1.vOVA

~
- ------TI_ COllsh uchon I

DCIHll tmclll
ElcdllC
SCflH.C

~ilrtlon

L_~"lcc

[elceOlllllmnleBuon
Senlcc

Hclay Protection
Service

~
CADA

SenJee
::....;..:~---'

_____________________________--11 _

b \u~c8\1IJ16\1I110\' ella wk4

- -- - - - - - ----- - - ----



- - -- - - -------

NI2I-JEBOROJ) ­

SkA '('"

I' yJJRO
f>o I/vE R.

I-
I
\

I
I
L_

-------------------



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

Tnp Report (Supplemental)
IFC MlSSlon to NlZhnovenergo
May 15-20

Prepared by L\-lJchaeJ SWIder

SUM}.tL~Y

The Internattonal Fmance Corporatlon (!FC) was asked by RAO UES ROSSll to m\esngate
NIZhnovenergo (NNE) for possIble mvestmentlfinancmg oppOrtunItles NNE was chosen as It
may become part of a larger IFC role to support restrUctunng m the electnc power sector m
general and to specIficallY support Bans Brevllo\ Nhchael SWIder and Robert Alexander
were asked to ass:Jst WIth the IFC mlSSIOn

Wlule the IFC does on occasIOn prov1de technIcal assIstance through grants, the nussIon to
I\lzho\ was speCIfically searchmg for a bankable Inyestment project only What the !Fe found
IS what we had found on our IDltIal tnp that NNE IS under onerous SOCIal oblIgatIons, poorly
managed Wlth no thought to standard commerCIal management practices, and buned under a
mountam ofdebt In the opuuon of the IFC loan officers, the onlv pOSSIbIlIty for lendIng to a
po"",, er project would be though a company mdependent 0 f NNE and free of lts debts In
addItlon. a firm power purchase agreement (PPA) would need to be SIgned Mth a relIable
local customer as N"NE s energy sales department was clearly not suffiCIently capable of
managmg collectIons

~t the end of the nusslOn It was suffiCIently clear that a financmg could not be done m Nzzhny
~oygorod Wlth the energo was as the clIent, due to conflIct ofmterest problems The key
conflIct ofmterest IS that arlother depamnent ill the IFC had alreadY made a major loan to one
of1\"",E S largest debtors

In addItIOn to finanCIal support, NNE also requested technIcal support, much the same as
requested m our illitlal fact-findmg nuSSlon m February

1 Revlew and reform of the energo's organIzatlonal structure
2 ~Sststance Wlth correctIng the non-payments problem
3 Introduetlon ofaccOlmtmg and management mfonnanon systems

For addttlonal mformanon on Ntzhnoyenergo, refer to the Tnp Report for the
CornmerCtalLZatton ProJect, dated 24 FebruaI), 1997

IFC MIssion to NIZhno\'CIIergolHagler Baillv ConsultIng/I7 June I997/SWlder



REC (~drel Zademvuk)

Eleetnc energv supply IS produced by the follOWIng suppllers

RAO EES ROSSIl (FOREM) 50%
NLZhnovenergo 40%
IndustrIal generatIon (GAZ) 10%

None of the functIonal departments m l\I'N"E coordInate With each other Each has there 0~"Il

finances and therr own agenda Thls creates an SItuatIOn where the department m charge of
sellmg energy does not coordmate With the department buymg energy, or With accountIng and
collectlons

IFC MISSIon to !'/Izhnovenergo/Hagler Baillv Consultmgl17 June 1997/SWlder3

CompetItton should first ofall benefit the customers, WIth the most CODSIstent payers gettIng
the lowest energy costs They allow a dtscount ofup to 20% for those that pay m cash But
only a few medtum SIZed compames have taken the chscount Only ODe large company has
taken the dtscount (although accordmg to NNE there IS no large consumers paymg fully m
cash The paper factory agreed to the chscount, but chdn't pay none the less)

ThIs year them expect to rotroduce some competItIon mto the local market A draft regulatIOD
was alreadv submttted to Bons Nemtsov for approval Part ofthe plan IS to set a regIonal tarIff
on eleetnc power transit (\VheeImg) The GAZ plant can currently sell energy on a three-way
contractual basIS through the energo So far tills power IS only bemg sold to ItS subsldianes
and company hOUSIng

AccordIng to ivIr Zadernyuk, the REe, after two years, has begun to work as a professlOnal
orgaruzatlon There 15 a comrmSSion counsel that sets energy pohcy The local admmtstratton
chooses ~ho wtll SIt on the counsel based on therr energy demand Rate setttng IS done
rattonallv, \vIth all energy comparues submrttmg uruform apphcatIons for rate cases

He also feels that NNE has been hurt by Its alliance the NBD bank because ofall the fees that
the bank IS able to collect The energo has helped fund the growth of the bank, willIe
connnumg to flounder m bad debt BeSIdes the poor collectIons rates, and an unequal
relanonshlp WIth theIr bank, Mr Remaev feels that the other maIn problems are a lack of
management mterest m changmg the way they do busmess, and mterference from the local
government ~ luch forces the energo finance local government programs

Investment projects are also mrsmanaged The DerzhmskI project IS 30% completed, but It IS
not clear where the money wIll come to flIl1sh the project No costlbenefit analySIS was done
to even evaluate whether IS profitable for NN"E to bwId more capaCIty And whIle more
effiCIent power statIons SIt Idle for lack offuel, RAO pumps money mto a new power plant
that they really don't need

Accordmg to Remaev the largest mtemal problem at NNE IS the management Frrstly outsIde
shareholders are luruted to 0 5% of the votes ThIs allows the board of drrectors to run the
company as a fannly busmess The board even goes so far as to ovemde the funcnonal
managers m NNE on even technIcal quesoons

about $2 m.rllion to RAO 2 months poor RAo tnS1sted on payment, and as NNE shOws a
profit on Its 96 mcome statement (attached) they are obbged (accordIng to Remaev) to pay a
dIVldend, e" en though they are nearly bankrupt A.s RAO receIved therr dIVIdends, the same
must be paId to the other shareholders. and now Remaev IS scramblmg to raIse that money
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_ _ .........~ to have an ISO m the regzon that will purchase, on a bIddmg basIs, all the
electnc energy needed m the region Any generator would be able to compete to sell to the
ISO The ISO would not be taklng tltle of the energy - for tax purposes The ISO would be
fonned by all the generators m the market The plan IS to mo\e to half-hour bids, but they will
start Wlth once monthly bIddIng All tradIng will be cleared by a finanCIal mstItutlon and
colleettons proportloned out to sellers based on therr share of the sales

Although Mr Zademvuk understands rnargmal pncmg he prefers to keep the S\ stem on an
average tanff bastS because he sees margmal pncmg as dnvmg tanffs too lugh I dId not ask
hIm what he thought the effects ofaveragmg tanffs would be on compeaoon

The REC dIscussed the non-payments problem, v.luch he descnbed as bemg less senous than
l'.1'I"E Sdescnpnon HIS Idea to fix the non-payments problem IS to outlaw barter as he sees It
as a mechamsm to make mIddlemen nch

ENERGON A,DZOR 'ENERGY SALES' (Bons Kurgano\)

To tackle the non payments problem they are takIng such measures as cuttmg supply to
emergency loads and chargmg a lOx penalty for usmg more than the contracted Takmg a
debtor to bankruptCY court IS unprofitable, because even after getttng aJudgment there IS a 18
month moratonum on collecnng the assets

Of the 250 largest mdustnal customers almost none pay 100% oftherr power bill Mavbe 5
out of total come close In rus opmlOn 95% of these comparues have no money, so they all
settle through barter As an example, they started offenng 10-20~o dtscounts to those who paId
In cash To date, onlv one company has accepted these tenns

For the last 4 months NNE has reCeIved payment for only 77% ofenergy sold.. And very llttle
of dus was settled m cash Barter arrangements are generallv done through thelf credItor's
middlemen A debtor WIll offer a good, and ~'NE WIll trv to find a credItor to accept m(on the
credItor s terms)

The government must solve the problem ofagncultural and reSIdennal customers who receIve
power at only 50% of the cost The agncultural and IIUhtary customers never pay, and m
general the gOvernment compames are the ~orst debtors The muruCIpal heatmg company
owes NNE 68 btlhon rubles TIus represents 6 months of payments that they are belund m
paymg the energo For heatmg, the restdennal customers recetve a 70% government SUbSIdy m
theII tanff But the government has no money to pay tins subSidy The agncultural sector owes
another 300 bdhon rubles for eleetncIty that the State oblIgates the energo to pay Kurganov
called dus "ludden taxanon ' The federal government SubSIdIes the llUlttary, Internal pol.tce,
mstltutes, hOspItalS, etc These groups owe IOO btlhon rubles

For dIrect SOCIal costs, NNE has a fann that they took on dunng the last food cnSIS, and also a
lot ofemployee housmg on the balance sheet

ACCOUNTING (Tatlana Iskhanova)

As only 77% ofsales are currently collected the busmess IS Inherently unprofitable under the
cost-plus system, non-colleCtlons are not counted as losses, but as sales Instead It takes three
years to before an uncollected debt can be wntten off NNE receIves only 7 5% ofIts
colleCtlons m cash Therefore theY barter to settle Wlth most suppl.ters For accountmg
purposes there IS no loss from barter, as they pass along to colleeoons from debtors to
creditors an account for the full value of the goods on both transactIons

4 !FC M!ssion to Nlzhno,energolHag1~ Bal1h Consulun$"I7 June 1997/SVt1der



1'.TJ\E s Accounts ReceIvable 15 about the same total

5 !Fe MJsslon to NIZhno~energolHag1er Bauh Consultmgl17 JUIle 19971S...1der

E!';GThiEERING (ValerIe FedoroVIch TltOV)

1 7 tnllion rubles
2 0 tnllIon rubles (5360 rmllIon)

'\s ofJanuary 1 1997
As of Apnl 1 1997

The total debt IS

OutSIde ofNNE there are also some spectalIzed mamtenance comparues to do contract work
CapItal constructIon work IS usually earned out by subcontractors also At the moment plans
for CapItal constructIon have halted because the government has re"oked the "mvestment"
tartff

In the NNE system there are more than 60,000 km oftransmlSSlOrl, 15,000 transformers and
260 substatlons Voltage on the system IS 220 - 0 4 ky TranSInlsslOn hnes that are 500 kV
and higher belong to RAO UES RoSSll NNE has ElectrIc dIstrIbutIon compames servICIng 56
dIstnctS, and employmg about 4,500 people The 0 4 kV net IS sernced and repaII'ed by the
dIstnbutton comparues they remamder of the netvvork IS 5mlced by NNE s repaII' comparues
N1\E Energosbyt has affilIates at each of the temtonal dlstnbutton comparues, and all control
over the system IS centralIzed.

Tnps where also orgamzed to two power plants, one owned and managed by NNE, the other
owned and managed by the local GAZ automobIle factory The contrasts at the two power
plants were SIgnIficant The NNE plant was old, dIrty and dIsorganIZed The GAl plant, wlnle
also old, was clean and effiCIently run, WIth much less personnel Also, the management at the
power plant owned by GAZ new therr cost ofproductIon, whtle at the NNE plant they dIdo't
seem to care

Energypmch~s 40%
User fees (RAO) 15%
Taxes 15%
Subcontractors 10%
Other 20%

'When asked about the success ofthe collectIons aetrV1tles the f-,13D bank has taken o...er for
the energo m an effort to mcrease collectIon rates, Ms Isknano... a stated that she dIdn't see any
results The largest part of accounts payable IS the debt for unported energy The breakdown
IS

The energo barters WIth the federal and regIonal go...ernments for tax debts Profits for
comparues are based on gross margm rather than profit to keep the ta\. rates up On top of
"profit" tax the other mam taxes are VAT and the PensIon Fund There are about 72 taxes 10

total, some based on profit, others on turnover, and mIl others on paj'Toll Onlv about 10% of
the ta\.es can be mcluded on the cost base for the tanffand reco.ered The rest come out of
"profit"

Barter needs to be elnnmated 10 the whole economy S1IIIulta:neously The government needs to
do tlus, but mstead theY encourage barter by holdmg compames accounts 10 spectal escrow
(sch.. ot nedoyomslnka) for tax purposes As the go... emInent doesn't meet Its own oblIganons
nobodv wants to pay cash to the government Instead the barter for goods and pay the
government 10 bartered tax wnte-offs
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ECO~OrvfICS (yastrebov)

The shareholder breakdown ofNNE IS close to the folloWIng

490%
213%
100%
050%
083%

\Vhen asked about future restructunng at NNE, Mr Yastreboy explamed that the company
would be, on paper at least functlOnally dlVlded along Its three lInes ofbusmess, generanon,
transrrusSlOn, and. dIsmbunon But the assets of the company would stay WIth NNE and all
would be centrally controlled as before (that IS It appears that any restrllctunng WIll be only
cosmetIc) Nir Yastrebov feels that as CHP's must be run for heat, there can be no
competitIve market

In addInon, there IS a confuct ofmterest problem for the!FC to lOvest m NNE One ofNNE's
bIggest debtors, AO Volga, a paper company, has borrowed from the IFC for Its own
restrueturmg Because offallmg pnces for paper products, and the IFC's stnet loan covenants,
AO Volga IS not recer\l1ng enough cash flows to pay the energo NNE (and by extenSIOn
NBD) wants the IFC to release fimds from therr AD Volga escrow account to NNE

Thls "ear they will pay dIVIdends, despIte therr losses Losses are commg mamly from non­
payments and barter Thev lose about 15-20% on barter transacnons, and Mr Yastrebov
WIshes that~E would not barter at all None of the 250 largest customers pay m cash ool} ­
and only about 20% of these £inns pay WIth a rruxture of cash and barter The rest pay lo

barter ofnothIng

Three} ears ago a project to refit one ofthe power blocks at the Novogorkovskaya power
statIon WIth a 52MW ABB turbme was begun The general plan was to raIse $25 IIll.1.lIon for
the lOstallatIon 'Wlth Sl6 rrulhon commg from the EBRD, $7 rrulhon from ABB, and $2
rrulllOO from 1'I13D bank NNE would contnbute eqwpment to the mdependent leasmg
company The IPP was to then SIgn a po'Wer purchase agreement (PPA) WIth a major clIent
But as they could not get a guaranteed PPA, ABB has for the tune bemg pulled out of the
project There was a sLmllar scheme for an mvestment m refittmg a power plant WIth Seunens
partICIpatIOn., but Seunens also put a stop to the project also because ofpayment problems

Currently there are 4 9 n:ul1.Ion shares outstandIng, WIth a nommal "alue of85,000 each
Charter capItal of the company IS 425,555 rmllion rubles After the latest reevaluanon of the
company s assets the\< plan to lOcrease book value by five tunes Increasmg the share CapItal
WIll be on the agenda at the June shareholder's meetmg

1'I"Nc IS desperate to get the two power projects gomg agam. as well as an mvestrnent lo

metermg, both for therr need to maIntaIn the relIabIlIty of therr power system and for therr
prestlge The IFC was sent out to NIZhny to tty to save the lOvestment programs that have
stalled as the non-payments problem has grown But as noted m thIs report, and the prevIOUS,
the non-payments problem must be overcome before an mvestment could be ranonally made
The !FC saw thIs vel) clearl....

RAO
Workers
Workers fimd
Management
Sold at auenon
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TECHNICAL ASSISTANCE

The followmg areas oftechnIcal asststance were requested from NNE Although the request
was to the IFC, as the lead delegatton on thls tnp, of these areas could fall under the aegIs of
the Commercuwzatton project

Re\'1ew the orgamza11on structure ofNNE, and redefine the role ofNNE m the regIonal
power system, and asstst m the amendmg offederal and regronalleglslanon to allow NNE
to reorganIZe along lInes ofbusmess

2 \\' ork to reform the system ofsubSIdIes and correct the non-payments problem, and by
exteDSlon work Wlth government organs to sluft SOClal subSIdIes from the energo to the
proper government organs

3 Introduce an accountIng and mformatton management system at NNE, so that they would
be able to manage costs, track expendItures, and momtor customers

PARneIPAlVrS

From the IFC

>\rthur LeVI, Pnncxpal Investment Officer, PnvatIzatton and AdVISOry Group
Runas Puskonus, Investment Officer
Garth Hedley, Engmeer
LUIS Rodnguez, Consultant

From Hagler Bailly

Robert 4..lexander
~hchael SWlder

7 IFC MIssIon to NlZhnovcncrgolHagler Baillv Consultmgfl7 June 1997/Smder
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Balance (1996)
AQ Nlzhnovenergo

ASSETS Code 12311995 12311996

I FIXED ASSETS
Goodwill (04 05) 110 1123 5439

including
organlzrnq expenditures 111 0 0
patents licenses trade marks etc 112 1123 5439

Fixed assets (01 02 03) 120 3881710 3890965

rncludrng
land property and faCIlitIes 121 0 0
bUildnas machines eqUipment 122 3881710 3890965

Unfinished cons.tructJon prolects (0708 61) 130 1099922 1303520
lana terms Investments (06 82) 140 8592 13674
Including
Investments In SubSidiaries 141 0 0
Investments In affiliates 142 0 0
Investments In other oroanlzatlons 143 8592 13674
loans qranted for more then 12 months 144 0 0
other long terms Investments 145 0 0

Other non-Clrculatlnq assets 150 0 0
TOTAL on I 190 4991346 5213598

II CURRENT ASSETS
Stocks 210 59829 139118
including
raw materials materials etc (10 15 16) 211 52638 120637
livestock (11) 212 1341 3636
expendable assets (12 13 16) 213 4514 10469
costs of unfinished production (20 21 2329303644) 214 886 1285
finish products (40 41) 215 359 473
shipped goods (45) 216 0 0
deferred charqes (31) 217 91 2888
other stock and costs 218 0 0

Value added tax on qoods purchased (19) 220 98525 159201
Accounts receivable beyond 12 months 230 197255 219226
Includrng
customers (62 76 82) 231 156580 218132
notes receivable (62) 232 3000 a
SubSidiaries and affiliates debts(78) 233 0 a
advances paid (61) 234 37428 0
other debtors (63 77) 235 247 1094

Accounts receivable Within 12 months 240 1025274 1663827
including
customers (6276 82) 241 1008388 1166258
notes receivable (62) 242 4520 356252
SubSIdiaries and dependent companies debts (78) 243 0 0
founders debts on nominal capital (75) 244 0 0
payments on account (61) 245 5940 27179
other debtors 246 6426 114138

Short-term Investments (56 58 82) 250 22 362
including
Investments In SubSidiaries 251 0 0
own shares redeemed from holders 252 0 0
other short-terms Investments 253 22 362

Cash and eqUivalents 260 8534 5355
including
cash (50) 261 56 18
demand depOSits (51) 262 7850 4493
foreign currency account (52) 263 527 608
other resources (55 5657) 264 101 236
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Other current assets 270 0 0
TOTAL on part II 290 1389439 2187089

III LOSSES
Uncovered losses of the prevIous years 310 0 0
Uncovered losses of the current vear 320 x 0

TOTAL on part III 390 0 0
BALANCE (sum of rows 190+290+390) 399 6380786 7400687

LIABILITIES Code 1231 1995 1231 1996

IV CAPITAL AND RESERVES
Shareholders equity (85) 410 423547 423547
Paid-In capital (87) 420 3631076 3649402
Settlements on aflocated property 423 0 0
Reserve capital (86) 430 0 0
mcludmg
reserve funds created m accordance with lealslatlon 431 0 0
reserve funds created In accordance with constItutive documen 432 0 0

Accumulation funds (88) 440 161242 246371
SOCial sohere fund (88) 450 669636 693277
Purpose Inflows and finance (96) 460 299747 378225
Retained earnmo of the prevIous years (88) 470 58799 56066
Retamed earnlna of the current year 480 x 13163

TOTAL on part IV 490 5244047 5460051
V LONG-TERM LIABILITIES
Loans (92 95) 510 0 0
Includmg
bank credits repavable In more then 12 months period 511 0 0
other credits repayable In more then 12 months period 512 0 0

