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ABSTRACT

ARTICLE INFO

One of the biggest questions battling governments is performance of
Electric Utilities, as they are one of the biggest resources and largest State
Owned Enterprises. This issue became more important as electricity
market has been liberalized and fully opened. Before market liberalization
state owned Electric Utilities operated in monopoly market where
competition was not possible. Therefore, due to market liberalisation
existing companies have to be more competitive than before in order to
grow and survive new competition from EU countries. Paper analyses
performance of State Owned Electric Utilities from Bosnia and
Herzegovina, Slovenia and Croatia. Measuring the success of the State
Owned Electric Utilities is based on the analysis of financial statements
for period from 2008 to 2012, using indicators of profitability. Electricity
market in Slovenia and Croatia have been fully opened in analyzed period
while electricity market in Bosnia has been closed. The results reveal that
State Owned Electric Utilities operating in opened market have better
performance and are more competitive than State Owned Electric Utilities
which operate in closed market. The broad conclusion that emerges from
the results is that market opening and new competition entering markets
has pushed companies to improve their governance practices and
performance in order to survive on the market.
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1. INTRODUCTION AND LITERATURE REVIEW

Performance of State owned electric utilities are essential for the reform of the electricity sector

in every country. One of the biggest questions battling governments is performance of Electric

Utilities, as they are one of the biggest resources and largest State Owned Enterprises. This

issue became more important as electricity markets have been liberalized and fully opened and

all customers have the ability to freely choose their supplier of electricity. Before this state

owned Electric Utilities operated in monopoly market where competition was not possible.
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Based on Law on Transmission of Electric Power, Regulator and System Operator in BIH the
State Electricity Regulatory Commission of Bosnia and Herzegovina has passed decision on
scope, conditions and time schedule of the electricity market opening in Bosnia and
Herzegovina. This decision, made in 2006, has proposed steps and flow of electric market
opening in Bosnia and Herzegovina. The electricity market opening had proceeded gradually,
and the main aim of the opening is the creation, maintenance and development of competitive
conditions among participants in the electricity market. Therefore, existing companies will need
to be more competitive than before in order to grow and survive new competition from

neighbouring countries and EU.

Electricity market opening in Bosnia and Herzegovina was implemented in accordance with the
time schedule according to which the eligible customer status may be acquired.

- as of January 1, 2007, all customers with annual consumption of electricity higher than 10
GWh,

- as of January 1, 2008, all customers with annual consumption higher than 1 GWh,

- as of January 1, 2009, all customers except households, and

- as of January 1, 2015, all electricity customers.

The Slovenian energy market structure has been to a large extent State owned and competition
and choice for consumers remained moderately limited for number of years. Both electricity
and gas industries has been 100% open to competition from 1 July 2007 (ECOTEC Research &
Consulting, 2007).

The electricity market in Croatia has been fully open to all customers as of 1% July 2008, though
as a practical matter, the former vertically integrated utility, Hravtska Eleckroprivreda (HEP),
remains the only supplier of electricity in the country and is the primary importer of electricity
(with electricity imports around 36%) (European Bank for Reconstruction and Development,
2012)

There are numerous reasons for establishing or retaining public enterprises, especially if we
consider resources that are very important for country, society and from witch most of the
government budget is financed. Jones and Mason (1982) categorized as follows: ideological
predilection, acquisition or consolidation of political or economic power, historical heritage and
inertia, and pragmatic response to economic problems. Friedmann and Garner (1970) also used

four categories: promotion and acceleration of economic development, defensive reasons,
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controlling monopoly industries, and political ideology. Peterson (1985) argued that SOEs are
established to pursue national goals, economic efficiency, weakness of the POEs, and political
ideology.

SOEs have been driving force for development and growth of many countries. However, in the
realm of public policy, one of the most unprecedented global features in the last quarter of the
twentieth century has been privatization. During the period, governments all over the world
introduced various forms of privatization irrespective of their economic context, political
orientation and ideological position (Haque, 2000). There are different views of privatization
and its effects on performance of companies as well as on benefits of privatization for country
and its economic growth. One group of authors support privatization and argue that it has
positive impacts on company performance and country’s economics development (Magginson
and Netter, 2001; Vickers and Yarrow, 1995; Dewenter and Malatesta, 2001; D’Souza and
Megginson, 1999 and others). On the other hand, other group of authors does not support
privatization of strategically important enterprises and argue that privatization has negative
impacts country’s economics development and growth (Campbell-White and Bhatia, 1998;
Bayliss, 2002 and others).

