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LS. Agency for International Dey elopment
Bureau for Eastern Furope and NIS

Ronald Reagan Building

Room 5.10-072

1300 Pennsvivania Avenue, NW
Washington. DC 20523.5100

Attention: Mr. Robent A Archer. Deputy Chiet

Subject: Final Report for Contract No. CON-0002-Q-00-3152-00. Deliveny Order No 2
Armenta Regulatory Retorn and Restructuning

Dear Mr. Archer:

In accerdance with the referenced contract and 1ts moditications. enclosed please find the dratt
final repart for this project.

The summary of expenditures by task will be submitted as soon as it becomes availabie. We
hope vou will find this repon acceptable and would appreciate any commenis vou might have [
we do not hear from vou. we will finalize this report on April 30, 1998

This report is the culmination of over three years of dedicated support and assistance which
USAID has extended to Armenia. We are also sending a copy simultancousiy e the

AID Caucasus Mission. It has been our pleasure to work with you and all the UNSAID star?
members involved 1n this project.

it there are any questions regarding this Daal report. please let me know.

Sincerely.

Dean White

Vice Presidemt

Enclosure
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NIS ENERGY INSTITUTIONAL-BASED SERVICES
DELIVERY ORDER NO. 3
ARMENIA:
FINAL REPORT

BACKGROUND

With the dissolution of the Soviet Union in 1991, and conflict with Azerbaian over the contested
Nagorno-Karabakh enclave. Armenia entered into independence in a fragile and econorticaliy
strained condition, The energs sector showed the clearest signs of these straing. Closure of the
borders due to the Nagorno-Karabakh contlict. combined with an economie coliapse. piunged the
country into a protracted energy enisis from 1997 through mid-1996. Flectrieny supply o most
consumers was limited to two hours per Jay or Jess and both the natural gas and disine =
syatems collapsed. The natural gas that was imported via the only open pipehne through Geeroig
was subject to trequent acts of sabotage. Most citizens were forced to sunvive cold winters by
.

severe: estimates indicate that 25,000 people Jdied ot lack ot heat

During the height of the energy ensis. coliections tor electnicity plummeted w less than 13

£ £ £ *p

percent ot delivered supply . The low level ot collecuons, combined with retail tants that &id not
cover even the cost of input tuel and inadequate investment planning. ail coninbuied 1o the

energy sector s financial crisis.

USAID s earlier work in the Armenian energs sector was paimarnily focused on prosision of
critically -needed equipment. commodities and technical engmeering advice i response (o the
dire energy situation facing the nation. By 1994, howeser. it became clear that the time had come
tor mstitutional retform in order o improse the situation 1 the energy sector Thus, this delnen
order was targeted o advance the state of retorm in both the power and natural gas sectors
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NISENERGY INSTITU TIONAT-BASED NERVICES » 2

This dehivery order was comprised of tive tasks: (1) promotion of independent pm J1¢ poner i)
management information systems: (33 regulators body support: (41 utlliny comporanzation and
privatization: and. (31 energy legislation. A description ot ecach of the tashs is provided eiow,
along with the results seen. list of deliverables and a deseription ot other workproducts produced
as part of the Jeliveny order. An exhibitis provided at the end ot this report summanzing the ke
events, deliverables. uming and accomplishments associated with cach tash.

INDEPENDENT PRIVATE POWER PROMOTION TASK

The primary objective of this task was to assist with the institwtional and regulaton retorms
necessary to attract the private sector to the energy sector and to idenuty financing options
private power development. Task activities underntaken included: reviewing and assessing the
current legal. policyv, institutional. and financial framework tor private power: spect ’
helping to implement the legal. policy and institutional conditions that are conducive to the
attraction of private capital tor power generation investments: identity ing the varous &
arrangenients that could be used for private power projects: and advising and pros
o the Government of Armenia on the policies and procedures required to establish an
independent power project. including planning. soliciting, negotiating and contracting tor
independent power projects.

This task also supported the Government of Armenia by providing leval and techmical assistance
with regard to vanous development proposals. Additonally . the task supported tocai sicense
holders tor small power projects by providing project structuring and legal advice

Major Results

Orerall. major results ot this task included supporting the privatization of ten existing smau

hy dropower facilities and Jevelopment of one new private power microhy dro protect Adthough
these projects are small and represent onhy 23 NMWan total, they represent the first prisaie sector
imvolvement in the power sector. Importantly. two of the tacilities irepresenting about 22MWan
total) were sold to a foreign investor, The small hydropower privatization process also pro x‘:\j 2
means for the Ministries of Energy and Privatization and the Fnergy Comnussion o work
through some of the procedural and substantive 1ssues that need 1o be addressed 1o mcrease te
likelihood ot successtul privatization of the larger power secter enterprises.

[n the original delnvens order. the task referred o a3 "Rezularon Bady Suppent™ was il

“Restructuring and Privatizaton.” A subsegquent modification of the detsen order changed tme o2 IS A
Sapport T Similarly, CCorporatization and Provanzation” was enmmally retered feas 70 s Curnoratrat 7
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Additionally. this task helped o achieve a consensus on the need tor privatization and the

necessity of strategic investor privatization. In particular. the U.S study wour tdeseribed under
“Other Task Activities.” below) provided decision-makers iincluding the present Minister ot
Privatization and Chairman of the Energy Commussion) with a better unaderstanding ofinvesior
requirements and the need tor regulatory retonm to support the privatization process. Further,
during this mission. several potential investors were identitied

Recently. following the end of this delivens order. the Government issued Decre
that strategic investor privauzation ot at least 31 percent of the shares of cach enter
as the method of privatization tor the power sector. This task has clearly helped o lay a
foundauoen tor the privatization ot the power sector. [Uis reasonable o expect several ot the
workproducets produced. such as the model contracts. to be of considerable assistance 1o the
Government of Armienia during the privatization process.

Deliverables Required by the Delivery Order
The contractually -required deliverables tor this task include:

(h A report outltning the tindings. recommendations, and a detatled action plan 1o develop
the framework for private power. including specitic reterence w government and funding
agenctes and representatives who have been invoived in reviews and their level o7 imterest
and support.

This deliverable was accomplished through the issuance of two reports by K&M
Engineering and Consulting Corporation (K&Ny enutled Implomenring Proviie Dower i
Armenia Institurional Barriers and Strarevies dated November 1995 and fvaiuason o
Fower Projecs in Armenia tor Development and Financong ™y tie Pomer Scoror dated
September 1997 The tirst report deseribes the major barriers w independent private
power in Amenia. and identities the wavs in which power sector reform eiors can
address these barriers. The second report examines the mstitutional framewori in
Armenia. noting the vanous nisa tuctors inherent in development of privaie power
Additionally. the report reviews the financial feasibihty of a number of protects and

proposes a mechanism for tinancing some of the more feasible prorects.
129 A summary report ot the workshop on private power

The workshop entitled “"Roundtable on Private Power” took place on Odtoher § and o
1995, The workshop included a number of presentations on subiects 1:1cl=.id"‘: S0 TOVICW
ot the Armenian investment and insttutional environment. proflems with the licensing
process and recommendations for improvement: critical components o1 3:;.1% and

N
teat a5 -y
HESS S ILMN R

reculatony reform: wans of structuring private pawer projects rinciuding

Hagler Barlly . Ing




NIS ENERGY INSTITU TIONAL -BASED SERVICES » 3

examples): restructuring: and. finance. A report for the workshop was developed tha
included the list of participants. results and copies of the materia

~ presented.
(3) A workshop tor local license holders on concepts related to prisate power.