Other lona-term liabilities 520 0 0
TOTAL on part V 590 0 0

VI SHORT-TERM LIABILITIES
Loans (90 94) 610 11730 2193
mcludlng
bank credits 611 11730 200
other credits 612 0 1993

Accounts payable 620 1107005 1911695
mcludlng
merchandise creditors (60 76) 621 765510 1240255
notes payable (60) 622 0 0
liability for Subsidiaries and dependent companies (85) 623 0 0
salaries and waaes (70) 624 21723 10396
SOCIal Insurance (69) 625 11195 14094
arrears (68) 626 259267 568870
advances (64) 627 217 30714
other creditors 628 49093 47366
DIVidend payment (75) 630 8 0
Prepaid Income (83) 640 0 0
Consumption funds (88) 650 17991 26748
Reserves of future expenditures and payments (89) 660 5 0
Other short-term liabilities 670 0 0

TOTAL on part VI 690 1136739 1940636
BALANCE (sum of rows 490+590+690) 699 6380786 7400687
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Income statement (1996)
AQ Nlzhnovenergo

INDICATOR Code Current penod The same period 01
the prevIous year

Net proceeds (with the exception of
value added tax, excises etc) 010 3784416 3090638
Cost price of qoods, products services sold 020 3459513 2737180
Commercial expenditures 030 5 0
Administrative expenditures 040 0 0
Earned Income (rows (010-020-030-040)) 050 324898 363458
Accumulated mterest 060 262 50
Interest charoes 070 0 0
Income from participation In other businesses 080 220 88
Other operating Income 090 93014 54095
Other operatmo expenditures 100 147799 81829
OperatmQ profit (1055) 110 270595 325862
Other non-sales Income
(rows (050+060-070+080+090-100)) 120 132883 27946
Other non-sales expenditures 130 71487 11755
Profit (1055) (rows (110+120-130)) 140 331991 342053
Profit tax 150 76944 118410
Distributed profit 160 241884 164844
Undistributed profit (loss) of the current period
(rows (140-150-160)) 170 13163 58799
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General Features of the EnterprISe
(accordIng to the speclaltsts of NlZhnovenergo)

• The terntory subject to services proVided by Nlzhnovenergo also comprises such large power
prOViders as hydro-electric power station, owned by RJSC UES GAl

Generally, the undertaken activIties were reduced to unstructured
interviewing the leading specIalists of JSC Nlzhnovenergo

At thIs stage the objective was to rdentrfy the marn dIrectIons for the
subsequent activities at Nlzhnovenergo

~\

0505 - 05 07 1997

Report on a Busmess Trip to JSC Nlzhnovenergo
withIn the Framework of the First Stage of the Project

"Hagler BaIlly - RJSC UES"

Nlzhny Novgorod

WithIn three days the followmg persons were rntervlewed
• Chief of finance-commercial department (Andrej Vladlmlrovlch Remayev)
• Chief accountant ( Tatyana Semyonovna )
• ASSIstant chief accountant (Tatyana Lvovna )
• Deputy general director for economIc matters{Venyamrn BOrlsovlch

Yastrebov)
• Deputy general director for reconstruction and development (Konstantrn

Sergeyevlch German)
• ASSistant chIef supervisor ( )
• Director of "Energonadzor" (Boris Alexandrovlch Kourganov)
• Chief economist (Valentina Mlkhallovna Shoulpma)
• Director of AMS (Azat Khamldovlch Khamldoulln)

Participants are as follows
• Robert Alexander - "Hagler Badly"
• DaVid Thornton -- "Hagler Bailly"
• Alexander Kozlov - Carana Corp
• Vladlslaw Khommsky - Carana Corp

In the course of Intervlew-takrng the marn attention was paid to the main
problems of Nlzhnovenergo, the specific features of relationships with RJSC
UES, Regional Energy CommIttee, mternal and external electricity and heat
suppliers both wlthm and WIthout Nlzhnovenergo, and With consumers, debtors
and credItors

• The structural mtegral umts of JSC Nlzhnovenergo are 5 prmclpal heat power plants, several power
distributors (networks), energy supervisor, as well as speCial reparr works, motor carner and farmmg
enterprise Settlement accounts of the most part of enterprises wlthm JSC are held blocked and merely
all of their actiVities are bemg conducted via the account of the management office
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• The regIon as a whole IS e'<penencmg power deficIt about 50% ofelectricIty IS bemg manufactured
by JSe Nlzhnovenergo 10% - UES GAl the rest IS being bought from RJSe through the
energy/commercIal clearmg system The purchased electrIcIty IS more e"penslve than the average cost
of their own one

• 51% stake m Nlzhnovenergo IS held by RJSe UES, although RJSC does not set anv profitabIlIty goal
for Nlzhnovenergo

• RJse UES [S plannmg to locate Its Clearmg-Superv[sory House and RJSe Tradmg House w[thm the
regIon TheIr system of relatIonshIp with Nlzhnovenergo remams unclear RJSC attempts to force
Nlzhnovenergo to sWItch several large sound clients to the federal wholesale market thus makmg

\ Nlzhnovenergo s actlvltJes more complicated to carry on

• RJse IS restramIng electrlcltv output ofNlzhnovenergo through imposItion of sanctIOns both m top­
down and bottom-up directions

• JSC Nlzhnovenergo [S plannmg to Implement Investment projects concernIng construction of2 new
prmclpal heat power plants and reconstruction of several runnIng ones, whIch are presently at vanous
stages of development and preparedness RJSe dIsplays an Interest In several such projects

• Cost of electrIC energy IS subject to seasonal variatIOns reflectmg the level of technologIcal necessIty
for heat productIOn

• There are projects approved bv RegIOnal Energy CommIttee concernmg the dIfferentiatIon of the
tarIff rates for IndIvidual consumers (six-rate tanff) and concernIng the provIsIOn of IncentIves
(through dIscounts) to pay for electrICIty

The Mam Problems of Nlzhnovenergo
(accordmg to the speclahsts of Nlzhnovenergo)

• The mam problem IS - arrears Barter payments mal-.e up a 70% share and offset payments make up
20% In addItion OnIv 8% were receIved In cash

• The most complicated problem of the current aCtiVitIes ofNlzhnovenergo IS the system of relatIOns
WIth the Gosbudget (State budget) The budgetary organIzations cease to pay, most of them are
Immune to the energy cut-off and are not subject to mterest charges The state does not want to
redeem the debts Meanwhile the amount of mterest on past due budgetary payments IS grOWIng on
Arrears of budgetary orgamzatlOns make up Rb 112 mlrd, unpaId taxes due to budget amount to Rb
150 mlrd, plus Rb 200 mlrd of Interest on past due payments

• The clear and worl-.ed out system ofaccountmg and plannIng of productIOn cost IS lackIng Because
the table of rates IS cost-based Nlzhnovenergo does not have a suffiCiently clear mechanIsm oftanff
ratmg

• The cost of electrICity for mdlVldual consumers IS at maXImum level (because of low voltage m
eleCtrical network) but such consumers enJoy lower tanffrates

• Though operatmg actiVities of separate umts (SU) are bemg camed on at-the-spot, such UnIts are
subject to financmg from the management Because of arrears their settlement accounts are blocked,
therefore even the current financmg priorities are bemg arranged by the management of
Nlzhnovenergo
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• RJSC specIalIsts have borrowed the tanffratmg methods from the Americans However, m the USA
the cost accountmg IS based on GAAP standards Very hIgh dIscrepancy between RussIan accountmg
system and GAAP standards makes the tanff ratmg too complIcated

Key GUidelines for Activities at Nlzhnovenergo
(Approved by A V Remayev IChlef of finance-commercIal department!, coordmator from Nlzhnovenergo
and submItted to the top management of JSC Nlzhnovenergo for approval and arrangement of priorities)

I INFORMATION SYSTEM

Information system at Nlzhnovenergo IS stIli at Its mltlal stage For the tIme bemg Nlzhnoyenergo
possesses about 300 computers at the management office thIS equIpment forms a local network., also there
IS some software (developed Independently and wIth the assIstance from local computer firms) whIch
handles some bookkeepmg problems The bookkeepmg process st1l1 IS not automated In full The Issues
concernmg the managerial accountmg are not being handled wIthIn such mformatron system The shortage
of management mformatlon hampers the declslOn-takmg process on the part of the management
In the course ofJomt dISCUSSIOn It was agreed upon a extreme necessIty for automated InformatIon system
(at JSC) which Will be able to handle both bookkeepmg and managerial accountIng problems

The mam technical problems are the remote Units WithIn the JSC structure and the necessIty to

mclude such Units Into a Unified information area
The financIal support to the development ofmformatlOn system IS mcluded mto the plans of

Nlzhnovenergo and our task. wlthm the framework of this project could be settmg the task concernmg the
development of mformatlOn systems and makmg the analySIS of various offerings m the InformatIOn
system market In case that any particular software product IS bought, we would be able to prOVide
assistance m adjustIng such software to the speCific functions ofJSC It should not be excepted that
Involved In the project may be the company (manufacturer of such software) as a subcontractor, msertIng
changes and add-mns Into the software m complIance WIth the task developed by our company ThIS may
prove useful when usmg the experience received m the course of Implementmg InformatIon systems at
other regIOnal energetic systems

2 COSTANALYSIS

Cost analySlS at Nlzhnovenergo needs to be conducted m order to solve the followmg problems
• rates adjustment In order to prevent reductIon of the rates It IS necessary to know the real cost of

energy and to possess the real figures for subsequent negotiatIOns WIth REC
• the necessity to compare one s own costs to the electrlclty wholesale market prices and to the pnces

of local suppliers m order to choose the optimal pohcy for the energy/commercial clearmg system
(wholesale market actiVIties)

• It IS necessary to analyze the costs when puttmg Into servIce the new manufacturIng capaCItIes (new
prmclpal heat power plants - Investment proJects) for Identifying the necessity and advantage of
bringing new capaCities Into servIce

The mam problems In calculatIng the cost for today are
• the cost IS entered only as per appearIng of expenses de facto and the fact, that not all expenses

mcurred durIng the fiscal period refer to the costs dUring the same penod, IS not taken mto account
• the cost IS recorded only as ofthe date when the cash IS placed Into the settlement account but not as

of the date of sales
• there are problems In posting the mdlrect spendmg on heat and electrICIty
• the cost does not undergo any sImulatIOn agamst various operatmg modes of power plants

3 FINANCIAL POSITION DIAGNOSTICS
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ThIs task IS bemg consIdered not only from the standpoint ruled by the necessIty to obtain information
about the JSC's finanCIal posItIon but also m order to have a visual example of using the financIal analySIS
methodology and the results of managenal accounting In the process ofstudymg the company s posItion
and effectIve management deCISIon taking

One of the main problems IS proVIding assIstance m unplementatIon of financIal plannmg and
budgeting methodologies and linking them to the managenal accountmg

ActiVItIes at the secuntIes market and m the field of corporate finanCing may be considered to be a
separate line Nlzhnovenergo IS plannmg to mtenslfy ItS actiVItIes concerning the promotIon of Its own
stocks Into the market and makIng the company more Investment-attractive by means of proper dealIng
With Its own stock.s

4 'ORGANIZATIONAL STRUCTURE, MANAGEMENT SYSTEM, PERSONNEL
MANAGEMENT

ThIS Ime has gained the most Interest on the part of the energy system's management and the
range of the task concernmg thiS lIne IS very Wide from workmg out the system of wages and premIUms
for the employees to preparmg the new JSC's orgamzatlOnal structure (consistIng of economically
Independent umts managed bv the mam company)
Because of uncertaInty In the power engineering development concept and as a result InabJilty to
determine the way to set the task, the deCISIon on global restructuring ofJSC seems to be Improbable to
take SolVing the problems concerning small structural changes and developing vanous methods of
assessment of work and incentIves for employees IS most hkely to be Included - by the energv system s
management - Into the lIst of prIonty lines ofactivitIes
It seems possible that In the nearest future the power engIneering development concept wJlI be determmed,
and thiS wJlI enable to formulate the task concernmg the JSC s restructuring, which IS unaVOIdable under
the new working conditIons

5 BUSINESS-PLAN DEVELOPMENT

JSC Nlzhnovenergo has three Investment projects concerning bUlldmg the new plants and
adaptlOg the runmng ones by means of contemporary energy eqUipment One project IS already under way,
and the rest two are at the stage of mvestment proposals

The mam problem as JSC sees It, IS very Simple the lack of funds and the reqUired amount
makes up several trJllIons rubles

The JSC's directors hope to attract foreign mvestments though they are much afraid that "the
foreigners Will buy everythmg HB offers finanCial assistance through "the American DepOSitary
Receipts"
From our POlOt of View, the diSCUSSIon concernmg the mvestments wlthm the framework of the present
power engmeerlng concept lacks any sense, because the state conSIders the power plants to be executmg a
SOCIal-political order, but not to be commerCial enterpnses

How wJll the mvestments be returned In such circumstances ofsystematIcal arrears? Which way
the cost of mvestments WIll be entered mto the tanffs set by the local authontles and REC? These
questIons are stdl hard to answer

6 IMPLEMENTATION OF GAAP STANDARDS

The Idea to Implement the GAAP standards gams no understanding on the part of directors of JSC "It
should be Implemented, because It IS something they constantly talk about In RJSC, and It IS a cruCial
factor 10 obtaInmg the Investments' WhIch way such accounting Will be used by the directors themselves
stJlI remams unknown That IS whv the pnmary goal wlthm this hne IS to explain what kind of
informatIon the Implementation of GAAP standards Will make avaJiable to the dIrectors
It IS a pIty that the directors do not clearly understand, that unplementatlOn of the saId standards Will
slgmficantly Increase the flow of informatIOn both from the remote umts of JSC and WIthin the main office
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Itself Today the bookkeepmg department ceases to process even the current mformatlon The expenses
need to be analyzed as to Implementation and support ofa new accountmg system
HB expects all the Issues regardmg GAAP to be dealt with by "Pnce Waterhouse

7 SALES MANAGEMENT

• Methodology of accountmg - system of gathermg mfonnatlOn on consumers and analvzmg such
mfonnatlon trackmg the mfonnatlOn on offset payments and barter transactions

• Methodology ofworkmg with the consumers - analyzmg the system of sanctIOns to be Imposed on
defaulters and enforcement for tImely payments

• Automated system ofgathermg mfonnatlOn on sales and consumers HB reckons hImself a specIahst
l m handlmg such problems and proposes to consider several ready-made systems The western systems

are unhkely to fit RUSSIa because of a specIfic access to the mfonnatlon on consumers The servIces of
the compames dealmg with mfonnatlon technologies (program and system makers) are lIkely to be
reqUIred to solve thIS problem

CONCLUSIONS We consider the ImplementatIOn ofa pilot project at NIzhnovenergo to be verv
useful The fnendly atmosphere In general, mterest shown on the part of manv dIrectors, good mutual
understandmg between us and A V Remayev an educated and suffiCiently mfluentlal wlthm the energetic
system person enJoymg good support from RJSC (Brevnov) may contribute to successfullffiplementatlOn
of the project at Nlzhnovenergo



DIAGNOSTIC EVALVATION OF TYUMENENERGO

We have therefore have temporanly categonzed them as a Type 2 energo Hagler Bailly
recommends, however, that a new VISIt be scheduled next week to obtam updated
mformatIOn so as to complete a more thorough dIagnostic

The General dIrector has wntten a letter welcommg a new VISIt to dISCUSS partICIpation m
the program, however, they unexpectedly canceled our VISIt twIce m the last month and
we were unable to schedule the VISIt III the tune allotted for completIOn of these
dIagnostIcs They presently have Illvited us agam to VISIt next week

Tyumenenergo appears at first glance to be a good candIdate for a pIlot energo, due to
theIr apparent potential for bemg very profitable due to the low cost fuel m the regIOn (011
and gas productIOn) and theIr relatively new faCIlItIes They appeared qUite mterested m
the program dunng the Phase II VISIt

NA/3
5
3
4
4
5
3
3
3
3
3
3
4
4
3

Ratmgs

30 November - I December, 1995Dates VIsIted

RecommendatIOns and Summary Type 2

Attachments Tnp Report - Torn Sherwood, leVI Hanson
Letter dated 19 May, 1997

DIagnostIc CrIterIa

1 Management Interest m Program- General DlrlStaff
2 Macro-Econonuc EnvIronment
3 Regulatory and PolItIcal EnVIronment
4 Competency and CapabIlIty of Staff
5 General FmancIaI SItuatIon
6 Magmtude of Sales
7 OrgamzatIonal Structure
8 InformatIon Management System
9 Accountmg and Reportmg System
10 TarIff EstablIShment
11 Customer SerVlcelBIIlIng
12 Fmanc181 AnalySIS and PlanDlDg
13 Investment Projects
14 PotentIal Benefit to Energo
15 WIllIngness to Share Cost
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KEYPONTS

The fo]1o\\mg IS a !1st of their major facI!lues

L>

VISIt toTyumenenergo
Lev! Hanson
Thomas J Sher.~ood

30 1'.ovember and I December, 1995::::::::D·\TE

OVERVIEW

Because of the present cash flow sItuation they are about 4-5 months behlOd 10 debt and are not now paYIng for
gas purchased Of the electrIcity sold 10 the Energo, 80% IS bemg paid for

• Surgot TPP I 3300 M\ve total 16x200 plus 2'( (2 produces 18,< (09 1\.\\ hr and 630 Gcal hr of heat
• Surgot TPP 24800 M\\e total 6,<80026,<109 KWhr, wIth no heat producClon except mternal and local

mdus.nes
• Nlzm Varto" h800 M\Ve 38'( I09 KWhr and 600 GcalJhr heat
• Unnquay 2x 12 MWe (under constructIon) 134,< I06 KWhr and400 Gcallhr heat
• Tabalsl-..a CHP 452 MWe 24'(109 KWhrand 2400 GcalJhrheat
• T\umen CHP 1310 MWe 2 4xl09 KWhr and 1290 Gcallhr heat
• Tyumen CHP 2755 MWe, 4xl09 KWhr and 1410 Gcal/hr heat

HAGLER BAILLY CONSULTING, INC

ThIS enwiJrlse IS one of the ne\\est and largest In RussIa with about 966) MWe of mstalled capaclt\ SIXt\
se\ en pe-cent (6i'l-0) of thIs capacJt\ IS bemg utilIzed at a 92% avadabl!lr;. rate and are baslcall\ constantl"
operated In a' base load mode In 1994 they produced about 57,< I09 K\\hr and sold 2) to 300

0 of \\hat the\
produced Fuel IS e,<cluSl\eh gas about 50% IS head gas and 50% IS natural gas

Consistent .... lth the objectives of Tas\... 4(a) to assist m the commercla!lzatlon of the Russia Unified Power
System \\e visited Tyumenenergo m Surgot

13 Grol-..holsky Pereulok
Moscow
Tel 7-503-956-2685
Fax 7·503·956·2680

Three maIO energos buy 80% of the electrIcity they export On a monthly basiS RA.O sends "settlement
documen.s and IOforms them which Energo owes them how much They must then go out and obtam collectlon,
\\hlch recently has been only about 30% of what IS owed, and allm barter For this reason they are not very
IOterested 10 Increasmg their sales outside of the Energo

SUBJECT
AUTHOl\S

MEMORAl'I DUM TO FILE

ThIS Ere go IS Q\\ned 1000/,:-b\ RAO
.....

