
Science and Technology Center in Ukraine

Notes to Financial Statements

Note 1 -  Summary of Significant Accounting Policies

The Science and Technology Center in Ukraine (STCU) is an inter-governmental organization which receives financial support from the United States of America, Canada, and the European Union.  Ukraine is also a party to the international agreement which established the Center, and provides funding for facilities in support of the STCU.  Funds contributed by the donor parties (United States of America, Canada and the European Union) are used to employ former weapons scientists and engineers on peaceful scientific projects.

The European Union (EU) officially joined the STCU on November 6, 1998, replacing Sweden.  Their accession did not result in any changes to the 1998 administrative budget and, even though commitments were made for the funding of new projects at the 7th Governing Board, actual disbursement did not begin during 1998.  The accession of the EU nonetheless, resulted in a redistribution of the 1999 administrative budget to the funding parties, based on a formula agreed to among the funding parties.
Japan officially agreed to participate as a STCU Sponsor on June 8, 1998 as a non-party government and provided financial support.  Their joining did not result in any changes in the 1998 administrative budget, nor did it change the distribution formula.

Any donor party may withdraw from the international agreement six months after it has given a written notification to the other parties.   The STCU is not aware of any actual or planned withdrawal notifications. 

Uzbekistan acceded to the STCU Agreement as a recipient party in December 1997.  Georgia acceded to the STCU Agreement as a recipient party in March 1998.  The accession of Uzbekistan and Georgia to the STCU Agreement did not result in an increase in the 1998 administrative budget, nor did it affect the distribution of this budget to the donor parties.  

The STCU also receives funds from partners, which are governmental and non-governmental entities that have received approval from the STCU’s Governing Board

to fund projects through the STCU.  Any third-party involvement with the STCU is subject to an administration fee – a percentage of the total project funding involved.  In return, the STCU provides services similar to those it provides for its own projects.  Cooperation with the STCU benefits partners by minimizing financial risks of working in a relatively unstable Ukrainian environment.   Partner funds are disbursed in the same manner as funds contributed by the donor parties.

The accompanying financial statements have been prepared on an accrual basis using accounting principles recognized by the International Accounting Standards  Committee.  The International Accounting Standards (IAS) are different in certain instances than the Generally Accepted Accounting Principles recognized in the United States of America.  The Generally Accepted Accounting Principles (GAAP) require organizations to include in their financial statements a Statement of Activities (in lieu of a Statement of Revenues and Expenses), which is designed to provide information about changes in an organization’s net assets.  The IAS do not require such a statement and, accordingly, one is not included herein.  Other differences between IAS and GAAP do not materially impact the presentation of the STCU financial information.

The preparation of financial statements in accordance with IAS requires management to make estimates and assumptions that effect the reported amounts of assets and liabilities as of the date of the financial statements.  Actual results could differ from those estimates.

The significant accounting policies followed are described below to enhance the usefulness of the financial statements to the reader.

Cash and Cash Equivalents

The STCU maintains its books and records in US dollars per agreement of the funding parties.  Uninvested cash is maintained at minimum levels.  Funds are maintained offshore in US dollar accounts until required for use in Ukraine.  Funds in Ukrainian financial institutions are maintained in US dollar and local currency accounts.  Funds not required for STCU administration or projects are invested in US dollar money market accounts.

In 1998, in an effort to limit the amount of cash held in STCU’s Kiev Bank, Bankers House, (i.e. reduce amount of exposure), the multitude of project sub-accounts were combined into one all-inclusive project sub-account.

Banking arrangements have been established in Uzbekistan and Georgia for the processing of payments to recipients in those countries.  However, the STCU does not retain any funds in these accounts.

Fixed Assets and Depreciation

Property and equipment acquired by the Center for administrative operations consist of vehicles, office furniture and equipment, including computer hardware and software and communications devices.  All commitments and expenditures for administrative equipment are made in accordance with the Board’s approved annual budget.  Contrary to the IAS, fixed assets and capital equipment purchased for STCU’s administration and projects are expensed in the year of purchase, without regard to the useful lives of the assets.  The STCU nonetheless, believes its accounting practice best matches the revenues contributed by the parties with the related expenses.

Taxes

Terms and conditions in the international agreement which established the Center exempt the STCU from taxes on funds received from the donor parties, governments, inter-government organizations and non-governmental organizations, including any interest earned on such funds, or on other property that might normally be subject to taxation under Ukrainian law.

Foreign Currency Transactions.

The STCU accomplishes a number of transactions in local Ukrainian currency, which is highly inflationary.  Revenues and expenses in local currency are recorded in US dollars based on the daily exchange rate.  Gains or losses resulting from foreign currency transactions are charged to the administrative operating budget in the period incurred.  Transactions in Uzbekistan and Georgia are accomplished in US dollars and, therefore do not result in any gains or losses from currency exchanges.

