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In mid-September 1998. rhe L.S.  .Agency for lnrernational De\elopment (I-S.\IDI iscued Task 
Order no 3 of Conuacr L-AG-1-00-98-00005-00. The Task Order \\as inrended r i '  ci'nr~nue a 
numher of institutional reform acri\-iries focusing on b t h  rhe .Armenian pi \ \er  m d  narunl gas 
xcrors. 

This repon describes the suhrasks and malor results accomplished during rh15 Task Order. 
idenrifies hou each deli! erahle requiremenr was met and provides suggesr~ons for i~dlo\\-on 
activities should LSAID. or other donors. desire to conrinue \vork in rhis area An F \hib~! 
provided at the end o i the  document summarizes the key evenrs. deliverahls,. riming m d  
accomplishmenrs associated with this Task Order. 

Several s u b m k s  \\ere included in this Task Order. Each suhrask is descr ikd hnetl! kltm along 
ni th  irs primary goal and acti\it) areas: 

Rrsrrucruritty: The goal of this subrask was ro pro\ide rechnical asslsranie d s s ~ < n c i  
restructure the power xcror  into eflicienr and effecti\.e enrerprises ccinduci\e iL>r ~ n ~ a r e  
in\esrmenr. Target priorities included: achieve conxnsus  on financial wrrlsrnenri usng  a 
h d s  administraror approach and complere inirial implemenrari~~n steps i,lr rhi. 5;nds 
adminismrion funcrion: achie\e adoprion of a grid code rhar full! suppons ths d!rwrlon 
elecrriciry marker reform: gain consensus and appro\al on a j z r  of marks! ~ i e s .  s';?p>n rhe 
conrinued reorganizarion of the High \'olrage Electric Xer\vork Enrerpri= m d  :\.-enr.rg~\ r i '  
ensure that the reorganizarion is stabilized and s u p p ~ ~ s  the resrrucrunng prtwecs. s:n\e 10 

achieve funher resrrucruring of .Armenergo ro jzparare our the \\holezal;. amrrnci:ng i ~ ~ c : l o n  
from .-\rmenergo: achie\.e approval on a \vholewle r a r i f f m e r h n l ~ ~ l ~ ~ g !  ct>nsi.r;.nr \\it5 :he 
power sector restrucruring and \\holesale marker reform I I I ~ ~  

Legoi Reprioron Reform: The goal of rhis suhwsk was ro dexelop the n c i c s a p  de;ress. 
legislarion and regulations to all@\\-: rhe developmenr of rhs c3pbil ir isi  t><rhi' Energ! 
Regulatory Commission ro regulate rhe secror and promors pnvars seclor ~i-r\\nsrsh~p and 
invesrmenr. Targer priorities included: p s s a s e  oiamendmenrs !o :hr. Ener:! L.I\\ I L ~  !:mi1 
srare in\-olvemenr in commercial acri\i!ies of the po\\cr sector and ro :wrrer a l ~ g n  :he iau 



with the desired direction of energ! secror reform: suppon pxential legal and  regular^^^ 
issues espected 10 arise during h e  srnregic inkesror privariwrion process: s u p p n  
de\clopmenr and passage of licenses ior pokver secror enrerprisss consisrenr nith the r n x k z ~  
oriented reform: achiete implemenrarion o f 3  financing mechanism to ensure Ener~!  
Regularon Commission independence: iunher codif) rhe rules and procedures o:'rhe Energ! 
Regularon Commission: and. provide legal counsel for dnir  legislation rhar could p>ten!iali! 
impacr entry! sector reform. 

Conrnrerciuliza~ro~r: The goal of h i s  suhrask \\.as ro srrengrhen rhs commerciai ~>per~ri\ ln ,>i 
the power sector enriries h! working \virh rhem and [he Energ! Regularon C ~ ~ m r n ~ s s i o n  ro 
cresre legally separare corporate enrerprisss. delelop \vorkahle contracrual relations. 
inrroduce efiecri\e financial and accounring systems and metzring. hilling and c o l l ~ r i o n  
systems. and ensure that rant?; are sutticlent to cover costs and suppon needed in\esunenti. 
Targer priorities included: \vork with .Armenergo to impro\e rhe accounring and ilnmc:al 
reponing activities at rhs enrerprise: pro\ide rnining and recommendarions IL. i m p r ~ n e  
internal financial conrrols: conrinue ro suppon rhe pilar cornmzrcialiwr~on pr~>!cct$ 
undenaken in the elecrriciry secror: conrinur to e\aluate h e  pilots and pro\ ide 
recommendarions ro impro\e collecrions: suppon the business planning pm-ess undenva! 
\virhin h e  High l'oltage Elecrric Serwork Enterprix. .Armenergo and the \I'c.re\an 
Disuibut~on Company; suppon the resrructuring subrask h! helping to strengthen h e  
mana_eemenr o f h t h  the High l'olrags Elecvic Ser\\ork Enrerprix and .\mcnergo. 

Pr i~at i :u t io~~ I~~drprn' lent Prirute Power Prc>nrotio~~: The goal ofrhis subtasl \\as to 
improve h e  economic efficirnc! uirhin rhe power xcror  h! m s i e m n g  asset o\\nership and 
management ro the private secror in \\ays rhar raise capiral invcsrment and b! crratin; 
comperition throuyh rhe inrroducrian of independen1 privare po\\er de\ elopers to generare 
and sell po\ver lo consumers. Taryer priorities included. assist rhe Go\zmmenr of .Armenia 
\\~ih complerion of an intesrmenr conference: \ \o r l  clossl! ro suppon rhe \ l . ~ r i d  B a d  
funded invesrmenr advisor: esamine oprions for increasing private sector p m ~ c i p t i i m  in h e  
transmission secror: develop a consensus on h e  genention pri\atiz~ition :n\Sjlmen: 
anracrion srnregy for rhe hydropo\ver cascades. 

