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Ms. Lee Roussel
 
Local Representative
 
U.S. Agency for International Development
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Dear Ms. Roussel: 

Deloitte & Touche is pleased to submit this work plan
 
outlining the approach we will take to complete U.S. AID
 
project No. EUR-0014-I-00-1056-00, Delivery Order No. 4. This
 
workplan is the culmination of our Phase I efforts under the 
terms of this contract.
 

Our work plan is divided into two parts. Part I
 
describes our general approach without reference to specific
 
sectors or enterprises. Part II lays out the sector- and
 
enterprise-specific efforts required.
 

We have assembled a team and laid out an approach that 
utilizes the highest quality technical resources available, 
including significant involvement from DRT' s Prague-based 
professionals. 

We are excited by this project and we look forward to
 
working with the Czech Republic Ministry of Economic Policy and
 
Development at this important time in the Republic's history.

If you have any questions, please contact Ar:t Warman in
 
Washington DC or Phil Burton in Prague.
 

Sincerely,
 

Robin J.F. McPhail
 
Partner
 

Enclosure
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Part I - GENERAL APPROACH AND PROJECT BACKGROUND 

Introduction
 

This document 
 is the workTelecommunications plan for Fuels and Energy andsector privatization whichproduced as is required to bethe deliverable under Phase I thisof USAIDcontract. 

The document sets out the workthe contract. plan for Phases II and IiI ofPhase II comprises strategic studies of both thefuels and energy and telecommunications
Phase sectors, whileIII focuses on specific enterprise privatization plans. 
Background
 

The Czech Republic Ministry of Economic Policy(MHPR) is responsible and Developmentfor privatizationenterprises in the plans prepared forfuels and energysectors. and telecommunicationThe Ministry has the responsibilitythe privatization of ensuring that 
procedures set 

plans are prepared in accordance with theout by the government.generally In practice thisamounts to approving a plan prepared by the enterpriseitself.
 

Privatization 
 is being organised in two waves:
 
The first wave is for 
 non-strategic,enterprises, which low risk stateincludes certain non-core activitiesspun frombe off core state enterprises to 
and telecommunications in both the energysectors. 
 This first wave 46s
expected to be largely complete this autumn.
 
The second wave is to cover the core activitiesstate enterprises. of largePrivatization 
plans have 
 to be
submitted to the Czech Republic Ministry of Privatization
 
by May 30, 1992.
 

The proceeds of privatization sales are to be paid to
Republic's National Property 
the
 

Fund.
 
It is apparent 
 that the enterprisesobjectives may havein the privatization process 

different 
Ministries, as the from those of theMinistries
take into account. have wider public objectives toThe Ministries may thereforeindependent advisers at all 

need their own 
stages.
 

Our work plan has been constructed in the light of thisbackground. 

Phase Z Workplan Development Activities
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Over the past two weeks, senior practitioners from the
United States, United Kingdom and Czechoslovakia convened in
Prague to prepare this workplan. During this two-week period,
we met with officials from relevant Federal and Czech Republic
Ministries and enterprises to understand their needs, so we
could tailor our approach accordingly. :n this inquiry phase,we met with the following officials:
 

Ing. K. Dyba Minister MHPR

Ing. J. Michalicka Energy Advisor 

Ing. L. Chrudina Deputy Minister 

MHPR
 
MHPR
Ing. 0. Sedlacek 
 Director of Telecoms
Ing. L. Stary MHPR
Deputy Director of Telecoms MHPR
Ing. H. Strnad 
 Director of Privatization
Ing. P. Knizek Director of Energy Policy 
MHPR
 

M. T. Gheyselinck MHPR
 
Advisor to Minister
Ing. Kucera 
 Director of Electricity 

MHPR
 
Ing. J. Holecek Ministerial Director 

MHPR
 
Ing. V. Holy MHPR
Advisor 
 MXPR 
Ing. F. Hesoun Director of State Policy 
 F e d e r a J
 

Ministry of
 
Telecoms (FMS)
Ing. L. Matejka Jr. Head of Communications
Ing. J. Holobrady FMS
Technical Assistance Unit 
 FMS
Sr. De Bonis 
 Advisor to 
Deputy Minister
Ina. Ivo Martinec Coordinator of For. Assist. 
FMS
 
F e d e r a 1 
Ministry of 
Economy 

Ing. V. Stephan Director of Economics 
 CPP
Mrs. M. Ptackova 
 Head of Finance 
 CPP

Ing. J. Kodr Deputy Technical Director SRP
Ing. M. Curin Deputy Finance Director 

Ing. L. Matejka SRP
 

Deputy Finance Director
Ing. P. Paska SPT Praha
Head of IT Department
Mr. C. Dumas SPT Praha
Chief Executive Officer (US)
Mr. N. Walsh J.P. Morgan
Advisor to SPT Praha 
 J.P. Morgan
Mr. 0. Fehily Advisor to SPT Praha 
 ETCO
 

Revised Scope for Phases 11 and III
 
Based on our discussions it is 
our understanding that:
 
I. In both Phases 1I and I1, in some cases we have beenIt asked to review existing plans and make recommendations,whereas the terms of reference indicate that we were to
develop these same plans without reference to an existing

document.
 

2. 
 Three additional tasks have been added to the Phase :7effort in the fuels and energy sector. They are: 

- A review of Republic energy policy
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- A review of existing laws relating to the fuels and
energy sector

A review of the regulatory framework
 

3. Thusfar, we have determined that: 
(1) the following
enterprises desire our assistance in Phase III, or 
(2)
MHPR desires our help in review of enterprise plans or
the preparation of alternate plans:
 

SR Praha (radio and television transmission)
TransGas operations of CPP (gas transmission)
CEZ (electric power and district heating)
 
In the case of SR Praha, we have been askedpreparing a privatization plan "from scratch". 

to assist in
 
case of TransGas, In the
we have 
 been asked
recommendations to develop
on several key elements of an overall
privatization plan. In the case of CEZ, we have been asked
by the Ministry to review CEZ's existing privatization plan
and make recommendations. 

require assistance 

MHPR has also indicated they may
in preparing 
 an alternative
privatization plan for CEZ.
 