Thiz workshop toek place on July 17, 1995 The purpose of the workshop was to
Jetermine the state of progress tor the twenty-two private power heense holders and 1o
identity barriers to project completion. Additionalls | there were presentations on the

financing and legal structuring of private power projects
Other Task Activities

Additional activities undertaken Jduring this task are the foilowing

> A report was prepared deseribing a propesal tor refarm of the heensing process used tor
private power projects. Jomt Proposal for Restructuring the Ficonving Proco tor
Private Power Hyvdropower Profects (December 19961 was prepared by K& o respond
o a significant barrier w private power (namely, vanous inadegquacies of Armenid’s
llcensing regimed tdentitied by the consulbtants.

> [n order to enceurage privatization and private power deselopment. a mission to the U N
for representatives of the Ministries of Fconomy. Privatzanoen & Foereign fnvestment and
Energy was condueted in March 1997, [he participants met with U S anvestors,
multilateral organizations (e.g.. MIGAL1FCyand bilateral organizations e 2 0B XN
Bank. OPICY. The participants also attended a two-day conterence on prosaie power and
rish management.

> Model contracts for power purchase, transmission, development. construciion and
operation were Jrafted. FLatham & Watkins developed model contracts and term sheets
4

and presented these to counterparts to demonstrate the Kinds of provistons that should
included in such agreements.

> Legal review and consultation were turmished to the Government of Ammenia on proposad

development and power purchase agreements proposed by tforeign deselopers, Durning

this dehivery order. three foreign development proposals were received ty the

Government of Armenid. Latham & Watkins reviewed each ot these agreements and

provided written advice 1w the Government of Armenia. On one occasion, [ atham &

Warkins, at the request of the Government of Armienia and with USAJD appros 2l met
4 PP

with attorney's of the developer to represent the Government s posimion

> Legal assistance was provided to local private power site heense hoiders Latham &
Watkins provided comprehensive legal assistance, including dratting ot contradis for

Hagler Bailly . Inc.
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power purchase and transmission services for two projects including the Yerevan [ ane

microhydro protect (now in operation) and the Jrakhor project tnot vet constructed

b,

> Technical assistance was provided by Hagler Batlly and K& M 1o assist with the

¢

privatization ot small hy dropower. K&M completed an evaiuaton of the resulis of the
first phase of the privatization process and suggested changes destgned o improve bids
and increase the likelihood ot toreign participation. A report was taucd jointy by KaoM
and Hagler Baitlv in May 1997 enutled Evwduation of the Pifor Provatzanon ot Nl
Fivdropower Projecis. K&M also provided a recommiended small hy dropower hicense
the Energy Commission’s consideration.

MINISTRY OF ENERGY MANAGEMENT INFORMATION SYSTEM

The primary objective of this task was to assess the Ministny of Energy 's information sy stem
needs and provide technical assistance. hardware. software. and a traiming program o inpiement
a management intormation svstem (MIS) Task activities undentaken included: evaiuanng the
existing computer network and sy stemis throughout the Minisin of Fnergy s defiming the data and
intormation needs of the Ministn of Energs tor planning. anals sis, and management. deseloping
a statement of svstem requirements and the conceptual design ot such a syatem o meet the
Ministny's needs. estimating the potential costs and benetits of the sy stem: camying out ira

of kev personnel in Armenia on energy MIS practices and methods: and procurement and
instailation of appropriate equipment based upon the assessment. Addinonaliv. this tas)
evaluated the energy rattoning svstem used by the Ministrny durmg the energy enisis 1o dete

RN

ways to improve the efficieney and usetulness of the system.
Major Results

An early activity completed under this task swas to urgently review the Mimsin ' emergenoy fue
rauoning program. This program tracked supplies and inventories o detemune the g
tor the limited imports of fuel. Project team members from Merklomn & Associaes roviewad the
togic of the software program presentds in use and determined that the Togic and approach were
sensible: the major need was 1o modemize the tvpe of programming sofiware bemgs used

Unitonanh

response. the program was converted mnto Microsoft Access o improve s

The primary result of this task was the establishment within the Mimistn of Foergy of o state-or-
the-art MIS. The sy stem consists of two parts: the firstis a local area network instalied i Tuby
1996 1o handle the collection. storage and dissemination ot energy Jdaa. By aluanons of s
pertormangce continue to be positive. The second part of the system is an ener2y intormation
database. The energy data system design 1< based on a simplified verston o the U N Foergy

- - N N
R O O R L S IR IS SR
LSS TA N TR N T

Informauon Administration’s data collection svstem. The simphifications retiedt

Amienian energy sector 15 far less complicated given. for instance. the lack ot ol

Hagler Barlly . Ine
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production and no refinery sector. The data system design provides the Minisine with the sb
to better organize its information collection.

An information center was set up within the Ministry 1o pertorm Jdata collection and analvasis, as
well as system mantenance and user trauining. In order to ensure that syvstem operation and
maintenance needs could be met. two Amenian specialists were sent o Moscow o7 3 two week
Novell-certification course, which they successtully completed.

Significant user-traming was provided from the ime of svstem installation through September.
1997, The training involved workshops to instruct on the use ot sofiware, one-on-one ramng
with individual users. and a “help desk™ to respond to urgent guestions.

Deliverables Required by the Delivery Order
The contractually-required delis erables tor this task include:

{1 A report assessing the current status ot energy Jdata collection and anaiy sis. and the needs
for a management intormaton system at the Ministry of Fnergy.
This deliverable requirement was met by the completion ot the report enuticd
Data Collection and Analvsis, Miniseryv of Encren and Fuel dated Janocan |
report concluded that an energy data colicction sy stem. including both hardware and
software. was needed to permit the Mintstin ot Energy to carmy out 1is funetions

(2) A memorandum on how USAID s activities in the general ared of eneray dati coblecton
align with activities of other organizations.

Merklein & Associates provided this memorandum to USAID in Januan 1993 The
memorandum documented activities of other donor agencies and indicated the
complementary nature of the proposed MIS.