We "Islted \~lth the followmg mdlvlduals
• I Mlkhad Vadlmovlch Krashenlnnl\...ov - Deputy General DIrector on EconomIc hSlIes

2 VadlM BOrlSOVICh Pal\..ov - Head oJSales ( SubscrtptlOn ) Service
3 Ale\~rder Georglevlch Alsufvev Head oJCommercial Department
4 VladimIr Mll..hadovlch Desnlts\..1 AssIstant oJDlrector on Lega/lssues
) Antonma Fedorovna I\.ma7eva Acting Head ojPersonnel department
6 Ale\::!nder vI al\evlch 5tebenev - Head ojAutomated Control and Management S~stems Department
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The T.mffstructure IS broken do\..n as follows

Fuel 462%
Pavroll 59%
Social 23%
Depreciation 3 3%
Major Repair 7 3%
Other 80%
Profits before tax 270%

Note They pay the same pnce for gas as the rest of the country, even though they are at the source

Although they \.. ould !Ike to contract dlrectlv With large users outside the Energo region, RA.O will not allow It

They have very good relattons With the local Regional Energy commission whIch conSISts of the followmg
members
• First Deputy of the Oblast
• Two from the Autonomous regions
• The Energo
• Surgot Gasprom
• Tobalsk 011 Refinery

Their Input from RAO IS to the effect that the program for Commerclallzatton only Involves the separation of the
mdlvtdual Gencos as J S CompanIes The) feel thiS would be a serious error to do before the problems with
Accounts ReceIvable are solved Since thiS break. up would mean the lOOSing of central collectIOn efforts Thev
have the opinIon that perhaps after the Accounts ReceIvable Issue IS solved, the breal- up would be good for
competition

The scaling do\\n of emplo)ees that the breal- up would necessitate IS a ver;. large SOCial problem They have
about 26000 emplo}ces 6 7000 of\\hlch are In non core enterprISes It IS not pOSSible to fire these people
\~ lthout e\tenslve relocation and re-trammg

Brea\... down ofthelr sales IS as follo\\s
• 80% Industnal customers (pnmanly od production and the} are the largest debtor)
• 5% to Agriculture
• 10% ReSidential
• 5% Other

The DIrector requested assistance In the follo\.. mg areas
Help m accounting systems management s"stems and partIcularly information gathermg and processing systems
speCific for utility sector The area of the territory means speCial needs and thiS som..are must be In RUSSian

The Sales Department has the followmg duties
• MOnItors sales of electriCity and thermal heat
• Makes contracts With consumers-some of these contracts are With the central Energo, and some are With

Internal smaller dlstnbutlOn company diVISions
• Controls and mOnItors sales ofelectncltv and heat to markets, both quantttles and money owned both Inside

and outside the energo
• Accounts for quantities sold by evaluating meter readings, documents and inVOice moneys
• MOnitors losses In the system both electrical and heat and If I! IS too high recommends procedures to solve

the loss
• rvtllntalns the condition of meters-and IS evaluating automatic metering systems
• Supervises small "Distribution Centers" Networks? that are of the size 800 to 2000 MWe
• Contracts Include quantity qualltv and time frame for payment

Commercial Department
• Created one year ago due to lack of cash and non-payment problem

13 )',
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• TheIr prIme duty IS to arrange settlement ofpavmems by barter debt cancellation or other.\lse This IS
done bv helpIng their enterprises Identlfv Companies with matenals or supplies they need and then
a'Tangmg to take these products In exchange for electnclty sold

• There are three levels of tax and each receIves about a thIrd
• Local Region
• Autonomous RegIOn
• Federal

• MOnitorIng of payments and receIpts IS about 60% computer and 40% manual CommuOlcatlOn wIth peers
and other energos IS by email and Fax

• RAO IS attemptmg "bills ofexchange' as settlement vehicle, but not now In place
• Fuel contractmg IS done by the Fuel and Fuel Transport dIVISIon but the CommerclCl( DIVIsIon wor\...s with

them for debt cancellation
• A major problem IS the quality of data channels to obtain information Have trIed to rent satellite channels

but dId not fiOlsh the wor\... RAO IS now worI'dng on a project called' Energy' whIch Will hoo\... all energos
to satelhte commUnicatIons Should have ground statIons In place by 1996, complete by 2005

Legal and Personnel
• Tne legal department worl,s .... tth contract Issues between for consumers and suppliers, gIves legal adVIce

and tries to prevent conflicts
• MOOltors the content and the enactment of contracts, sanctions for breach Interest on debt I,mSUitS and

arbitrage of cnmmal and Clvl! suitS
• HIstOrIcally they have about 360 la\\sults per year 250 they file and 110 filed against them
• Legalis divIded as follo\\s

• Main attorne\
• La\\sult documentation attorney
• court attorne\

• Electronlcallv connected to Mosco\\ with Informallon companv UCS to obtain information on ne\\ 1a\\S
status etc

• Training IS prImarIlv done In Moscow or $t Petersburg
• Thev also stud. tax legislation \\ Ith Input of Information compan)
• Recently have worked on transfernng theIr tax debt to other firms In exchange for electnclt\
• Commercial arbitrage IS becommg mcreasmgly difficult because ofcontinued flux ofcommerCial law
• The m:un attorney spent three \\eel..s In Arlington In 1993 at George Mason UniversIty Thought this \\as

vel) helpful and gave a perspectl\e of legal Issues as \\ell as pracllcal methods partlcularh In bUSiness and
partnership dealIngs He \\ould send all legal speCIalists for slmtlar training If given the chance

• Area of Interest for the Le~al Department IS learnmg to dear With seCUritIes

Personnel Departments malO tasks are as follows
• Hmng for speCific POSitIons
• Pension paperwork
• Paper.vork for awardmg titles and honors
• AnalySIS of numbers hIred and leavmg
• Register those hIred and transferred
• Handle dlsclphne Issues
• Insure the observation of all labor laws
• Give hiring and finng orders
• Make deCISions on bonus structure
• Work With Accountmg Labor, Salanes and Legal
• Sign some management contracts, that give speCIal benefits and authonty
• Mostly paper\\'ork and legislative Issues related to workers
• NO employment lOformatlon on computer, all paperwork
• Do tramlng In Moscow or St Petersburg
• Labor and Salary department does payroIl

MIS (AutomatIon Speclahst) DIVISion
• Have 80% ofmformatlon on SCADA type systems, but there IS a large varIability In equipment types and

capabilities
• Two types of control s\-stems all operatIng In "Real Time

14
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• ueneratlon IS Russian !'\oltm computer, not IBM compatible
• Dispatch IS IBM compatIble

• Other computer system IS for management informatIon use Nove!l3 II, twO net\\orks now ac IVe one
speCifically for accounting Planning on Integr.ltlng control mformatlon on these machmes

• Last (fourth) system IS accIdent prevention svstem that IS RussIan Mml computers
• No st::mdards on S/W or systems but RAO IS mstlgatmg some standards Now communIcate all on em'll!

RIght now each energo IS lookmg for their own system
• Have bought a special RussIan Accounting program
• RAO does tell them what software involVing planmng and personell to use
• Have 15 programers usmg Foxpro, and ha"e three week local traInmg semInars on ItS use
• IntrodUCIng Wmdows 95, use Excell and Lotus office medIa systems, and have ordered MS office for

Wmdows 95
• Each department IS asSigned programmers, and the depatrment IS trymg to unify the S/Vv
• Now sendIng programmers to the MS office m Moscow---but very Interested In advanced trainIng and

semmars

The duties of the Labor and Salanes Department are as follo\\s
• MonItors the conditions of work and amount paid
• MaintaInS standard pay rates by grade
• Evaluate salanes outsIde the po\\er plant to see If they are malntamlng eqUitable rates
• No federal regulatIon ofsalaries
• Evaluate Inflation and attempt to adjust payroll rates
• Pa" incentIves and bonuses
• Calculates \\hat portIon of the tanff should Include pavroll rates
• There IS a norm for number of emplovees In the Industl) I e \\orkers""\\ and the\ are at 80°-0 of ~hls norm
• ThiS dIVISion IS baslcallv an agent for the \\orJ..er
• Thev recalculate salaries quarterh
• Standards are gl\en them b\ RAO for Incentl\es and bonuses and standard grades -- ho\\ever thiS IS ver)

corrphcated and they \\ould like to see It slmphfied
• Payroll calculatIon IS becoming Increasmglv complicated TheIr programers have developed some soft\\are

but they \\ould hke to see slmpltficatlon of the methods for calculatIons
• PensIon IS presently paId b\ the sate but they are workmg on mdependent pension plans for \\orJ..ers and It

should be In place after 5 )ears
• Vel) Inte~ested In the method America uses for Pa'vToIl calculations, and I gave them a bnef rundo\\n

Plannmg Department
• Production program development
• Cost ofproductlon
• Matenal Costs
• EqUIpment cants
• RepaIr and maintenance
• Reporting and analySIS of economIc performance
• Calculate' Requested tanfffor presentatIOn to RERC on a quarterlv baSIS
• A major problem IS the Increased compleXIty of laws, constant changes, and lack of timeIv mformatlon

There are too many instructIons/decrees/rulings and contradictory Iaws----thls makes tranSitIon very
dIfficult

• Salanes are a factor of the minImum set by the Duma which IS very low Adjustments for mflatlOn IS done
by figures given them by the state which are also very low

• The legal department does not get all decrees---no tImely notification of changes They sometImes find out
about retroactive changes from the newspaper

OBSERVATIONS

ThiS Energo has the potentlal for being one of the most profitable Energos In the system ThiS IS due to the
location With low cost fuel and the relatively low age of the installations They are somewhat hmlted In the
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amount ofeleCtrlCHy they can export due to TransmiSSion Issues Ho\\ever the m:lln reason for not exportmg
electrlcltv out of the Energo IS because of non-payment

It IS interesting to note that the 011 and gas Industry whIch should be the most profitable enterprise they serve IS
their bIggest debtor

Senous plannmg Will be necessary before the large generators could be separated from the Energo BeSIdes the
obVIOUS debt Issue, personnel Issues are great, and prlcmg of fuel need to be addressed relative to Its actual cost
Although there appears to be a method for malntalnmg productlon records at mdlvldual facllltles no real cost
accountmg system IS now In place They know overall cost of production at each enterprISe but do not trac~

mdlvldual profit

WIthout accountability and trac(..mg of the cash In indivIdual enterprISes commercIalizatIon of these entitles as
separate Jomt stoc(.. companies will be very difficult

ThIS Energo although 100% owned by RAO feels that little asSIstance IS given them to solve the Receivables
Issue Thev are wor(..lng thIS very well themselves but only because they have the strength ofti'e entlre Energo
behmd them

They also need gUIdance m the area of standardlzmg accountmg finance and management soft\\are

16
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From Mr Bogan, General DIrector of TyumenEnergo
To Mr Robert Alexander, HBC

ThIS IS to confirm that TyumenEnergo agree to InvIte Hagler Bailly's experts to examIne
possIbllIues of cooperatIon on the followmg Issues

.. InformatIOn management systems,

.. Energy prIcmg,

.. EconOmIC dIspatch,

.. CalculatlOns/nonpavments,

.. Transfer to lAS

.. FInancmg management, budgeung and mvestment planmng

Please noufy m advance the names of people and the date of arnval

MrBogan,
General DIrector
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DIAGNOSTIC EVALUATION OF SARATOVENERGO

DespIte thIs, General DIrector VladImIr Kayl dId SIgn a protocol to be mcluded In the
commerCIalIzatIon program dunng the VISIt, and has followed up WIth a letter askmg for

Dates VIsited March 31 - Apnl1, 1997
May 12 - May 15, 1997

Attachments Tnp Report - Bob Alexander, Mike SWIder, DavId Thornton
Tnp Report - Alexander Koz1ov, VladIslaw Khommsky
"WorkIng Agreement" dated Apnl 1, 1997
Letter from Saratovenergo dated May 28, 1997

4/2
3
2
2
3
3
3
3
3
3
3
3
3
5
3

RatIngsDIagnostic CriterIa

RecommendatIOns and Summary Type 2

1 Management Interest In Program- General Dlr/Staff
2 Macro-EconomIc EnVironment
3 Regulatory and PolItical EnVIronment
4 Competency and CapabilIty of Staff
5 General Fmanclal SItuatIOn
6 Magmtude of Sales
7 OrgamzatlOnal Structure
8 Information Management System
9 Accountmg and Reportmg System
10 TarIff EstablIshment
11 Customer ServlcelBdlIng
12 Fmanclal AnalysIs and Planmng
13 Investment Projects
14 Potential Benefit to Energo
15 Wlllmgness to Share Cost

Saratovenergo was probably the most conservatIve energo we vlslsted, WIth management
phIlosophy appearIng almost unchanged from SovIet tImes From our dISCUSSIOns WIth a
member of the regIOnal energy COmmISSIOn, thIs seems to represent the approach of the
regIOnal admInIstratIon as well Both the management of the energo and the REC
contInue to regard the delIvery and pncmg of electncity stnctly as an mstrument of publIc
polIcy There IS no support for the concept of operatmg the energo as a regulated
busmess, WIth management makIng deCISIons based on profits, return to mvestors, etc
They were ObVIOusly dIstrustful of such concepts ThIs was reflected m the rather
unfnendly receptIon we receIved and the lack of openness and reluctance to gIve
InformatIon dunng the dISCUSSIons
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our assIstance as well It appeared he wanted (and certainly needs) our assIstance. but
wants It only on specIfic areas (mainly help 10 seekIng IOvestment, and MIS upgradmg)
but IS certainly not cOIlllIl1tted to the concept of "commercIalIzmg" the energo

Saratovenergo could defimtely benefit from the program and any exposure to commercIal
bUSIness practIces would be useful It IS therefore recommended that Saratovenergo be
categonzed as a Type 2 energo They should be consIdered for a llIruted, narrow scope of
work, wIth the hope that they will become more amenable to further reform as work
contmues There should be defimte mIlestones to be stnctly met, however In the
prehmmary program before any addItIOnal resources would be comrrutted for a more
comprehenSIve program

Suggested Scope of Work

I Imual TraImng 10 finanCIal management and budgeung
2 Imtial TraImng In IAS account1ng and creaUon of example fmancial statements
3 ASSIstance m therr efforts to upgradmg management mformauon system for

accountmg
4 ASSIstance WIth creatIOn of a busmess plan for Saratovenergo
5 ASSIstance 10 analyz10g potenUal mvestment proJects, and aSIstance 10 wnung

proposals for EBRD and other Investment financmg, If warranted
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~REPORTFORSARATOVENERGO

Saratov
March 31- Apnl 1 and May 12 -15

Prepared by Robert Alexander, MIchael SWIder, and DaVId 11'ornton
Hagler BaIlly Consultmg/l\tloscow

Saratovenergo was ongmally vIsIted at the suggestiOn of LoUiS Berger, InternatiOnal WhICh IS
managrng another USAID project (energy effiCIency, land reform) m the Saratov regIOn It was
thought that there could be possIble synergy between therr two programs After thIS frrst VISIt
was completed a second more detaIled diagnostIC VISIt was undertaken after Saratovenergo was
mcluded by RAO on the new reVIsed lIst of potential partICIpants m the CommerCIalIzatiOn
program

THEENERGO

The Jomt-Stock Company Saratovenergo IS the major dIstnbutor of electncity and heat m the
Saratov Oblast, whIch IS located about 900 lalometers southeast of Moscow on the lower
Volga The Saratov Oblast has 6,862 MW of eleclnc generatIOn capacIty, mcludmg a 4,000
MW AtomIC power statiOn (Balakov) owned by Mmatomenergo and the 1,360 MW
Saratovskaya hydroelectnc statIon owned by RAO and whIch sells to the Federal wholesale
Market Saratov Oblast IS hIghly mdustnal, WIth a large concentratIOn of chemIcal aerospace
(Yakolev) and defense facIlItIes

Saratovenergo has capacIty of 1 502 MW, consIstmg mamly of CHP's, and generates about
fifty percent of the electncity requrred for the Oblast The rest Saratovenergo purchases from
RAO through the wholesale market These statIons produced an output of 4,800 rmlhon kWh
m 1995 They were bUIlt m the 1950's and have already surpassed there expected useful hves
Fuel for these statIons IS a rmx of both gas (90%) and fuel 011 (10%) There are 64 000
kilometers of power hnes m the system The entIre company employees 11,500 persons They
also feed a large and complex dIstnct heatmg system m Saratov

DISCUSSIONS WITH GENERAL DIRECTOR (VladImIr Kayl)

Accordmg the Mr Kayl, the most pressmg problem for Saratovenergo IS theIr need to retool
and refit theIr thermal generatmg umts and transrmSSIOn system TheIr assets are aged and
unrehable, and It wIll reqUIre conSIderable mvestment to update theIr systems It IS recogmzed
that the current generators, all bUIlt m the 1950's, would need to be replaced by modern, fuel
effiCIent eqUIpment

Mr Kayl had some strong opmIOns concemmg the collectIons Issue He stressed m dISCUSSIons
that m hIS opmIOn the "non-payments" problem could not be solved usmg the what he called
the "Amencan" model of puttmg pressure on consumers to force collectIOns He stated that m
RUSSIa use mterruptIOn of servIce as motivatiOn for customers to pay theIr bl1ls But he had no
clear solutIon to the problem to offer as an alternatIve He feels the the problem needs to be
solved as part of the Improvement of the RUSSIan economy as a whole The General DIrector IS
also an elected offiCIal m Saratov, and expressed some ambItIons to run for Governor of the
regIOn, whIch may affect hIS pOSItIon on thIS Issue
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Concernmg tarIffs Mr KayI's opmlOn IS that the system IS too mverted 10 favor of resIdentIal
customers He stated that resIdentIal customers should be pavmg the full cost of a kIlowatt hour
and not be subSidIzed by mdustnal customers In fact, he stated that mdustnals should even be
subSidIzed and pay less than the cost of a kIlowatt hour to make theIr productIOn more
competItIve and Improve the local economy As It IS now he mdicated the resIdentIal sector
pays only 30% of theIr costs, and the mdustnal customers must make up the dIfference

Saratovenergo currently has about a 1 000 MW shortfall m generatlOn capaCIty WhIch IS
purchased from the federal wholesale market Mr Kayl belIeves that the current relatIonshIp
between RAO and the energos, whIch cost Saratovenergo Its hydroelectnc statIOn IS unfaIr
He claIms that the cost of buymg from the Federal wholesale market (136 R/kwhr ) are too
high, and that when transffilSSlon costs are added, causes Saratovenergo to lose money m the
sales made to rural areas Mr Kayl belIeves the health of the energo can be restored by
reducmg the cost of the electnclty they sell He wants to mvest money to rebUIld and
modernIze theIr own generators, so as to cut theIr fuel costs, and buIld new generation
themselves to aVOId havmg to buy from the wholesale market As the thermal generators also
prOVIde dIstnct heatmg, there may be some JustlficatlOn to hIS argument but no econOffilC
studIes or evaluatIOns have been performed to JustIfy thIS belIef

The General DIrector chose to spend a conSIderable amount of our meet10g on cntIclsms of the
UOlted States power system As thiS 10 not relevant to the commerCialIzation project we assume
that Mr Kayl was vOIc1Og some hiS ffilsgIvmgs about the dIrectIOn of our reform efforts Not
havmg full management support would, of course, make workIng at Saratovenergo dIfficult
Later on however he was qUIte SupportIve and mSlstant on want10g to be 10 the program and
has SIgned letters and protocols to that affect

COLLECTIONS

The energo's mam customers are large mdustnal concerns and federal and muOlcipal "budget"
enterpnses WhICh make up 70 - 75% of their sales At thIS tIme a large portIon of these sales
are collected only 10 barter, WIth Saratovenergo m the nuddle of a larger barter cham between
mdustnal enterpnses They currently collect only 10 - 15% of theIr bIllIngs 10 cash The
amount owed Saratovenergo by these "federal budget" supported enterpnses IS 1 5 tImes the
amount owed by Saratovenergo m taxes, etc, LIkeWise the local budget claims to be owed
more than tWIce ItS own arrears Saratovenergo cannot dIsconnect any of these enterpnses
Two of the bIggest 10 arrears are the agncultural sector and the railroad and trolleybus
systems

Saratovenergo's polIcy on enforcmg collections IS therefore to negotIate They do not
disconnect any customer, unless that clIent "wIll not cooperate m any way' They have
disconnected about 100 MW of theIr load, but these are totally defunct mdustnes TheIr polIcy
IS to never disconnect reSidential customers

