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BASIC PREMISESAND TRENDSOF REFORMING RAILWAY SECTOR IN UKRAINE

Problem’s definition. Technical parameters of rail
transport’ development in Ukraine such as: a share of
passenger turnover, a cargo turnover, unigue shipping
unit exceedsthe samein Germany, England, USA, Russia
(fig. 1).

First of al this shows that the sector of railway
transport playsastrategic role for the economy and safety
of Ukraine. But the reserves of Ukraine were exhausted
during the 20 years of independence. Thissector isgetting
old rapidly. Ageing of rolling stock exceeds the critical
deadline and equal to 85%, locomotives — 92%. Since
1992 the investment requirements were fulfilled only on
25 — 30% [2]. The amount of investments in railway
development was equal to 3% from overall amount of
public investments per year. At the same time thisfigure
isfive times as much in foreign countries. Therefore the
issue of finding the ways of raising the effectiveness of
railway enterprises, and strengthening the competitiveness
of railway system are still of the most immediate interest
[4, p. 7].

The goal of the article is to analyze the current
situation in railway transport and to find out the ways
and mechanisms of its further reforming for rising of its
effectiveness and investment attractiveness.

Conceptual issues of research. The general offices
with the help of international consulting company
»AT Kearney” held the strategic diagnostics of theindustry.
It is worth to mentioning that ,, AT Kearney” was directly
involved in the reforming of the company , Canadian
National” and also was a partner and remains a consultant
of ,Russian Railways’. The results of analysis are
demonstrated below. Saving positions of railway transport
with the increasing of cargo turnover requires purchasing
111 thousands of new wagons in 2011 — 2020.

Another consideration is that underinvestment of
10 thousands wagons (about 5% of the fleet) leads to
loses of 15 bin. t-km of cargo turnover or 1.6 bin. hrn of
income (fig. 2,3).

Also there is a necessity of buying more than two
thousands freight-hauling locomotives for providing an
increasing cargo turnover. The amount of required
investments is more than 68 bln. hrn. (fig. 4)

In passenger transportation a decrease of a share
of railway transport’ and increase of loses exponentially
is observed.

Thus in 2010 the loses of passenger transportation
were equal to 3,8 bin. hrn, and in 2011 even more than
4,5 bln. hrn. (fig. 6).

Therefore, there is an extremely critical question
that concerns reorganization of passenger transportation,
especially in commutation services.

Asfar asonly 11,4% of al railway junctions provide
93% of passenger turnover, only 100 of them are between
key cities of Ukraine (this equa to 0,4% from overall
railway junctions (23,5 thousands) and provide almost
half of total traffic flow — they should become a priority
for high-speed operation’ development. (fig. 7).

Base case involves 42 high-speed trains, as far as
theamount of passengers of high-speed trainswill increase
more than four times (fig. 8).

There should be cumulative investments of more
than $37,5 bin in passenger rolling stock until 2020. The
reconsideration of tariff setting system should be done
for realization of the investments amount that is needed
(fig. 9,10).

Passenger transportation in regional rail shows a
decline of paid passenger’'s amount. This leads to
increasing of losses.

Thus the losses equaled $2,84 bin. in 2010, and
3,2 bin. in 2011.

In such situation, when there is no mechanism of
loss compensation, any transport operator as of railways
is uninterested in growth of traffic flow.

Nevertheless, in spite of expectable decrease of
traffic flow, there is a necessity of 8,7 bin. hrn of
investments during the following 10 years [3].

The infrastructure will require more than 56 bin.
hrn of investments in its optimization until 2020. This
includes:

— decrease of working capacity — 35,1 bIn. hrn;

— optimization of , bottlenecks’ —21,1bin. hrn.

As the result the due diligence was hold in main
areas of activity, which create revenue: freight traffic,
passenger transportation in regional rail, long-distance
traffic, and other kinds, as well as in areas of activity,
which create costs: connection rod, infrastructure.