3. 
 Several Phase III tasks will require modifying theNovembar 30 completion date. 
Our TransGas work (which
will be partially funded by T-ransGas)
completion by December 15, 1991. 

is scheduled for
 
As TransGas will
provide partial funding, this extension will not require
additional USAID funds or effort under this contract.
CRMHPR has indicated 

request our 
that they may in the near futureassistance developing

CEZ; an alternative plan forthis work would also extend beyond November 30.
The scope modifications 
 described above do not significantlyincrease or reduce our overall level of effort authorized under
this contract. 
 W ile some modificationsreductions have(i.e. number of enterprises been scope
have expanded our in Phase I1), othersscope (i.e. additional Phase Z! work in
energy).
 

General Approach
 
The philosophy we adopted in developing our approach is that it
is critical to demonstrate to Ministry and enterprise officials
an analytical approach
the fundamental 

and method of inquiry that is basedlaws onof free
dynamics. market economics and
Should we find businessinsufficient the course of ourdata is not available work that 
will lay out a 

to support a conclusion,course we
officials that provides 

of action for enterprise and Ministryan appreciationcomplex business decisions for how to attackand arrive
supportable by Western standards. 
a solution that is 

In accordance with our terms of reference, our work is to
proceed at levels,two the sector and the enterprise. At the
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sector level, the fundamental questions our workplan is
designed to answer are:
 
- What would be 
the best way to privatise the enterprises
in the sector?
What broad sector goals targets appear achievable
over the next 5 to 10 years?
What options exist to achieve these goals?
- What obstacles and risks exist which may prevent the
sector from achieving the desired- level of performance?What course of action should be taken?
 
At the enterprise level, our fundamental approach isto assist the enterprises similarin the sector to preparepossible privatisation projects to facilitate their 

the best 
privatization. Inprivatization, addition to facilitating the process of
we aim to assist each enterprise in articulatinga set of long-term performance targets, and laying out an action
 
plan to achieve them. 
Enterprise-specific
must not only harmonise performance targetswith overall sectoralpossible, but also encourage the creation of 

goals as far as 
a commercially
viable, efficient and competitive business.
 

Project Schedule and Performance miiostones
 
The attached GANTT chart shows our proposed projectThis schedule is contingent on our ability to meet with Ministry
 

schedule. 
and enterprise officials 
in a 
timely manner, and 
to receive
prompt replies from these officials to our data requests.
shown in the GANTT chart, submittal dates As 

are as follows: 
Fuels and energy sector strategies
Telecoms sector strategy November 29


NovemberSR Praha enterprise plan 25 
TransGas enterprise plan 

November 30 
CEZ enterprise plan review 

December 15 
November 29 

Staffing
 

Given the critical importance of this effort to the
Republic's overall privatization 
program, we will devote a team
 
of our most senior and experienced professionals to carry out
 
the workplan 
described 
herein. 
 The GANT 
chart 
shows 
our
proposed staffing by task by function.
that each Our staffing plan assumesenterprise will allocate a full-time liaison person to
 
our project to
team, 
 respond
interviews, to our inquiriesetc. It also for data,assumesofficials that Minirisrwill respond in timely and enterprisemannera to requestsinterviews, etc. for data, 

Mr. Robin McPhail (Washington, DC) will have overall
responsibility for this project.
serve as day-to-day project 
Mr. Phil Burton (Prague) willmanager and be responsiblecommunications with Ministry officials and USAID.
 

external 
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Key subject matter experts assignedfollowing. All to this project includeCf these individuals the
Planners are classified except as Financialfor the legal experts.identified by a tilde (-). Subcontractors are
 

Fuels and Energy Sector Personnel
 

- Charles Mann
 
- John Schuster
 
-
 Ted Breton
 
- Leonard Crook
 

Telecommunications 
Sector Personnel
 

Nicholas Garthwaite
 

Business Planning and Strategy Personnel
 

Amy Snyder
 

Legal Personnel
 

-
 S. Marcuss
 
-
 C. Ryder
 

In addition, this project team will be supported by dedicated
in-country translators, the global library information services
of DRT International, in-country secretarialcollective services,expertise and theof audit,
throughout 

tax and consulting practitionersthe worldwide DRTI firm. 
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Part 1I - SECTOR-SPECIFIC APPROACH
 

Telecoimunications 
 and Posts 

PHASE 1I 
 TASK
 

REVIEW OF TELECOMMUNICATIONS PRZVATIZATION STRATEGY
 

1. Introduction
 

B 
(MHPR) 

The Ministry of Economic Policy and Development
has prepared 
 a strategy 
 document
telecommunications denationalization and privatization in
 
on
 

the Czech Republic. 
 This document was 
written with 
the
help of the Federal Ministry of Telecommunications
and the two telecommunications (FMS)
enterprises
Republic, SPT Praha and in the Czech
SR Praha. 
 We have been advised
that parts of the document represent a compromise between
the sometimes conflicting policy considerations
different parties involved. 

of the 

R ." Provide assistance to the Ministry for change orrefinement of its strategy document.
 
A 
the draft policy.


Review and provide comments and suggestions on
Draw on knowledge of the Czech situation
and of telecommunications policies and practices adopted in
other countries.
 

2. Work Steps
 

Step :TeamMeetig
 

The team will meet to generate
criticisms of the strategy document, and to work out some
of the implications 

comments and constructive
 

in more detail, as
meeting will appropriate. The
result in a 
list of points 
for further
analysis.
 

Step2: Analysis of PointsArising
 
Team members will analyse individual points arising. 
Step .3:Meetingwith _HPR 
The team will meet with MHPR on the strategy and present initial thoughts
document 
and 
test possible alternative

ideas.
 

Step 4. Rev'ewofelecommu cations Laws
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The legal members of the team will review the existingfederal Telecommunications Law of 1964as is and such informationavailable about the federal government'stelecommunications proposed newlaw. Commentsprovisions which will be made on anyseem undesirable,which are likely to 
as well as on provisionsbe necessary 
 or desirable
privatization but which appear for 

also be made on any 
to be lacking. Comment willprovisions which seemdifficult to enforce, as these might give rise to doubts in
 

obscure or 
the minds 
 of potential 
 foreign investors 
 in the
privatization of Czech telecommunications enterprises.
 