While Bozec, R., Breton, G. and Coté, L. (2002) in its research of state—owned enterprises and
private firms for the period 1976-1996 argue that state owned enterprises “when their main goal
is to maximize profit, perform as well as the privately owned enterprises. Therefore, the alleged
under—performance of the state—owned enterprises may only be the result of pursuing other
goals.”

Despite all these arguments most of the countries around the world have kept its Electric
Utilities under the government ownership in full or partial control. Reason for this is that
Electric Utilities are of great importance for economic prosperity of every country and they are
often one of the biggest resources and largest State Owned Enterprises. Therefore, its
performance and competitiveness is very important especially when electricity market has been
liberalized and fully opened for new competition.

2. METHODOLOGY AND RESEARCH HYPOTHESIS
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Paper analyses performance of State Owned Electric Utilities from Bosnia and Herzegovina,
Slovenia and Croatia. To understands difference in performance of State Owned Electric
Utilities in region and impact of electricity market opening we have conducted a comparison
analysis of performance of companies from Bosnia and Herzegovina, Slovenia and Croatia. As
Slovenian and Croatian electricity market has been fully opened in analysed period their State
Owned Electric Utilities have been operating in competitive market where competitors from EU

companies are free to enter.

Measuring the success of the State Owned Electric Utilities is based on the analysis of financial
statements for period of five years, from 2008 to 2012, using indicators of profitability. In order
to measure performance of these companies we have defined Key Performance Indices (KPIs).

Key Performance Indices are as following:
Return on Equity (ROE)

Return on Assets (ROE)

Operating Margin

Net profit Margin

Equity Ratio

Sales/Total Asset Ratio (S/T)

Net income per employee

N o o~ w P

Performance data will be gathered for sample of 12 State Owned Electric Utilities from Bosnia
and Herzegovina, 9 State Owned Electric Utilities from Slovenia and 1 State Owned Electric
Utilities from Croatia (as HEP Group it is only State Owned Electric Utilities operating in
Croatia). HEP Group (Hrvatska elektroprivreda d.d.) is comprised of 13 fully owned companies

and 3 companies with 50% ownership.

The research data was gathered from companies’ annual reports, the database of the Banja Luka
Stock Exchange and the Sarajevo Stock Exchange, the Agency of the Republic of Slovenia for
Public Legal Records and Related Services (AJPES), the Zagreb Stock Exchange, Croatian
Energy Regulatory Agency (HERA) and companies’ web pages.

To offer useful answers to the research problem and realize the study objectives, the following

hypotheses were tested:
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H1: Market opening has positive impact on performance and competitiveness of State Owned
Electric Utilities as new competition entering markets has pushed companies to improve their

governance practices and performance.

H2: State Owned Electric Utilities operating in opened market have better performance and are

more competitive than State Owned Electric Utilities which operate in closed market.

3. RESULTS AND DISCUSSION

Research data acquired for 12 Bosnian, 9 Slovenian and 1 Croatian State Owned Electric
Utilities were analysed according to Key Performance Indices. Table 1, 2 and 3. presents
descriptive statistics of Key Performance Indices for Bosnian, Slovenian and Croatian State
Owned Electric Utilities in cumulative amount for period from 2008 to 2012.

-> Country = BiH

Variable Obs Mean Std. Dev. Min Max

ROE 60 .0035 .0144767 -.04 .04

ROA 60 .0033333 .0120263 -.03 .03
Operating_~n 60 .0448333 .0994475 -.33 .3
Net_Profit~n 60 .0328333 .1083167 -.39 .3
Equity_Ratio 60 .826 .1116168 .62 .99
Net_Income~e 60 112938.5 46675.01 53006.61 220508.3
ST 60 .2461667 .1218236 .03 .45

Table 1: Descriptive statistics of KPIs for State Owned Electric Utilities from Bosnia and

Herzegovina

-> Country = SLO

Variable Obs Mean Std. Dev. Min Max

ROE 45 .0291111 .0317535 -.03 .11

ROA 45 .0197778 .0242608 -.03 .09
Operating_~n 45 .052 .0586825 -.03 .24
Net_Profit~n 45 .04 .0485237 -.04 .2
Equity_Ratio 45 .6806667 .0782304 .52 .84
Net_Income~e 45 285774.6 116851.7 174180.4 783457.8
ST 45 .564 .1801943 .22 1.15

Table 2: Descriptive statistics of KPIs for State Owned Electric Utilities from Slovenia
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-> Country = CRO