Improved Frlel Slippl). E~~tt.rprr.~es: The goal ofrhis subtask \\as to suppon h e  operations o i  
rhe p v e r  xc to r  by \\orking with rhe iuel suppl! subxctors o i rhe  energ! a - t o r  loii. natural 
gas. coal. georhermal. etc.) as needed ro devclop appropriate national pol~cies. Ieglsla~ion. 
corporate srructures. commercial operarions. and pri\are o\ \nersh~p ro ensure h a t  h e  
necessan fuels for p \ v e r  generation are pro\.ided etfscri\el!. Target priorities included: 
achie\e passage of a petroleum la\\ thar is consisrenr \\ith a marker oriented oil and natural 
gas secror and provides a legal frame\vork to s u p p n  pn\ate investmenr In thew =-tors: gain 
Energy Regularon Commission adoprion of rhe ream's narunl gas rarifirrform 
recommsndarions: provide h e  capabilir! for rhe Energ! Regularon Commission ro use and 
update the narural gas rant?-model: educate gcl\ernmenr offis~ak and enterpriw management 
regarding [he need for reform, in energy suhsecrors including retined petroleum prducrs. 
natural gas and coal as \\ell as suppon adoprion of reform recc~nimendations. 
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O\erall. this Task Order contributed 10 several impmant accomplishmenrs: 

The Government of Armenia announced a creuualificarion for the suareris in\esror 
a a t i z a t i o n  of the distrihu~ion secror. On June 30 .  1999 the Govemmenr announced a 
prequalification process for strarepic investors to prequalif! 10 hid on controlling shares i ~ l r  
each of the countn 's four distrihu~ion utilities. The prequaliticarion process. shon-!!st:nf. 
tendering and selecrion of a preferred investor and closure is expscred h! mid-?!U3:ik! 

Hagler Bailly played a critical suppon role for rhe Go\emmenr of .Armenla in rhe dinrihuri~m 
pri\atization process. .-\I the requesr o i t h e  Jl inisrn of Energ: and \ k i t h  the  appro\^! of  
LS.-!ID. Hagler Baill! began ro s e n e  as a lead rechnical advisor for rhe Ciir\emmenr o i  
.Armenia in Seprember 1999. This became a priorir! area of assisrance dunn_r rhe I s 1  q luner  
of rhe Task Order's period ~Tperformance. 

There is also broad accectance of mosr of the proiecr ream's restrucrunnc reform 
recommendarions. The drafr grid code received careful scruriny from counrerpm 
organizations. Generall!. rhe code is k i n g  \\.ell recei\ed and supponed. .-\m,>ng the 
counrerparts. rhere is recognilion of rhe need to esrahlish the functional ares ~ n i i u d d  in the 
team's reform plan such as rhe \\holesale conrracror. funds adminismror. and scn1emenr.i 
cmrer. Consensus has been achieved ro esrahlish a marker members organ1~311~)n , > \ e r n  
marker rules in the po\\er seclor. 

The Enerev Regularon Commission (Commission) issued licenses ro rhe main %>\her *-mr 
entemrisss. Licenses for all major generalion. transmission. disparch and disniburit>n 
enrerprises \\-ere issued hy rhe Commission. In recoenirion o i  rhe expscred marker 
restrucruring 10 take place during rhe nexl sik monrhs. rhe Commission ~ml! p r ~ l \  i d d  a shon- 
rerm license for rhe disparch funcrion. 

Porentiallv oroblemaric changes 10 rhe Enerev La\\- ha\e  nor k n  a d o p r d  and appear 10 ha\e  
been reiecred. The Xlinisln of Energy proposed changes to the Energ! La\\ rh3t \\ou13 hare 
rransferred licensing authorir! fiom rhe Energ! Regulaton Commissiirn to rhi. i l inisrn o i  
Energ). The projecr ream mer wirh rhe Energ! Regularon Commiss~on. Jlini.;? ,>f Energ! 
and J l in is tn  of Finance.Econom)- to provide ~usriticarion for \\hy rhe Iicensrng rlurh~lnr! 
should remain uirh the Energ! Regularon Commission. The proposed chmges IL? the 
licensing f m e \ \ o r k  \\ere re~scred 

Porential "roll bacK of the Commission's lare 1998 elecrricir\ tariff i n c r e ~ w  \\as a v o i d d .  
.In opposirion facrion in the Sarional .-\ssemhl! inrroducd a hill ro reduce elecrricir! raritys 
10 their So iember  1998 level. If passed. rhe hill \vould ha\e  represenred a xnc?us serback in 
rhe proqess  made to dare in rhe developmenr ~ ~ f r h e  re_rularon i m e \ \ o r k  The bill f 3 i l d  10 

achie\.e the necessar) level of s u p p m  for passage. 
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The Commission Financing \\.orking Grour, required under the terms of the Jlenlorandum oi  
Cnderstandine com~le ted  its \\ark and pro\ided a concept paper to 1~S.AlD and the 
Go\ernmenr for consideration. The \\orking p u p  recommended that a r;ult>.adder a?yroaih 
be introduced for financing the Commission's o p r a t i ~ m s .  

The cvcle hilling pilot revealed a number of internal control \ \eaknesxs in the distnbutlon 
-. The pilot. even though not fully implemented. nonr.rheless demonstrated the e\-tent o i  
financial control prohlems within the drstrihution utilities 11 also sho\\s the imp>nance o i  
continued suppon ior the stntefic investor privatization process as the best solution 1,. 
address these \veahesses.  