(3) A report on the preliminan sy stem deseription. including needed hardware. sottware.
design. development and expected implementation and traming costs and schedul

A report entitled Recommended MIS Svviem por the Armenuon Monsir, of Erergy was
1issued by Merklein & Associates in May 1996 and was used to support the approv il
request tor procurement of the equipment and sottware regquired woimplement the MIN

4 Training tor Ministny of Energy statt in the use of the management information system
including: 1y a training plan: 21 one-on-one user trainmg: and, 312 one Jday seminar W
discuss issues. problem solving and veneral intormation on the management miomaten

svstenm.

Hagler Bally, Inc
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This deliverable was added as pant of a modification o the delivery order and reguired
that additional user training be eiven between Apnl 1 and September i, Ju9™ The
majonty ot users were provided sith one-on-one training during that time penoed

Aone dayv seminar on the management intormation <\vstem was complczcd W Naevemher
1997 The seminar reviewed the reasons for the implemientation of the managema::
information sy stem including the need for energy data collection. the present svaem
status, and recommendations tor enhancing the use of the svstem. Attendees incicdad
representatives trom the Ministry of Bnergy, state energy enterpnises, privaie firms and

local _mumalbu.
Other Task Activities
Several additional activities were undertaken as part of this project.

. A report entitled Encray Sector Munagement Information Syaren iSeptember 19960 by
Merklemn & A.s.souuleb describes the importance of an organized approach towards
collection and use of energy data. [t provides a number of sunvey mstruments to
demonstrate the wav in which data collection should be structured. The repert slso
provides an ovenview ot the Ministn s MIS.

. An evaluation of the operation and use of the MIS was completed by Merklem &
Associates. A report on findings was 1ssued entitled ! Revienw wind Asvevemeni !

MIS Cenrer - Armenian Minisiry of Energy iNovember 199710 This report conciudes tha
in some areas. the MIS is exceeding the project team's expectations Inother areas,

primarily related to the extent of data coilection, the MIS 13 not set achieving us
expectations.
. Two Armenian specialists received certitication in the maintenance and operation of

Novell. the LAN blanguage selected tor this systenm. The majority of the MIN e
received sofiware training and instruction m the use of the syvstem

> Approximately $230.000 of equipment was procured inthe U S D tested. shipped 1o
Amenia and installed within the Minstry of Fnergy and some seiected state enierpnses
Letters of Authonizaton were signed to transter the properts to the Mimistn ot l-.“.:.rk___\,

Two audits were conducted by Hagler Bailly to ensure that the equipment swas i place

and being used properls.

REGULATORY BODY SUPPORT

Hagler Ballv . Ine
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The primary objective of this task was o provide technical assistance to the Government of
Armenia on an overall strategy governing the restructuring. regulation and privaiization of the
Armenian electric power sector to enable it to tunction more etfectvely . Actvities inciuded the
preparation of a comprehensive proposal for reorgamizing. regulanng and priv iz ng Armenia’s
power sector: the development ot an implementation plan for transterming Armenia’ s current
power sector arganization to its final. long-term form: and promoting the adopuien o the puan

This task was of extreme importance given the very poor technical and financial performance of
the power sector at the time of the project’s inittation. Restructuring ot the power seotor was
clearly needed.

Major Results

This project has significantly contributed to the achievement of several major resulis. Finst, the
power sector was restructured in two phases. in ¢eneral accordance with the prosect wam's
recommendations. The tirst restructuring took place in December 1995 with th \'spdmtion and
horizontal disaggregation of the distribution sector trom Armenergo. At the same time. three
generation enterprises were separated from Annenergo and reerpanized as state enterpnises. {he
second phase of restructuring occurred in mid-1997. This included the separation of remaming
generation from Armenergo. thereby teaving Armenergo with only the transmission and dispatch
functions. and the partial consohidaton of distributon. A third phase s expected o ovcur within
two vears with the separaton ot transmusston and dispatch tunctions. When this oceurs, the
sector structure will closely resemble that recommended by the project team.

The restructuring ot the power sector has had several impacts. birst. it has decentraiized decision-
making and in this regard has signiticantly improved the commercialization ot the disiribution
sector. Overall collection rates have increased to levels approaching 63 percent. the highest seen
in the NiS. The residental and small commercial rates ot colicction are appro .:'h:ng T percent,
state-owned industrial enterprises and water sewerage irrigation enterprises comprise the buik of
the on-going non-pavment prohlem. Second. the transparency of the costs and finances i the
sector has mereased. The horizontal and vertical disageregation of the sector heiped o indicate
those areas where costs appeared excessive and vut of Tine with the rest of the sector Third
restructuring has provided an improved environment tor the privatization provess by separaing
the sector mto entities that shoutd have more appeal tor specific tpes of investors e 2. such as

those only interested in distribuniony. Fourth, and perhaps most importantly the resiruciuning has

been credited with plaving a major role in the restoration of power syatem reliabiny Ninee the
restructuring. there has been a marked improyement in the management of the setor .-\emou;h
the Armenian energy sector is sull producing the same amount of electriciny now as m 1993 the
reliability of the power sy stent has been fully restored and “round-the-clock™ power s now

avallable throughout the country.

Haxler Bailly . {nc.
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Another important tmpact of this project was the estabhishment ot the Annenian brergy
Commisston. the first administratiy e rule-making body in Armema The five-member Freray
Commission was created by Presidential Decree in April 1997 The Fnergy [ aw. passed o
months later. coditied the Commission’s legal standing. The Fnergy Comnmiission has authonin
tn the areas of licenstng. tarift-setting. quality ot service and contractual approy ai tor "%:..;r:“'\
natural gas and district heating. Following nis estabhishment. the Fnergy Commission has moved

torward aggressively and a number of decisions. including tanitt increases for aif three seotors i
regulates. have been issued.

The project team consisting of Hagler Baitllv and Latham & Wathins provided technicsl
assistance to the Energy Commission across a broad range of areas including organizaton and
statfing: licensing of energy sector entities: and procedures of Fnergy Commission operation
Imporantly. the project also advocated and achieved a salan structure for the Commisaioners
and staft that was not tied to the Government pay scale. This 15 an achievement that should
provide a model for further civil senvice retorm.

Deliverables Required by the Delivery Order
The contractually-required deliverables tor this task include:

(1 Areport on the alternative options to develop a competitive energd market i Ammenia.
including evaluation of ownership torms.

This requirement was met with the 1ssuance of the report entitled Nepurarny Elecirion
Distribution: rernational Experience (November 18995 This repaort reviews the
structure. ownership and regulation of the power sector in 11 countries Addstonaiiy, the
report desceribes the method of restructuring used in these other nanens and recemmends
the tuncuonal unbundling of the power sector. stariing with the separation of disinhutien
trom Armenergo. Partial privatization ot the power sector iy also recommended

(2 A report on alternatis ¢ options of price reculation ot whalesale energy markets in
Armenia.