Variable Obs Mean Std. Dev. Min Max

ROE 5 .022 .0268328 -.02 .05

ROA 5 .004 .0602495 -.1 .05
Operating_~n 5 .024 .0089443 .02 .04
Net_Profit~n 5 .014 .0114018 0 .03
Equity_Ratio 5 .618 .070852 .56 .7
Net_Income~e 5 124459.3 8631.364 112921.5 136766.6
ST 5 .396 .1069112 .32 .56

Table 3: Descriptive statistics of KPIs for State Owned Electric Utilities from Croatia

Figure 1. indicates that State Owned Electric Utilities from countries with opened electricity
market have on average higher Return on Equity than State Owned Electric Utilities from
countries with closed electricity market. Moreover, State Owned Electric Utilities from
Bosnia and Herzegovina have negative trend and constant decrease in ROE in analysed
period. This shows that companies from Bosnia and Herzegovina are less efficient in using

shareholders’ capital in generating profits.
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Figure 1: Return on Equity (ROE) for Bosnian, Slovenian and Croatian State Owned Electric Utilities

Figure 2. shows that State Owned Electric Utilities from Bosnia and Herzegovina have
significantly lower Return on Asset than State Owned Electric Utilities from Slovenia and
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Croatia and negative trend and constant decrease in ROA in analysed period. This shows that
companies from Bosnia and Herzegovina are less efficient in utilization of its assets, which is
one of the most important factors in Electric Utilities. Croatian HEP Group has accounted loss
only in 2011. Due to unfavourable hydrological conditions they needed to increase imports of
electricity (at higher price) and despite growth in operating income they had has accounted
losses (HEP Group, 2012).
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Figure 2: Return on Asset (ROA) for Bosnian, Slovenian and Croatian State Owned Electric Utilities

Data from Figure 3. and Table 1,2 and 3. shows that in analysed period State Owned Electric
Utilities from Bosnia and Herzegovina on average have Operating Margin of 4.54%, State
Owned Electric Utilities from Slovenia have Operating Margin of 5.23% and State Owned
Electric Utilities from Croatia have Operating Margin of 2.33%. This results indicates that
Bosnian companies have slightly lower Operating Margin and in certain periods are less
profitable than Slovenian companies, while Croatian companies have lowest Operating
Margin of analysed countries.
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Figure 3: Operating Margin for Bosnian, Slovenian and Croatian State Owned Electric Utilities

Similar situation is with Net Profit Margin of analysed State Owned Electric Utilities. Data
from Figure 4. and Table 1. shows that in analysed period State Owned Electric Utilities from
Croatia have lowest Net Profit Margin. Net Profit Margin of Croatian State Owned Electric
Utilities indicates that they are less profitable and less efficient in converting revenue into
actual profit. Moreover, it shows that they have poorer control over its costs compared to
Slovenian State Owned Electric Utilities. State Owned Electric Utilities from Bosnia and

Herzegovina have negative trend of Net Profit Margin in analysed period.
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Figure 4: Net Profit Margin for Bosnian, Slovenian and Croatian State Owned Electric Utilities

PAGE 56| Journal of Corporate Governance, Insurance, and Risk Management | 2015, VOL. 2, NO. 2



Figure 5. shows larger percentage of assets of State Owned Electric Utilities from Bosnia and
Herzegovina are financed/owned by shareholders, which is not the case in State Owned
Electric Utilities from Slovenia and Croatia where almost half of assets are financed by debt.
Bosnian State Owned Electric Utilities have not had large investments in asset and therefore
did not require large financing. This high Equity Ratio shows that Bosnian State Owned
Electric Utilities have been largely financing its assets by its equity and it means that they will
be able to processed with future investment projects and they do not have large obligations to
its creditors.
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Figure 5: Equity Ratio for Bosnian, Slovenian and Croatian State Owned Electric Utilities

Analysis of indicate that in analysed period State Owned Electric Utilities from Bosnia and
Herzegovina have significantly lower Net Income per employee than State Owned Electric
Utilities from Slovenia and slightly lower Net Income per employee than State Owned
Electric Utilities from Croatia. Moreover, Bosnian Electric Utilities have negative trend and
constant decrease of Net Income per employee in analysed period, while Slovenian and
Croatian Electric Utilities have positive trend and constant increases of Net Income per
employee. This shows that managers of Bosnian State Owned Electric Utilities do not have
ability to use their human resources efficiently to create profits for company. Furthermore,
this indicates overemployment in Bosnian State Owned Electric Utilities.
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Figure 6: Net Income per employee for Bosnian, Slovenian and Croatian State Owned Electric
Utilities