The .Armenian Energv Sector [nvestment Conference was com~lered :  The conference \\a 
held in early October 1998 and atuacted cr 100 attendees. .As a result of rhe conference. 3 

foreign equipment supplier wirh an unsolicited proposal to construct an 811 g3;. turbine a! 
the Y e r e \ m  Thermal Po\ver Station approached the Government. The Go\ernment 1s 
continuing discussions with the supplier. 

.Additionally. at the rime the Task Order began. there \\ere a number of ongoing prohlems t h a t  
a-ere hindering the reform process. For insrance. the Government of .Armenia had r e i u d  to 
increase tariffs in accordance with a previous agreement bet\veen the Co\ernment and the World 
Bank .As a result. the U'orld Bank suspended assistance under rhe Srructunl .Ad!uunent Cred~t  
(S.4C-3) and put on hold the rmsmission and distrihution rehahilrtation loan. Similx!!. there 
\\as resistance to strategic in\estor pri\atization. The Xationnl .Assembl! came claw to 
repudiating the sales agreement for the Yerevan B m d y  Facton due ro concerns regardrng the 
purchase price and the lack of transparent! in the h i d d m  process. Fonunarcl!. mosr c i these  
difficulties have now been overcome. .A 12.i00 tariff increase \\as put in place in So\ember  
1998. leading the i\.orld Bank to release an additional tranche under the Structural .\d.iusunent 
Credit and to restan the transmission and distribution rehahilitation loan prc>.iecr. S~m~lari!. 
public concerns o \e r  the strategic investor privatiwrions ha \e  become increasingl! muted o \ e r  
the past year. 

The conrracrually-required delivenbles for this Task Order. and a description of ha\\ the 
deliverable requirement has k e n  met. are shoun  belo\v. The delr\erables as described in .An~cle 
i' of the Task Order are not specified by task. Sonerhelcss. for e a u  of re\ is\\. e3ch deIi \enble 
has been restated in each suhrak where i t  applies. 

Two of the deliverahlrs listed p n a i n  to the overall Task Order and are not spzciilc. Thow 
deliverables include a completion repon and the Task Order work plans. The! ~ncluile 

1 .  A derailed Completion Repon describing the activities completed and results obra ind .  



This report is intended to meet the rask complerion reporting requirement 

2. IYork plans for each subrask. 

Ii'ork plans for each suhtask \\ere prepared and suhmined ro LS.AID dunng rhe tirsr monrn 
Task Order commencemenr. 

The additional conrracruall~-specified deliverahles are lisred belo\\ according ro rhe appropriate 
suhtask caresor\-. 

Subtask A: Restructuring 

Deliverahles in rhis suhrask include the follcnving: 

1 .  Brief reform starus assessment for pouer secror restructuring 

This requiremenr \vas rner through the complerion of the report enrirled .4r l .4~s~~ssnl~~rlr  olrii,. 
Srarlrs of Power Secror Rt;form in .irmenia. This report updared the progess on restructuring 
made since Februap 1998 (the dare ofrhe  earlier srarus assessmenr r e p r t r .  

2. .A rest~ucturing implernentalion plan. 

This deiiverahle requirement \\as satisfied through the report enrirled .-lrnit7rii~ri Pouzr .Gaor 
Resrritcrirring Pion Lpciure This report updates the September 1998 P r i p w a i  ii)r rh', ( i)nr:n!rid 
Reform qfrhe . - l rmt~ni~m Po\t~,r  Sector prepared hy H a ~ l e r  Bailly The u d a r e  addresz-sl: rscenr 
developmenrs in the potver secror reform area and highlights Hagler Raill! ' I  recommendarions 
for the near-term sreps required to improve the marker oritnration of rhs p \ e r  'ecror. 

3. .An expanded grid code and power marker rules. 

Hagler Bailly tvorked with the J l i n i s ~  of Energ!. .Armenergo. rhe Energ! lnsriture and the 
Energ! Regularor\ Cornmission on the preparation of a re\-ixd grid c d e  ior rhr p w e r  -tor. .\ 
comprehensive grid code was developed and included sections on: xttlemenr and iunds 
administration procedures: market governance: planning procedures: mere r in  sommunica~ion 
aandards: and net\\ork access requirements. .\dditionally. the grid code included 3 wr~on  on 
rhe recommended market rules. 

4. Updated electriciry tariff methodolog! 

This requirement \\as achieved through the completion of the  report en~irled Dr.vt,iopmcw~ qt 
Il'holrs~lle and R ~ r a i l  Elt~crricrn Tirrf f i . i f~~r rlrr .-lrnirniuri Power Seitor. The repon desaibes a 
methodology for calculating electricit\ tariffs at hnth the \\holesale and rerail le\el and pro\tdes 
estimates of full-cost and marginal cost based lariffs for the prriod 1999 through 2008 
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Subtask B: LegaVRegulaton Reform 

Deli\erables for this subtask include b e  follo\ving. 

1.  Brief reform status assessments for legal and regularon reform 

Although the Task Order specifies prepantion of one status r e p n .  Hagler Baill! p r w ~ d e d  I\\<> 

separate repons given the differences in the topics to be co\ered - one iocusing on legal rtiorm 
and the other on r e ~ u l a t o n  reiorm. The legal status assessment repon is entitled <rr:r:r . i  

.-lssrssme~lr of~Lrgal  Der.t.l~~pmr~rrs Pr.rroi~li?l,q ro rhc .4rnre~lrun E ~ t c r . ~  .Sc,rror Ths r e p n  
focuses primarily on the Civil Code. developments relaled to the prop3sed m~xi i f i ia~i~>n.  o i the  
Energy La\<. and Government of.Armenia Resolutions 555  and 53 1 .  The r t p l n  aik) p r ~ ~  ides 
brief summaries of three additional laws enacted in b e  late 1998 rime i m e  that i n > v c i  :he 
energy sector including the .Accounting Law. the Law on rhe .ludicial S! crem. and the 1 . a ~  on 
.Arbitration and .Arbitration Proceedings. 