Three reports including the Restructurime Proposal (hverview tAugust 1995 the
Armeman Power Syxrem Fonaneiad Analvsic and Forceasting iSepiember 99000 and the
Electric Power Turiff Norategy tor Armemnta CAPril 1997) focus on the methed of pricing
wholesale energy. Fach ot the reports recommends that the single enerey-oniy rawe for
wholesale power be converted to a two-part tantt wath the pu,\\lha! 1A o ntreducing
pertormance incentives.

(%) A report on retail pricing.

Hagler Bally ., Inc
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(+4)

(&

(7)

(8)

The report entitled Electric Power Turiff Strategy for Armenia was first issued 1n April
1997. This report presents the results of a taritt study that examined the marginal costs ot
supply for the Armenian power sector. The report also provides recommendauons tor
changes in the structure of tantls. An update of this report was completed to retlect the
tantt decisions of the Armenian Energy Commission.

A comprehensive description of the long-term reorganization. regulation and privanzation
of the Armenia’s power sector.

Hagler Bailly issued a report entitled Armenian Power Sector: Recommendations for
Reform in April 1996. This report provides recommendations for further restructuring of
the power sector. establishment ot a regulatory body and its responsibilities. and
ownership options.

A seminar to present the proposal on the long-term reorganization, regulation and
privatization of Armenia’s power sector.

A seminar was held in October 1996 providing recommendations for further reform of
the power sector and the international experience with privatization. The seminar focused
on the requirements of investors and the steps necessary 10 promote privatization in
Armenia.

Implementation plan for transfernng Anmenia’s current power sector arganization to its
tinal. long-term form,

The April 1996 report entitled Armenian Power Sector Recommendarions for Retorm
includes an implementation plan and timetable for turther restructuring. cormperatization
and regulatory reform of the power sector.

An institetional assessment of the natural gas and electric power ector o support U SALD
etforts to target (“program™) local currencies generated from humanitanian aid.

A report entitled Financial Control Assessment - Natural Gas Programniing was
prepared by Price Waterhouse 1n July 1996, The report reviews several areas including
contracting and procurement processes. budgeting accounting sy stems and related
internal control environments. The report concludes that the control envirenment does not
support local management of the proceeds resulting from humanitanan assistance.

Assistance to USAID with provision of humanitanan aid.

This deliverable was met through Hagler Bailly's assistance to USAID with the 1996
Memorandum of Agreement and 1997 Memorandum of Understanding. both related to

Hagler Bailly | In¢
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LU'SAID procurement of natural pas for Armema. Hagler Bailly provided suggested
reform conditions and covenants, assisted USAID in negotiations with counterparts,
provided translation assistance for the agreements and reported to USAID regarding
Government of Amenia compliance with the agreed-to reform covenants. Additonally .
Hagler Bailly assisted USAID by undertaking an insututional assessment of Minisin
procurement practices to determine whether the Ministny and 1ts associated state
enterprises could adequarely implement a competitive intermational procurentent process,

Other Task Activities
Four additional activities were undertaken during this task.

> In mid-1995. Hagler Bailly prepared a proposal for a restructuring working group
consisting of representatives from relevant Ministnies and Armenergo. Armenergo
opposed the idea and the working group was not formed.

. A repont entitled Natural Gas Secror Restructuring was prepared by Merklein &
Associates and Hagler Bailly in December 1996. This repen reviews the structure of the
natural gas sector and provides a number of recommendations to achicve the tunctional
unbundling of the natural gas sector and the divestiture of specitic non-core enterprises.

> Hagler Bailly in association with ARCO Ltd.. an Armenian consultancy. prepared a
strategy for the consolidation of the distribution subsector including an analy sis ot the
impact of distribution consolidation on end-user anftis.

> At the request of the Ministry of Energy. in late 1996 Hagler Bailly prepared a shont
paper 1o brief the country’s new Prime Minister on the benetits of power sector
restructuring.

UTILITY CORPORATIZATION AND PRIVATIZATION

The objective of this task was to advance the state of corporatization and commercialization of
bath electrnic power and natural gas sector enterprises by assisting them develop the insntutional
capability to operate more closely in accordance with modemn commercial and management
practices.

Activities under this task were varied and included: reviewing current accounting standards in
Armenia: recommending new accounting standards for the electnie power and natural gas sectors:
reviewing current financial management practices: and recommending appropriate financial
management organization and procedures. Additionally. assistance was provided on corpoerate
governance.

Hagler Baills . Inc
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Major Results

The major impact of this project was to advance the state of knowledge regarding financial
reporting and the introduction of Intemational Accounting Standards (1AS). Price Waterhouse
completed a comprehensive review of Amientan accounting practices and developed a chart of
account and accounting manual tor each of the major types of enterprises tound 1n the power
sector (1.e.. generation. transmission and disinibution) and one chart of account and accounting
manual for the natural gas sector. These charts of account. when implemented. wiil pemiit the
enterprises to provide financial reports in accordance with [AS while simulianeously meeting
local 1ax reporting requirements,

At the end of the project. the sector was poised 1o adopt some stream-lined version of [AS.
Importantly. Price Waterhouse developed an implementation strategy for achieving 1AN within
the energy sector that met with the World Bank’s and Ministry of Energyv’s approval.
Commitments to implement JAS in accordance with the agreed-to imetable were recenved. Asa
resuft. Pnce Waterhouse began to work closely with Yerevan Distributton Company on
implementing an accouating software package 1o permit the enterprise to report in accordance
with IAS.-

Deliverables Required by the Delivery Order
The contractually-specitied deliverables tor this task include:

(h Armmenergo’s and Armgazprom’s 1993 accounting report in accordance with Western
standards.

An EBRD-funded project prepared a restatement of Armenerge’s 1993 financial
statements. Price Waterhouse reviewed the consultant’s report and indicated a2 number of
areas in which the restatement was not in accordance with [AS.

Based on the quality ot available data and the lack ot a memortal methed of accounting.
and following discussion with USAID. it was determined that there was a need tor a new
chart of accounts to permit restatement in accordance with IAS. Accordingly. Price
Waterhouse prepared separate accounting manuals and charts of accounts for cach tvpe ot
power sector enterpnse resujting from the 1993 restructuring (1.c.. yeneration.
transmission dispatch, and distribution). Additonally, Price Waterhouse prepared a single
accounting manual and chart of accounts tor the natural gas sector.

- Implementation activities are now being undertaken as pant of delivens order 3
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Review of ditferences between Armenian and intemational standards of accounting in the
power sector including suggestions of new forms of accounting tor Armenia’s power
sector.

The Price Waterhouse report Armenergao Stute Enterprise Accounting und Francial
Management Practices (March 1996) descnibes the difterences between Armenian
accounting and intematonal accounting standards. The four accounting manuals and
charts of accounts prepared by Price Waterhouse describe the recommendattens for
bringing the power sector enterprises into compliance with [AS,

Price Waterhouse also prepared a summary of each of the intemational accounting
standards along with an analvsis ot the changes that would be required in present
accounting practices to adopt each of the thirtv-three specific standards.