Data from Figure 7. shows that in analysed period State Owned Electric Utilities from Bosnia
and Herzegovina considerably lower S/T ratio than State Owned Electric Utilities from
Slovenia and Croatia. Again, results indicate negative trend in S/T ratio for Bosnian
companies in analysed period. Therefore, Bosnian State Owned Electric Utilities are not
efficient in managing assets at its disposal to generate sales revenue. Higher S/T ratio of
Slovenian and Croatian State Owned Electric Utilities suggests that they require much smaller
investment to generate sales revenue and, therefore, have higher profitability.
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Figure 7: S/T Ratio for Bosnian, Slovenian and Croatian State Owned Electric Utilities

4. CONCLUSION

Issue of performance and competiveness of State Owned Electric Utilities is of great
importance, specially when electricity market is fully opened and as State Owned Electric
Utilities no longer operated in monopoly market where competition was not possible.

Thought analysis of sample companies it can be concluded that Bosnian State Owned Electric
Utilities are not well governed and that government is not doing much to change situation in
these companies. Moreover, big problem presents overemployment, which is also result of
poor governance of these companies and not including experts in boards and top management

positions in companies.

In period after electricity market opening in Slovenia and Croatia there has been a steer
towards lower employment rates in order to achieve more efficient economic operations and
optimize business processes. Moreover, Slovenian and Croatian State Owned Electric Utilities
had positive trend in most of KPI’s in period after electricity market opening. This also needs
to be one of primary goals of Bosnian government and government should learn lessons from

its neighbouring countries whom already went trough this process.
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The results reveal that State Owned Electric Utilities operating in opened market have better
performance and are more competitive than State Owned Electric Utilities which operate in
closed market. The broad conclusion that emerges from the results is that market opening and
new competition entering markets has pushed companies to improve their governance

practices and performance in order to survive on the market.
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ANNEXES

-> Year = 2008

Variable Obs Mean Std. Dev. Min Max

ROE 12 .0066667 .007785 0 .02

ROA 12 .0066667 .007785 0 .02
Operating_~n 12 .0558333 .0705122 0 .27
Net_Profit~n 12 .0458333 .0734177 0 .27
Equity_Ratio 12 .8175 .1241791 .62 .99
Net_Income~e 12 112778.2 43202.91 69968.66 184646.7
ST 12 .2783333 .1507456 .05 .45

-> Year = 2009

Variable Obs Mean Std. Dev. Min Max

ROE 12 .0033333 .0210339 -.04 .02

ROA 12 .005 .0178377 -.03 .02
Operating_~n 12 .0716667 .114084 -.07 .27
Net_Profit~n 12 .0741667 .1360787 -.09 .3
Equity_Ratio 12 .83 .1114369 .67 .98
Net_Income~e 12 115620 47261.44 64395.68 181227.7
ST 12 .2366667 .1118711 .06 .36

-> Year = 2010

Variable Obs Mean Std. Dev. Min Max

ROE 12 .0083333 .0133712 -.01 .04

ROA 12 .0066667 .0107309 0 .03
Operating_~n 12 .0775 .1128253 -.03 .3
Net_Profit~n 12 .0658333 .1053529 -.02 .26
Equity_Ratio 12 .8325 .1120167 .65 .98
Net_Income~e 12 123070.6 53972.97 65993.91 220508.3
ST 12 .2525 .1184848 .07 .37

-> Year = 2011

Variable Obs Mean Std. Dev. Min Max

ROE 12 0 .0112815 -.02 .03

ROA 12 -.0008333 .0090034 -.02 .02
Operating_~n 12 -.0116667 .104606 -.33 .09
Net_Profit~n 12 -.0208333 .1196554 -.39 .08
Equity_Ratio 12 .825 .1216179 .63 .98
Net_Income~e 12 106479.9 45980.35 67290.8 185952.1
ST 12 .2458333 .127312 .04 .37

-> Year = 2012

Variable Obs Mean Std. Dev. Min Max

ROE 12 -.0008333 .0156428 -.04 .03

ROA 12 -.0008333 .011645 -.03 .02
Operating_~n 12 .0308333 .0748888 -.12 .17
Net_Profit~n 12 -.0008333 .0773961 -.14 .17
Equity_Ratio 12 .825 .107238 .66 .98
Net_Income~e 12 106743.7 48480.31 53006.61 196999.8
ST 12 .2175 .1093057 .03 .31

Annex 1. Descriptive statistics of KPIs per year for Bosnian State Owned Electric Utilities
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-> Year = 2008