The second repon. entitled .Cro,lts .4ssersrnenr q f - R ~ ~ p r l o r t j n  Rcf(Jrm in r l ~ ~ ,  R c ~ l r i r i  1 1 i . 4 r r n ~ ~ r i r . 1 .  

provides an update on the status of regulaton reform including the Energ! Rc_culati~n 
Commission's major accomplishments over b e  past ! ex .  Perhaps most irnpvun:!!. :he r e p m  
focuses on some of b e  organizational and regulaton process \veaknesses tha: Fm:st and 
provides a number of suggestions for improvement. .Additionally. the r e p n  include.: the results 
of an informal sume! of licensees undenaken recently to bener understand ths liisnk-:s' 
perceptions of the strengths and \\eaknesses of regularion in .Armenia. 

? 
- .  .A procurement list presenting limited critical commodities ce.g . equipmenr I Impn.\e 

the performance of p v e r  sect~lr entities: and a supporting e n v i r ~ ~ n m s n u l  a<w.;ment per 
CS.AID environmental procedures 22 CFR 2 16. 

The Task Order specified that approximately S30.000 of equipment. supplies and rlrnish~ngs k 
procured to suppon b e  Energy Regulator_\ Commission. .A list i rfreci~n~mcnded squ!pmzr,t \\as 
provided to US.AID and overall. about S30.000 of equipment \\as priwurr.d 2nd dsli\srs;i. Hagler 
Bailly audited the procurement to ensure that the equipment is still in p l a x  and kin , :  u w d  as 
intended. 

.Also. an environmental assessment to suppon the procurement \\as prepared I k~ f:vi :r<~t:r~iir:i;.' 
.4ssessmenr for Procurrnlrnr .Clrpporr P r o ~ i d t t i  C.nLicsr Tusk Order -; I ) / (  .o~~;r.r'.r i . 4 ~  ~ - i - ~ t ~ ~ - ~ * -  
00005-00). This was the onl! environmental assessment prepared for thr. I ' J . : ~  Orlc: 3. no <>:her 
significant procurement activip took place. 

. Up to h e r  ( 3 )  regulaton policy papers on issues such as compcti t i~~r.  2nd nl.2- 
discriminatop access. and an assessment of the  usrt of l icenx t'ess for i u n d ~ n ~  
Commission operations. 

Hagler Baill! prepared three policy papers including: 
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Commission Financ.ing clnd Rep~rlaron l n ~ i ~ ~ p r f i d e n ~ - ~ ~  1 1 1  the. .\'L>N I 1  l n ~ i ~ ~ p ~ l ~ i ~ ~ r t r  .qrir:ii. 

.\bturol .\fonopolies und thl. Role [md Limits o t ' t i o~~~~rnnrenr  Regulot~on: 

Response from .Armen~an oflic~als to the papers has generall! been p o s ~ u \ s  Each of these 
papers is applicable to r q u l a t o n  Instltutlons hroughout the S I S  as \\ell as C entral and Eas~ern 
Europe 

4. Updated licenses for generalion. rransmission and disrrihurion 

This delivsrahle requiremenr \\as mrr rhrough the submission ro L3.AID of the dtxumcnr 
enritled Rrglrluron. Licenses Eirhur .ipproveri or Llvlur C.c~nsi~it~uric~n h)r 1 in titc, . 4 r n l ~ ~ n l ~ n  
Po~ver  Secror. The documenr provides an update on the srarus of regularon licensing and 
includes copies of rhe most currenr versions of each license. Included in the dcxwntn! 3rc 
licenses for: central dispatch sysrsm coordinarion: funds adminisuarion: \\ hoieule i ~ > n t n c n n < :  
disrriburion: rransmission: generation: impon: and. expon oielecrricir! 

5 .  Repon on rhe anal!-sis of the financial repons prepared h! licenxes 

Hagler Bailly drahed a report rnrirlrd Finun~iul Reporrrng Rey~r i rem~~trs  und. i~ld[ \ i i s  ibr rhr. 
Reprrbli~. ot.4rmeniu's E n e r p  Regtrlaron. Commissio~t. This repon critiques rhe Commission's 
cumen! licsnsee reporting formars and provides a number of suggestions including the addition 
ofseveral new reporting forms. Further. a number of periormancr indicarors an: desxitr ; l  h r  
rhr Commission can use ro moniror and e\aluare licensee periormancr. 

6. Regularon enhrcemenr procedures. 

This delivsrable requiremenr was mer rhrough rhr report Enfi)r~.mrrnt o t L l ~ . c n c ~ ,  Pro\.:<:on< :n 
rhe .4rmenion Enerp.Sut.ror This repon examines rhe presenr legal aurhoriries ~ > i  the 
Commission ro a s x s s  and implemrnr various r y e s  oipenalries and -wcrions on l ~ c e n j m  10 

enforce compliance. or penalize noncomplimcr. \\irh license pro\ isions. The repon n~.rsr [he 
various legal weahessxs  rhar hinder the Commissi~jn !c> undrr tAr  certain kinds o i  rnforisrnenr 
measures and also re\ir\vs [he exrenr ro \\ hich specific eniorcemenr mechanisms ma! be 
applicable in h e  .hmenian regularon en\ ironmenr. .-\ number of specific eniorcemenr 
recommendations are provided for rhe Ci>mmission's considsratlon. 