The legal review will also examinehave a bearing on privatization 

other laws which may 
enterprises of telecommunications
in the Czech Republic, such as employee andcompany legislation.
 

St r)_
5Rcquiat orv Framework 
This would be similar 
have extensive material 

to Task 4 in the energy section. Weon telecommunicationsalready regulationto hand, aas result oftelecommunications our recent assignmentsregulatory issues in the United 
on 

States,the United Kingdom, Singapore, New Zealand, Australia, Koreaand South America. 

The special features of telecommunications regulation will
be given full weight.
the control 

These will include such questions asof the frequency spectrumstandards and the use ofto regulate
connected to 

the type of equipment which may bethe public network. International telephone
calls pose particular regulatory problems, especially with
the onset of competition

Czech market or 

between carriers either
in countries in the
abroad:
performed we have recentlya study of these issuesand participated for an OECD governmentin the recent ad hoc group ofinternational experts ontelecommunications accounting issues whichmet under OECD auspices.
 

Step 6:Synthesis 

In this step,
have made and 

the team will pull together the analyses theysynthesise a coherentdocument. view of the strategyTo the extent that the team considersapproaches alternativepreferable and feasible, thean outline team will prepareof what they would involveimplications and what thewould be. A brief appraisalthe will be made oftwo telecommunications enterprises.
 
This work will 
culminate in a report and presentationthe MHPR, reviewing tothe strategyappropriate, outlining options 

document and, iffor other strategies. 

3. Staffing
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Small team of senior telecommunications experts, including
specialists 
in policy development, regulatory law and
practice, telecommunication, economics and finance.
 
4. Work Products (Deliverables)
 

Discussion of preliminary conclusions with MHPR in week of
 
November 11.
 
Report and presentation to MHPR of conclusions on theregulatory framework and on the strategy document in weekof November 18. 
Report on the review of telecommunications 
25. 

laws by November 

Continued advice and comment in last week of November as necessary.
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PHASE i1 
 TASK 

PREPARE PRELIMINARy PRIVATIZATION PLAN OF SR PRAHA 

1. Introducti.on 

u SR Praha has asthe privatization of 
yet made no preparationsits core forof privatizations, activities inalthough the second wavenon-core peripheralare the subject of privatization projects in the firstSR Praha has no foreign privatization 

activities 
wave. 

consultants to advise
planning 

them and therefore welcomes the offer of help in preliminaryfor privatization from 
ORT under the
Contract. USAID 

The preliminary privatization plan ofsubmitted 
 to the SR Praha is due to beFederal
Telecommunications Ministry
(FMS), its of posts and30. The founding Ministry,final version will be by Novemberdue by May 30, 1992.SR Praha has advised us thatsecure itthe consent of FMS 

will not be necessary togranted to the assistanceunder this which is to becontract.assistance ravailable MHPR is contentunder this for the way, contracteven though to be Usedit is not in this(since August)Ministry of SR Praha. 
the Founding 

1 The Purpose is to assistentities providing telecommunications the privatization ofservices in the CzechRpublic.
 

2. Work Staps
 

The information 
within SR Praha. 

we will need will mostly be available frompresented The data will have to
in a concise be collected andformat.
include accounting The data required willand otheranalysed data Whichso as will needto produce to becost, profits and summary statementsemployee of income,numbersof SR Praha. for eachThe relative importance major activityof its customers will need to 
to SR Praha of eachbe assessed.
 

We will also collect whatever data is availableenterprises in on analogousother countries.
 
This step will also include discussions with SR
its strategic objectives, both generally and in regard to 

Praha aboutprivatization. 
The team will want to assess
views its future, where it how SR Praha
weaknesses may lie, 
considers that its strengths andand what quantification 
can be attached
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to these views.
 
Step 2: Generation of St ateaic Bus" ess Otions
The 	team will generate strategic Options for SR
consider, 
 in order
o c 	i e, an its pa to further Praha tot c l r i = its :general9

objectieandtse particular privatization- a r l
would outline 	 business
the Positive Objectives.
each Option in the light 

and negative implications We 
of
 

which the 	
of the various Possible waystelecommunications market in the Czech Republic
in
might 


develop.
 

Key questions at this stage will include:
 
-	 The relationship between
activities 	 SR Praha's 
-	 two majordistribution and transmission of radio
and TV broadcasts, and providing 
a microwave backbone
network for SPT Praha.
 

- The relationship between

is 
 to be privatised 

SR Praha and SPT Praha, whichat the same time. 
-	 What new types of activity mightPraha and 	 be permitted to SRregime 

to Potential competitors by afor telecommunications, new regulatory
would be best placed 

and which enterprisesto exploit these opportunities.
step3:option Refinement 
The team will meet 	with SR Praha and discuss Which of theoptions are worth Pursuing further.
 
Step4: BusinessPanning 
In this step, 
the team 
will compile 
an
plan in accordance with one or more of SR Praha's preferred
 

outline business
privatization options.illustrative 	 This shouldfinancial 	 if possibleprojections, 	 includeincluding 
turnover,
 
costs and Profit for each major activity in both existing
 
and new markets. 

enterprise 
scope, 

The plan will also include statements of
plans
investment, 	 and prioritiesPossible risks, 	 for actionenterprise's 	 and assessments and 
long 	 term competitive of where theadvantage may lie.
Se 	 :Privt' aton an 

In the light of the business plan, the team will help SR 
Praha write the preliminary privatizationbe submitted to 	 plan which mustFMS by November 30.
 

3. 	 Staffing
 
Team 
 of senior
specialists telecommunications

in privatization, experts, including
strategic planning, market
analysis, regulatory law and practice, telecommunications
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cost structures, finance and accounting.
 

4. Work Products (Deliverables)
 

Discussion of outline draft of the preliminary privatization
plan with SR Praha in mid-November. 