Variable Obs Mean Std. Dev. Min Max
ROE 9 .0333333 .0384057 0 .11
ROA 9 .0233333 .0295804 0 .09
Operating_~n 9 .0644444 .0758471 .01 .24
Net_Profit~n 9 .0477778 .0613958 0 .19
Equity_Ratio 9 .69 .0655744 58 .8
Net_Income~e 9 250951.3 44685.54 182124.4 323714.8
ST 9 .5411111 .0892251 .38 .65

-> Year = 2009
Variable Obs Mean Std. Dev. Min Max
ROE 9 .0388889 .045674 -.01 .11
ROA 9 .0277778 .0366667 -.01 .09
Operating_~n 9 .0733333 .0906918 -.01 .23
Net_Profit~n 9 .0611111 .0745729 -.01 .2
Equity_Ratio 9 .6933333 .0928709 .54 .84
Net_Income~e 9 249174.3 30907.27 209668.2 293804.4
ST 9 .53 .1202082 .34 .74

-> Year = 2010
Variable Obs Mean Std. Dev. Min Max
ROE 9 .0244444 .0328295 -.03 .08
ROA 9 .0155556 .0255495 -.03 .05
Operating_~n 9 .0466667 .0497494 -.03 .14
Net_Profit~n 9 .0355556 .0447524 -.04 .11
Equity_Ratio 9 .6911111 .0780135 .54 .8
Net_Income~e 9 256829.5 62779.33 174180.4 396909.1
ST 9 .5144444 .1185444 .25 .68

-> Year = 2011
Variable Obs Mean Std. Dev Min Max
ROE 9 .0233333 .0158114 .01 .05
ROA 9 .0155556 .0088192 .01 .03
Operating_~n 9 .0388889 .0271314 0 .08
Net_Profit~n 9 .0277778 .0164148 .01 .05
Equity_Ratio 9 .6766667 .0883176 .52 .84
Net_Income~e 9 305045.9 123465.8 203772.3 547911.8
ST 9 .5777778 .1886649 .25 .87

-> Year = 2012
Variable Obs Mean Std. Dev. Min Max
ROE 9 .0255556 .0212786 0 .06
ROA 9 .0166667 .0122474 0 .03
Operating_~n 9 .0366667 .0239792 0 .07
Net_Profit~n 9 .0277778 .0204803 0 .05
Equity_Ratio 9 .6522222 .074293 .53 .78
Net_Income~e 9 366872 203300.7 206889.1 783457.8
ST 9 .6566667 .303315 .22 1.15

Annex 2. Descriptive statistics of KPIs per year for Slovenian State Owned Electric Utilities
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-> Year = 2008

Variable Obs Mean Std. Dev. Min Max
ROE 1 .02 .02 .02
ROA 1 .01 .01 .01
Operating_~n 1 .02 .02 .02
Net_Profit~n 1 .03 .03 .03
Equity_Ratio 1 .69 .69 .69
Net_Income~e 1 112921.5 112921.5 112921.5
ST 1 .56 .56 .56

-> Year = 2009
Variable Obs Mean Std. Dev. Min Max
ROE 1 .05 .05 .05
ROA 1 .05 .05 .05
Operating_~n 1 .02 .02 .02
Net_Profit~n 1 .01 .01 .01
Equity_Ratio 1 .7 .7 .7
Net_Income~e 1 121267.8 121267.8 121267.8
ST 1 .33 .33 .33

-> Year = 2010
Variable Obs Mean Std. Dev. Min Max
ROE 1 .04 .04 .04
ROA 1 .04 .04 .04
Operating_~n 1 .04 .04 .04
Net_Profit~n 1 .01 .01 .01
Equity_Ratio 1 .58 .58 .58
Net_Income~e 1 125287.8 125287.8 125287.8
ST 1 .32 .32 .32

-> Year = 2011
Variable Obs Mean Std. Dev. Min Max
ROE 1 -.02 -.02 -.02
ROA 1 -.1 -.1 -.1
Operating_~n 1 .02 .02 .02
Net_Profit~n 1 0 0 0
Equity_Ratio 1 .56 .56 .56
Net_Income~e 1 126052.9 126052.9 126052.9
ST 1 .32 .32 .32

-> Year = 2012
Variable Obs Mean Std. Dev. Min Max
ROE 1 .02 .02 .02
ROA 1 .02 .02 .02
Operating_~n 1 .02 .02 .02
Net_Profit~n 1 .02 .02 .02
Equity_Ratio 1 .56 .56 .56
Net_Income~e 1 136766.6 136766.6 136766.6
ST 1 .45 .45 .45

Annex 3. Descriptive statistics of KPIs per year for Croatian State Owned Electric Utilities
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