A report providing recommendations on solving the problems of debts. sugpestions of
exchange for long-dated bills. and recommended cash management strategies.

In its report entitled Armenerge State Enterprise Accounting and Financial Managemem
Practices. Price Waterhouse provides a number of recommendations. along with a
suggested timetable. tor improving the tinancial status of the utility,

A report on the recommended financial management organizauon and procedures for
Amenergo and Armgazprom.

Price Waterhouse prepared a report entitled Armencrgo State Enterprise Accounting and
Financial Management Practices that provides recommendations for the management ot
the financial and accounting areas at Armenergo. The Huavguzurd (drmgazprom: Ntate
Concern Accounting Manual tor the natural gas sector includes recommendations tor the
natural gas sector in terms of establishment of responsibility centers and development of
transfer pricing principles.

Seminars on accounting and tinancial disclosure. Western debt and equity markets. and
shareholder relations corporate govemance.

Seminars o accounting. financial management and commererahzation. including
corporate governance. occurred over a two week period in Februan . 1996 Two tspes of
accounting financial management seniinars were given. The hirst were multi-day courses
for practitioners. such as the accountants at the energy enterprises. The second were
single day courses tor upper level management and Ministry otficials to farmltanze them
with accounting and financial managenient concepts.

Other Task Activities

Hagler Bailly, Inc.



NIS ENERGY INSTITUTIONAL-BASED SERVICES » 14

Several additional activities were undertaken as part of this task.

> To investigate the opportunities and difficulties for commercialization of distnbution,
Price Waterhouse prepared a pilot project plan in mid-1993 for a small commercialization
pilot. Support was received from both Ammencrueo and the Ministry of Energy tor
implementation of the pilot at the Masis district network. The pilot prorect focused on
reorganization of the network. including changing statl responsibilivies and reporting
relationships. and tmproved managerial cost accounting. A simplitied cost accounting
package was developed and implemented. Addinenally. centain other functions. such as
payroll. were automated to improve the etticiency of the network’s adrmmistratine
functions.

> A resident advisor was provided to assist with the commercialization and tinancial referm
aspects of the World Bank's OECF’s proposed transmission and distribution
rehahilitation loan. The project manager assisted the Ministry of Energy with the
completion of financtal forecasts for the power sector. project defimuon and cost-benetit
analyses and the drafting of a business plan for the Yerevan Distnbution Company .

> Both Hagler Bailly and Price Waterhouse participated in the review of yanous corporate
charters and bylaws proposed tor state energy enterpnises. A report entitled Commernits on
Drafr State Enierprise Bylaws (October 1993) recommended a number of changes to
proposed bylaws trom the Ministry of Energy 1o inerease the hkelihood ot the enterprises
operating on commercial principles. without dav-to-day Ministry oversight

> An implementation strategy and nmetable tor the introduction of IAS within the power
sector was prepared by Price Waterhouse in September 1997, World Bank and Ministn
of Energy support tor the plan was received and the first implementation steps were taken
with the Yerevan Distribution Company.

. Price Waterhouse summarized the thintv-three intemational accounting standards and
indicated how adoption of each specific standard would attect present accounting
practices. Price Waterhouse also advocated adoption of eighteen of the thirty -three
standards.

ENERGY LEGISLATION
The primary objective of this task was to assist in the development of a national energy law and

legislation 1o enhance the environment tor private investment in the energy sector. establish a
regulatory body, and encourage competition.

Hagler Railly inc.
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Activities undertaken during this task included dratting the basic legislation needed to establish a
new industry structure. including the establishment of an independent energy commission to
oversee pricing and licensing. In addition. this task involved parnticipation 1n meetings an
negotiattons with Armenian counterparts regarding power sector restructuring and regulation.

Major Results

The most important impact resulting from this task was the drafting. advocacy and passage of the
Energy Law of the Republic of Armenia. Work on this law began in late 1994 with the project
team’s development of a draft law for Ministry of Encrgy consideration. From 1994 10 1997,
numerous discussions and debates ensued regarding. primartls. the role of an energy regulaton
commuission and the structure of the sector. With the World Bank's assistance. a major push to
redraft the law was undertaken by the project team in earlv 1997 and passage of the law by the
National Assembiy occurred on June 9. 1997, The President of the Republic signed the law into
effect shortly thereafter,

The Energy Law includes a number of critically -important provisions for the promotion of
retorm in the energy sector. First and foremost. it codities the Energy Commission, established
bv Presidential Decree in Aprl 1997, The law gives the hive-member Commission
responsibilities for taritt review and approval. licensing, contract approval and guality of
service consumer protection in the electricity, natural gas and thermal energy sectors. The
Commission is relatively independent of the government. with the exception that at present.
Nattonal Assembly approval of the Commission budget 1s required. Commissioners are
nominated by the Prime Minister and approved by the President for staggered. five-year terms.
The law [imits the conditions under which a Commissioner can be removed from othee

The Energy Law also addresses taritt principles. The law requires that tantYs be based on full
cost recovery principles including reasonable returns on investment comprising both interest on
debt and a return on equity “sutlicient to provide safe and eflicient operation of the entities in the
energy sector.” A two-vear transition 1s permitted during which time tanits are to gradualhy
increase 1o full cost recovery levels. Cross-subsidies between consumer classes are prohibited. as
is discrimination in tanf-setting: all consumers with similar costs of service are to be offered
similar rates.

The Energy Law also mandates that operating licenses be issued by the Encrey Commussion tor
enterprises involved in generation. transmission and distribution of electricity and thermal
energy. and transmission and distribution ot natural gas. Importantls. the license provistons
essentially enforce an unbundled energy industry. A generation. transmission or Jistribution
license holder cannot have an ownership stake in any other licensed enterprise without the
approval of the Energy Commission. In addition. the law permits private power Jevelopment and
open access o the electricity and natural gas transmission and distnibution sy stems. Bilateral
contracting 1s permitted. subject to Encrgy Commission approsval.

Hagler Bailly . ne
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Arguably. the Energy Law may be the most progressive energy law in the NIS. Although some
laws trom other nations may have certain principles that are desirable but not included in the
Armenian Energy Law (e.g.. the Georgian Electneity Law’s mechanism to fund the Electncin
Commission using license tees). the Energy Law is a major step forward in advancing the legal
and regulatory tramework for the energy sector (n Armenia.

Deliverables Required by the Delivery Order

The contractuallv-specitied deliverables for this task include:

(H

(2)

A report on structure and forms of ownership and shortcomings of the Jaws.

A legal memorandum was prepared that described the options for ownership and
corporatization of the power sector. The memorandum also described the steps required
to achieve corporatization of the power sector along the lines of joint stock companies.

An analytical review ot existing and planned laws bearing on the power sector.