Assistance in the presentation of the preliminaryprivatization plan by SR Praha to FMS by the deadline ofNovember 30. This will probably involve writing the major
portion of the plan.
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Fuels and Energy
 

PHASE I 
TASKS
 
TASK 	 1 - REVIEW OF CZECH REPUBLIC ENERGY POLICY 

1. 	 Introduction
 

Background: The Ministry of Economic Policy and Development
(MHPR) is preparing an energy policy statement for the Czech
Republic (CR). 
 This energy policy statement is intended to
provide guidance for the development of energy programs in
the Czech Republic and for the privatization of the energy
sector. 
 The 
policy statement addresses 
many 	important
questions such as the transition to market pricing, problems
in the sources of energy and reduction of pollution from use
of coal. 
 A CSFR energy policy 
statement 
is also being
developed, with which the Czech Republic policy should be
consistent.
 

2 Provide assistance to the Ministry for refinementof the draft policy. 

A 
 Review and provide comments and suggestions
the draft policy. 	 on
Draw 	on knowledge of Czech situation and
energy planning of 
other countries. 
 Perform
analysis 	 a limited
of some aspects of the energy 
situation 
and
implications of the plan.
 
2*. 	 Work Steps
 

The work under this task is beto performedperiod. In 	 over a shortfact, the first commentsprovided on October 21. 	
to the MHPR were 

frame, 	 As a result of the shortonly 	a little analysis timeis to 	be performed under thistask. 
The work steps are:
 

Step : Gather nforation
 
The sources 
of information
the 	 to be gathered and digested are:draft energy strategy,
strategies, 	 the draft sector privatizationpublished reports (particularly of the World
Bank), 
laws 	on privatization and environmental regulations
and interviews with members of the MHPR staff.
 
Step2: AnalvsisofE-eryPolicv:
 

This 
step will include critical review of energy policy
documents. 
The review will address these aspects of policy
document:
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Statement of current energy situation as basis for the

policy. 

Scope of policy in guiding all energy areas at right
level of generality.
 

Kinds of legislation which will be needed to implement

the policy
 

Economically sound balance of market competition and

regulation. 

- Consistency of policy with national strategic goals. 
" Explanation of the implications of the policy.
 

Stelp 3: Enery Balance
 

Supporting analysis will done
be of a preliminarybalance. 	 energyThis will be based on estimatesreport, feedback 	 in the World Bankfrom interviews and the MHPR estimatesthe privatization strategies.	 in 

Step 4: implications of Environmental P ces
 
We will consider the energy 
implications of the proposed airpollution control program. The main concernsof reduction in 	 are the extentcoal 	use versus additional Pollution control
installations.
 

Step 	 : Macoeconomic Implications 
Finally, we will make an assessment of the macro-economic
effects of the energy policy. Theseenergy price increases on perceived 

include the effects of
inflation, the effectson competitiveness of industry in local and world markets,
and the employment and investment effects. 

3. 	 Staffing
 

Small team of senior energy experts,in policy 	 including specialistdevelopment, regulatory law, economics and
finance. 

4. 	 Worc Products (Deliverables) 

a) Preliminary comments on first draft were delivered Oct 
21.
 

b) Briefing on preliminary comments Nov. 1
 
c) 
 Report and briefing of comments on second draft on Nov.

15. 
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d) 
 Continuing assistance and review of second draft plan

in November if needed.
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TASK 2 -
REVIEW OF ENERGY PRIVATIZATION STRATEGIES FOR
ELECTRIC POWER, GAS AND COAL
 

1. Introduction 
J The MHPR has prepared drafts of privatizationstrategies for the electric power, gas and coal industries.These privatization strategies combine an
plan (production, markets, overall energy
major investments)
description of with a
the proposed structure 
of the privatized
companies and the method of privatization. 
The strategies
are intended to provide guidance to the enterprises in the
preparation of their privatization plans.

L The purpose of this task is to assist the MHPR inthe development of their sectoral privatization strategies.
This includes:
 
- Provide recommendations for theprivatization refinement ofstrategies for electric power,coal; including a gas andrecommended "roadmap-implementation. for strategyThe review 
will include
economic, policy,regulatory, financial and management aspects. 

- Provide analysis of
together how the sector strategies fitfor into a balanced Czech Republic energysector privatization plan.
 

2. work Steps
 

Step I: nformation Gathering
 
The sources of information are those mentioned in Task i,plus interviews with members of the MHPR,Department, the Federal Energyand with personnel of the companiessectors. Also, in the three 
energy 

in order to prepare better informationdemand, contacts will be made on
with major energyconsumers such as the steel industry. Assistance will also
be sought from Czech Republic research institutes and other
entities familiar with the energy sector.
 

Step2: l so 
 e Ps
 
Based on the sources mentionedmain energy planning issues. 

above we will identify theAmong these are
offs among the tradefuels, the possibility of a largeenergy consumption, reduction in
possible limitations on 
availability
or reliability of oil and gas supply from Russia, and the
difficulty of the transition to higher prices for energy.
The main analytical tool will be an energy balance, toexpanded upon from the initial one prepared in Task 
be 

part -of this effort research will 1. As
for both be done onnear the prospectsterm (1-3 year) and longer term changes in 
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industrial output and energy efficienicy.
 
Step 3: 
Review of the mrivatzat4ion Strategy Retorts
 
Based on the information and analysis discussed above,
will perform 
a critical 
 review we
strategies. of the privatizatiwn
For each sector or aspect of the strategies
will provide a 
 iUe we
draft document and 

of the limitations of the existing
alysestions

additional for irnovement
analysis to including
be performed. The questions
asked are: to be
 

The proposed sectoral structure:
provide for competition does the structure 
enterprises where practical?

sized appropriately Are the 
to achieveOf scale? economies
Are all of the necessary functional 
areas
assigned in order for each enterprise to met its goals?
Do and should enterprises contain both regulated andunregulated elements? 

- Conformance with energy Policy: does the privatizationstrategy establish goals for the enterprises that arein accord with the energy policy? Will the resourcesof the organization (especially financial resources)
be adequate to carry out the energy policy goals?
 
- Development of least cost plan:program elements do the specific(e.g. 
major investments 
planned)
reflect a least cost comparison of available options?

- Financial structure and projections: would the proposed
privatization 
method, considering likely
investment requirements, result in 

costs and

financially selfsufficient enterprises?
 

- Options considered: 
 recommend additional stZUctural
and program options 
 to be considered

privatization strategies. 

in the 

- Analytical methods and data.
privatization To the extent that the
strategies
recommendations include specific
for major investmentsfuel use and changespatterns, has the analysis of these options
 
in
 

been carried out in the appropriate way?
 