7. Regularon Commission annual repon 

The 1998 Energy R e g u l a ~ o n  Commission's .41in1rul .-lcri\,in. Report tias submined r ~ 3  the 
Sarional .Assembly on \fa! 1. 1999. in accordance \\.irh rhr requircmenrs of [he Energ! La\\.  
Haeler Baill! p ro~ ided  a cop! of the report to L.S.4lD. The repon pro\ides the progrrss made 
during 1998 in the areas of tariff-srrring. licensing. conrractual marters. Commission inreracrion 
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with other Government of . k n e n i a  agencies. the Sational .Assernhly and international 
organizations. customer related matters. publ~city and Commission expm;litures. 

Subtask C: Commercialization 

Deli\erables in this suhtask include the follo\\ing: 

1 .  Brief reform status assessment for commercialization. 

This deli\srahle requirement \\as achieved through completion o f the  repm ent~tled .4rn1~.1:i~11: 
P o ~ w r  S e c r ~ r .  ('omn~rr~~iali:orim SI~IIIS . - I . ~ S I ~ . ~ . ~ I ~ ~ L ~ I I ~ .  This r e p n .  prepared h! CSEN. p r ~ v  ~ d e s  
an assessment and oven-ie\\ of progrsss to\vards commercialization \vithin the indus~? inciud~ng 
a brief background on p \ e r  sector restructuring. goals for sector commsrciallzation. st3rus k > i  

key elements related to those goals. an o \ s n i s \ v  of related work funded h! donor organizations. 
and recommendations for future activities. 

2. Commercialization improvement plan 

The .-lcrion Plan for Ftrrrhrr C'onrmrrciuli_orio,1~ola ofrhe .4rmerrian Por*-cr Sccror. preparrj !ointi! 
by C S E N  and Hagler Baill!. examines the ke! componenE comrnonl! present in ctvnmrrciall! 
oriented utilities including: business planning: organizational development: human resource 
management and development; financial management and control: commercial o p n t i o n :  
Iegislati\e and regulaton relations. and public relations. Bawd on a re\ is\\ and an3l?sis o i the  
current status of each component. the repon presents specific recommendations \r ith r e s p - t  
continued progress to\rard commercialization. 

? Pilot metering billing replication expansion plan 

Hagler Bailly prepared a repon entitled Pilor Projecr Plori ro I~I I~OL~IIL.~ '  C : I Z ~ ~ ,  .\lcrcr Rc'ildi~lg ond 
Billing ro the Commercial Operorions qfrhr ) i>rr~crn Disrrih~rrion ('ompot11 This r e p n  
describes a recommended pilot pro!rct for metering. hilling and collect~ons that if implementd. 
is expected to achieve improved collections of cash. cost cfliciencie.c due to significantl! 
enhanced productivih in the distnhution utilities and strengthened internal controls through 
introduction of meter reader technician inspector rotation procedures. 

Subtask D: Privatizntionnndependent Private Power Promotion 

Deliverables in this suhtask include the iollo\\in_c: 

1. Brief status assessment of pri\atiwtion and indeprndent pn\a te  p w e r  promotion 

Hagler Bailly prepared a repon entitled ,411 .4ssessmmr ofrhr S t c ~ r r r c  ofPrn.uri:orinrl 111 rlif 
.-lrmenian Power Srcror The repon provides an update on the progress with pri\ atization and 
suggests areas for priorit) technical assistance. The public debate concerning reiar~\ el! recent 
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high profile su-aregic investor privariwrions. and its potential impacr on pn\ar iwr~on o i the  
po\ver secror. is also revie\\-ed. 

2. Pri\arizarion plan for rhe elecrricir! secror. 

This requiremenr \\as achie\ed rhrough rhe preparation of the Gr.11r~rnrior1 or1,f Trurrvm:.i.~;o~: 
Pril.ari:arion Refilrnl Plurl fir rht. . irnr~,ni~~tl  Power St~cror.!ointl! prepared by F ~ n c  \\ashingrcn 
.Associares and Hagler Bailly. The repon re\ le\vs rhe cunenr in\esrmenr en\ ironmenr an,! 
examines rhe oprions a\ailahle for privarimrion ofrhe generarion and rnnsm!ssion w.rrcn. 
Recommendations ihr rhe privariwrion srraleg! for rhe genenrion secror are pm\idsd. including 
station specific recommendarions. The repon docs nor address the disrriburion pri\arizaricn 
process orher rhan updaring its currenr status given rhar rhe process ofpri\atizar~on is no\\ 
undenva?. Addirionall!. the repon describes the currenr invesrmenr environmenr and idenrifies 
rhe r!.pe of investor risks likely for rhe :eneration and rnnsmission secrors and \\a!s rhar 
such risks can be ameliorated. 

Subtask E: Improved Fuel Supph Enterprises 

The deliverables required by this suhrask include: 

1. Brief assessment of the  srarus of fuel secror reform. 

Rather than assessing each of rhe fuels sectors separarely (as is done in an! caw in rhc Fuel 
Sector Reform plan described belo\v). [his status asxssmenr repon focuses on rhe single most 
significant development in the non-elecrric secrors: rhar is. the esrablishrnenr of 
.bnRosGazprom. an .Armenian Russian joint \enlure and irs implicar~ons on o \ en l l  enert! 
sector reform. .A repon prepared by Xlerklein and .Associares . irnrR~~gu:pronl - .4 Brrt,f?n,e 
Paper provides an updare on the sratus of the iormarion and operarlon of rhe !oinr \enrum and 
indicates areas of potential concern. 