Several legal reviews took place during the period of this delivery order. Dratt laws
reviewed included: the Anti-Monopoly Law: the Law on Protection of Competition: the
Law on Energy Efticiency: the Accounting Law; the Petroleum Law and the Energy Law.
The latter two laws were initially developed by the project 1eam: the legal reviews
focused on the changes (o the dratts proposed by the Armenian Ministnies and National
Assembly. Additional assistance was provided to the Ministry of Fconomy suggesting the
components 1o be included in a general hicensing law.

Major existing laws reviewed included: the Law on Joint Stock Companies: the Law on
Privatization and Denationalization of State Owned Enterprises and Unfinished
Construction Units: the Law on Bankruptey of Enterprises and Individual Fntreprencurs:
and the State Budget Law.

Additionallv. a report was prepared analyzing two major decisions ot the Govemment
that aftected the power sector. The report Critigue of Government of Armenia Decree $14
and Implementing Mandate 39 of the Minister of Encrgy (September 1993 proposaed a
series of recommendations tor advancing retorm in the power sector.

A report on legislation and regulation in the power sector including laws of toreign
investment problems and prospects.

Two reports addressed this deliverable requirement. First, K&N's Implementing Privare
Power in Armenta: Instinurional Barriers and Strategivs described the specitic problems
related to toreign investment in the power sector including the lack of tested commercial

Hagler Bailly. Inc,
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laws and judicial systems and the questionable entorceability of contracts. Second. the
Hagler Bailly report Armenian Power Scctor: Recommendations for Reform included a
review of the status of regulation in the power sector. the shortcomings in the exisung
regulatory process and the need to establish an independent regulatony commission to
oversee tarift setting and licensing.

(H Dratt laws and decrees on: regulating legal relauonships under new forms of ownership
and structure in the power sector: developing wholesale energy markets; and developing
and controlling retail markets.

The project team including Latham & Watkins, Merklein & Associates and Hagler Bailly
drafied two major laws including the Energy Law and the Petroleum Law. The Energy
Law established an independent regulatory body with responsibility for tanft-seting and
licensing for electricity. natural gas and district heating. The Energy Law also coditied a
functionally unbundled power sector through licensing ownership restricttons. Further,
the Law addressed the wholesale energy market by permitting both open access and
bilateral contracts.

A Presidenual decree on establishment of an independent regulaton bady was also
drafted by Latham & Watkins and Hagler Bailly in March 1997

Other Task Activities

One additional workproduct was prepared as part of this 1ask. A model production shanng
agreement tor petroleum exploration and development was cratted by Merklein & Assovciates.
This agreement served as the basis tor negonianons between the Government of Armenia and a
LS. developer.

SUMMARY

This delivery order achieved major results in each of the five task areas. The regulatory reform
and restructuring components. in particular, have resulted tn significant changes in the
organization and regulation of the energy sector. These changes appear to be sustainable, The
Energy Commission is functioning admirably and is serving as a model in the NIS. The
restructunng ot the power sector has “taken hold™ and eftons are now focusing on the logical
next steps. including the development of the wholesale energy market and improved tfinanaial
seltlement procedures.

The independent pnvate power development task helped 1o bring about the first instance of
private sector involvement. albeit small. 1 the generation sector. Importantly. acuvities related to
this task faciluated the creation of a consensus to move torward with strategic investor

Hagler Bailly, Inc.
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privatization as articulated in Government Order 331. The task also provided the Govermnment of
Armenia and its Ministries with access to legal and pnvate power advisors at a hme when such
assistance was needed to help review several toreign development proposals.

The corporatization and privatization task focused pnmarily on accounting retorm. Although
there was not a major breakthrough with adoption of TAS. the fact that consensus was achieved
on the strategy for implementation is notable. The chart of accounts developed by Price
Waterhouse. combined with their advocacy eftorts. should lead to progress in 1998 on the actual
adoption of IAS for financial reporting in the energy sector.

Finally. the legal retform task oversaw the adoption of the Energy Law. This law indicates the
direction for policy-making and further reform of the energy sector. Eftorts are now underwas to
fully implement all of the Energy Law’s provisions. including licensing of enterpnses and tantY
reform.

Overall. this delivery order contributed significantly to the state of reform in the energy sector. It
helped lav the groundwork tor the implementation activities now being successtully undertaken
as part of delivery orders 12 and 13. The attached exhibit on summarnizes the progress made
during this delivery arder by showing the quarterly project team outputs and events associated
with each of the tive project tasks.

Hagler Bailly . Inc.



Tesk i
Independent Privaie Pawer

NIS FNERGY INSTHUTIONAL-BASED SERVICES » 1Y

Fxhihit 1

Suminary of Quarterly Deliverables and Events
Associated with Project Tasks

Yusrterly Events

Quarterly Drlivershles/Outputs

VM - dlermaistenal povate power workmg group Tormed (o
sorve an the Joval pinl lor revicw of sevgial loreign
devclopment propwasals

1O/9% - Comphercd warkshop with pros ale power leose

Lty

40495 - Condecied P ate Poswer Konmliable” conlereney

BOMG - ¢ onducted an Ul aergy Seoor Provadization ot on
pras abizabron oicthody and sckaled wopes

VO lagler Il by wsed one Armenan iele s naon o
diccuns the miprtanee of the sinalk by deaprsiwer privalization
provess

1,
by dtageowcr prvatieatim process Haglor Bladby sccoumcads

Moty ol [ ncrpy arnances ikl bon sonall

doadbiie B cateosbod o gt inone ppgottanily o loicga

wnohoonwm Minstry ol Energy apeeds

290 Complewcd a stady lour o thy 1S 1o s s higat
priv by poos o o prvaticanion The toae imcdady o
represantatey ey o the Mooy of Bacrgy [ omounegy ad
Privatization and Forvoggn s esinnnl

10/95 - Woikshop with hoense
holdees completed

2095 - Canlergnee un Povete
Power” completed

A/9S - Kelvased “Implomentiog
Prvate "owet in Aonctia
hsttutioesal Barnces amd Statepiey”
I puatl

Aepat - Relased dralt repont cntiled

1w idiastoonn of Power PProgeats toe
Exeselopmwnt and Financmg by the
Private Seane

1007 - Keleased linal 1eport entithed
“1valoa

m ol Power Progedds 1
Anucrua lue e velopmenl and
Vg by the Power Seaon

Flaphoe Wally | 1m

Onhrr Mlighlights

O thitsogh 3OO - Comploed monienous Tegad tesicns o the power
porchine develupment and Jease aprevmcnts lof thice proposcd private powe
fav ity

20005 - Complesed sbsadt mioded cuntias s 4of power pakchine, engimeening.
procutement gnd comsitm wn teansmmssion servives, O& M pmd

waplawmetation Prepared model proclomrmas and deiices ol mdeal

A0MA5 - Poblshed Tont Proposal tos Restoacsrmg dhe 1icensing Process lor
Private Sector Hydia Power Propees