- Documentation 
and presentation:
strategy does
provide the draft
sufficient 
 explanation
documentation for the conclusions? 

and
 

- Adequacy of detail as a privatization "roadmap":privatization strategy in is thesufficientadequate guidance detail to prov)jefor the preparation of enterprisespecific privatization plans? 
"
 Based on our current understanding, the following are some
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of the major issues to be considered in each of the :tree 

sectors:
 

* Electric Power: 

- Demand prospects and possible surplus capacity- Completion of two nuclear power units-
Approach for reducing S02 emissions
-
Phase in of price increases for small consumers
- Organizational structure of the industry to promotecompetition and efficiency-
Contract relations with electric power distributors
 
and fuel suppliers


- Development of energy efficiency programs
 

* Gas 

- Structure of the transit pipeline- Longer term prospects for gas supply and prices from
Russia
 

-
Reductions in gas use at industrial customers
- Extent of vertical integration
- Measures of the gas industryto diversify gas sources 

* Coal 

- Cost-competitiveness of coal mining domesticallyinternationally. and
Opportunities for cost reduction
- Demand for coal in both electric power and othersectors 

- (Structural and privation method issues will not beconsidered at this stage).
 
STP:
vauate Verv/Ec nomicrte ration of Strateies
andcompetition andFuelSub titution: 

The purpose of this step
electricity and gas 
is to assess how the coal,
sectors will fituncertain national together in theenergy economy.extend the This analysis willenergy balance analysis by a more exctensiveeconomic evaluation. 
The economic evaluation will compare
the range of long-term costs for the various energyin the applications of power generation, forms

industrial heat andsteam, district heat and residential heat and hot water.These economic comparisons will be at theof-the-envelope" cost comparisons. level of "back-
The objectiveidentify is toenergy projections

privatization strategies 

used at a basis for thewhich are uncertain.that the comparative It is likelyeconomicsquite close of the three fuelsin some applications. may beShould this provetrue, greater ranges to beof uncertainty should be anticipatedand reflected in the plans. 
A specific policy issue posed by the current draft plans isthe tradeoff between electricity, 
gas and coal from a
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national 
 strategy 
 viewnoint. 
 While
environmental and ease-of'use advantages, the C.ec. Republic
 
gas has 
 major


is almost entirely dependent on imports from Russia (via the
Ukraine). 
 Domestic 
coal resources
probably are plentiful
much of the and
coal production
inexpensive. is or could 
be

is very dirty. 

On the other hand, as presently used the coal
 
being 

Major policy decisions and investments are
made which depend 
on
alternatives. the balance between
Therefore thesewetrade-off considering will examine this particularcomparative economics,regulatory investment,and other aspects. 

Step 5: Analsis 
o ac oecon 
 fects:
 
The purpose 
of this step 
is to estimate
economic thedislocations extent ofwhich could occur
privatization options. under several 
prices, These effects would bedeclines increasesin employment in 
increases in energy enterprisesor decreases and
of the study in hard currency trade. Thiswill provide rough quantitative estimates

part
these effects for privatization ofoptions in each sector.From this analysis we will develop suggestions for problems
which should be addressed in the privatization strategies;
 

3. Staffing
 

The staff for this task will be a team of financial planners
and economists that are experts in electricity, natural gas
and coal industries. 
 They will be assisted by accounting
staff.
 

4. 
 Work Products
 

- Preliminary report on strategies on November 15.This report will include preliminary results of
Steps 1, 2 and 3. These results will include (1)
summaries of 
the results 
of our energy 
market
analysis and (2) item-by-item review of the sector
strategies (see Step 3). 
 The report will be in
briefing format.
 

This report will: 
contain 
recommendations
additional for
options 
 to be 
 examined
strategies, in the
and our 
recommendaticns 
of needed
changes.
 

- Final report on strategies on November 30.
report will Thisbe in the form a narrativesumary within briefing format. a 
This reportexpand on the preliminary report and 

will 
includeresults theof Steps 4 and 5. 

- Continuing verbal exchange of comments throughoutthe project, including meetings at approximately
weekly intervals.
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TASK 	 3 - REVIEW OF FUELS AND ENERGY SECTOR LAWS 

1. 	 Introduction
 
B.' 
 The federal government has proposed lawsaddressing the privatization,of electricity, natural gas,coal 	and district heating.
 

A. 	 To evaluate the impact of the proposed laws on fuelsand energy sector policy and privatization strategies. 
B. 
 To recommend modifications and/or additional laws as
necessary 
to provide adequate guidance for 
 the
privatization and on-going operation of fuel and energysector enterprises.
 

2. 	 Work Steps
 

Step 1 Review oDrft Lasfrcnit0,wt Enrqv 

In this step we will 
read through the draft
summarize the areas 	 laws andthey 	cover. The intent of the laws willthen 	be compared
and the 

with the principles of the energy policymain points of the privatization strategies. Wewill 	identify inconsistencies and provide suggestions (in
general terms, not specific language) for revisions. 
Step2: dentifyRecruirements
forLeislption
 
The coverage of these laws will then be comparedareas of necessary legislation identified in 

to the 
Task 	1. Basedon this outline and our knowledge of the aspects of energy
which may be regulated by law, we will suggest a list ofadditional topics which may require legislation. The rangesof topics ccpid include:
 

- Franchise rights ani service obligations of regulatedmonopoly energy companies. Franchise rights may 
include
eminent domain power.
 

- Licensing and 	 siteing control of energy facilitiesconstruction and operation.
 

- Health and safety regulations of energy, such as pipeline
safety. 

3. 	 Staffing: Small team of lawyers and senior economists. 
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4. Work Products:
 

-
 Draft report on draft laws on November 10.
 

-
 Final report on November 30.
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TASK 4 - REGUI7ATORY FRAMEWORK STUDY 

1. Zatroduction
 

B_ u2p 
 . The MHPR has askedthe method that a study be prepared offor economic regulation
in of "natural monopolies"the energy sector, anticipating that privatized electricand gas utilities will have elements which have market poweror possibly an exclusive franchise. 
or institutions exist today. 