Because of the collectIons problem, the energo has bUllt up receIvables totalIng 4 5 tnlhon
rubles, although they make no effort to measure the qUalIty of these receIvables or to wnte off
any as uncollectable The correspondmg accounts payables IS only 3 tnllIon As we did not
receIve a copy of the energo's balance we do not know how the energo mamtams thIS
Imbalance m current assets and lIabIlItIes It was claImed that Saratovenergo has paId all ItS
debts to the government All lIabIlItIes are saId to be to fuel and servIce supplIers
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ACCOUNTING AND FINANCE

We were provIded the followmg fmanclal InformatiOn

Current Receivables - I 5 TnllIon Rubles
1996 Revenues - 3 I TnllIon Rubles
65% of payables m 1996 were handled by mutual debt cancellatIon
Debt as of 1/97 was 605 BillIon Rubles, of WhICh 135 BR represents unpaid Interest accrued
26BR of short term loans, and the rest longer-term loans
They were not wlllmg to gIVe us copIes of theIr financial statements

There IS no real financIal analysIs or plannmg done Quarterly accountmg reports are prepared
and submItted as reqUIred to RAO, the REC, etc All dIVISions are run as separate cost centers
They have no knowledge or expenence WIth InternatIOnal Accountmg Standards or GAAP
accountmg and have no understandIng of the need to Implement It

Saratovenergo wants to receive an EBRD credIt for some of ItS capItal Investment plans In

upgradmg eXIstmg or bUIldIng new generatIon They are reqUIred to submIt a busmess plan
for thIS and have hired allocal consultmg company to asSISt them None of thIS work has yet
been completed

ORGANIZATIONAL STRUCTURE

The management structure and all human resources functIOns remam unchanged from SOVIet
times

INFORMATION SYSTEMS

Saratovenergo does has a program to Improve the automatIon of mformatIOn systems At thIS
tIme almost all accountmg and management systems are automated The problem IS that none
of them are mtegrated They are therefore currently evaluatmg commercIal packages for
mtegrated bookkeepmg and MIS systems Systems that they are currently evaluatmg are SAP
and R3 Because of the hIgh cost of these programs there IS an mterest m recelvmg adVice
dunng the selectIOn process

MANAGEMENT INTERVIEWED

General DIrector Vladllmr Kayl
Deputy General DIrector VIctor Roud
Deputy General Director Sergey AmsImov
ASSIStant ChIef Accountant Svetlana SchmIdt
DIrector of Energosbit Alexander Ourekm
Director of Tsentramy Energosety Lev Zaretsky
ChIef Engmeer of Tsentramy Energosety Yun Yatsenko

F
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Report on a Busmess Trip to JSC "Saratovenergo"
wlthm the Framework of the First Stage ofa Project

"Hagler Bailly - RJSC UES"

• Among the energy systems Saratovenergo IS the only one to use the new ratmg methodology, whIch IS
the most close to the real demand

General Features of Saratovenergo
(accordmg to the speCIalIsts of Saratovenergo)

• Integral parts of Saratovenergo are 6 princIpal heat power plants, I state regIOnal power statIon, 7
energy network enterprISes speCial repair works, motor carner, other aUXIlIary enterprises

The Most SerIous Problems of Saratovenergots ActiVIties
(accordmg to the speCialIsts ofSaratovenergo)

0512 -0515 1997Saratov

WithIn three days the following persons were intervIewed
• Deputy general director on energy network matters (VIctor Demyanovlch

Roud)
• Deputy general director for economIc matters (Sergey Petrovich Amslmov)
• ASSistant chief accountant (Svetlana Fndrrkhovna Schmidt)
• Director of "Energosblt" (Alexander Ivanovlch Ourekm)
• Director of "Tsentralny Energosety" (Lev Ivanovlch Zaretsky)
• Chief engineer of "Tsentralny Energosety" (younJ Arsentyevlch Yatsenko)

PartIcIpants are as follows
• DavId Thornton -- ' Hagler Bailly'
• Alexander Kozlov - Carana Corp
• VladlsIaw Khommsky - Carana Corp
• Natalya Trekhleb -- IFC

Generally, the undertaken activities were reduced to unstructured
Interviewing the leadmg specialists of JSC "Saratovenergo"

At this stage the objectIve was to Identify the mam directions for the
subsequent activities at Saratovenergo

In the course of mtervlew-takmg the mam attentIon was paId to the mam problems of Saratovenergo,
the specIfic features of relatIOnshIps WIth RJSC UES, RegIonal Energy CommIttee, structural umts of
Saratovenergo, as well as WIth consumers, debtors and credItors

• Saratovenergo produces about 56% ofelectrICIty necessary for the regIOn Wlthm the regIOn also
located are Saratov hydro electrIC power statIon owned by RJSC, and Balakov nuclear-electrIc power
station subject to Mmatomenergo

• The bookkeepmg department uses software program Infosoft - Integrator, whIch enables to have the
real-tIme accountmg mformatlon The present program fully satIsfies the bookkeepers' needs, but the
task concernmg the consolIdatIon ofbookkeepmg departments of JSC's management WIth the same of
the structural Units remams pendmg
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The problems of arrears which are tradltJonal for the current economic situation Onlv 7%-share of
electrIcity IS paid off In cash

2 The problem ofsettlements with the budget It should be noted that arrears of the Federal budget IS I 5
times the amount credited to It The amount of past due payments to the local budget IS 2 tImes higher
than ItS (budget's) own arrears Saratovenergo can not cut off the energy supplv to the most of
consumers and can not Impose any fme on them, although the amount of penaltv fees due to the
budget keeps growIng Total creditor Indebtedness (I 5 trln) makes up a half of the armual sales
volume

3 The most part of solvent consumers (populatIOn, part of merchants) enJoy the low tariff rates At the
same time the share ofenergy component m the cost of products manufactured by mdustrlal
enterpnses IS unreasonably high (20% - 40%)

4 Bv restramIng through Regional Energv Committee the growth of rates for individual consumers on
the grounds ofpohtlcal considerations, local authontles elimmate the opportumty to make the ratmg
policy structurally logical Besides, With the tacit consent from the local administration most mdustnal
enterpnses do not pay for electricity, even when they are able to provide for such payment

5 Obl-gor-communenergo electricity subpurchasers benefit from such low rates They are not
considered to be monopohsts and they may build the mark-up for their services at their own
discretion

6 The separate umts (electnc power stations networks etc) display no Interest In the results oftherr
wor\... Thev are only able to provide for their own activities and the rest can be obtamed through the
management onl)

General Opinion about the ActiVities Undertaken at Saratovenergo

As a whole at Saratovenergo the members of the group HB - Carana - IFC enjoyed rather
unfnendlv reception That could be the result of Internal contradictions (for example, between the recently
appOinted officers /General director, Deputy general director, the chief sales manager/ and the earher
wor\...mg managers) Among the reasons standmg behind thiS also might be treating our group as the
representatives of RJSC who proVides no assistance mwork, but constantly restrams the opportunltJes for
normal actiVIties

The most part of managers were not ready for any constructive dialog
As per the results of our wor\..., we failed to find any person who could clearly understand the

objectives goals of the project and the ways to achieve them at Saratovenergo who could have assumed
the role of conductor of the project Ideas among the top management of the given energy system

The document has been prepared upon completion ofan mtervlew and submitted /except the notes/ to
V A Kyle, the general director for approval

POSSible GUIdelInes for ActiVIties
at JSC Saratovenergo wlthm the Framework of the Project HB - RJSC

(the pnontles should be deSignated by the management of Saratovenergo)

1 InformatIOn System

• Determmatlon of mformatlOn flows and demand for information for the purposes of running the
enterpnse establishment of a umfied mformatlon area

\
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• Analyzmg the current Infonnatlon system both as a whole and Its mdlvldual components and
prepanng proposition concernmg Its development

• IntroducIng the managenal accountIng
Notes Despite the presence of the automated bookkeeping and establIshed computer network the
management of Saratovenergo expenences the problems ofcomparabilIty of the data comIng from
different UnIts, the well thought-out system ofprepanng the data for management deCISion takmg IS
lackmg too Above all the InfonnatlOn systems ofSaratovenergo and all of Its separate UnIts need to be
consolIdated

I Sales Management System

• Analyzmg the methodology of sales accountmg and superviSIOn
• Assessment of the system ofgathermg and processmg the Infonnatlon on consumers
• ImprOVIng the polIcy of sanctIOns to be Imposed on defaulters
• LInkIng to the UnIfied mfonnatIon system
Notes In the course ofmtervlewIng the speclahsts ofSaratovenergo talked about InsuffiCient opportunIty
takIng m respect of dealmg With consumers on the settlement Issues There IS no establIshed system of
mcentlves for Immediate payment for electriCity and sanctIOns against the untImely payers The Issues of
ratIng differentIatIOn for mdlvldual consumers (for example by volume ofconsumption) have been
worked out InsuffiCiently

J OrgamzatlOnal Structure Diagnostics

• Determmatlon of the role and position for separate UnIts (pnnclpal power plants, energy networks) m
the organIzatIOnal structure

• Identl fymg the cntena for assessment of separate UnIts' actiVities
• Determmatlon of functIOns of JSC's management departments
• IdentifyIng the earnmgs expenditure and mvestment centers
• Developmg the recommendatIOns for step-by-step tranSitIOn from power management to economic

management
Notes Accordmg to the admmlstrators ofvanous levels, the present structure does not contnbute to the
effectIve actiVities of the company, qUIte the contrary Some functIons are bemg doubled (sales, payment
collectIOn, supervIsIon over defaulters), some functions are lackmg or bemg carrted out by Inappropnate
UnIts Some structural UnIts (energv networks) actually receIve the payment not for carrymg on their
pnmary functIOns (electriCIty transferrIng), but for theIr sellmg actiVitIes and In respect of those
consumers, whIch were reserved for such purposes by Saratovenergo

J Personnel Managemellt

• Developing the deCISIon takmg system the system ofwatchmg over the orders execution, system of
mcentlves for and appraIsal of employees

• Pohcy In the field of personnel career-making
• System of personnel deployment

I Trammg Programs

• marketing,
• secuntles market (!1Q!.g. Probably, In respect of corporate finanCIng),
• finance management
/:!.Q.l!;.L AccordIng to the managers of Saratovenergo, power engIneermg as an Industry has become qUIte
attractive from an office-capacity stand pomt Very good results In Increasmg the effectiveness of JSC
Saratovenergo's actiVItIes may be achieved by optImal deployment of and tramIng the personnel

I System ofeurrent Assets and Inventory Management
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~ AccordIng to the top managenal officers, the dIrectors ofseparate umts do not always possess a
sufficient knowledge m the field ofworkmg capItal management It would be qUite appropnate to work out
the methodology of more effective diSpOSItion ofcurrent assets particularly m respect of mventory
holdIngs and dealing With barter

ConclUSIOn It may appear necessary to refuse to work at Saratovenergo at the fIrst stage (the pilot
proJect), because at the present moment the environment for Its successfullmplementatlon IS sull lackIng
(see General OpinIon about the ActiVItIes Undertaken at Saratovenergo)
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To Hagler BaIlly Consultmg, 13 Grokholsky per, room #5, floor #4, Moscow
DavId Thornton

From Saratovenergo
Date 052897

Dear Mr Thornton

We have revIewed your proposals on performmg acUVIUes under the USAID­
sponsored commercIalIzatIon project

We thmk that dunng the prelImmary screemng carned out by your consultants and
Saratovenergo staff dunng May 12-15, 1997, major actIvItIes where the asSIstance of HBC
consultants are most expedIent have been determmed

We express our mterest In further cooperatIOn WIth your company and we are ready to
contInue our wOJ~ thIS June on workIng out a JOint work plan

We are also Interested In our cooperatIOn In the energy conservatIOn and demand-SIde
management project based on our agreement dated 04 01 97

Smcerely yours,

V A Kayl
General DIrector \

\



(3) Te"(IDflIeCKOe COLIeHCTBHe LIJIJi IIonyqeHIDf HHBecnnnrn B COOTBeTCTBHH C
nvm."TOM (2)

r CapaToB

°BJHepro"

01 04 1997

(I) I1oMoIIIb B pa3BHTIDI oyx:ramepCh.OH CHCTe\fbI OTlfeTHOCTH CB03MOAiliOCTbKl
F..OHBepTamrn: B Me~1iap021HI>Ie CTaH.JapTbI oyxra 'lTepch.oro yqeTa (MCllY)

HaCTomrree comameHHe 3aI0lIOlfeHO MeALlY AD "CapaTOBJHeprO",

ropaIDI'feclillM JIHUOM PoCCm1:Ch.OH <I>e.Jepamrn: H Hagley Baillv Consultmg, Inc ,

roPaIDI'fecl\HM mw:OM CIIJA

CornameHHe 0 COTPylIIDftIec-rBe
MeALlY "CapaToB3Hepro" H Hagler Bailly Consultmg, Inc ,

h.oHIpah."TOpOM AremcTBa CIDA. no Me~apollHoMvPa3BHTIDO

Ko~maHIDI Hagler Bailly Consultrng Inc comaCHa npe.JocTaBHTb
"CapaTOBJHeprO" CJIelIYKlIIlHe yCJIVrH

C yqeToM B3aHMHbL\. Ha\[epemlli CTOpOH B OTHomemrn: JToro ComameHllJi,
CTOpOHbI COrJIaCHlllICb BbITIO.1IHJITb CJIe;r,.lOIIlHe OOJi3aTe'IbCTBa, npe,Z:lOCTaBJIJiTb
CJIeIlVlOWHe YCJIYTH B COOTBeTCTBIDI CHaCTOJiIIUL\[ CornameHHe\t

AD •CapaTOBJHeprO" comaCHO Ha npOBe.Jemre ,Z:le\tOHCTPaI.lHOHHOrO
npoeF.."Ta.z:lJIJi ocymeCTBJIeHIDr cornaCOBamiOH nporpa\L\fbI npe.JOCTaBHT llOC1VII F..
HeOO'\.02lHMOH lPmraHCOBOH mrtPopMar..urn H Ooecne'liIT paOOlfee B3afL\[QLIeHCTBHe C

pYl\.oBOlIHTeJIJil\UI npe.rmpHJiTHJi H npe;:rOCTaBHT nO\tememre a.J\lHHHCTPanmHVKl

nO.JD.epA-J\"V H B03\tOAiliOCTH F..OmaHOB Cpvr..OBO.JlITe'Ui\m npe.JIlpIDITHJi CTe\1
lfTOObI rapamHpOBan. ycne'\. npoeh"Ta

(2) CO,Z:leHCTBHe B paJpaOOTF..e liffiHec IhaHa LIJIJi "CapaTOBJHeprO", C03rraHHe
F..OTOpOrO .lJaeT B03MOAiliOCTb npe.lJIlpHJiTHIO IlpHBJIe% Heoo'\.O.JfL\fbIe
HHBeCTHI.IIDI POCCIDICIJiX H 3ana21HI>LX HHBecTopoB, BI0lIOtJ:aJi HHBeCniUI-lli

MeA\lI}'HapolIHlilX l}>HHaHCOBblX mrcTHryToB, Tal\H\. F..aF.. EEiPP H Bce\llipHbrH
EaH:l.

(4) COLIeHCTBHe B C03LIamm mIlPopMaI.lHOHfiOH CHCTe:l-fbI ynpaBJIeHIDI .lJJIJi
COOTBeTCTBHJi oyxraJITepCIUIM TPeoOBaHIDIM (I)

B COOTBeTCTBHH C.lJaHHDIM CornameHHe"t "CapaTOBJHeprO" He OYlIeT Hecnr
OOJI3aTeJ1l>CTB no lPHHaHCRpoBamno rrpoeh."Ta 3a HCKJIIOQemreM OIIJIaTbI pa60THHKaM

npe.lJIlpIDITIDI, yqaCTByromHM B paOOTe no JTOMY npoeh."TY
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In complIance With tlus Agreement "Saratovenergo" wIll not 10cur the
lIabIhties on project fmancmg except payments for enterpnse employees who
partICIpate 10 tlus project

WorkIng Agreement

between "Saratovenergo" and "Hagler BaIlly ConsultIng, Inc"

wlthm the program of US Agency for InternatIOnal Development (USAID)

Tlus agreement IS concluded between "Saratovenergo", legal entIty ofRussIan
FederatIOn and "Hagler Bailly Consultmg, Inc", legal entIty ofUSA

Takmg mto account mutual mtentIOns of SIdes regardmg tlus Agreement, the
SIdes agreed to fulfill the followmg cOmmltments, to provIde the servIces mentIoned
below m accordance to tlus Agreement

"Saratovenergo" enterpnse accepts realIzatIOn of the pIlot project for
ImplementatIOn of coordmated program, Will prOVIde With all the necessary fmanclal
mformatIOn, cooperatIve relatIOns With the enterpnses' management, accommodatIOn,
admlmstratlve support and pOSSIble contacts With management ofenterpnses, With the
purpose ofguaranteemg the project successful realIzatIOn

"Hagler BaIlly Consult1Og, Inc" company agrees to proVIde the follOWing
servIces to "Saratovenergo"

(1) PromotIOn ofaccount1Og report system With the pOSSIbIlIty of convert1Og to
1OternatIOnal standards ofaccountmg (ISA)

(2) AssIstance 10 workIng out the Busmess Plan for "Saratovenergo", creatIOn of It
gIves to the enterpnse an opportunity to attract essential RUSSIan and Western
1Ovestments, mclud10g mvestments of mternatIOnal finanCIal mstitutIOns, such as
EBRD and World Bank

(3) Techmcal asSIstance for gettmg mvestments m accordance WIth Item (2)

(4) ASSIstance m creatIOn ofmanagmg mformatIOn system for accountmg avaIlabIlIty
(1)
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01 04 1997

"Saratovenergo"

Saratov

"Hagler BaIlly Consultmg, Inc"



DIAGNOSTIC EVALUATION OF SVERDLOVENERGO

Thev are therefore categonzed as a Type 2 energo

Sverdlovenergo IS not really mterested m bemg a candIdate for a commerCIalIzatIon pIlot
as It IS presently enVISIOned, but SImply wants speCIfic lAS converSIOn asSIstance and
traImng under Task 8(a)

Sverdovenergo's staff continues to express some mterest m the program, but neIther the
General DIrector nor any of the Deputy General DIrectors were aVaIlable for mtervIeWS
dunng the last recent VISIt concernmg the program Sverdovenergo has hrred Pnce
Waterhouse commerCIally to undertake lAS audIt work and to asSIst them In ISSUIng
ADR's, and Sverdlovenergo has speCIfically asked (see attached letter) to be mcluded In
the program to support that work

NA/2
4
3
4
4
5
3
3
3
3
3
3
3
3
3

Ratmgs

December 4-5, 1995
July 3-4, 1997

Dates VIsited

Attachments Tnp Report - Tom Sherwood, leVI Hanson
Tnp Report - Vladislaw KhommskI
Letter dated 19 March, 1997

DIagnostic Criteria

Recommendations and Summary Type 2

1 Management Interest m Program- General DlrlStaff
2 Macro-Economic EnvIronment
3 Regulatory and PolItical EnvIronment
4 Competency and CapabIlIty of Staff
5 General FmancIaI SItuatIon
6 Magmtude of Sales
7 OrgamzatIOnal Structure
8 InformatIOn Management System
9 Accountmg and Reportmg System
10 TarIff EstablIshment
11 Customer ServicelBdbng
12 FmancIaI AnalySIS and Planmng
13 Investment Projects
14 Potential Benefit to Energo
15 '\Vdlmgness to Share Cost
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13 Grokhols\...y Pereulok
Moscow
Tel 7-503-956-2685
Fax 7-503-956-2680

'vlEMORANDUM TO FILE

I
I

SUl ECT
A,U -lORS

DA E

VISIt to Sverdlovenergo
Thomas J She["\~ood

LevI Hanson
December 4/5 1995

I
I
I
I
I
I
I
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OVJ:RVIEW

COll:>lstent with the obJectlves of Task 4(a) to assist In t'1e commercmllzatlon of the RussIa Untfied Power
Svstem we vIsited Sverdlovenergo In Yal..aterlnburg