At that, freight traffic is a key source of company’s
revenues. Revenue receipts from it equaled 9,4 bin. hrnin
2010, and 12,5 bin. hrnin 2011. But thetotal financial result
ispracticdly lessby haf and equaled 6,88 bin. hrnin 2012
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Fig. 1. Technical parametersof rail facilities' development in Ukraine, 2009 —2010
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Fig. 2. Theestimate of volumeof carriagein therailway transport till 2020, mil. T
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Fig. 3. Therequired fleet of carsto 2011 —2020, K Pcs
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Fig. 4. Thestructureof inventory rolling stock of freight locomotives, units
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Fig. 5. Theshareof railway transport in passenger trafficin 2000—2011, %
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Fig. 6. Financial resultsin 2005 — 2011, mil. hrn.
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Junctions, units

Fig. 7. Therailway junctionsbetween pointsof departureand calling
(inland traffic), 2010
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Fig. 8. Theamount of railway transportation of ,, Ukr zaliznytsya” by segments, mil. of passengers
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Fig. 9. Required purchases' in 2011 —2020, cars
" In base case
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Fig. 10. Investmentsin renewal and maintaining of thefleet™, mil. hrn.
*Cumulative data, since 2011
** The amount of passenger cars taking into account write off in 2011 and required purchases for the service of traffic flows
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Fig. 11. Theshareof rail transport in 2000 — 2010, %
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Fig. 12. Theamount of , paid passenger s’ of therail road in 2007 — 2010, mil. passenger s
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Fig. 13. Theeconomiclossesfrom commutation servicesin 2007 —2011, bin. hrn
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Therefore, the Ukrainian railways will not be able
to realize the needed volume of investments at the current
level of their proprietory resources, because the gap
between operational profit from transportation services
and required amount of investments is growing up
annually (profit in 2011 — 5,9 bin. hrn, required
investments — 26,9 bin. hrn).

There is four-time gap and every year of delay of
implementation of investments leads to sizeable
cumulative increase in future.

To use possible sources of financing, the reforming
of the railway industry should be made.

Inthisarticle thefollowing model of reforming will
be represented.

Conclusions. As a summaries and
recommendations for railway industry reforming should
be mentioned the following:

1. The freight traffic as a segment, that creates

profit, should be the key area for investments of
» UKrzaliznytsya’. To support the share of railway
transport while the cargo turnover is increasing on 3%
per year until 2020, there isanecessity of 65 bin. hrn for
buying 111 thousands of wagons. Underinvestment in
10 thousands wagons leads to losses of 1,6 bIn. hrn
annually. The level of wagon's component should be
changed for attraction of private operators of rolling
stock — today it allows paying back the wagon only by
the end of the operating life.

2. Thecurrent locomotivefleet that ison the balance
exceeds the required level, in spite of thisin fact thereis
no proficit because of high share of unexploited
locomotives in stock and under repair. There is a
recommendation to write off such assetsfor the purposes
of accounting and effective management of the fleet. The
current plans of buying of 500 locomotivesare essentially
lower than there is arequirement in them.
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Fig. 14. Expensescover ageratio (income/expenses) in 2007 — 2010, %
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For realization of investment program, thelevel
and structure of tariffs should be changed.

_@

effectiveness

Increasing of operational

To increase the operational effectiveness, the
organizational transformations of the Ukrainian

Finansing UZ

railways should be made.

Selling of packet of
subsidiaries/dividends

Thereis anecessity of effective subsidiaries and
affiliates creating to realize this operation.

Borrowing funds

Itisimpossible at the current level of leverage and
nontransparency of financial flows.

Public subsides

Subsidies UZ

The formalization of «social procurement»is
needed by the government bodies (including loca
level).

Private capital

©
@
6
-0

Liberalization of the part of
railway for private capital
attraction in segments

Required definition and liberalization of
competitive segment

The balance of financing sour ces depends on destination model of the market

Fig. 15. Themodd of railway transport refor ming
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3. Also there is a necessity of reconsideration the
train movements for rising an attractiveness of railway
transport and decreasing of costs:

— cancellation of train movementsin long-distance
on an under-populated districts/directions;

— focus on the development of about 100
connections, that provide 50% of passenger traffic,
including the high-speed operation, that will be
implemented.

The implementation of 42 high-speed trains will
alow transporting about 90% of the passenger traffic of
those directions, which providesthe practicability of high-
speed traffic development (the average occupancy is
70% — 350 passengers and more).