No such regulatory laws
Energy prices have been set
directly by the political leadership of the Ministries to
which they report. The profitability and financial selfsufficiency of these entities will depend heavily onkind of regulation which is in 

the
put place. Therefore the 

to proceed 
development of privatization strategies will havein parallel and link with the study of regulation.
 
The MHPR has also solicited proposals for the preparation
of an independent and possibly more detailed study on the
issue of regulation. 
 The MHPR has agreed that ifstudy is contracted, such athis study will serve aspoint for further refinement. the starting
study will In any case, the additionalnot be completed in time to serve for thedevelopment of the privatization strategies.
 

Assess range of regulatory options including rateof return, price cap, cost sharing, marginalwith taxation of costrents. Based
and on economic trheorvUS and W. Europe experience. Provide
recommended 
approach along 
with comparison 
ofalternatives.
 

Provide policy paper and outline of 
new law for
regulatory structure selected by MHPR.
 

2. Work Steps
 

Stay1: Gathering of Backgroun Information:
 
In this task we 
 will gather information from public sources,
Ministry and many contacts with energy enterprises on 
the
current legal framework which may affect regulation (e.g.
law on competition)
, and on views of the parties on possible
schemes of regulation.
 

We 
 will assemble information (much of whichour hands) on the is already inbasic conceptsutilities of regulation of monocolyand on the regulatory methodscountries which have private utility companies 
used in those 

(e.g. the US,UK, FRG, Spain, and Japan). 
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Sten 2: 'Summary/and Analvsis of Recrlatory Amcaches 
The information 
mentioned 
above
outline will be summarized,
alternative
the main regulatory to


methods
theoretical economic thinking and the

behind them.
address the This will
advantages 
and disadvantages
methods. of the main
At this moment more and more thinking around the
world is being given to methods toincentives provide efficiencyto regulated 
 companies
unregulated competitive companies and 

like those driving
to create competitiveforces where possible. 
For this reason particular attention
will be paid to the opportunity to create competition in the
generation 
of electric 
power and 
the production 
and
transmission of natural gas, which may not be pure natural

monopolies. 

The advantages and disadvantages to be considered include: 

- Incentives for efficiency 

- Protection of consumers interest 

- Complexity of regulation 

- Potential for effective public participation in the 
process 

- Financial risk to the regulated enterprise andimplications for access to capital markets
 
- Mechanism for reconciling social and financial goals
 
-
Mechanism to provide incentives for energy company to
encourage conservation (which entails lost sales)
 
-
Mechanism for reconciling service obligation/reliability
 

concerns with least cost
 

- Responsiveness to Czech Republic energy policy objectives
(e.g. fuel diversity and security) and to popular
 
concerns
 

Ste : 
 a vs'so Otions 
rom viewoi't
Needsand o CzechReublicRecommendation of Pref e Reed Latorv Structure 
In this step we will place the comparison of the regulatoryalternatives in the context of theindustry Czech Republic energyand structure alternatives
privatization strategies. 

-- tieing into theThe structure of the industry andthe type of regulation relate mostly strongly where there
is a possibility of creating
structural choices. 

or limiting competition throughThe other areas where Czech Republicspecific featurus are important 
are the need for creation
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of brand-new institutions (so that complex regulation should
probably 
be avoided), 
the possibility of
energy use and a bid drop inthe need to strongly encourage energy
conservation, the potential for very large improvements in
efficiency of operation of energy enterprises, the lack of
a capital market,and the need to major pollution control
investments. 

Based on this analysis we will recommend a regulatory planfor the monopoly sectors of electric power, gas and district
heat.
 

Step 4: Review with the MRPR
 

The recommended regulatory approach
MHPR. will be reviewed withMHPR will select a preferred regulatory approach.
 
te 5 
 a Outlineof aw on Reculation of Monopolies

in Enercry Sector 

The last 
step will 
be to draft an outline of
provisions the main
of a law on regulation. 
will
This outline
specify the intent of each section and the key definitions


and concepts.
 

3. 
 Staffing: small team of senior economists and lawyers.
 

4. 
 Work Products
 

- Draft report on regulatory policy 1.on November 

- Meeting to decide on recommended policy November
 
15.
 

- Final report on regulatory policy and outline of
law on November 29.
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TASK 1 - REVIEW OF THE CEZ PRIVATIZATION PLA.N1
 

1. Introduction
 

B The Czech Republic electric utility, the CEZ,
.is submitting an optional early privatization plan in the
first wave of proposals due October 31, 1991. 
This plan was
not prepared in cooperation with the MHPR. 
 The MHPR hasrequested that we review and comment on this privatizationplan. The privatization plan will, of course, 
raise many
issues of structure, finance, regulation, business focus and
priorities and energy plan.
 

P ."The purpose of this task is to assist the MHPRevaluate the advantages toand disadvantagesprivatization plan and of the CEZto determine what recommendationresponse the MHPR should make to the CEZ and the Ministry
of Privatization.
 
.r 

2. Work Steps
 

step 1: Review of the CEZ Plan 
The first step is the review of the CEZ plan. 
 This review
will consist of an analysis of the structure and financing
initiatives proposed by CEZ comparedthe to the requirements ofenergy policy and privatization strategy. We will also
review the ecomomic and financial analyses prepared by the
enterprise and perform sundry other steps as necessary soas necessary to enable us to advise MHPR as to the viabilityof the filed plan. 

Steo2: Present Comments to MHPR 
We will present our comments 
to MHPR in a briefing stylereport and meeting. We will suggest options for responses
to the CEZ plan. 

Ste, ;:Preparatign of Reort of Comments
 
We will also formalize 
 our comments on the CEZ plan in amemorandum report.
 

3. Staffing
 

The task will be staffed by the same team of financial and
economic planners 
and lawyers. 
We will use the
individuals same
who will work
privatization strategy as 
on the electric power sector
well as specialists in business
planning.
 