Tr enterpnse was organized In 1942 It IS one of the l:lrgest energo s In the Ural s Pool It supplied 95% of the
load the balance IS covered b... the NPP and local customer plants Average purchases from RAO are zero
(Sl Ie times they buy and sorretlmes they sell to RAO however) also In the spring the.. receIve power from a
h, 0 plant under the control of Permenergo

[n<'alled capacl'" IS 8)00 M\\ and thev are runnmg at onl... 45% of capaclt) There are I) 000 \...m of voltage
lie , of 110 J...v and up Total consumptIon for the first nme months of this )ear has been 2) bn \...\,h \..hlch IS
Of", 7;,% of the pnor )ear s output for the comparable penod ThiS reduction IS attnbuted to the fall In demand
\~ hlCh th;:v now see stabiliZing and,~ hlch they forecast as increasing sllghtl) In 1996

r.. YPOI~TS

~ '1agement Develocment &. TraIning ThiS IS the most capable and sophisticated operation \.. e have seen to
C e The comp,my IS engaged In a battle between productIon onented management and those \\lthm the
mJnage~ent structure \~ho believe that the goals of the organization ha.. e to be re-focused on Its financial
vlabtlm The Planning and Economics DIVISIon desperately wants the tools to conVInce top-most management
c the necessity to mandate the adoptlon of financial cntena for all deCISion making

The Wholesale Market \\I e asJ...ed why they don t deal With Nlzhnovenergo \..hICh "Imports' 50% of Its power
I ~ulrements from R.~O and abuts Sverdlovenergo Thev stated that RAO would not allow thiS, and SInce RAO
I ntrols dIspatchIng, It SImply \\ouldn t happen Furthermore, they had no faith m recelvmg pa"ment .... ere they
to sell outside the bounds of their energo

ley dismissed mertt order dlspatchmg of RA.O operated plants because RAO does support Its plants As an
e'<.ample the Cited the TrOltska (sp") plant whIch IS loaded based solely on the amount of fuel available, not on
any other criteria They stated that "where RAO operates a plant It IS ImpossIble to talk about mertt order

spatch because of fuel constraints" On the other hand, they claIm thiS wouldn't happen to plants mSlde the
lergos because the energos work for the market and mamtaln a balance Within It They repeated that If they

sold outside the market, they won't get paId

hey went on to POint out that RAO operated plants are at a further dIsadvantage because It was undefined as to
who the wholesaler actually .... as Because no one guaranteed settlement when paYment was not forthcomIng by
the ongmal obhgor, there was no market maker and thus no wholesale market Currently, they went on the state
tAO only takes on the pose of an intermediary Fmally, they confirmed what \\e heard at the generators, Ie

,ney admitted that they the energos did not pay the generators

rhe management beheves that there are SIX natural regIonal markets where there IS a balance between
~eneratlon and consumptIon, and where collections (I e settlements) could be effected so as to permit the
establtshment of regIonal wholes<lle markets They advocate the remtegratlon of the generators wlthm the
'"nergoes Thev claIm to have h<ld 'mformal" dISCUSSIons aboutJust such an arrangement Thev st<lted that

17
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"Given the will to create a \,<holesflle mflrket within the pool, It could be done very fast The plan IS to creflte
one settlement agency wlthm the pool thereby ehmlnatmg dupllcatlon among the separate energos and
increasing the likelihood ofcollection

In fflct, the SI\. regIonal energos trled to set up a centrnl clearmg organlzfltlOn (' Urfllsenergo ) four years ago
Each energo In the regIon contributed to the company's foundation RAO subverted the effort bv subsequently
takmg over the compflny RAO then gutted the company at least as to Its ongmal functIon and purpose To
repeat this set-up now the contracts between Central Dispatch and the energos would have to be nulhfied and
new contracts would hflve to be created between the regional dispatchers

OBSERVATIONS

Organlzatlon

The company IS made up of 27 enterpmes of which
• 12 are generators,

I) three leased from RAO (also heat loaded)·
11) nme CHP plflnts

• 7 are transmission/dispatch companies
• I IS a thermal distributIOn company m Ya\..atermburg
• 3 are repair enterprises
• I IS a lOgIStiCS enterpme (deahng With fuel supphes)
• I IS a sflles orgamzatlon
• I IS a trflnsport compam and
• I IS the HQ (accounted for as If It \'<ere separate though In fact It IS not)

• All of their generators are load~d for heat though the\ \\ould not gl\e us these figures clalmmg that thiS \\as a
commerCial secret

TotJI emplo}ment IS 26 000 of\\hlch 4000 are mvol\ed m non core actiVities and 6 000 are emplo)ed at the
RA"O o\\ned/energo operated phnts

Relationship \'<Ith RAO

'RAO currently does nothmg onl\ creates an mternal taxation system

RAO O\\ned Gencos/Operated by Sverdlovenergo

Three 0 f the energo s ne\\ est and largest generators are owned by RAO and leased by the energo These three
plants have capacltles of 3800 1500 and 1200 mw respectlvely, and account for 60% of the energo s Installed
capacity The fuel mIx IS gas and coal at a 50150 mIx on average It IS management's behefthat RAO \\111
termmate the leases In the near future It should be noted that energo management were less than enthUSiastic
about giVing RAO the plants In the first place, but thev bowed to a PreSidential decree Management expects
that the RAO plants Will be converted to JOint stock compames once the leases are termmated Energo
management are against am such reorgamzatlon, for reasons which are detailed later In thiS memo

The plants are run, staffed and mamtalned by the energo at Its own expense The lease payment for the largest
plant (the figures for the others weren t given) IS 68 bn roubles per year netted against the costs of operation
which are estimated at 60 bn roubles annually So the net rent for the largest plant IS the nominal amount (which
IS so far unpaid) of 8 bn roubles/year The lease payments are based on three components a ruble per bvh
charge property taxes actuallv leVIed and "other mmor components

Another interesting fact we learned IS that RAO has a very close "subjectIve relatIOnship' With Mosenergo,
which management wryly deSCribed It seems that Mosenergo pays no rent on the generation capacity It "leases
from RAO

Management beheves that there are three options WIth respect to the RAO owned plants They are
I preserve the status quo
2 stop mamtamlng the plants return them to RAO and buy power from the gnd or
3 e\change shares m the energo thus buvlng the plants back from RAO

]8
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The generating plants don't want to become mdependent they feel that fuel supplJes and pavments which are all
now done by the energo, will be JeopardIzed

Governance

The company IS controlled by a Board of Directors and day to day activIties are overseen by a Management
Committee RAO IS represented on their Board, and In tum, they have representation on RA.O s Management
Committee through their General Director, who once \\oas the head of one of the SIX zonal companIes of RAO
RelatIons With RAO are not enthusIastIc, however

The company was converted to ajolnt stock company to 1992 At that time, ownership was diVided as fol1O\\os
• workers· 47%
• RA.O ·49%
• marll.et - 3 4%

Total shares outstanding are 2 661 000

Smce 1Ocorporatlon, workers have been selhng off their shares to outstde Investors mcludlng some foreIgn funds
such as the SwedIsh companv Br<lunschwelg (sP?) \\htch IS an tovestment manager This fund manager
purchased 5 000 shares from workers The UK Investment bank Flemings has also held prehm10ary talks WIth
the energo <Ind eVIdentlY there has been some agreement th<lt Flemmgs \\0111 help the energo commerclahze
Management regards the stocl... as 'blue chIp

Tanffs

Heretofore the energo had enJo\ed a close \\ork1Og relatlonshlp With the REC ho\\e\ocr that commiSSIon \~as

dlssohe earlIer thiS year and a new and less sympathetic REC IS no\~ being formed Foresec1Og that thIS change
\~as Im'Tlment management got the old REC to pass an mflatlon adjusted tanff structure, \~hlch eVidentlY IS
\~or'tng qUIte \\ocll so \\ell, 10 flct that thev are not gOing to ask the ne\\ REC for a rate adjustment In 1996
The encrgo IS not represented on the ne\\ REC (as the\ had been In the past) and the management feels that the
ne\\ REC IS heayd... sl...e\',ed to favor consumers

The tanff covers
• Fuel 5560%
• PayroH 45-5%
• Materials 2-3%
• Repair 6-11%
• Deprec 2%
• Profit 20-25% (net after tax = 10%)

Costs

Coal IS now cheaper than gas by about 15% Coal IS sourced from Kazakstan, and, mcludlng transport, It costs
them about 525/ton on a fuel equl... alent basIS (actual figures are 57 50 FOB, and 57 50 for transport) ThIS year
the cost was paid for 80/20 electriCIty/cash Next year thiS figure Will rise to 50/50, a trend whIch IS being
pushed by the energo

Management PrioritIes

Structural WIule hlstorlcaHy the focus of development has been on generation management belteves Its mam
task IS to strengthen sales, finance and operational management Thus attentlon has shifted to the deYelopment
of management systems

Operoatlonal Management puts ItS payment priorities as
• taxes,
• fuel
• salaries, (twIce average Obl<lst emp(o... er rates)
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• RAO and
• "the rest'

They admIt that they are not pavmg the generators whIch are being IdentIfied by RAO as requiring settlement
They are extreme Iv strapped for cash, Since the government hilS enacted a new settlement account at the ban\.-s so
that anywhere from 70-90% of what they collect 10 cash goes ImmedIately to pav taxes

Revenues

The new presIdential decree IS being used b> their customers to defer or aVOid payment altogether Tney claIm
that bad debts have been only 20% (of which 75% IS attnbutable to the government) },ow, as a consequence of
the decree, they themselves are slowmg or haltmg payments for theIr gas

As mdlcated above, the energo IS only producing at 45% ofcapacIty They are technIcally capable to selhng to
the grid, but they wIll not do so because they have no assurance of payment They have no faith 10 the
'wholesale market Currentlv they have a levehzed load and thev Intend to keep It that wav

PlannlOg and EconomIcs Department

Organszes work for all the enterprises affihated WIth the Energo Its functlons mclude the definItIon and defense
oftanffs, the coordination of planning the control of costs 10 the productlon and generatlon sectors and the
establishment of labor pohcles and remuneration levels

Management InformatIon Systems Department

ThIS department views ItS functIOns as dIVIded bet\\een tradmonal and ne\\ actlvllles The traditional activItIes
mclude the control of dispatch and the technical manageml.nt of serv Ices the ne\\ funcllon IS to Integrate the
management of the organszatlon

The objective of this department as thev enuncIated It IS to develop and present non redundant suffiCIent
mformatlon 10 real time for the purpose of control To the extent that IS thIS not don... yet management beheves
that It costs them monev and they also belteve that If the> me to the challenge It \\111 result 10 being able to
forego the installatIon of addItIonal capacIty Therefore thev are tl)lOg to automate producllon lOY entones
matenaillows fuel supphes and customer Interfaces

Because of cost constraints management has deCided to adopt a s.stematlc approach to the adaptatIon of new
technologIes Management IS taking a ne\\ look at \\ hat constItutes the po\\enystem TheIr genera! Idea IS to
view the organIzation as mtegrated and use mformatlon technologies to accomphsh that goal Thus they have
developed a program for creatlng an automated mformatlon net\\or" on an energo-\Ylde basiS \\lth LAN s 10

each enterprISe connected to a corporate network Eventually they also see thIS net\vork interfacing WIth
customers TheIr artIculated objective IS to make each enterprISe self-sustaining from a commercial pomt of
vIew and then to mtegrate them Into the whole

They claim to have solved, Ie computenzed, pavroll, Inventory therr asset schedule, and "finanCial
calculations at each enterprIse Ho\\ever, they are dissatIsfied because the system stlll doesn t allow them to
make' fast deCISIons" To thIS end they have purchased an R3 System from a German software company (SAP)
ThIS system has standard packages for finance and accountmg, cost accountIng matenal flow management,
production plannmg mamtenance and repaIrs, and project management In June of this year Sverdlovenergo
and SAP gave a semmar for eIght other energos, demonstratIng the R3 system

FInally the last problem the MIS Department wants to solve IS the real tIme mOnItorIng of equIpment operations
so objective CrIterIa can be developed to optimIze production effiCIenCIes For thIS they WIll requIre the
Installation ofsophIstIcated mOnltormg equipment

It should be noted that Sverdlovenergo has looked at the software RAO and IS contemptuous of Its capablhtles

TraInIng

The traInmg center has been m operatIon for 20 vears They have their own faclIttles, mcludmg dorms
Annuallv they tram 2 500 people for perIods of one to SIX weeks The objectIve IS to Improve \Yorker
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qualtficatlons and maintain proficiency levels They emplo" company managers and Instructors from technical
Universities and other Instltutlons outside the energo structure Software IS not used In tr.lInmg but they .... ould
Itke mformatlon on what s avarlable and asked our asSistance Moreover they are extremely Interested In
obtaining an electrtcal uu1Jrv partner and asked us to Intercede With USAID on their behalf In thIs regard

Management training programs have been curtailed recently because of the expense Involved Support from
USAID m thiS area would be verY useful for them Currently theY can onlY afford to train about 20 management
personnel annually Management personnel are generally sent to St Petersburg or Moscow but It IS now
recognized that those centers don t have the necessary cUrTIculum to develop the expertIse needed to
commerclaltze Money IS the prlmarv constraint however Thev are spending 3% of payroll on tramlng which
IS high by comparison to the other enterprISes we have reVIewed to date

Energy Inspectorate

The functlOn of thIS group IS to
a) sell electriCity and heat

b) Inspect users equIpment and meters
I) revIew and approve plant deSIgn as It pertains to load and technical [a"out
11) checl" on Installatton and Issue final approval

c) negotiate \\!th consumers
I) prices
II) avatlabtllty
III) payment terms

They have been thlnl"lng about Instlg:ltIng peal" rates but they haven t addressed the Issue yet because the) don t
ha\e the legal authorlt;r from the REC The\ doubt the Issue "'III be resolved soon because the ne\\ REC IS
hea\rlv made up of consumers \\ho \\111 oppose any such change

There IS much to do m the area of energ\ conservation and the energo management recognizes thiS
SpeCifically \\herever pOSSible th~ \ have pushed the Installatlon of new metering technologies \\!th their
custome-s The Incentl"e to use th~se ne\\ meters has been growing histOrically the cost of electriclC't \\as from
2 10% of the final costs of their customers products Today the figure has gro\\n to 20-50% At present,
ho\\ever, the" estlmate that only sltghtlY more than 1% of their customers ha\e Installed new meters

Dispatch Department

The obJectlve of thiS department IS to pro\ Ide a reliable and economic regIme for distribution The department
handles the entire operatlon and mamtenance of transmiSSion and It coordinates flo\\s between RA,O the Ural
dispatch centers and the other energos to \\ hlch they are connected

There are five 500 KV lines \\hlch belong to RAO but are rented by the energo the 220 KV lines and below are
the property of SverdloYenergo In some cases 220 KV transformers belong to theIr customers (e g the
raIlroad) In anv event RAO pays for the mamtenance of the Itnes and the energo pays for their use

DIspatch tal"es care of the 110 KV lmes and higher, and there are seven smaller diStribution centers which are
owned by the energo The largest load on anyone of these dlstrtbutors IS 1600 MW Heat dlstrlbutlon IS

handled by Sverdlosk Thermal Networks \\hlch reports to the Dispatch Center The thermal network. uses
25,000 tonslhr In Yak.atermburg It was at thiS pomt that we were told that all the thermal plants were heat
loaded They conSidered the percentages however, to be a "commercial secret

Legal

The legal department supervises the contracting actiVities that occur between the 28 departments of the various
enterprises and the outSide world There are however, only two people employed In thiS capacity (The Energy
Inspectorate Department It should be noted takes care of Its own contractmg) They cooperate with the new
legal department ofRAO and they subSCrIbe to a local service In Yak.atermburg that prOVides updated
regulatorY information on dISC everY 2 week.s (Company IS called "Taxes of RUSSIa and IS a private company)

In general the characteristics of the contracts entered mto are
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Non-core Activities

CONTACTS
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SergeI MII<hallovlch Vlasov - Head of EconomIc DIVISIon,
LeOnld Vlktorovlch Komarov - Head ofPlanmng and EconomIc Department
Pavel Nlkolavevlch Potapov - Senlor SpeCialist on Contracts,•

•
•

Techmcal
ReliabIlIty/safety
Fuel supply
Major equipment speclficatlons and comparative analySIS
Rep~urs

Quarterly reports are made to upper management Thev are technIcally dnven but there IS increasing emphaSIS
bemg put on financIal cntena The quarterlv report (\.hlch .... e weren't allO\.ed to see .... as diVIded up as
follo .... s

Management Reportmg/Budgetmg

TechnIcal & Economic
Generation
Chemical
Thermal automatIon and metering
EnVIronmental

Fmanclal & EconomIc Parameters
Installed capacIty
DynamICS of used capacity for the last ten years
Fuel ratios
ElectriCIty rates
Consumption structure
Fixed costs
Purchases and sales to the grid
Labor vs productIon parameters
ComparISons of repair costs
Fmanclal stablhty
LIqUIdity and balance sheets

Sverdlovenergo

An attempt has been made to develop "best mdustry standards" by the Energy Inspectorate, whIch handles
customer relatIons For example thev track response tlInes to deal With customer complamts

The company still does not have a budget m the traditional sense of the word They are drive, bv a plan The
economics department has begun to develop the methodology for a budget and the finance department WII!
become subservIent to the department In the future Thev expect to have a separate budget for each of the 27
enterpnses

These are mostly related to constructIon, and management has not yet deCIded what to do abov them The
activIties that are unrelated Will be dIvested the believe however,

Their problem, they claIm, IS that there are lots of laws but no mechanisms for enforcement

• not fi~ed pnce,
• sIgned for periods of up to one year only
• contracts specify amounts to be dehvered and schedule ofdehvenes
• while the contracts contam sanctIons for non performance, these penalties are not enforceable as a matter of

course (We asked If they had conSIdered the use of stllndby letters of credit to guarantee performance, and
It was clear by their response that they had not)
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• loslfSemenovlch Gluz • Head of Automated Control and Management Systems Department
• YUrt Konstantlnovlch Shornm - ChlefEngmeer of the Energy Inspection
• AlexeI Anatolyevlch Kuznetsov - Head ofCentrnl DIspatching Service,
• Valentmll Alexandrovna Selyunma- Anomey
• Dmltrt Olegovlch BogomyagJ...ov • Head of AnalYSIS and Information TechnologIes epartment

Internet address
Mr Bogomyagkov dlma@po pssr e burg su
Telephones
Mr Vlasov (343-2) 58-14-45
Mr Komarov (343-2) 58-17-56
Mr Kuznetsov (343-2) 58·13·70
Mr Bogomygkov (343-2) 58-12-12
Fax (343-2) 58-12 19,58-12-22

Note It IS very probable that the second digIt m these telephone and fax numbers WIll change from 8 to 9 m
early 1996
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19 March 1997

Rhlco Hove
Partner
Pnce Waterhouse
Nlkoloyamskaya Ulitsa, 13
109240 MOSCOW RUSSIA

Dear Mr Hove

Ala Sverdlovene'go IS committed to developing a program to attract Russian and
Intematlonal rnvestors As part of cur obJectives, we are Interested In ImprovIng cur
understanding of Internattonal Accounting Standards ("lAS") and prepanng financial
statements on a baSIS consIstent With lAS as well as adoptmg practlces of enterpnses
operating In market based economies

To assist us In achIeving our goals we request that Pnce Waterhouse In conjunctIon
With Hagler Bailly, Include our company In the USAID commerClahzatlon program We
understar:d that as part of thiS program Price Waterhouse will provide the management
and s'clff of Ala Sverdlovenergo WIth training and rnstrudJon on applyIng lAS and
recommendations to adopt financial management practices for market economIes