2. Fuel xcror  reform plan 

A fuel xcror reform plan \vas prepared enritled Rec~>mm~*t~Juruclot~v f ~ ) r  Ref;~rnl olrhL, .4rrnt*~rrun 
Flrel Secrors. The repon provides an o \ en i e \ r  of the petroleum. narunl gaj. coal. m d  p r e r  
eenerarion sectors. and focuses on rhe problems found in each ~7 i the  priman fuel W L I L ~ ~  md 
provrdes recommendarions designed ro suppon the overall reform (3i rhe energ! secrt>r 

3 .  Updated lariffmethdolog! for narural gas 

Xlerklein and ,\ssociares prepared a narural gas r a r i n ' m e r h d o l ~ ~ g ~  and esrimared cost-bawl 
tariffs by major subsector of lhe .Armenian gas industr\ in rheir repon entitled .\'L~r~~rc~! tiax 
TariRv ~ ~ - D r s ~ ~ e n  utrd Implemerrrnrior~. .Addirionall!. a l an lTmdel  was provided 10 rhe Enere! 
Regularon- Commission. along \rith comprehensi\e rnining in rhe use oi rhe mode!. 



In addition to the contnctuall! required deliverables. a number of additional uorh pr~ducrs  \\err. 
prepared to help achiete the task order ob+ctives. These include: 

Drati niodificorion.< qlrhe Etrer.~. Law: Hagler Baill! prepared a revised drafi o i h e  Energ! 
Law to remedy current shortcomings of the current 1atv and to bener align h e  la\\ uirh the 
anticipated marker resrmcturing. 

Resolirrions qfrhe .irrnetliuri E r i e r . ~  ('on~nris.<io?~. Hagler Baill! prepared a binder uith 
English language uanslations of all Commission resolutions. .An index and s u m m p  of each 
resolution is also included. Copies \\ere provided to L'S-\lD. the \\orld Bmk and other 
CS.AID contractors. including the L-SE.4. This binder \\ill  be updated peri~d~caii! s p~ o i  
Task Order 13. 

0prion.r.for Trat~snrissioti Firiunc~. The Role of C'upirol .\!~rrk~v.r, Derclr~pmt,tlr B d v k  L J I I , ~  

Pri\~~ri:arion. This report identifies and analyzes possible intestment atvacrian oprions 
available for h e  rehabilitation and developmmr of .Armenia's transmission s! stern and 
provides a number of recommendations for counterpan consideration. The r r p n  is designed 
to serve as a vehicle for encouraging discussion regarding thc role oi rhe  pntate =-tor ir, the 
transmission system. 

Pri\.ari-arion .-lpprouches for rhtl H~.tiroele~.rri~. Cbscudc.~. This concepr paper prr2;sntd 
to counterpans to encourage discussion a h ~ u t  the pritarizarion smteg! ior the h!drop\er 
cascades. and specificall! the \.orofan cacade .  The papsr r e t i w e d  a number o i  cptlons 
including outrighr sale of a controlling share. a rehabilitarlon operate transfer ~ m g e m e n r  
and 3 sale-leaseback. 

.-lcco~~nrrng .\!anlrals. Given the Government of r m e n i a ' s  progress on accounting wiorm IS 

embodied in Goternmenr Resolution no. 7-10). significant etfort \\as detored ar ssist lng the 
accounting reform elfon \vihin each of the  enterprises. Hagler Baill! prepared r\ro 
accounting manuals. one comparing the new .Armenian :\ccountin Standards \vi& k oolilcr 
standards. and the other describing the r e t i x d  financial reporting  requirement^ and \\a! s to 
achiete compliance. 

.Additionally. Hagler Bailly pro\.ided several sutus  updates on the Go\emment oi.4rmenia's 
compliance tvith h e  reform condi~ions included in the CS.AlD Go\emment oi.Armenla 
Slemorandurn of L'nderstanding (SloC).  .Also. a comprehensi\e r e p n  \\as prepared th! 

analyzed [he financial performance of the paver  =tor b w d  on iniormation recel\ed irom the 
Slinistn of Energy as required b! the SloC. Funher. HagIer Balll! assisred \ r~rh  rhe Sl~?;zion's 
R-1 process by protiding updated information and prq!ections related to the Sllsslon's Interim 
Results indicators. 
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.A number oilraining activ~ties. troth in-countn and iore~gn. were conducted dunng this mi. 
order. 

In-countn Training 

In-countn training \\as pro\ided in several areas including: 

Rectrrrcrrrring: Sumerous presentations and x \ e r a l  seminars \\ere presented on the pro!rzr 
ream's resrrucruring refornl proposal and e n d  code. 

.4ccotmring: Training courses \\ere otfsred on lnrernational ;\ccountin S r a n h d s  an3 h e i r  
comparison ui th  .Armenian .Accounting Srandards Ibrh W o r e  and i o l l ~ > \ \ ~ n g  re\isi~>n o i k e  
Armenian Srandards~. 

Brrsinessplunning: .A seminar on the components o f a  proper business plan \\s ntld : \~r 
enrerprise and \ l in is tn  sratl~involved in the preparation of business plans. 

Priru~i:ation: .A seminar \\as conducred ro present and discuss [he p r ~ > . i ~ i  re&-~i's 
h!-dropoiver cascade privatization concept paper. 

.\brrirol Gus Turlffs: Training on natural gas rariffs. including usr ofrhr. ranif m~ue! .  \\s 
provided for staff of h e  Energy R s u l a t o n  Commission and natural <as tnrer;.r.w r:a!Y 

Foreign Training 

Hagler Bailly sponsored several visirs for statT and Commissioners ol'rhc lnsrg! Regula:<>p 
Commission to attend \\orkshops and a regional regularon conference iuypv? ;he 
CS.AID'S.ARCC C E E S l S  regional regulaton pro!ecr. 