Project Revenues and Costs

The STCU accounts for project revenues and costs using the percentage of completion method, whereby the recognition of project revenues and associated costs are commensurate with project performance and the measurement of costs incurred.

Projects are performed on a cost reimbursable basis, with ceiling funds specified in the project agreements.  At project completion, any funds received in excess of actual costs are credited back to the contributing party.  The STCU temporarily retains 50 percent of the allowable overhead for the individual projects, in accordance with the project agreements, until the submission of the final and technical reports are made by the project recipients.

Note 2 -  Cash

Donor party contributions not currently needed for operations are invested offshore in US dollar denominated accounts.  Interest earned is credited to the contributing party.  In 1998, the STCU operated with eight accounts in Bankers Trust, New York: one administrative account, five donor party contribution accounts, one account for partner contributions, and one clearing account which maintained a zero balance.  In addition, the STCU maintained one contribution account in Bank Generale, Belgium, for European Union funds.

The STCU maintains US dollar and local currency accounts with Joint Stock Bank “Bankers House” and First Ukrainian International Bank in Kiev, Ukraine.  All funds in these accounts are donor party funds.  The local currency account operates as a clearing account for accomplishing transactions in local currency in Ukraine.  As required by Ukrainian law, the STCU also maintains a local currency account with the National Bank of Ukraine for funds contributed by the Government of Ukraine to the STCU for the Center’s facilities.

At year-end, operating balances in the various bank accounts maintained by the STCU were as follows:








                    1998 
         1997

Bankers Trust, New York - Administration
          $         2,167    $     156,457


Bankers Trust, New York - Canada


     277,931           665,787


Bankers Trust, New York - Sweden


     574,499           609,674


Bankers Trust, New York - USA


11,197,193        7,980,331


Bankers Trust, New York – Japan


     999,950                      -

Bank Generale, Belgium



     920,592             
    -

Bankers Trust, New York - Partners


     254,082             28,500


Bankers Trust, New York - Clearing


                -                      -


Bankers House, Kiev - Administration

     136,499             94,710


Bankers House, Kiev - Projects


       82,072        1,209,831


UzPromStroy Bank, Tashkent – Projects

         4,310                      -


First Ukrainian International Bank – Administration                 -                      -

Ukrainian National Bank, Kiev - Facilities

                -                      -


Petty Cash




                   39,596               9,594

Total




          $14,488,891    $10,754,884
Note 3 -  Receivables

Receivables due from contributing parties represent amounts committed but not yet transferred to the STCU for the next year’s administrative operating budget.  The amounts due from the parties for the next year’s administrative budget are reduced by the excess of the current year’s administrative budget over the administrative expenses and interest income.  In addition to receivables pertaining to the current year’s  administrative budget, the United States, Canada, Sweden and Partners have outstanding receivables pertaining to project commitments at the end of the current year.  The receivables by party are as follows:

Contributing Party




       1998
        1997


Canada-Budget



  
 $  24,911          $  41,825


Canada – Projects




     10,637
               -


Sweden-Budget



    
              -              46,318


Sweden – Projects




     75,000
               -


Ukraine-Budget



                          -                       -


United States-Budget



                 86,532            387,670


United States-Projects




     58,080            289,585


European Union – Budget



   458,119
               -


Partner – Projects




   244,618
               -



Total



 
             $957,897          $765,398
Note 4 - Payables

On November 6, 1998, the European Union officially joined the STCU, replacing Sweden. Their accession did not result in any changes to the 1998 administrative budget.  Even though commitments were made for the funding of new projects at the 7th Governing Board, actual funding did not begin during 1998.  The accession of the EU nonetheless, resulted in a redistribution of the 1999 administrative budget to the funding parties.  A normal redistribution results in the lowering of a funding party’s accounts receivable by the redistributed partner project fees, interest on partner account, interest on administrative account, etc..  However, since Sweden was no longer a funding party on December 31, 1998, a payable was created to reflect the redistributed administrative budget owed to Sweden.  The payable to Sweden is comprised of the following items:


Redistribution of Prior Non-Recurring Contribution
   $  70,032


1998 Funding Party Interest



       33,196


Partner Project Fees




         4,184


1998 Partner Interest




            605


1998 Administrative interest



         2,565


1998 Exchange Losses



       (1,374)


1998 Non-Recurring Remaining


         6,014


1998 Recurring Remaining



         4,680


1998 Contingency Remaining


         4,250

Additional Correction Invoice for Expenses of 1998
            (53)








   $124,099

Note 5 - Restricted Designated Contributions - Administrative.