Ala Sverdlovenergo IS already mOVing forward Wlttllts Ame'lcan DepoSitory ReceIpts
program and we belIeve our efforts would be enhanced through InclUSIon In the USAID
cornme"ClahzatJon program

SIncerely

Mr V1admur Belousov
Deputy General Director

TOTAL P 03
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DIAGNOSTIC EVALUATION OF DALENERGO

Attachments Tnp Report - MIchael SWIder,Bob Alexander, DaVId Thornton

Dalenergo IS therefore recommended as a Type 3 energo untll the polItlcal sItllatlon IS
resolved

The ongomg energy cnses m the regIOn appeared to be polItICally caused, and WIthout any
resolutIon of the polItlcal battle between the federal and regIonal governments, and
between the regIOnal governor and the mayor of VladIvostok over control of the regIOn's
energy sector, there IS lIttle lIkelIhood of a successful pIlot at Dalenergo

3/3
3
1
3
2
3
3
2
2
2
3
3
3
5
3

RatIngs

June 2-6, 1997Dates VIsIted

DiagnostIc CrIteria

RecommendatIons and Summary Type 3

1 Management Interest In Program- General Dlr/Staff
2 Macro-EconomIc EnvIronment
3 Regulatory and PolItIcal EnVIronment
4 Competency and Capability of Staff
5 General Fmanclal SituatIOn
6 Magmtude of Sales
7 OrgamzatIonal Structure
8 InformatIOn Management System
9 AccountIng and Reportmg System
10 TarIff EstablIShment
11 Customer SerVlcelBillmg
12 FmancIaI AnalysIS and Planmng
13 Investment Projects
14 PotentIal Benefit to Energo
15 WIllIngness to Share Cost

Dalenergo's management was welcommg and hospItable, but they really had lIttle mterest
m the program as such They saw us sImply as representatIves of the new RAG reform
management, and were welcommg us as the "polItlcally correct" approach, a result of the
strong pressure from the federal government to reform the energy structure m the regIOn
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TRIP REPORT FOR DALENERGO

Vladivostok
June 2 - 6,1997

Prepared by MIchael SWider, With Robert Alexander and DaVid Thornton
Hagler Bailly ConsultmgIMoscow

SUMMARY AND RECOMMENDATID1'.S

On June 2 - 6, 1997 a delegatIon COnsIstIng ofconsultants from Hagler Bailly Consultmg (the
pnme contractor), Carana CorporatIon and the InternatIonal Fmance Corporation VISIted AO
Dalenergo The purpose was to evaluate the operatIons of the Energo and make
recommendations m what areas Hagler Badlv and Its subcontractors could asSIst Dalenergo,
lffider the aegts ofTask 8B of the CommerCIalIzatIon program, sponsored by USAID In the
course ofour dISCUSSIOns WIth Dalenergo, It was clear that the four mam problems With
mamtammg a relIable energy supply at a reasonable cost are

Lack ofmetermg eqmpment, lIttle dIrect customer contact, and few legal nghts to enforce
collectIon

2 Tanff structure whtch has not allowed Dalenergo to fully reco"er produetlon costs
3 Low qUalIty and hIgh cost fuel supplv
4 IneffiCIency, poor management controls, over-staffing and a bloated corporate structure

As With all the other AO Energos that we have VISIted, all the parnes mtervtewed at Dalenergo
blamed the lack of cash as the number one problem But the cash collectIon problem IS a
symptom rather than the source ofthe problem The energo behaves m a non-commerCIal
fashIon and IS requlfed to operate as a government mstItutlon whose mam purpose IS to
support the sOCIal-welfare system through free energy and at the same tune keep the maxunum
number ofCItIzens employed m the region CollectIon rates are low because the Energo has
msuffiCIent power to collect FIXlDg the problem. whIch m the end cannot be aVOIded, WIll
reqUITe dIfficult polItical deCISIOns Coal mmes mav need to be shut Dalenergo Sstaff must be
reduced, and customers that don't pay must be dIsconnected There IS lIttle that any consultant
can do to make thIs happen

There are basIC, management support Issues that can, and need to be addressed If Dalenergo IS
to one day operate as a commercIal company From our dISCUSSIOns WIth Dalenergo S
management we have IdentIfied the followmg areas whtcb we could effectIvely support Wlthm
our current contractual constramts

I ACCOUDtIng reform, cost accountIng, and trammg m mternatIonal accountIng standards
2 ASSIstance m the deSIgn and rrnplementatlon of a management mformatIon system
3 Development ofnew customer serVIce procedures and gmdehnes
4 Gwdehnes for and asSIstance m cost/benefit analySIS m metermg, control systems, fuel

purchasmg, and CapItal mvestrnent

If these areas are acceptable to the management ofRAO UES ROSSll (the parent company),
AO Dalenergo and USAID, Hagler Bailly WIll return to Dalenergo to make detaIled plans for
the work to be done at AD Dalenergo over the next 6 to 15 months Cntlcally to the
relatIonshtp WIth UES, Mr Brevnov has advanced an urgent request that additIonal resources
be dedIcated to Dalenergo for actiVItIes that are CtnTently beyond the scope ofTask 8B, and
WIll reqUlfe USAID approval These actiVItIes are outlmed m the attached memorandum to
RAO UES ROSSll on "SpeCIalIZed Scope of Work for Dalenergo'

Dalenergo Tnp ReportlHagler Bailly ConsultUlgl13 JlDle 1997/SWlder



THEENERGO

SALES AND COLLECTIONS (Dalenergosbyt)

Dalenergo generanon assets conSIsts ofthree thermal power plants, totalmg 1,191 MW

In the VIew ofthe General Drrector, all problems WIth Dalenergo are related to non-payment
and low tanffs Dalenergo's 1996 sales figures were

404MW
212MW
575MW

CapacltyType
CHP (TETS)
TPP(GRES)
CHP-2

840
518
540

1,170
3,072*

Dalenergo Tnp ReportIHagler Bailly ConsuItmgl13 June 1997/SWIder

m btlhons ofrubles
lSI

2nd

3rd

4th

Total

Name
Artyomsl
Parnzansk
Vladivostok

QUARTER

*where number so not properly sum m tlus report IS due to errors m the mformatlon that was
reported to us

Energy consumptlon m the Knu was 9166 6 nulhon kW/hours, and energy output 77116
mtlbon kWlhours The defiCIt of 1455 nn1hon kWlhours was covered by mflows from
Khabarovskenergo

In addttlon, Pnmorskll GRES, a 1 495 MW power plant located m Northern Prlffiorskll Krm
provIdes a large pornon of the electnc energy to the reglOn Pnmorskll GRES IS owned bv
RAO UES Rossll Dalenergo, nevertheless assumes a large parnon ofthe operatmg costs of
tlus faethty, mcludmg fuel and payroll All ofthe power plants are desIgned to be coal fired
With local coal The current shortage ofcoal m the Pnmorsku reglOn has been covered With
coal Imported from other reglOns

The Jomt-Stock Company Dalenergo proVIdes eleetnc and heat power to Pnmorskn Krat, a
region of 1659 thousand square kIlometers, WIth a populatIon of2 3 nnIhon The temtory
shares borders WIth ChIna and North Korea Its Northern neIghbor IS Khabarovsk Mal
Dalenergo mamtatnS tranSmlSSlOn connectton WIth Khabarovsk energo, and IS a net lffiporter
ofeleetnc energy

I 50% - 60% was barter for matenals, eqmpment, fuel, SerVIces, and taxes for Dalenergo
2 the remamder was barter passed through to credItors (for which It was suggested there are

tax benefits for the creditors )

Of total electnc sales m 1996, onIy 82% was collected Cash collecttons were much less,
amountlng to onIy 10 8% of sales Only 74 7% ofheat sales were collected For all sales
80 3% was collected, WIth 11 8% pmd m cash The remamder was pmd m some form ofbarter
or mutual debt cancellations Almost all barter was oftwo types

The barter operattons are not profitable for the energo because every transactIon has at least
one IDlddleman, and the sprral ofnnddlemen drIves up the cost One ofthe most common
forms ofbarter IS for the mutual offset for taxes For a whJ.1e Dalenergo receIved large
amounts ofFederal Tax wnte-offs m the form of tradable notes (gosudarstvem kaznochmskt
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In general, purchased Items have three costs

The accounts receIvable/payable ledger IS the followmg as of 1 Apnl1997 (m billIons of
rubles)

1 Cash
2 Barter 10-15% costlIer
3 Mutual cancellatIons 15 - 25% more

nalog osvobozhdema) But these were unprofitable for the energo because government debts
to the energo were larger than therr tax habthty Extra tax secunoes could be traded. but
generally at a 50% chscount creatIng large losses

996
1,806

30
60

121
48
12

482

3,557

Accounts Payable
Loans
Supphers
Notes payable
Payroll
Ins , med, penSIOn fund
Budget
Pre-paId
Other

Total

259
959
809

87
43
64
26
15
29
22
22
10
2

29
2,667
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Barter and offsets have many htdden costs Much ofbarter can only be done through Moscow,
creanng extra expenses and delays Even for local offsets WIth the CIty and K.ra1
adnumstratIon, It can take up to 4 SIdes to conclude an agreement, and up to 8 SIgnatures on
every document for a smgle offset

Accounts ReceIvable

For example If they can pay m cash then they have more freedom to chose therr supplIer and
can receIve the best pnce By usmg barter the supplIer WIll charge a htgher fee for recelvmg
non-cash payment In mutual cancellaOon they have no chOice ofsupplIer and know that they
wtll be othetW1se unable to collect therr recetvable, and therefore must pay a higher pnce for
the goods needed The barter Issue IS partIcularly acute WIth fuel If the energo had cash the}
could buy cheaper coal from other supplIers (assummg that they were not forced to buy local
coal for polIocal reasons), but m the current sltuaOon they are forced to buy local coal WIth
local barter and mutual debt cancellatIon for electnc power receIvables from the coal
compames

Of total debts to supplIers, 725 btlhon IS owed for power purchases The remamder IS for fuel,
constructIon, supplIes, etc Much of the "other" IS VAT (373 of the 482 bIllIon) Per VAT
mstrucOons they only get refunded for VAT when they sublDlt mvolce documents But as
much oftherr sales are not paId, and the mvOIces not completed, they budd up a large VAT

To reheve the cash crIseS m 1996,55 btlhon rubles m veksels (commerCIal paper) where sold
But tlus was unprofitable because the notes could only be sold at a discount and were qmckly
bought up by therr few cash paymg customers, resultIng m a net loss of cash mcome As a
result veksels are not bemg sold m 1997

Federal Budget
Local Budget
Resellers
Metals
Agncultural
Transport
Coalmmmg
ChemIcal
ConstructIon
Macbme bwldmg
Ttmber
Servtce
Small busmess
Other
Total
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debt The amount owed by resellers (809 billIon) IS only for electnc energy Another 475
btllion IS owed for heat energy Ofall suppher credIts, 191 btllion of thts IS owed to RAO
UES ROSSll

To finance the losses from sellmg energy at below cost, and collectIon problems large
amounts ofcredIt has been borrowed from banks and the RUSSIan government The breakdown
by vear IS as follows

To pay offtlns debt they can try to force collectIons through the courts Addressmg the Issue
m arbItrage court usually results m a]udgment m favor ofthe energo But the court's deCISIOns
are generally Ignored by the debtors Banlcruptcy proceedmgs are too slow, as they protect the
assets of the debtors for two years

When asked what percent oftherr accounts receIvable are uncollectable, Dalenergo answered
only I% On therr books all the debt IS recorded as collectable The Fmance department
estImates 25% as bemg uncollectable (see below), whIch we beheve IS a more accurate
esnmate gIven the depth of the debt problem over the last three years

1
\ .J

999

52

395
462

90

PnnCIpie and mterest owed,
m bIllions ofrubles

Pnmugolbank
Electrobam.
Evrobank
Vostokmvestbank

MmFmRF
Mmtopenergo
Mmtopenergo
Sberbank

Sources
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1994

Year borrowed

1995
1996
1997 (as ofMay 1)

Total

Part of the problem may be that there IS no motIvatIon Employees do not reCeIve any pay
mcentIve for mcreasmg collectIons "Bonuses" are paId for basIcally mmunal effort - such as
attendance - and are not even conSIdered bonuses by the employees, but as part of salary
There has been no research done on how to motIvate customers to pay, or the relatIonshIp
between dIscounts for cash payments, metermg and other costlbenefit analySIS ofmeasures
that could be used to mcrease collectIons

Dlsconneetmg customers to force payment does not appear to by WIdely used at Dalenergo
Many customers (30%) are protected, for eIther SOCIal or pohtIcal reasons Dalenergosbyt
belIeves that some of therr non-paymg customers have the money to pay, and choose not to
There IS no mecharusm to determme whIch customers cannot pay, and whIch customers
sunply don't want to There are ten subdIVISIons at Dalenergosbyt, each WIth a specrfic
number ofcustomers Internally all customers are allocated among dIfferent staffwho are then
responSIble for that customer Therr employees are not effectIve m customer relatIons, and
gettmg the customers to pay

4

There are only 9 staffat the VladIvostok dIVISIon ofDalenergosbyt, WIth only 2-3 persons
workmg WIth customers (An orgaruzatIon chart of Dalenergosbyt IS attached) Although It was
clmmed that there IS a "system" for dIsconnectmg non-payers It does not appear to be very
well orgaruzed. Customers threatened WIth a dIsconnectIon ofserVIce come to the office and
negotiate a payment schedule for debts based on therr abilIty to pay But there IS no credIt
analysIs performed Therefore, power load IS allocated based on "agreements' rather than on
finanCIal analySIS and contracts based on realIstIc payment potentIal
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RESELLERS

When asked why they don't reduce the load to the resellers, and let the resellers deexde whom
to disconnect, Dalenergo clauned that they are trymg to reduce the load to resellers, but that
there IS httle legal support for thIs type ofaction, and many pohtlcal problems The local
admuustratIon has blocked attempts to manage the load

As for managmg therr collectIons data. Dalenergosbyt purchased a low-level finanCIal
management program. that they currently WIsh to update They do collect daIly data on
collecnons, but therr system IS not mtegrated WIth affilIates to keep track ofDalenergo s
system-WIde sales figures

Many commerCial customers are also non-metered The drrector ofDalenergosbyt explamed
the they would prOVide tarxff mcentIves to make m profitable for the customer to mstall a
meter themselves The detaIls where not gxven, and It IS dIfficult to lffiagme that all customers
could be "mduced" to pay for therr own meters m a Situanon where a thrrd sunply do not pay
at all

Dalenergo Tnp ReportJHagler Badly ConsultmglI3 June 1997/Swlder

There are 22 resellers m the temtory ofDalenergo Three resellers are military, one IS dIstrIct
heat, and of the remammg 18, nme are pnvate and mne are mumCIpal All the major resellers
are mumcipal VladIvostok represents 66% of all power demand m the KraI and 80% ofall of
the power sold m Vladivostok IS sold through the mumcIpal resellers The resellers represent a
major pornon ofthe non-payments problem because a large part ofthe collectIons for
Dalenergo must pass through the resellers The resellers collect enough cash to meet therr
needs, and pass along whatever IS left over to the energo As cash collection IS only about
10%, there IS very lIttle cash flowmg mto Dalenergo from the resellers They estImate that 50 ­
60 % ofreSIdentlal customers pay (m cash), but reSIdentlal customers represent only 40% of
the mumcipal resellers sales

Another enormous problem IS the lack ofmeters and meter readers (controllers) ThIs problem
IS espeCIally acute for resIdentIal customers The system has been for the customer to read the
meter themselves and pay the appropnate amount Dalenergosbyt told us that thev are
planrung to begm sendmg out controllers to read the meters quarterly Manv of the houses
though are cooperatIves and have only one meter for all the resIdents There are no plans for
solvmg thIs problem At the moment, It IS estImated that only 50 - 60% ofresIdentIal
customers are paymg therr bIll

The problem IS heIghtened by the resellers UDWIllmgness to selectively disconnect therr
customers for non-payment as the non-payments get passed along to the energo There IS no
motlvatlon for the resellers to better enforce collectIon dISClplme as they are recetvmg
suffiCIent funds to finance themselves, and the energo IS barred for disconnecnng them There
IS a government resolutlon that disallows dIsconnecnng residentlal customers Dalenergo
clauns to have no access to the collectIons data of the resellers, and doesn't know wluch
customer are paymg, and who should be disconnected Dalenergo suggested that therr should
be a federal law that forces resellers to divulge mformatlon on therr customers and therr own
finanCIal condItlon
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The proposed restructlIrmg for resellers only enViSiOns changmg the collectIons flow from
bottom up, to top down In contracts WIth the resellers, they WIll be guaranteed 100% ofthe
costs ofmamtammg the lmes and eqwpment Although gxven Dalenergo's own cash demands
It IS dIfficult to enViSIon that thIs contract WIll be honored unless collecnon rates are drasncally
raIsed But at thIs pomt there IS no other restrueturmg enViSIoned for resellers, so there WIll
still be no mdIVIdual payment venfieatIon for reSIdentIal customers, and 30+% ofcustomers
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PLANNING AND TARIFFS

will mamtam a preferentIal status These are areas that still must be addressed The dIrector of
Dalenergosbyt told us that collectIon rates were 3-4 tImes hIgher m dtstnets that they manage,
but we saw no data to corroborate thIs clann

Dalenergo cannot buy enough local fuel (only 70% ofthat reqwred at the moment) to keep
therr generators runnmg to full capaCity To make up for therr defiCit they Import electrICity
from wholesale market (WIthout paymg) Part of the local fuel shortage problem IS the lack of
funds to keep the mmes operatIng Earher the government subSIdIzed 95% of the costs of
operatIng the coal mmes, but as government subSidIes have dropped, so has coal output

The murucipal heat reseller has begun puttIng m meters m some small busmess, but large
customers are stIll billed based on "deSIgned' demand As m most RUSSIan CItIeS, the
murucIpal heatIng system operates WIth very lIttle thought to the actual cost ofproVldmg
servtce and colleetmg suffiCient revenues to meet the costs Heat supply will contInue to be a
drag on Dalenergo's revenues and profits e"en If electric power sales are ranonaltzed and run
m a commercial fashIon

Dalenergo Tnp ReportlHagler Bmili ConsultIng/I3 June I997/SWlder

It should be noted here that Dalenergo's response to a court deCISion (to ask the admmtstratIon
to give therr approval) IS typICal ill what we seen m all the energos The management of the
energos do not VIew therr compames as legal entItIes WIth a legal nght to operate m therr own
mterests Instead they are VIewed a State organs that take therr mstructIon from the government
and the mam obhganon IS to meet SOCIal needs And thIs IS true whether or not the local
government gIvmg the orders IS a shareholder m the company or not

Unfortunately the muruclpal resellers were not responsrve to our request to meet WIth them
'We \\ere able to meet only WIth the muruclpal heat reseller The collectIon ofheat sales suffer
from the same problem as electric, and pOSSibly even more so There IS no metenng of
reSidentIal heat sales m Vladivostok To the advantage ofDalenergo, the Mayor of
Vladtvostok has allowed payments to be made dtrectly to the energo (through Sberbank) But
It IS dubIOUS that Dalenergo collects anywhere near theIr costs as there IS no enforcement of
collectIons for reSIdentIal customers Only 67% ofhouseholds paId ill ApnI And even when
they do pay, they only pay 35% of the cost the remamder should be subsJ(med by the City

In the transfer ofthe operatIons ofthe resellers to Dalenergo all the debts of the reseller will
also be passed along Because of the dtfference m accountIng for tanffs there IS a 1,370 bIllion
ruble dtfference between the debt that IS owed to the resellers, and the debt that IS owed to
Dalenergo But accordIng to Dalenergo the FEC has ruled that Dalenergo s accountIng of the
tarIffs IS correct and all customers wIll owe the full pnce ofelectrICity The drlference m the
accounts pavable wI1l be charged to the resellers To balance the books, assets wI1l be taken
from the resellers and put on the books ofDalenergo Dalenergo mfonned us that they have
alreadv won thIs case m court but are WaItIng for the local adnurustratIon to agree to the
court's deCISion before they take actIon to transfer assets Unfortunately, ill the short term thts
will do nothmg to help Dalenergo's cash pOSItIOn as the assets bemg transferred as a substitute
for collectIons are l1hqwd (mamly tranSInlsSlOn eqwpment )