A0 Devcluped atateecls foe Poste Poves Roosdiable &

26 Reviwewed the wnder progrosed bor the sinadl fry dioposser pris stz utnm
| LWALISNAR)
20 Avasied D ucipus E Ll wath foan dovisie ity tor ang g ol vinatl

Iydyopower Tacthity sl Yooy an b ake Alar s d sl inmsmisaon wiviee

SpIcCinent lor nlu'rlmlg vl powet

1A T omct oracwes ol e Tor soall Ty advognes g b prosatos anon peocgss
plntll'!'l' 1o the Munediy o Fecepy bimanal model desclopaed 1o asas with
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Task

OQuarterly Fvents

Quarterly Deliverables/Outputs

Oher Highlighty

HMIT - Pacrgin’s Yerevan L ake icrolydro project camg on
hews sepreseatimg the st privide poscer Baality i Armeng

W97 - Completed report describing results of Prvatization and Privale
perwer study Lour to the LTS

W7 - Seven sl by droclevoic Siscilanes representng abowt
12 MW anatal capacily weae pusoatizcd

SOMT - An additsnad three simall hy drocleatrie facibines are
s tsed sepresennng anothier 13MW e tetl Gapancily
e unts CFXMW o todud ) were sald wea loreign wvesiar

Iwoud

297 - Completed an evaluation ol the Tiest tound ot the sonalt hydrapower
privatization Produced yeport cntithed 1 valuation ot the Pilot Posvatization o
Srall Hadroposer Projects ™

2047 - Reviewed te diatt model poser purdise aprectient proposed for

the pravatezed smadl by droposser projects

2097 - Presented workshop onthe problenes with the first round of the small
hydrogumacr priv

Alsation process

HOMT - Peepared recomnenditions summnaneing the components to be
mncluded un the small by droposwer heenses

Tunk 2
Stavmagement Information
Sydem

HXUSCompleted timad SIS sy stem deagn mcluding aull
descnption ol bhardwitre, softwine and atlocation of computers
watlier the Murustey al Eaceps

1095 - Heguest [ot brds submtted (o supplicrs

1095 - Bhds (o equipmient Leam toar suppliers recened angd
cvabuated

YOS - Reguest Ton progcurcment appron il subirtied to
LisAlb

TS0 b quipment precnsement approsal secened
W6 Coromony conducted b ollicmlly open the MES center
AOHT Wortkahap en the MIS conducted Atlemders i lade

Mty of Fogeps atatl poumabints and encrps enterpine

g cment

LOAS - Completed memorandum
desenbing how the MIS would relale
1o other weehmical insistunee eftorts
underw iy

1S - Preparcd report assessing the
status of enorgy dat callectien and
analy sy, the necd tos an MIS and
pussable waplementaton diflicultics

295 - Campleted i report an the
praposed syslem desapn

OO ) sl tash report completed

W96 S comduaied on the use
ol the SIS nportance al encigy

data colledtinm

Iyt
AMIS boscd anrene ol year wl

Commpleted vaaluatiom ol thy

operation Presented workshop on the

1esuliy sl the ey alyation

TS - Dwo idis iduals sent for certitication proptam m network solbware
use and mantenange

QS Munsdry of Enerpy tucl estionmg progiim conserted 10 new
soltware Langiage Wooncreise s Hevahility

10730 - Dstalled MIS soaghis the Stivstes ub boeegy in June, 1996 and
conducted MIS fiommg The lenmal Iaind-eser™ al the system ta the Mg
ol I nergy ook plie

QM0 through WOST - Lrimipg and sy stem sapport prosaded

19 Moty of Focres spns Jetters of aceeptanee b all cquipment
pros uded as pant of the MIS

[RCK

upetabing as miended

Hapgler By completes an andil 1o epsaare cquipment ivom nse ami

Plagler Hally, T
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Quurterly FEvents

Quuriterly Deliverables/Oultpuls

(rther Highlights

AQMS - Completed a repulmory study tour to several LS
tepulintery conomissiony in the TS for the First Depuny
Minister ot 1 conomy and a Deputy Minisier of boergy

A8 - The Minisier ot § nergy announces a plan to restructure
e poseer sector, mvalving the establisliment of 1) three

pe

one tmsmison/dispatch canlity retaming i the shost-term
sonne Joad tollow ing pencration

cratnnt companics, 2) St distibution eaterprases, and, 4y

HHIS - Ehe resteuctuning proposal isosnplemiented Oser 1iity
disticbuluon utilities cecated  {hree separsic gencration
caterprecs eslabbished

OO0 - Power avindabslity mceeases and systeniestored m 24
hor o day operstion Reorgnnisation of the sectar is credited

wath achiey g these resalts

/47 - Distnibution consobidation tukes place 1 lesen
dustnibunian cnnities tarmed

20447 - Remamnp peneraticon separnted from Armencoie Six
Mo peacralion cnterprises cuist

20097 - Presulential decree ssucd establishing an mdependent
encrpy icgpulalony comission

2OMT Locrgs Comppesaon ssues cledtioty tanit mcreise
deviaan

FOMT Eacrgy Diw ol the Republic of Armen passes
cohiby g the ostabtnhiment ot anaindependent regnlaton
o aen and realoong the tuactonal anbundling ot the
cocrgy souton The Foergy 1w reguires the sepanition ol
traremssune mnd degpateboswothin theee yenes

FOMS - Completed the " Imerational
b xperence with Distribution
Subsector Resttucturing” repont This
reporl provaded an analysis ol possible
mnadels that could be used For retorny
of the power seclor

SOMA - Restructurmg and sepnlitory
reform recommendations presciled o
vanags Menistoes and also doting the
Privaie Power Roundiable

L9510 209 - Assistance provided
w USATD on development ol t¢form
conditians fon the 1996 natural gay
agreginent

20090 - G empleted areport entitled
et Power Seator Restzucturing
ind Implementatum™ repsan

1T - Completed the deall cledtngns
Lt study and conducted aoworkshop
o present the results

WAYT - Prepared a sammany of
Government of Armienie compluneg
with the 1997 nalural gas
Memorandum o) Understanding,

WO YT L mahizcd the cleamaty tandt
shiadegy sy

2045 - Proposal des cloped Ton formation of 1estructuring working group

VM5 - Completed arestructoning proposal for the Mimister ol ] nergy
recommendimy the Tunctional sepataton of tw power sector

S5 - Completed o report on the tepulalony study tour

296 - Completed a prelminary revivs of the natural gas sector and
suhmitted o senes of recomienditions [or s seclon testructuning o the
Ministry ol 1 nergy

209 - Project learn undentakes ananady sy o detenmane the impact oneml-
user taritts from consolediation

WM - I comunchion with the World Bank  deteennned that the preterred
carsodulaton stieeps lor the distnbution seclar wis to estabind four tegronat
ulilities