S ~ G G E S T I O S S  FOR F ~ ~ R T H E R  TECHSICAL ASSISTASCE 

Given that funher technical assistance is certain. a number of recommendations an. <>l;";.rc;l tuwJ 
on h e  lessons learned through Task Order ?.  I r  is recommended h a r  tach (-itht* 3:c3i k tht  
targets ro be achiex-ed during the n r t  technical assistancr. prqiecr i T d  0rJr.r 1 .  r I < x ?  c>fih~.; i .  
stands a reasonable chance of success based on the progress madt  to dare 

Conlintre ro suppor~ rhc, disrrihririon prirmi:orion proct2ss slit-h rii,~r ril, y:~,rr: : . : : : (  , I :  :, 
comple~edsr icc~s~f i r l l~ :  Continued and persisrent ad\ocac! work is nc~.JcJ to tn;l;rc rrsgrc?.; 
on strategic invesror privatization of the  disrriburion sector. This should k 3 pn<-rir! Jrea f o r  
rechnical assistance. .Areas of suppon \\-ill include: ivorking \\irh [he Cio\cmmsni <>f 
. b n e n i a  [he Governnlenr's investmenr adiisor and o ~ l l t r  donor rnul!iI3rcr~! f i in ; lxg  
agencies to finalize the fundamental rcrnis .and condirions of the render. r t \  J~xumtnr . ;  
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provided by the invesunenr ad\isor ro ensure soundness and compliance nith markc: r e f~ lm,  
objecti\-es: develop and advocate suppaning d ~ ~ u m e n r s  for rhe pri\arizxit)n. s u ~ k  2s hi2 
instructions and legal agreements: suppon the due diligence process b! proildin? 
informarion and insighr Oiuse ro porenrial invesrors. 

C'o~rrinue ro srrpporr ~ ( iopr ion  (,/rht, pro;t2cr rtwnr '3 niitrkcr r~~rrrr~irrtritr,~ rzroninic~ri~L:rio~ii 
Task Order 3 increased rhe amounr of consensus on the fo rn~  oi rhe  linal p h a x  o i  marker 
restrucruring. Eiion in the nexr Task Order should focus on x h i e \ i n g  clear cdmmitmenr to 
an implementarion rimerable and rhe final funct~~)nal unbundling should tr in:riated - \ ~ 3 s  P!' 

suppon to be provided b! rhe pr4ecr ream are recommended 10 include: adoption of thc grid 
code (including marker rules): re\.ision ourhe Energy Law ro embod! some o i rhe  Iesrl! 
changes desirable for implemenring rhe net\ marker xtrucrure: implemcnrari~m o i a  m d e i  
governance body to remo\e rhe Jfinisrn of Energy from an operational conrr~>l r~3le in the 
secror: agreemenr on senlemenr and funds adniinistrarion pr~xedures: rarity reitmr s\.ns:i:enr 
\virh rhe reiorm plan. 

rI.irh 111e di.rrrih~cri~~tr pri~uri:urion pro(~c~.s.r~/i~irij~ tt.c~ii ~cndc,ri t . [~~. .  ,fo(-~r.c on .cu!t~rri~ 
Go~ernmenr ct~nrmirnrcnr ro ( I  priruri:arion rrrurt>,q.c~trd rinrzrirhiz t11r petrc.rorro~: Iluting 
Task Order 3. several documents \\ere prepared describing rhe projecr ream's 
recommendarions ior generation privariwrion (and capiral altracrion ro the tmsmission and 
disrriburion xcrors) .  11 is clear rhar rhe Go\.emmenr oi.Armenia has ad\anced considerabl! in 
irs approach to\vards privatization. due ro h e  varier! oicomplex issues thar h\ e had !o !Y 

addressed in h e  distribution privariwrion. Once the disuihution pri\ari7~1ion pri41-s is 
beyond the rendering stage. rhe Go\emmmt  should be in a posirion ro \\ark on ds\el,):menr 
of a generalion pri\-arization srraregy. 

S~tpporr the E n e r a  Rt*g~c/~rron C'uwrmi~.iiotr 1 0  ~ I C L ~ ~ ~ I ~ ~ I  u d d r r ' ~  I I I ~ ,  r . c . i r c i (  , i . ' r th . :~ lCiJ  

itirhprirarirarion nnd/itrrhcr r.tloor re.srrrcrrr~rirrg: The Commission is i a s i n  a n m . t r r  o i  
challenges in rhe upcoming !ear including being direcrl! invol\ed in rhe pri\31iwridn 
process. The Commission is likely ro need considerable rechnic31 supPn to en.cure th3! a 
sound regularon frame\vork prorecrs and burrrrsscs the invesrmenr en\ ironmenr. 

Promore enhanced Comnrissiotr itrdrpmdcncr rhrorcplr impizmzrir~rri(~tt ot'a r17r:.i,d li~lancrng 
mrchanism: The Commission Finance \\orking group complered i1.s uork and in ; lc~orJance 
uith !he requiremenrs of rhe JloL.. Given thar a sonxnsu i  \\as achie\ed uithin :hi. \\~>d.lng 
group on a Commission financing mechanism. efl jn should be de\oted 3t achie\ing 
implementation of the working group... recornmendarions. 