The mam functIon ofthe plannmg department ISJustIfyIng tanffpolIcy, although there are
other functIons, such as plannmg productIon levels and managmg the •SOCIal" assets of the
company Much of the work IS m the preparanon of finanCIal mdtcators fuel costs expenses
collecnons etc They also plan for the maxtmIzatIon ofgeneranon to mmtmIZe costs
Currently generation IS only runnmg at 50% ofcapacIty AccordIng to the planmng
department tanffs could be cut by 12 - 15% Ifthere was suffiCient fuel to run all of
Dalenergo s plants
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InterestIngly, the REC claImS that there IS no local Itst ofpreferred customers, that IS,
organizanons, that the local admmtstratton has granted non-dtsconnectIon pnvIleges The
unpression that we receIVed from the sales department IS that there are "protected" companIes

There was an attempt by the Nakhodka CIty admuustratIon to brmg m a mdependent generator
for therr free econoIntc zone But so far thIs project has not been able to move forward
because ofDalenergo's refusal to allow the IFP to use ItS dIstnbutIon network The REC
claImed that they have no legal authonty to remedy the SItuation

ImportIng coal from other regIons ofRussIa IS more expensIVe due to the hIgh transportatIOn
costs Imported coal costs only 81,000 rubles/ton, as opposed to 141,000 rubles/ton for local
coal But WIth transportanon costs of 160,000 rubles/ton the unported coal becomes more
expenSIve What was not clear was the Kcallton ( Btu/pound) cost as It appears that these
calculatIons are not made The local coal's actual calone content IS sIgmficantly less than Its
'planned' content, makIng the plannmg department's companson suspect

Tanffs are calculated, as m the rest ofRussl3, on a cost-plus basIS All generatIon and related
costs are mcluded m the tanffand a "profit" added on top The "profit" IS a planned amount
that IS allocated toward SOCIal costs, such as mamtammg the company's hOSpItalS schools,
farms and rest-homes For the two years pnor to Apnll of thIS year the allowed tanffwas
below the cost ofservIce It was the deCISIon ofthe Krat'Sgovernor to keep the pnce of
electnCIty down so as to mcrease local output and sustam the mdustnal sector, whIch dId not
come to pass

Dalenergo Tnp Report/Hagler Bailly ConsuJtmglI3 lime 1997/SWlder

In the 0pllUon ofthe REC, the tanff system needs to be changed because IS has no mechanIsm
to promote effiCIency and cost reductIon To Improve effiCIency It IS recogmzed that the plants
should be separated from Dalenergo and allowed to compete to supply the lowest cost energy
At thts tune m Pnmorskn Krat the generators are run nowhere near maxunum effiCIency
DIspatch IS based mstead on fuel supply, and fuel supply IS based on the polItIcal need to keep
coal mmers employed Also the PnmOrskll GRES IS kept runmng even though It IS meffiCIent,
because of the number ofpeople they keep employed If they wanted to reduce tanffs they
would need to shut down tlus generator

Because of the poor qualIty ofthe local coal, It IS more profitable to burn fuel oIl But there IS
no mfrastructure to carry and store fuel oIl as all the power plants were planned to burn the
local coal only There IS some fuel all used though, as we were told that because of the
exceedIngly poor quahty of the local brown (lIgmte) coal, It must be ID1Xed WIth heavy all to
be burned [Note hgrnte coal has not been burned m the US for decades because of Its lugh
sulfur and ash content makIng the cost ofmeenng enVIronmental regulatIons prohIbitive To
make the lIgmte coal generators m Pnmorskn Krm econOmIcal, RUSSIan enVIronmental
regulations are SImply Ignored] Two of the four regIonal plants burn hard (bltummOUS) coal,
but the mmmg mdustry for tlus type of coal IS dymg m Pnmorsku Krat due to the extremely
low effiCIency of the mmes and lack of resources

The REC IS at the pomt ofstartmg to do econOmIC analySIS ofload management and
generatIon costs They are also startmg to do elastICIty analySIS ofelectnc pnces It has been
proposed to prOVIde preferentIal tanffs to those who pay regularly, or who have demand for
therr products (sounds lIke potentIal polItIcal mterference) but no deCISIOns have been made
The Krm has decIded that they can no longer support compames through cross subSIdIes Yet
from VieWIDg the current tanff structure (attached) It IS clear that many "preferentIal"
customers are bemg cross subSIdtzed The only dIfference WIth the new tanff scheme IS that It
no longer has the energo proVldmg the subSIdIes
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The monthly fuel expenses at thIs tlme are

FUEL

In Pnmorskn Krat fuel costs are about 70% ofgeneranon costs Ofthe four electric power
plants 2 bum hard (bItumInOUS) coal, and two bum brown (lIgmte) coal Brown coal accounts
for 67% ofall energy produced The brown coal has only one thIrd the Kcallton as the hard
coal

300 bIllion rubles
120 bIllion rubles
70 bIllion rubles

110 bIllIon rubles
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Therr Energo's polIcy IS to maxnmze the use of local coal, and unport only when necessary
They adrrutted that thIs polIcy was not based on econonucs but on the local adnurnstratlon's
desrre to keep as many mmers workuIg as poSSible The adnumstranon does not know what It
would do WIth all the coal mmers Ifthe lughly meffiClent local coal mdustry was allowed to
collapse

Pnmorskn GRES IS designed to take the brown coal When they run out ofcoal they have to
Import, buymg from one ofthree sources Khabarovsk, Kuzbass, Irkutsk The unported brown
coal costs 50% more than the local because of the transportatIon costs Artyemskaya CHP and
Parnzanskava GRES burn hard coal The hard coal IS hardl} mmed m Pnmorskll Krat now so
the coal IS Imported As the coal mmed outsIde ofPnmorskn IS more effiClently mmed, and
because IS has a hIgh calone content, the cost IS about the same to Import as to buy locally

One ofthe major meffiClenCles of the system that mcreases tarIffs IS the amount ofbne losses,
both technIcal and non-technIcal ("black" losses, I e theft) TechnIcal bne losses are estunated
at 7- 8%, wlule non-techmcallosses are 5 - 7% We heard another estunate of25% In total
losses whIch may be more accurate Much of the techmcallosses are to regIons where there IS
no metenng By USIng a strIcter defimnon ofblack losses, \¥htch specIfY that a black loss IS
whenever somebody does not pay for electrIClty, the loss numbers would be much lugher than
25% • closer to 50% Unfortunately, the accountIng system used In RUSSIa accounts for
anythmg mVOlced as mcome, rather than recogrnzmg non-payments all losses By adopnng
lAS accounnng standards at Dalenergo, It would be much clearer what actual losses where,
and the effect on tanffs

One of the reasons for the shnnkmg local fuel supply IS the lack of CapItal at the coal mmes to
pay for eqwpment The amounts pmd to the mmes are barely suffiClent to meet salarIes
Dalenergo clauns that It pays 80% of ItS fuel costs (whtch are about 300 bIllIon rubles/month),
but regIOnal boIlers pay only 30 - 40%, whIch caused the last fuel cnSIS Even though the
mayor ofVladIvostok orgamzed a payment scheme for some ofthe mmers to get therr pay on
a more regular basiS, they all deetded to strIke thIs year to get all therr back wages On Apnl
30lh the coal mmers stopped supplymg fuel and for ten days the energo used Its reserves only

Before the local coal mmes were subSIdized, but WIth the subSIdIes dIsappearmg It IS gettIng
too expensive to operate, and unported coal becomes less expenSIve At least m the short term
they expect the local admmIstranon to force them to purchase local coal, no matter what the
cost Dalenergo has looked at the pOSSIbIlIty ofunpornng coal from Cluna, but It IS pohtIcally
ImpOSSIble

Local coal
Imported coal
TransportatIon of coal

Total coal purchases
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ACCOUNTING

PERSONNEL AND ORGANZATIONAL STRUCTIJRE

There IS no mterest Wlthm the energo to manage the fuellDlX so as to mJDImlZe fuel costs The
focus IS on mcreasmg collecbons SO that all the fuel, no matter how expensIVe, will be paId
for

When we asked how many of Dalenergo s compames could be spun-off and successfully rWI

mdependently we were told that none could, except for the reparr comparues A management
orgamzanonal structure IS attached

Dalenergo Tnp ReportlHagler BaIllv ConsultmglI3 June 1997/SWlder

There are 23 compames Wltlun Dalenergo, employmg 13,000 persons These compames
compose three CHP statIons, four electnc power dIstnbutIon networks 1 heat dIstnbutIon
company, 2 reparr compames, a desIgn mstItute and a mulnple ofcompames WIth lIttle
relatIon to power prodUction and mstnbunon

There IS no formal system WIthIn Dalenergo for evaluatmg employees Therefore there IS no
reward system to keep the best employees, and no system for removmg mcompetent or
meffectual employees Salanes are paId on the basIS ofRAO UES formulas for compensatIon
and are not related m any way to performance The average salary m the company IS 2 5
rru1lton rubles for a plant employee, WIth a top engmeer receIvmg as much as 4 ID.I1hon per
month Three weeks poor to our VISIt the employees were patd theIr February wages

In the opuuon of the personnel dtrector, Dalenergo IS over-staffed, and the number of
emplovees could be reduced by 50% But mstead ofreducmg the number of employees over
the last several years, the number of employees has mcreased TIns was explamed as bemg
caused by the lack ofqualtfied personnel today "If It took 600 people to run a power plant
before, now It takes 1000 " About one-halfofthe employees at some compames are
pensIOners and they won't leave because they know they can't hve off a penSIon But as thev
stay on It makes It ImpOSSIble to hrre a younger employee who would aetually do the work
reqUIred that the penSIOner IS now too old to perform Therefore the output per employee has
fallen drastIcally ~e receIVed no hard data on trends m output per employee, but by all
mdIcatIons It has fallen drastIcally

For 1996 Dalenergo reported an accounbng loss of39 bIllion rubles In the first quarter of
1997 the company shows a profit of 198 bIllion Dalenergo usually shows a profit m the
WInter as they do not pay for coal at that tIme, and do not use an accrual system of accountIng
that would more accurately mdIcate theIr true fuel expenses for the quarter As fuel buymg IS
seasonal, the company shows a paper profit m the WInter and a loss m the summer The lack of
"prudentIal" accountIng also means that losses are not properly accounted for and overstate the
profits ofthe company
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Therefore, despIte theIr accountIng profit of 189 bIllion for the first quarter of 1997 there IS no
money to pay salanes What cash that IS receIved IS so precIOUS that It IS managed by a
COmmIttee to determme to whom It should be pard Another oddIty of the RUSSIan accountmg
system IS that last year Dalenergo was oblIgated to pay 170 bIllion rubles for SOCIal costs that
were to come out of"profit" As these costs are not dIscretIonary they should be accounted for
as habthnes, and not profit dIstnbunon

We had asked to receIve a copy ofDalenergo's finanCIal statements, and were told that we
would receIve them We receIved nothIng Our general ImpreSSIOn IS that the accountmg
department IS poorly orgaruzed, lacks computenzatIon, and IS woefully short ofmfon:natIon
on the finanCIal condInon ofDalenergo - especIally affiliates and subsIdIanes
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FINANCE

We were told that IftlIe energo was allowed by tlIe government to use all ItS legal nghts It
could eventually be able to collect up to 75% ofIts outstandmg debts (25% non collectable

On the subject of where the energo could cut costs we were told that the place to start is m
managmg fuel purchases If Dalenergo were to begm venfymg fuel purchased and reject fuel
that was not up to standards, they could save bIllions ofrubles m fuel costs RIght now the
brown coal pnce IS based on a specific heat content ratmg of2005 kIlo-calones/Kg, when the
actual heat content IS 1600 ktlo-calones/ton

Because ofpoor collections and poor mformatlOn systems the management at Dalenergo
spends an mordmate amount oftlme managmg the company's cash posinon At least once a
week a commtttee ofthe top management meets to decIde how to dtstrIbute the company's
meager cash resources And much of the accoun1lng departments tIme IS spent shufllmg
mutual debt cancellanons

Dalenergo Tnp ReportlHagler Bailly Consultmgl13 June 1997/Swu!er

On mvestment, we were told that t1Ie finance department IS only mvolved WIt1I asseSSIDg
CapItal mvestments when management makes a request They do not analyze t1Ie effectIveness
ofcapital mvestments, payback penod, return on assets, or other finanCIal measures The head
of development, together With t1Ie head on capItal constructIon make the deCISIons When the
finanCIal deparnnent IS mvolved m the analySIS t1IeIr findmg are generally negatIve, wluch
makes them unpopular WIth the construction department But USIIa1ly the finance departments
recommendanons are Ignored and projects started despite t1IeIr rejection It is very IlDllted
what can be actually financed nght now because the energo has no access to external finance
other than the mvestment portIon ofthe tanff, loans, and supplIer credtts

On t1Ie quesnon of msufflclent accountIng mformatIon, t1Ie finanCIal dtrector answer that It
was a major problem. especIally the lack ofmfonnatIon from affilIates and subsIdiary
comparues Dalenergo very much needs to develop Its mformanon systems For example, all
SUbSIdIary comparues have certam oblIganons, such as makIng payments to the penSIon fund
The head fmance office takes responsIbilIty for ensunng that t1Iey payments are made but
lacks accountmg mfonnatIon and has no control over the actual payments

The mam funcnon of the finance deparnnent IS to find credtts, deal With banks, do finanCIal
analySIS and prepare finanCIal reports AnalYSIS mcludes balance sheet analySIS and credtt
analySIS, as well as the aVailabIlIty of current assets to meet current oblIgatIons They have
prepared a busmess plan (wluch we dId not see) and are prepanng to start a fmanclal plan At
thIs moment they have nobody assIgned to finanCIal analySIS, but are lookmg to hrre two
people as soon as possIble They currently have only 6 persons m the finance department

There IS an mterest m lDlprovmg the capacIty ofthe accountmg department and the
quahficanons of the staff They have looked at the possIbility ofadoptmg a computenzed
accountmg system, but at the moment they feel the cost IS prolubItlve at 22 nullIon rubles not
mcludmg the hardware They use some basIC software, but there IS no mtercompanv SYstem.
and affiliates are not even usmg compatIble software A network accountIng system for
consolIdanng finanCIal repOrtIng would be very useful for the cash management ofDalenergo

10

But mSIstmg the that the coal purchased meets the requrred standard IS not the way the
company IS nm A legal basIS IS requrred to begm operatmg m a commerCIal manner If
Dalenergo collected all the fees and penalties that It should receIve then there wouldn't be a
need to falSe tanffs As a state company, Dalenergo has few legal nghts They need to tnple
the number oflawyers on staff to fight Its court battles
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debt probably a more realIstIc figure than the I% suggested by the planmng department) But
the energo must be able to use all the government decrees that have been enacted to enforce
collecnons Right now that IS pohncally unpopular

Specific problems are that they get finanCial data on a consolIdated basIS from theIr affilIates
so they can't see all oftheIr credItors and debtors And the fuel dIv,slon even has ItS own
separate accounnng Accounting should be able to keep track ofproductIOn, fuel and
transportation, but It doesn't

When asked '\\-hether Dalenergo could benefit from the CommerCIahzat:Ion program. the
finance dIrector answered that they could espeCIally use help WIth finanCIal and managenal
accounnng They need finanCIal mformanon that they can trust The energo needs help m
orgarnzmg accounts that reflect the actIVItIes of a busmess concern, and not the actIVItIes of a
an organ that IS an eA1enSlon ofthe government

Dalenergo Top ReportlHagler BmIly Consultmgl13 June 1997/SWlder

Thts IS not a major problem for the management though, because profits are maybe fifth on
the lIst of lIDportance Even though therr charter speCifies that Dalenergo IS a for-profit
company, they continue to supply energy to those '\\-ho will never pay, and PII}' for services
that they don't need The only reason that they can operate m this fashIon IS because they are
not reqUITed to pay therr supplIers m lmd All these problems ongmate ,\\-,th the polICies of the
Krat to proVide electric power at low or no cost Though the Krat is now seemg the negatIve
effects ofthis polIC} It illltIated tellmg local compames not to PII}' for po'\\-er, and has
understood ItS mIstakes, now the City IS seemg the tarIffs nse and tellmg the local population
to pay theIr bIlls to batl out the energo from the preVIOUS fatled polICies of the governor

The damage from the prevl0us Krat polIC} has left Dalenergo ,\\-,th a lot ofdebt and a bad
credIt history ThIs makes It dIfficult to reCeive new credits The company IS carrymg I tnlhon
rubles worth of debts that It '\\-111 probably never recover With all the debt problems the
finance dIrector belIeves It is not hIDe to begm restructunng the energo, but mstead
concentrate on recovermg the prev,ous losses from current PlI}'eTS TIns '\\-ould seem to
contradict Ins earher pOSItion that the company needs to begm behavmg m a commerCial
fashIon if It is eVe£} to recover

11

Poleshuk, VasIly GngoneVlch - General DIrector
Byeschastnov, VladlIDlf MtkhatloVlch • Deputy General DIrector
Davydov, Aleksandr VlctoroVlch - Fmance DIrector
KInlma, Lldtya Kuzrmmcha - Head ofPlannmg Department
Tyunna, Yelena Yunevna - Personnel DIrector
Valentina VladlIDlfovna - Head Accountant
Natalya Dnntnevna - Deputy Head Accountant
Savchenko, MIkhaIl L'VOVICh - DIrector ofDalenergosbyt
Zattsev, Vladumr NIlolaeVIch - CommerCial DIrector ofDalenergosbyt
Maevskll, Sergei VemammoVlch - Deputy Head Engmeer ofDalenergosbyt
Iuc, Aleckandr AlekseeVIch - DIrector ofFuel Supply
Yegorov - Mumclpal Heat Company
Burlutslaya, Olga - REC
Kudryavy, Vietor V - Deputy Milllster ofMmtopenergo
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1 Dalenergo OrgamzatIOnal Structure

I 2 RegIOnal Tanffs
3 LmeLosses
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Attachment 1
to the Re~olutlOn

of the REC No 45
datcd ApflI I, 1997

ELECTRIC eNERGY

SIN Con~llmer cate~orle~ Tanff RbI/KWH
I Consumer cme~ory w/adlustable t3r1ffs
I I DIC;COllntcd tanffc; (~ee Attachment 2 parn~raph I) 415
l2 Other t1r1ffs (see AtI<lchment 2 P3ra~r3ph 2) 1000
13 MrC enterpnse!> wllh the ~tate order gremer than 50 % (~ee 1,000

Attachment 2 p,lr1~ranh 1)

14 CommercIal conc,umer!> (c,ee <\ttachment 2 T'lllrtll!raph 4) , 1700,
1 ') Other con~umerc, Include Jndu~tnal enterpmes ITU UrN llYD 566 ')

Terrltorv
2 A~rrcullllrt. (~eL. }\1l,lchll1cnt 2, p.lra~r,lph '5) 174
1 Rcc,ldt.ntI11 c,ector IIlCllldll1g re~ldt.nt.h:ttli'eJc, of ITU urN llYD 2')0

Territory
4 Populnted aren~ 2188
5 Samtnry needs of energy c;ystem 6
6 Eleclrlc energy for he1tJng and hot wnter ~lIpply sy~tcm

6 I EleclrIc heaterc; of up to 3 I KW cnp1clty same a~ con~nmers

62 ElectriC he1tere; of 11 KW capacIty and gre1ter • the rate Ie;
acl,tle;ted hy the coerriclent

621 NIl!ht tIme mJnllTlllm consumption 254
622 Rest at tht. day K=2
7 Eleclrlc energy ue;ed bv ree;ldL.nl~ for henlm~

71 ElectriC heatere; of liP [0 10 KW capacity 2')0
72 ElectrIC heaterc, of gre1ter than 10 KW (In the event dIfferent d I)-

p1rlc, ,Ire ,1CCOllnlL.d for t.nergy metcnm::)
721 Night tllne minImum cane;umptlon 130
722 Rc,t of the c1w 5665