W97 - Prepared i shont stusniagy of the henchits ol power sector
resouctuning for the new Prome Matsier

QAT - Updated cleaianty and] stady 1o take mio acoonnt the Foergy
Commisson’s o] decisions
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Quarterly Events

Quaricrly Delivernblex/Oulpuin

(Mher Highlights

ily Corporatization &
Privatization

3OS - Annenergo and Masis nelwark enterprise managemenn
agree Lo the proposed pilat commerciahization project

AQMS - Restuctunmg, of the power sector takes pluce Althaugh
the debivery arder called far oosangle elint ol wecounls for
Armcncrge, the restractunng necessitided that imuliple clians at
aceownts tor cach s pe ol distibation caterprise be develuped

HOOG - Sennnars presented on cnmmetcalbiziion and tinancral
Couing

20496 - Minstrs of Fperey bepins implementation ol more
appressine measutes o ouse callechions € ollections hegin
b quackly T the 20%a level oraver $0%,

A0S - Aprecment iy reisched Lo unplement an aggresyive
coannieid talization propran at the Acarin destributuon network
mchsdimg mnmplermentimg o meteomng and bndhing sy stem and

accounting sy stem e aveownting wark focuses on furhee
sahdation of the proposed chart ol accounts

2307 - Aprecmient s scached on the corporstization ol coergy
cimcrprises Cotprrnalizaion nle cosed jomd stoch companies 1y
valled tor by Loy 1 [OUR

JOMT - World Dunk project teans completes restatemen ol
et sector financral stsements

2097
reportimg aotem gl Yerevan Eastbonon Company and

Trew o s mude o bepm smplementaten of fimnonl
ATmencepo

W97 NWonld Hank and Moy ot bnergs approse the
tmctable and implementation sitateey lon accounting preparcd
by the project feum

WO Soaabang proup Intmcd it Yeresan Disinbulion

€ onnprany to puesue |m||lr|||('nl.ll|nuul 1AS

1046 - Completed the “Financial
Minagement Prachices’ 1epon
describing exasting tinancial
nuagcinent practices in the power
sector il supgesting modificanons
lor unprovetient

T - Semigars on
cammictcialization and tinuncial
accounting presenied

20496 - Campleted the accounting
Imanualy and charl of sgcounts for
tll‘ul[lhll'lllll ll'illl\"ll‘.‘-“!Il."ljl\pillk‘h il”d
peneratian entcrpriscy

2009 - { ompleted the
“Cognneretalisation ol Diadribution”™
fcpuonl

1097 - Campleted the nistural gas
setar sccounhing manual snd chart ol
HIWAINTTTEN

2045 - Completed aaevies of the F IRD lunded resttement of Armenerpo
accounls

VOS5 Compleled o proposed commicreaheation pilot project plan for the
Mivses distiict netwark enterprse Presented the plan w both Armencrgo
ventrad rramapeement and Mose detric) management Implementation ot the
plan touk place

S5 - Sunplificd cost acconttg progeian mbioduced at the Masis network

1O - Matenals prepared los the carrnercalization and Timuncial sccouiting
ACHITES

2000 - Complered accounting manuals and chint ot accounts Tor distabution

26 -
project dedimtian tor the proposed World Bank gansnnssion and distiibution

NMababized o resadem commicrcralization ady isan toissist wath the
loan

VO - Banaend control assessmicnts wue commpleted ot the regquest of USALD
1o sapport the planned procurement of pataral gas und wheat

VOAT - Implementation steteyy bar niernatwonal iwconntimg standids
prepaned

W97 - Cumpleed u presentanen of corporatesation and delivercd 1o the
Mty of I oergy

W7
Inerps lor the Yerevan Distnhatwn £ ompany

Reviewed deadl carporae vharter developed by the Mumsty ol

10)M7

[ el seulin s cepleted

Aoseament al accountimg soltware that could be msed mr Anme i

Hyar

shanbaeds prepaed. Recommendationr deseloped dor <peciling standands fo by

Sumanes of el of the thirty Aheee e omationad acountimg

syl e Armenm
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ask

Quarterly Events

Quarterly Deliverables/Outputy

(Other Llighlights

Fusk 8
Frergy Legislation

LA Workig group establihed o develop energy law

S0 - Production shiging
explortion and developient signed between Govermmen vl
Armeniinand Aierican lipny

secetnent lor pehioleum

2047 - Preadentiol deoree raned fonmmg mdependent encergy
tepulatory Culniiission

2097 - The Liergy Dins wis paeeed by 1he Natonal Asseimbly
ik sipoed by the Presidentan June 1997 Fasvape ol
Tuerpy Tas represents the colimoitions of a two-y e clon

The Taw vodhitios the ostablishment ol an mdependent repulinon
body with responsability Tor tand? setting hoensing, conltrigl
apptovaland guality of seevice Additienally  the lass teguires a
functiemadly unburdled encrgy secter thaough issenership
restrrctions un hoetnees The proeqect o s support activitics
tiduded provadmg atenmation and pundance ta the Moster of
I ey 10 help detend kes prinosions ol the Taw hetore the
Satonal Assembly i meetimps with ks deputies to discuss
the benehits ol the voergs Liss and some of the wenkneyses in
The drall Ls that shoubd e cansideeed tor iodih
Adiitienal asantanee win provided Lo redeall specilic artidles n

Lion

byby ot comments tecenved T depaties duting the e
rembing

A - 1St project team version of
I nergy Law drafted

20495 - Completed the report
cobiguing Gosveniment ol Atmenia,
Drevmion Noo T and Monster ol
Fuerpy . Mandatle No o 9, 1wo primary
Jepal dovnents goverming the
operation of the power sector

RIS - egal memorandum
completed regarding pussible
ownentap tarms ard corporatization
proceses lur the power sector
CHLCTPICY

MGG - Dirall petroleum Taw
developed along with a moded
production sharmg sgrecment

1QAT - Funal project team version of
I nergy Law doatted

1T U rafted doadt Presidental
decree w establish an encrpy
Cotmimssion

HET L Completed legnl oy cws i
dradl petrolcom and avoonmiing i

Woal completad epal review ol the
dradt D nergs 1oy 1 aw

FOAL 1 VAT - Ongang activities tepandog the diafl Toergy Law Project
team prepares nunicrous deadls and works closely with comterparts an the
Minnstoes of L aergy and Eeonomy fa achieve passage ol the law

306 - Praject leann oy aluittes proposed production shanng apreement and
assists Giovernment of Anmenia Juring aegotislions

20497 - Completad review of the Tas oo Duties and Stule Budpet | aw
detetnune whether there isoamy contlact with the estabhshment of a licensee-
tee based tunding, approach o the T nergy Comnnssion

20497 - Wothed with the 1 nergy Commssion on adeah Tiw wo pern the
Cummesaon 1o ssue hoense fees for lunding porposes

Hagler Bally, Ine