4. Work Product
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Comments in briefing meeting to CEZ on NovemberFormal report 15.of comments -- November 29, 1991. 
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TASK 2 - PRIVATIZATION OF THE IRANSIT PIPELINE 

1. Introduction
 

Background: The privatization of the Transit Pipeline, which
 
is a subsidiary of the CPP (the Czech Republic gas company)

has been studied and debated for at least a year. The
 
transit pipeline moves gas from Russia to Europe and also
 
supplied CR needs. At present 
the pipeline is highly

profitable. The pipeline is considered joint property of
the CR and SR, but is technically owned by the CPP. Theissue has very important political implications between the
Czech Republic and the SR. The MHPR recently issued apublic tender requesting assistence with the analysis of 
privatization strategies.
 

Purpose: To develop the principles of privatization plan
which will be acceptable to all parties. This will combine
 
financial plans with acceptable measures on gas service and 
prices for the Czech Republic. 

2. Aiproach:
 

DRT International, with ICF Resources, has submitted aproposal to the MHPR to perform this study, with the
suggestion that the work might be jointly funded by the CPP 
and US AID, should AID approve. The project falls clearly
within the scope of privatization planning in Phase 171 of
this project. The funding mechanism supplements AID funding
one-for-one with Czech funding.
 

The proposal submitted to MHPR is attached.
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TASK 3 -
PREPARATION OF CEZ PRIVATIZATION PLAN
 

1. Introduction
 

9-4karound- The Ministry of Economic Policy and Development
does not have the direct ability to "veto" energy sector
privatization plan thatRepublic's it considers contraryfuel and energy policies. Therfore, to the 
it may seek
to develop its own privatization plan for CEZ, if it is 
not
satisfied with CEZ's submission and is unable to influence
CEZ to revise its filing.
 

LU ..' 
To prepare a "competitive,, privatization plan for
CEZ 
 that would be 
 submitted
Privatization as a 
to the Ministry for
recommended alternative to the plan filed
by CEZ.
 

2. 
 A The "competitive,, plan would 
build
elements on those
of the 
CEZ plan are useful. Without full
cooperation of CEZ the information base for the plan will
necessarily be limited. The approach will therefore be to"mark 
it
up" the CEZ plan in those areas where changes wouldmake more consistent with the Energy PolicyPrivatization strategy and the 

task will for the electric power sector.also build on the critique Thiof the plan performedin Task I of Phase 1II. 

3. Staffing 
The staff is expected
planners, to include financialand lawyers who have participated in the otherelectric power sector tasks, with the addition of business
strategy expertise.
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Task 4 -- PREPARATION OF COAL SECTCR PRIVATIZATIN PLA:1,
 

1. Introduction
 

Backcround: The coal sector is likely to be privatized in
some way. 
 At the moment privatization plans
Minister are on hold.
Dyba has appointed
informally Mr. J. Gheyselinckas operational director to act

of the
reporting directly to him. 

coal sector,
 
planning in 

He plans to start privatization
about March 

requested specific Phase 

of 1992. Mr. Gheyselinck has
I1 activites in support
planning. of his
These include a study of 
coal demand and
estimate an
of long-term mining costs 
 assumming
enterprises Czechcan achieve "western standards" of preformance.
He does not plan to build up a large staff, and has request
our assistance under this contract.
 

2. Approach
 

The privatization planning approach for coal will be similar
to that described for other sectors, except that there may
be more consideration given to foreign ownerhship in some
activities. 
Also, the privatization plan is expected to be
driven to a greater extent by the projected Profitability
of the sector in a market price environment.
 
3. Staffing 
The team will include financial planners,
lawyers who 
have participated 

and
 
in the other 
coal sector
tasks.
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TransGas 

Proposal for professional 

services 



DRT
Czechoslovakia
 

-R!fl. K a u s , CSC. 

111-in±s~y for -rcncm-ic Pclicy and rDe,7pomnzVrscvjC.'a 63 Ire 
12.160 Pr-aa Io
 

Da-rDr Kraus,
 

ORT CzechO~lOvajc.ja, 
 im co-- na- 4cn w±-Resoticas Zacororated, :c-7is pleased jto rsod:
recues for ass istanciC Iadas~j 
P
 

qu- ocrTransGas. aL drsigise ocrj 
M=is cr=;ocsa.i. is cr anize± LBack;qound saa=,-on, we 

four spa--ons. Znids~be c=r Unders~ai±sitmation facing TranGas and = e key 
of 

issues -caddr-essed adIn our score of wor~c. Z.IprahfleliTmzrables saaCzion that follows javs cix= t.,e workcwe will, under-akce to address szc 
saaC-±on, T-11-4'1 azd 

t!:esa- issues. T!Le -,.: 
dea-Ils. staff ing, provi;des e-naaemenzM~e last sectzion, Prozject Cost amd -Scuxcas of!

Zui,.rom~csas how we migt use =.,arscur-as =rzvidead.-.Y-Acu== c-nt~.S c-- to z ducaI-,=ojec- for CPP. tte cver-all. :s 

D)RT Zmaraticnal is the th-'-: laresm Professicna:se-r';css in--I re world, and we !:el'e cur ao~cre3rsejnt an 'Ulsurassed blendskiI.Is of :alenzz, :esouroSSt!3at is unicaue a.to our 2-'. A:zac-6ed, -we sv.rcvided *a Statament o-f 2=::f:.:cnSex-r-as DRT ur:whicn- descr-ioc:s rm
ORT' s enero-vsa=:-cn.-I Can~al. and,- sZaszar- Zurjope. 

-sco ca :
: Rescuxans, a Member ofd :-,R' scn usof- c-e Unizad Stamas' Ia=-esz ne snas...C'7 7escuraas' -," Cner colnsulfiften fLasvear-s of. 

zaq
e:x-erienca Liassism-_q gas einc:m=an~es and gas disi~uzr3zlarm n =arn~caL and:C'7 Rescuroas *-as advised -- a 'cna*c.: ngas fi-s such- as Statoi2., ard a- sc Ze GzVeren

http:CzechO~lOvajc.ja


Backgrund 

TransGas 
 c.erazas 

ie!4-e which moves 

! .e :ajcr gas -f-nsc:.=a.-=n gas fr=m t.-ecustomer Soviet Unionmarkets Z=Li Westar- andPurope sucpliesgas for distr-ibution to 
Cp wit 

tze Czech Republic 
There arm several imccrtantRepublic and the issues facing t.ecp arising from Czech