Note Dl<;countS (c<;c11,ltlOl1C,) of tnnff" on electnc energy to compen<;ate rencIIve capaCIty
and energy have heen h,I'\t.c! on talIffe; c,l]cu)ated 10 accorddnce WIth the Procedure for
settling account<; rcl,lted 10 electnc energy and heat rcgt<;tered by the MmI<;try of JustIce
of the RUSSIan Feder IlIon 1\0 449 dated Deceinber 28, 1993

V Rud'

Chmrman of the REC
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Dates VIsited June 17 ~ 20, 1997

DIAGNOSTIC EVALVATION OF KRANOYARSKENERGO

Attachments· Tnp Report - MIchael SWlder
Tnp Report - VladIslav KhommskI, Marganta Zaltsev

What IS unusual about Krasnoyarskenergo IS ItS large dependency upon one chent,
Krasnoyarsk AlumInum Factory (KRAZ ) About 50% ofall ofthe energo's sales are to
thIs one customer The relatIOnshIp WIth the alumInum factory IS such that ItS appears
that they have taken management control of the energo, despite not owmng shares In the

oa/3
3
3
3
2
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1
3
2
1
1
3
1
3

Ratmgs

WhIle mid-level management was relatively hospitable and open With us, we dId not
meet With the most semor management, IncludIng the General Director Without
expressed Interest from the General DIrector of the energo It IS questIOnable whether It
should be consIdered for participatiOn, regardless ofthe unusual chent relatIOnshIp In thIs
case

RecommendatIOns and Summary Type 3

DiagnostIc Cntena

Kranoyarskenergo IS the thIrd largest regIonal power system In RussIa WIth two ofthe
Worlds largest hydroelectrIc power statIOns In the regIon, the 6,000 MW Krasnoyarskaya
and the 6,400 MW Sayanno-Shusheskaya, there IS a large surplus of electnc power ThIs
alone make the energo a very InterestIng candIdate for any market restructunng program
The company's collectIOn procedures, finanCIal and accountIng controls are weak as In
most other regIons TIns leads to large hne losses and large finanCial losses from barter
and other mismanagement of assets

1 Management Interest In Program- General DIr/Staff
2 Macro-Economic EnvIronment
3 Regulatory and PohtIcal EnvIronment
4 Competency and CapabIlIty of Staff
5 General FInanCIal SItuatIOn
6 Magnitude of Sales
7 OrgamzatIOnal Structure
8 InformatIon Management System
9 AccountIng and ReportIng System
10 TarIff EstablIshment
11 Customer ServIcelBdhng
12 Investment Projects
13 Potential Benefit to Energo
14 WIllIngness to Share Cost
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company ThIs has been confirmed by the recent dIsclosure that the dIrector of
Kransoyarskenergo has sold controllIng Interest m the Krasnoyarsk hydroelectnc statIon
to KRAZ for a very favorable pnce, and WIthout the consent ofthe energo's shareholders
GIven the current cloud of corruptIon and nnsmanagement that IS hangmg over
Krasnoyarskenergo we belIeve that It IS not pOSSIble to work. WIth them, WhICh IS why we
strongly recommend that thts energo not be mcluded m the CommerCialIzatIOn program
at tins tIme
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TRIP REPORT FOR KRASNOYARSKENERGO

Krasnovarsk
June 17-20, 1997

MIchael SWIder
Hagler Bailly ConsultIng

SUMMARY

On JWle 17-20 MIchael SWIder ofHagler Bailly Consultmg, together WIth VladIslav
Khommskl and Marganta Zmtseva ofCarana CorporatIon, and Natalya Trekhleb of the IFC
VIsIted AO Krasnoyarskenergo for a short dIagnostIc The purpose of the dIagnostic was to
faITIIhanze ourselves WIth the management and operatIng condItIon ofthe energo to evaluate
whether It would be an appropnate cand1date for the CommercIa1IzatJon program

Krasnoyarskenergo IS m maIlY ways typICal ofwhat we have seen at other regIOnal energy
systems

• CollectIons are poor at only about 85%, WIth cash representmg only 11% of
collectJons, and the remamder m veksels and barter EstJmated that 10 - 12% WIll
never be collected Government enterpnses, mostly nnhtary, are the worst non­
payers

• HIgh account receIvables $389 millIon on $739 nnllton m sales Days Sales
Outstandmg :::: 27 5 weeks

• HIgh account payables $591 mIllIon
• Large tax debt $761D11hon
• No metenng m for reSIdentIal customers, and madequate meterIng ofmdustnal

customers
• HIgh technIcal aIld non-techrucallosses 22% ofheat and 25% for electnc
• Low tanffs Average tanff 161 rubleslkWh ReSIdentIal customers cross­

SUbSIdtzed at 100 rubles/kWh, whIle actual cost ofservIce IS 248 rubleslkWh
ReSIdentIal customers also pay only 40% ofheatmg costs

• Large amount ofstaff 21,500 employees, WIth a large number ofpenSIOners on
the payroll Salanes about 6 months m arrears

• Ind1fferent management, whIch sees Itselfas a prOVIder ofSOCIal servIces and not
as a busmess

• FmaIlclal reports show a phantom net profit for 1996

Krasnoyarskenergo IS atypICal m several ways

• Large amount ofhydo-electnc capaCIty 6,762 MW, (6000 MW from the
Krasnoyarsk hydro-electnc statIon) plus another 6,400 MW m the regIOn from the
Sayano-Shushenskaya hydro-electnc statIon, whIch IS owned by the autonomous
republIc ofKhakasia

• WhIle Krasnoyarskenergo IS capaCIty short after losmg the Sayano-Shushenskaya
hydro-electnc statIon to Khakasla, and two thermal plaIlts to RAO, the regIOn as a
whole IS surplus m power

• Energy from the FOREM IS purchased at a cost lower thaIl the normal FEC tarIffs
through a speCIal arrangement WIth the Sayano-Shushenskaya hydro-electnc
statIon

• WhIle RAO IS a 51% owner ofKrasnoyarskenergo, the local admmtstratIon
controls 50% ofRAO's votmg nghts, hmttJng RAO's control over the company

Tnp Report for Krasno\arskenergolHagler Batll" Consultmg/22 June 1997/SWIder
'1'



FUNCTIONAL DEPARTMENTS

We had good meetmgs WIth the accountIng department They were open WIth us and freely
shared financIal and accountmg mforrnatIon They also took the tIme to fully explam how
barter IS accounted for They were somewhat skeptIcal on the need for mtroducmg IAS
accountIng at tlus tIme, but where mterested m leammg more about the system

We had an equally productIve meetIng WIth the person m charge ofdevelopmg an mformaoon
management system at the energo TIns person was brought m from outsIde the company WIth
expenence m developmg the MIS system at KrAZ At tlus moment hIs IS analyZIng the
mfonnanon flows at the energo and plans to put together a team of experts to develop an MIS
system taIlored to the energo's needs

The meetIng WIth the head ofthe energy sales (energosbyt) department was also productIve m
that he freely dIscussed therr problems WIth colleenons and lack ofmetermg m the system We
doubt that we would be able to asSISt drrectly m the collectIons Issue, as It IS polItIcal, but we
could pOSSIbly asSISt m developmg a plan to mstall new metermg The head of energosbyt
seems pamcularly mterested m solvmg problems WIth metermg system deSIgn and mstallanon

Tnp Report for KrasnovarskenergolHagJer Baillv ConsuItmg/22 June 1997/SWlder

Mv SuspICIOns where later confinned when I learned that the DIrector of Krasnoyarskenergo
had conspIred to transfer controllmg mterest m the krasnoyarsk hydroelectrIc stanon to the
Krasnoyarsk Alummum Factory WIthout the shareholders knowledge and for a pnce ofone
fifth the nommal value It IS clear that the management of Krasnoyarskenergo IS workIng m the
best mterests not of theIr own company, but of the alummum factory

• 50% ofall electnc power sales are to one customer - Krasnoyarsk Alummum
Factory (KrAZ)

• KrAZ receIves eleCtrICIty at a specIal tanffofabout 60 rublesllWh whIle
Krasnoyarskenergo Saverage cost of producmg eleCtrICIty IS 79 rubles/kWh
through a specIal arrangement WIth the Krasnoyarsk hydro-electrIc statIon

We asked how It was that KrAZ could receIve electrICIty at less than the cost ofproducoon
when sellmg at below cost IS Illegal ill RUSSIa We were told that It IS a specIal arrangement
where the alummwn factory IS not buymg drrectly from Krasnoyarskenergo but from the
Krasnoyarsk hydro-electnc dam, where the cost ofproducnon IS offiCIally 10 rubleslkWh The
tax authonoes SImply look the other way m regards to thIs "speCIal" arrangement I suspect
that It IS tlus relatIonshIp, and the fact that It IS based on offiCIal shght-of-hand, that IS leadIng
the push towards a regIOnal 'market" for electnc power We were not made pnvy to the plans
for thIS market but were told that we would get a copy I suspected that the market wIll be a
plan to offiCIally unbundle the hydro-electrIc statIon from Krasnoyarskenergo to allow KrAZ
to contmue to buy low cost electnClty but WIthOut breakmg the tax laws

The most dIsturbmg aspect of!vasnovarskenergo IS ItS relatIonshIp WIth the alummum
factory ThIS IS, understandably, a very touchy relanonshIp and there were dIfficulnes learmng
detaI1s about It For example, the tanffthat KrAZ pays for electrICIty IS not firm When the
pnce ofalummum falls m London we were told, KrAZ tells the energo to drop ItS pnce To
mcrease ItS operatIonal control over the energo, !vAl has placed one of ItS own people as the
DIrector of Fmance at Krasnoyarskenergo

2

All these areas relate drrectly to the development ofan lIDproved MIS system As
!vasnoyarskenergo seems to be genumely mterested m lIDprovrng theIr mformanon system I
belIeve a project m thIs area could be successful, prOVIded there was enough support from
management to follow through on recommendatIons We suggest that It would be useful for
the eleetnc system as a whole to concentrate efforts to develop MIS systems at two or three

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



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

energos, and then have the lessons learned dIstnbuted throughout the system There IS no need
for every energo to develop a tallored MIS system

RECOMMENDATION

In regards to areas where we could work under the aegIs of the CommercIalIzatIon project we
belIeve there are a few potentIal projects We dId not meet Wlth the General DIrector despIte
lus presence m the bwldmg for most ofour VISIt ThIs mdIcates a general lack of mterest m the
CommercIalIzatIon project

Most Importantly, the management IS workmg for the mterest of the Krasnoyarsk: Alummum
Factory and not the energo There IS no pomt m tryIng to mtroduce finanCIal and commerCIal
controls m such an envrronment The level ofcorruptIon at Krasnoyarskenergo IS such that
there would be lIttle pomt m trymg to waste our resources there

The attached report from Carana has recommends that we work Wlth Krasnoyarskenergo ThIs
report was based on lDlOal unpressIOns, whIch were generally favorable But m followmg up
on Krasnoyarskenergo, and therr sale of the Krasnoyarsk HydroelectrIc StatIon, we have come
to the conclUSIOn that the management at thIs energo IS not ready to mtroduce commercIal
management mto therr company We strongly recommend agamst the mclusIOn of
Krasnoyarskenergo m the CommerCIalIzatIon project

AITACHMENTS

• Carana Report
• 1996 Balance Sheet
• Tanffs on electrIc and heat energy for the second quarter of 1997

3 Tnp Report for Krasno\'arskenergolHagler Bmlh Consultmgl22 June 1997/Smder
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June, 17-20, 1997
Krasnoyarsk
JSC •KAASENERGO"

REPORT ON NEGOTIATIONS WITH AO KRASENERGO WITHIN
THE FRAMEWORK OF THE PROJECT

uKOMMERCrALIZATION OF POWER NETWORKS"

Present at the negotiations
• Michael SWider - "Hagler Bailly",
• Natalia Trekhleb - IFe,
• Vladislav KhomJnsklJ - Carana Corp
• Margarita Zaltseva - Carana Corp
RepresentatIves of uKrasenergo"
• LouchkovsklJ Alexandr Gngormvlch - deputy financial director,
• Podberezkln Igor Vrtallevlch - head of CAM department,
• ValhmnlVlchute Alia Petrasovna - deputy Chief Accountant,
• Mokrova LJudmlla Sergueevna - head of the payroll department,
• Shevchouk Valerlj FedoroVlch - deputy General Director,
• Baranova Svetlana Vladlmlrovna - head of the planmng and economic de­

partment.
• Bnazguin V1adur Dmltnevlch • dlrector of energosbyt (energy sales dept)

GENERAL INFORMATION ON THE POWER NETWORK

Krasenergo IS one of the biggest power nehNorks In Russia Krasenergo
affiliates 5 heat power stations and Krasnoyarskaya GES (hydroelectnc power
plant) which IS a Subsidiary of Krasenergo The network also purchases energy
from 2 large GRES (regional electric power plant), that belong to RAO

Due to cheap coal and availability of hydroelectric power plants. the cost of
productIOn of energy IS substantially lower, then the average one In RUSSia and
makes 82 rubles per KW/h at the wholesale market and 110 rubles for the locally
produced energy Energy from Krasnoyarskaya GES IS purchased by Krasenergo
at a wholesale rate. while the energy production cost at GES makes about 16 ru­
bies per 't<YJ/h

46% of energy IS consumed by the Aluminum plant (KRAZ). which ap­
proxImately equals the level of energy production of Krasnoyarskaya GES (20
mllhards KWjh per year) BesIdes, KRAZ purchases energy at a reduced rate,
which IS even lover then the wholesale one and makes 60 rubles per 1<JN/h This
tarrff value IS due to the fact that KAAZ pays more then 50% In money and on
timely baSIS

Population (6%) and agricultural sector (5%) constitute insignIficant por­
tIon In the scope of consumption and therefore the reduced rate for population
(100 rubles per KW/h) and for agncultural sector (82 rubles per KW/h) do not
have considerable Impact on the regional mdustry

A large GES and a City heabng and power plant are now under constructen
on the terntory of Rostevskaya region
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Putting the GES Into operation should lead to reduction of the average cost
of production In the region

As IS the case of the whole Russian economy, one of the major problems
of Krasenergo are defaults In payment, lack of funds Money proceeds make only
14% of the total scope of sales (mainly oWing to KRAZ) The rest consIsts of
barter, mutual settlements and bills The large number of bIlls. Issued by Krasen­
ergo, that Krasenergo IS obliged to accept from the energy consumers In pay­
ment of accounts receivable, slgmflcantly complicates the financial standmg of
Krasenergo The market price of the bill makes 19% of Its par value The compa­
nies that have funds, purchase the bills of Krasenergo and pays WIth them for
electnc energy thus reducing money earnmgs

About 12% of accounts receIVable are doubtful debts There are no bIg
problems as regards the settlements With the energy resalers

GENERAL CHARACTERISTIC OF THE POWER NETWORK

A dJstmgUlshmg feature of Krasenergo IS that the company had Jnrbated
reorganlzatJon of Its management system A new orgamzatlonal structure of the
company had been elaborated, where significant Importance was attributed to
fmanclal department Financial Director IS now the fIrst deputy General Director
The structure of the fmanclal department management IS thoroughly elaborated,
new regulations on other departments are being prepared

Though the restructunng started only 1 month ago, the managenal staff
had been signIficantly changed, a number of young executives started to work In

the company In connectIon WIth such large scale reorgamzatlon. Krasenergo
faces a number of problems, related to proper distribution of functIons, delimita­
tion of functIons, delegabon of powers and enhancement of the system of con­
trol

Krasenergo had InitIated a program of development of the regional energy
market, whIch IS an alternative solubon to the concept, suggested by RAG The
main Idea of theIr proposal IS that all the electriC power plants In the Krasnoyarsk
region should not completely Independent and should be owned by Krasenergo
as subsldranes Then Krasenergo Itself would solve the matters reJated to sales of
energy to other regions (that [s competitIon on the level of regions, and not
plants)

Krasenergo has shown an active mterest rn the prOject Implementation,
representatIves of Krasenergo exhibited actIVity and openness dunng the talks
With our commiSSion It IS a prty that nor General Director of Krasenergo, nor R­
nanclal Director did not Wish to meet With our group, though In words they were
rnterested [n the project

Due to dominant posltlon of the KRAZ In the Krasnoyarsk regIon and
strong dependence of KRAZ from the cost of electriC energy, the Krasnoyarskaya
GES, as well as Krasenergo are being gradually taken-over by KRAZ Rrst of aU
KRAZ bUyS up the shares of both Krasnoyarskaya GES and Krasenergo and, sec­
ondly, KRAZ delegates Its people to the management of Krasenergo A number of
Krasenergo executives, had come to work there from KRAZ, including all major
managers of the finanCial department

2
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MOST INTERESTING UNES OF WORK

Development of informatIon system
The level of the eXisting mformatlon system may be consIdered as pretty

low Only several accounting operations and settlements WIth the energy con­
sumers m energy sales department are computer aided Vanous accounting pro­
grams are not linked wrth each other, many operatIOns are performed In parallel.
the programs mterfaces are not fnendly. as a rule finanCial sel'Vlces do not have
accesS for analysIs of mtormanon on settlements WIth the buyers and, specIally
on mutual settlements on barter transactions Due to pour quality of mformanon,
certain assets and settlements may not be effiCIently controlled. whIch creates a
fertIle field for abuses We could also wItness lack of Informatron for adoption of
management decIsions Several typIcal problems that are common In many com­
paOles that develop software by therr own could also be noticed

• lack of cooperatIon between the programmers and economIsts.
• fInancIal and economy services do not participate In the problem defi­

nition whIle software development,
• The programs are developed In such a way as to Increase the Impor­

tance of programs as Indispensable employees
In connection wIth the restructuring. Krasenergo had organized a new

group of speclahsts which works on development and Implementation of the in­

formation system The group conSists of specialists, who have long tIme experi­
ence In ImplementatIon of various automated InformatIon systems The special­
Ists mainly came to Krasenergo from KRAZ, where they had been engineering the
plant CAM system The group on mformatlon system IS subordinated to the Dep~

uty FinanCial Director
At present, Krasenergo elaborates the strategy of the InformatIon system

development To put It shortly, Its mam Issues are as follows
• restructuring of Krasenergo,
• analySIS of documents handhng system,
• system Simulation of the company operation as regards informatIon

flows and functions,
• chOOSing a kernel (system of data base management or an open

ready-ta-use software system) , as a baSIS of automatizatIOn of Infor­
matIOn system.

• creatmg additional functions and customizing software, takIng anto
conSideration particular features of Krasenergo,

• proVISion With computer eqUipment for automatIon of Information sys­
tem.

• Personnel training

It IS our opinion, that mutual work of consultants. experienced In management
accounting, organizational arrangements and finanCial management, together
With the group on mformatlon systems development. could be extremely useful
for both Krasenergo and the consultants. participatIng In the prOject

The follOWing hnes of cooperation were also discussed. though they have
not aroused much mterest from the part of Krasenergo

The program of Increase of funds collection ratio.
Personnel management

3



CONCLUSIONS
As a result of negobabons WIth Krasenergo representatives, we found out

that there eXist a great Interest In the project Implementation
The restructunng that was Initiated In Krasenergo created a Situation, when

consultants assistance assumes greater SignifiCanCe, specially In the company
management Issues

A strong team expenenced In mformatlon systems development and 00­
ented by the planned informatIon system towards the needs of financIal services,
will allow to successfully perform consulting work In the given direction As thiS
takes place, works on InformatIon system development will be tightly lInked With
management accounting matters. WIth managenal economics and optimization of
organization structure WorkIng m thiS dJrecbon Wlth Krasenergo W11l further allow
to propagate the obtained expertise at other power networks
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