Conrinlte to srcpporr rnirir~trr ro rhu Ctnmri.s.siotr .s rrtics unciproccdrtrr.r qI(~pruriorr:  The 
Commission needs to improve irs etTecriveness in gaining public inrerairion in h e  r q u l a t ~ n  
process and improving public a\varenrss of irs acriviries. EfTon should be d e \ o t d  to 
encourage Commission adoption of rhe recommendarions emh.died in the Task Ckder 3 
regularon policy paper Plciriic. Itrrzrrrcriotr rtr rlrL, .-trm~~nr~rti R t , ~ r r b ~ r o ~  P r o c e ~ c  
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Strengthen tire occolrtrtitrp rqfornr srrppr)rr,/i)r tht. po1tL.r sector ~.trr~-rprrc~,x Thr,\ugh ~ s ~ g e  
of the .Accountin$ La\\ and Government Resolution no. 740. the Clo\ernmenr iri -\mien13 h3s 
made good progress in reforming its accounting standards to align closel! ~ i h  lntern~t:<>n3l 
.Accounting Standards, .All 1 I pitver sector enterprises are in need of support. erpec13li! 
the! \\orb to prepare financial statements in compliance \n th  the ne\\ standards. T!xs :.; 
recommended to br a priorit! area for commercialization related acu\ ities: i t  wiil a i w  heir to 
suppon potential intestor due diligence. 

lmponant results were achieved in each Task Order 3 subtask. The restructuring t a h  achieted 
broad consensus on h e  need ior funher reform of the power market in the a r e a  o i  market 
governance. marker rules, funds administration. tariffs. senlementr and retision o i  the eKistlng 
Sobiet-era normative standards. The Ie\eI of discussion and debate \\as litel! and H3cle: Baill! 
remains confident of signiticant progress in this area tvithin the next 6-1 2 months 

The regulaton suppon furnished through the Task Order helpsd the Energ! Regulat~>n 
Commission to: refine its organizational structure: impro\e some of i t s  internal opentlng 
procedures and practices: improve the l i k e l i h d  of \vholesale laritfreform in accordance \\ih 
the prqiect team's recommendation: and rene\v the active panicipation rand leadership rolei o i  
the Commission in the discussions on market reform. .At the same time. one significant dn\\!ucL, 
\\as encountered: the Commission adopted a nighttime tariff. a decision the prc>.:eit team str~>n_rl! 
advised against due to its potential negative impact on the sector's financial pen-ormance. 

The commercialization activities resulted in mixed success. :lccounting reform continued tk> 
progress notably: ho\ve\-er. progress on metering. billing and collection remained irsuatingl! 
slo\r. .An innovative cycle billins pilot thced increased resistance and dela! s irom the Slinrstp o i  
Energ! and Yerevan Distribution Company. e \en though all seemed anare  o i lhe  pitential 
benefits o f i r e d  b!- the pilot and had earlier fully committed to its implementation . . l ~ x h c r  m a  
where success \\as limited tvas \vith the development of business plans. .ilthough the enterpr!m 
prepared business plans. the! \\ere seriously lacking in content and focus: pan o i t h ~ s  \ r a  due to 
the fact that the business plans \\ere prepared at the request i>f the Sfinistp oi Finance nthe: 
than being designed to actually provide enterprise managemenr with an eiiecti\e plan ior 
improving the enterprises. 

Perhaps the most obvious indicator of insufficient commercialization progress \\a h e  
continued increase in debt and stagnation in the level collecrions This lack o i  progress again 
indicates the imponance of aggresjive motement on stntegic in\estor pri\;lti7~11~rn 
.Administrati\el!- determined approaches 10 enhance the sector's financ~al peri~rmance x e  
simply not working. 

In the privatization area success on distribution privatization now a p p e m  I~kel!. The 
Government has sho\\n a \\~illingness to suppon the stntegic investor privat1z311c.n and to take a 



number of steps to increase the likelihood of succesj 1e.g.. not requiring the in\estt,r assume 
existing enterprise debt.) 

For the fuel sector reform task. the greatest impact resulted from h e  \\or!- on n a t u d  2 s  tariini-5 
The Energ! R e y l a t o n  Commission and natural gas i n d u s ~  no\\ ha\e  a\ailabli. 3 tm' 
methodolog! acceptable to the Commission and indusrn 

Finall!. i t  should not be overlooked that pan of the success of the Task Order can tw arnibuted to 
avoiding potential reform setbacks. The completion repon for (?.AID'S Deli\er) 0rdi.r 15 i the 
predecessor to Task Order 3 )  noted: 

... it must also be acho\ \ ledged that h e r e  \\ere reform "slippages" that 
occurred during Del i \en  Order 15. Of greatest significance. the Go\emment 
of .-\rmenia refused to increase tariffs in accordance ui th  a pre\lour agreement 
bet\veen the Go\emment and the \\hrld Ban!-. .As a resulr. the World Bank 
suspended assistance under the Structunl .Adjustment Credit I S-AC-3 I an.! put 
on hold the transmission and distribution rehabilitation loan. Similarl!. thcre 
\\as resisrance to a recent suategic investor privatization. The Nat~onal 
.Assembl> came close to repudiating the sales agreement for the )'ere\an 
Brandy Factor) due to concerns regarding the purchax price and the lack oi 
transparency in the bidding process. Both of these de\-elopmenrs ha\e  the 
potential to adversel> atTect investor interest and should continue to be a 
prima? area of technical assistance and p l i c y  dialogue. 

Task Order 3 technical assistance helped to aven these p>tential setbacks .At this s13ge. 
significant "slippages" appear relatively unlikely. especially \\hen c o m p a r d  to the sitwiicn L\W 

year ago. \\.ith an emphasis on the recommended areas of priorit! assisranci. d e x r i t n !  2 h ~ i . .  i t  
should be possible for considerable success to be achie\ed during the next I -' mt>ntb I r !  this 
regard. Task Order 3 can be credited with helping to "set the stage" ior this success 
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