TransGas. the privatzaricnThese issues cf
that are made more comulexpublic pol4cy gcals by .ze f-ctconw rlic , e (low long-tcosnarflc tswitfte nZ ' o . _ n - ea gaga s prices) mayaest o-ensueso uturesha--ah~o --- (Profit maximization) These iSsues are: 

I . Ceating an equitable ownership structurebalances the thatintarests
Republics and is at the 

of the Czech and Slovak 
time politicallyacceptable same 

and maximizes the value of t!entariprise. 
2. Develoving an assured and reasonably pricedlong-term gas supuly. 
3. St-ucturing the privatized TransGas ocerationsin a realistic way that recognizesUncert.ain t.enature ofrelative Soviet supplies andnegtiating thepower likelyby both sides ta be e-njoyedLi the futureIdeally, (CS-R vs. Soviets).one goal of TransGas' privatizationplan should be to preserve ornegotiating even enhance thepower enjoyed by the CSFRrelations with Ln isthe Sovlet Union.
The approach which we propose below is designed zzaddress eac of these issues. 

APP:oach and Deliverables
 
Our approach 
 will compriseworc, as descr4ied below. three disti'. phases ofto We have designedmeet CPP's needs this aroroachin .the most efficienteffectve and castmanner possible.
 

Data Acqui-sition 
 and Analysis
 

-t we propose
kayofficials of 6p and
to hold a "kickoff,' meer4_g .44-;would: . ns--anGas. At(1) idnt i any this meec-CZn, werelevant studies, data-idependent rracommendar.zjwith u t 0 n-. that. mayO nte et-I_- be useful;j (2) 'workpa.= cal,sociaI "IntaresZZ involved ecncm4c and-I prvar-izatJ;cn cf T-ansGas. 

Over the nex- weekrs, weobtained, meet would analyze datawi4. Czec.-I weand Slovak Min.st--, officials 

http:racommendar.zj


OFT
 

-
t obtain "h-.- views, and work "-w-TrinsGas cf_ =i_ s 
' 
t- bu;.d the "lfac: sa"_ za: escr'_:es TransGas' .....

situation and :s business, -:nanc:a and scc:a-
cbligatins. 

Ction Generation and Refizement
 

.
Once we have built the "fac- base," we wcu!l

generate cpuions that may be viable as to
''e solutions 

three issues described above.
 

For each issue, we would cut'L-.e viable c.tions and
 
descri4be the .csitive and negative imclications Cf each.
 
For example, one option which addresses issue #3 might be
 
to build a loop into the existing pipeline (a relative>y 
i-nexpensive way to increase its capacitv). TransGas miqh
t.hen be able to offer this additicnal cacacity to Wester 
markets, thereby forming a direc relaticnshim wt--h 
potential customers and bypassing the USSR. This wou'd 
obviously increase your negotiating power with the 
Soviets L'n other areas. 

Other options to be addressed are: (1) contract
 
st-ruc-=ures between privatized TransGas and CPP, (Z-) 
payments fo--m TransGas to the Republic governments, (2) 
cversight role in TransGas of CP. and SPP, and (4) 
linkage of tansit tariffs and gas pricing. 

Option Selection and Consensus-Building
 

Once outions are identified and described in encuch
 
detail, we would hold a series of meetings with officials
 
at CPP, TransGas, and relevant Ministries. The cu--csa
 
of t-hese meetings would be t- debate the pcsitive and
 
negative ascects of each option and arrive at an cverall
 
consensus on the apcropDriate course of action.
 

Deliverables
 

Cur deliverables based on :he ap.roac.t described
 
above will be:
 

I. 	 A series of oations for each issue describoed 
above 

2. 	 An assessment of the osizive and necative 
as.ects of each option

3. 	 .acilitation of a series of consensus-buildinaq

meetLns where these outions are dis-ssed and
 
debatad by ninis=y and c2p officials
 



Staffing and Timing 

We rec~c(nize thatsucessful privatizaticn 
this pr4jec is critica± K: theof TrsGes, and haveassembled an weex-erienced, 
 senior-level
professionals who we believe can provide the high cuali:-i
 

team cf
 
advisory services you expect. 

Mr. %John Mandak will have ultimatafor t!his resonsibil'-.projec.. Mr. Mandak is Pa-ner-n.ar.eCzechoslovakia. Mr. Phi! Bur-on of DRTwi!l be proje manager,responsible for carryinqdescribed hereLn. out the day-ta-day tasksMr. William Eedermancrock will be and Mr. Leonardthe principal consultants on the project.Resumes of principal team members are attached.
 
Project Costs 
and Sources of FPds
 

The 
 total estimated$1.31,00. cost for this project willThe costs to the be 
shcld M nls=Y of Economic Policybe as low as $65,500 with U.S. AZD sUPport.seeking the approval of U.S. DRT is 
Deloitte & Touche's ongoing 

AID for funding under 
for cont-act withEconomic Policy and the Minis-,Development (Deloitethe U.S. member firm of & Touche isDRT Inte-Mrational) Assistancethat DRT would provide to the Min-i under this proj ecerails within the scope of umcoming wor.' under Phaseof the U.S. A-D privatization project. 

-

As shown in the attached table,effor, for the total level ofthis project is 120proposed labor days. GivenU.S. AD support, the total cost to 
te 

the mz4s-7would be $65,500.
 

Detail on Prject Cos0s 
 and Source of FUnds 
Labor 
 Rate 
 Cost 
Days (SIDa U. S)

Labor 120 950 S!14,ooo 

plus: Air Travel

(6 is $2,500/t=i)Ot-her Casts 
 !5,000
 

2,000

Total 
 L20 
 9=0 Si-1, 000 

less A= SUppoM 
 60 
 9.0 
 65,500
 

TOT.L 
 60 
 950 
 $ 65,500
 

We would again like -o thank youto submi: this -zr the opporrn-.propasaI 
and Zo ie considered for --.,s 



:z you have any~ cus~n rear=~assicrmenr- " 

this ].ect~r, :lease do 7ic:z=attars descni *ed 
m!andak, cn (Cs) Ztocn.:aC z Buz-r cr obn-" 

or (02) 7i. 0872 !:v taisphone, or (02) '--Y 
telefax. 

DRT Czec!Ioslovakia
 

3276L~. f

(-n 