Restricted Designated Contributions – Administrative represent amounts contributed by the Government of Ukraine in the current year for the next year’s facility rent, utilities, maintenance, and security.  Use of these funds is permanently restricted by Ukraine to facility expenses.  These funds are contributed in lieu of Ukraine providing government owned facilities for STCU occupancy.  The Ukrainian Government provides these funds through their normal budget procedures and by making payments for such services from the Treasury directly to the vendors at STCU’s request.  However, because of rent increase and devaluation of the Hryvnia (UAH, the Ukrainian currency) the funds provided for 1998 were less than estimated occupancy costs by approximately $50,000.  Additionally, financial data for calendar year 1999 suggests that the Ukrainian government’s allocated funds for STCU’s occupancy costs for 1999 will be significantly less than the estimated actual costs.

Note 6 - Unrestricted Designated Contributions - Administrative

Unrestricted Designated Contributions - Administrative represent the amounts approved by the STCU Board of Governors at the December Board of Governor’s meeting for the next year’s administrative operating budget.

Note 7 - Unrestricted Designated Contributions - Projects

Unrestricted Designated Contributions - Projects represent total amounts committed on signed projects, less costs incurred to date.  At year-end, the designated contributions for projects by contributing party were as follows:


Contributing Party



                    1998
         1997

Canada




           $   209,896       $   578,799


Sweden




                503,152            578,042


United States




             5,444,377         6,704,536

Japan





                185,529                       -


Partner





                408,884              16,000


Total




           $6,751,838       $7,877,377

Note 8 - Unrestricted Undesignated Contributions

Unrestricted Undesignated Contributions represent amounts contributed by contributing parties, which have not been designated for the administrative operating budget or projects.

Contributing Party




       1998
          1997
Canada





$        100        $     70,380

Sweden





   101,073                 7,228

United States





4,576,340          1,437,289

European Union




   920,592

    -

Japan






   803,204
                -

Partners




                 10,193               10,500


Total




          $6,411,502
$1,525,397

Note 9 - Interest Income

Interest is earned on funds deposited in accounts at Bankers Trust, New York; Joint Stock Bank “Bankers House” and First Ukrainian International Bank in Kiev, Ukraine.  Interest earned in the current year is credited to each Party’s receivable for the next year’s administrative operating budget.

Note 10 - Grants - Administrative

The STCU provides basic pay and additional grants to its local national staff members.  The grants are paid for work at an international organization, and to promote the enhancement of required work skills.

Note 11 - Excess (Deficiency) Revenue over Expense

The excess of the designated 1998 administrative operating budget of $1,038,500 over the administrative expenses plus earned interest and partner fees has been credited to each party’s receivable for the 1999 administrative operating budget, in accordance with the agreed-to share of participation in recurring and nonrecurring expenses. 

Note 12 – Subsequent Event – Local Bank Failure

In late November 1998, the Kiev Tax Authority for 10 working days froze the operations of STCU’s local bank (“Bankers House”).  At that time, bank accounts were opened in a different local bank (“First Ukrainian International Bank”) in order to facilitate working cash requirements, including grantee and vendor payments.  After 10 working days, STCU accounts in Bankers House were unfrozen, and Bankers House again handled all STCU transactions.  However, Bankers House had difficulty honoring the STCU’s payment instructions and it appeared to be insolvent. Accordingly, the STCU transferred all of its banking operations to First Ukrainian International Bank at the end of February 1999.

In April 1999, Bankers House was reorganized as ‘State Joint Stock Specialized Import Export Bank of Ukraine"”(UKRSPECIMEXBANK).  Three new shareholders acquired 84 percent interest in the new bank.  The new shareholders were Specialized Savings Bank of Ukraine, State Company for Export and Import of Military and Special Products and Services, and State Specialized Company of the Pensionary Fund of Ukraine.

UKRSPECIMEXBANK has acknowledged all of its debts to the STCU in writing.  In addition, STCU and UKRSPECIMEXBANK signed an agreement on June 18, 1999 setting forth the particulars of a repayment plan for the bank to return all STCU associated funds by December 31, 1999.  At the time of default, the total funds included:


Hryvnia Amount
Dollar Equivalent and Dollar Amount

UAH on STCU Account
196,220 UAH
$ 57, 257

USD on STCU Account

$161,208

*UAH on STCU Account
501,211 UAH
$145,735

     Total 

$364,200

The repayment plan provides for scheduled repayment of both UAH and USD funds with an initial payment of 80,000 UAH received in July 1999.  It calls for all funds to be returned by December 31, 1999, with payment of UAH amounts at their dollar equivalent at the time of default.







* This amount was on-hand in Grantee private accounts in Bankers House.  Although, this amount is not the responsibility of STCU, the funding parties have expressed a desire to re-pay these debts if Bankers house fails to honor its commitments to re-pay.
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