Therenewing of rolling stock iscritically for holding
»paid passengers’, because their share is decreasing the
most. It's recommended to specificate a current
procedure of diversification of costs according to kinds
of activity, providing transparency of financial result for
specification of the compensatory amount.

The transition to accounting of passengers
according to actual fact, but not using the procedure of
1994 will allow:

— maintaining the accounting within the company
for factual analysis of routes, directions and estimating
the effectiveness of using of assets;

— strengthening the negotiation capacities of
»UKrzaliznytsya” while specificating the size of costs
compensation.

4. Thepriority of ,,Ukrzaliznytsya’ should become
the liquidation of 2300 km of bottlenecks on the most
heavy trafficlines. In,, Ukrzaliznytsya’ thereisapotential
of optimization of costs by reduction of low functioning
lines, which handle less than 2 trains per day (about
1000 km) and generate negative financial result.
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Bbykosckbpkuii A. B., Ksapraasna H. O.
OcHOBHI noJiokeHHsl i TenaeHuii pedpopmyBaHHS
3aJIi3HUYHOI0 CeKTOpa B YKpaiHi

CTaTTIO IPUCBAYEHO BAXIIMBUM aCleKTaM PO3BUT-
Ky 3ali3HWYHOTO TPAHCIOPTY YKpaiHU Ta HaIpsMKam
rioro pedopMyBaHHSI JIJIsl IOKPAILIEHHS PE3yJIbTaTIB isUTh-
HOCTi. ABTOp HaBOAMTH Pl aHAIITUYHUX Ta CTATUCTHY-
HUX JIJAaHHX, IO T ITBEPKYIOTh HEOOX1THICTh peaizaii
3ax0lliB 0 peOpMyBaHHIO ramxy3i. Y CTaTTi HaBeIECHO
PEKOMEH/TaIlii 010 HAMPSIMKIB MiABUIIICHHS €(DEKTHBHOCTI
POo06OTH 3aTI3HUYHOTO TPAHCIIOPTY YKpaiHu.

Kniouogi crosa. 3ali3HUYHUNA TPAHCIOPT, edek-
THBHICTB, MACAXUPO-, BAHTAXX000Ir, MOJIeTh pedopmy-
BaHH;I.

Bykoscknii A. B., Keapransnas H. A. OcHoB-
Hble TOJIOJKEHHUSI M TeHAeHUUuH pedopMHPOBaAHUS
7KeJIe3HOI0POKHOI0 CeKTOpa B YKpaHHe

CraTbs NMOCBSIIEHA BaXXHbIM aCHEKTaM Pa3BUTUS
HKEJIE3HOJOPOKHOTO TPaHCIOpTa YKpauHbl U Halpasiie-
HUSM ero peopMUpOBaHUs IS YAYULISHUS PE3yIbTaTOB
JesITeIbHOCTH. ABTOP NMPUBOJIUT PAJ AHAIUTHUECKUX U
CTaTUCTUYECKUX JaHHBIX, TOATBEP K JAIONTIX HEOOX0IH-
MOCTb pean3aliuu MEPOIIPUATUH 10 pehOPMHUPOBAHHIO
otpaciu. B craTbe npuBeieHbl HEKOTOPbIE PEKOMEHAALIH
KacaTeJIbHO HalpaBJICHNUH HOBBIIECHIS 3((PEKTUBHOCTH
paboTHI XKeTE3HOJOPOKHOTO TPAHC MOPTa YKPaHHBL.

Knrouesvie cnosa: xene3HONOPOKHBIN TPAHCIIOPT,
3 PEeKTUBHOCTD, MACCAXUPO- U TPY30000pOT, MOIEIb
pedopMupoBaHUS.

Bukovskiy A. V., Kvartal’na N. A. Basic
Premises and Trends of Reforming Railway Sector
in Ukraine

Thisarticleis devoted to vital aspects of Ukrainian
railways development and ways of its reforming for
better performing. The author present alot of analytical
and statistical data that confirm the necessity of
realization of a range of reforming measures. Some of
recommendations are actually represented in the article.
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