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The objective of t h s  sub-task is to improve the knowledge base of government and enterpnse 
officials and thereby support the reform of the oil and gas sector in Georgia Particular attention 
is to be paid to the augmentation of negotiating skills to be employed in the development of 
international oil and gas pipelines and in the further development of Georgia's of domestic oil 
md gas resouces - 

In recent years, there has been a rapid transformation of the oil & gas sector whch has had both 
pos~tive and negative results On the minus side, the State Owned Enterpnses (SOEs) like 
Saknavtobi (E&P), Saknavtoproducti ( Oil Products' Distribution), Saqtkhevadgazi (LPG Sales), 
and Saktransgazmretsv~ continue to be administerrd by the Ministry of Fuel & Energy On the 
plus side, many significant operations in the 011 & gas sector are either in the private hands (retail 
sales of gasoline, diesel and LPG) or under corporate ownership (albeit most are 100% owned by 
the government) Examples of the latter are entities llke the Georgian International Oil Company 
(to collect rent fiom the Early Oil Pipeline) and the Georgian International Gas Company 
(created to operate gas pipelines) Some of the infrastructure like oil depots belonging to 
Saknavtoproducti and assets of some gas distribution companies have been sold to pnvate parties 
in opaque transactions Finally certain management iranchises have been awarded such as 
recently happened in Apnl 1998, when management control over Saktransgazmretsvi was "sold" 
to a pnvate party (again in less than transparent transaction) 

What is most significant, however, is that assets in oil & gas sector owned directly or indirectly 
by the government earn little or no return Money is no being invested in modernizing 
infrastructure, public safety is at nsk, and the Georgian zconomy continues to suffer fiom an 
acute energy cnsis 

The following report, after descnbing briefly the deficier cies and weakness of vanous oil & gas 
sector enterpnses (mostly fiom the point of view of bette- utilization of assets), suggests vanous 
trainlng programs to improve the knowledge base as well as the management skills of those 
involved in the Georgian oil & gas sector 
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The government is fully aware of the energy cnsis and the need to reform the oil & gas sector, 
however, some of the steps taken by the government in terms of "pnvatization" are neither 
transparent nor rational The policy behind some of the reforms is not based on sound strategic 
p l m n g  Some illustrative examples are the recent "sale" of Saktransgavnretsvl and the sale of 
some of the gas distribution compmes 

Managers in charge of many of the enterpnses or companies are neither aware of the nature and 
value of the assets they are managing, nor are they familiar wth  the need to earn a minimum rate 
of return on those assets Not many SOEs have departments like Economics and Planrung, 
Management Information Systems, Finance, or Human Resources Development, which are 
needed by any commercial orgamzation to earn a return on assets Even in the rare case that an 
SOE has these departments, they are more involved wth  routine administrative functions rather 
than management tasks 

In every enterpnse we interviewed there was a superabundance of administration generating very 
detailed reports, but there was little management of these enterpnses There are no meaningful 
management reports which can assist the management to improve e m n g s  For that matter, 
managers are wholly unfamiliar w t h  simple concepts such as the definition of an asset, the rate 
of return, profit, project evaluation, depreciation, etc Managenal economics or modem 
management tools like capital budgeting, setting profit objectives, conducting strategic planning 
or having an employee apprasal system are totally alien concepts 

The Georgian oil & gas sector labored under the old Soviet centralized p l m n g  system for a 
very long time This old system had only one goal -achievement of target production levels The 
shift from this old system to a market onented system will require a cultural revolution Both the 
older and the younger generation must onent their th~nlung to accept western-styled economic 
concepts and business practices What is ironic is that many managers argue that they know 
everything that is to be known about management and planning and insist that what they lack is 
money 

Hagler Bailly, under the aegis of USAID, has so far conducted three workshops for oil & gas 
sector personnel They are 

1) International Oil & Gas Contracts, 
2) Oil & Gas Accounting, 
3) International Petroleum Econom~cs 

All of these were well attended Nonetheless, our initial survey has indicated that they did not 
have the desired results They did not reach the target audience On-off lecture seminars without 
case study discussion and follow-up fa1 to make an impact 
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Ironically, all the oil & gas sector organizations we contacted except GIOC have expressed the~r 
desire for more training Our repeated requests to GIOC for information on their tralning needs 
have been unanswered This is surpnsing considenng the fact that GIOC has and continues to 
receive substantial grants and technical assistance fiom many donor agencies 

I Besides giving training in the already chosen oil & gas specific subjects (Pipeline 
Transport Economics, International Contract Negotiation Slulls, Environmental Impact 
Assessment, Legal Pnnciples of Trans-country Pipeline Construction and Operation, 
Principles of Oil & Gas Accounting, General Accounting and Operations, Project 
Financing, Oil & Gas Marketing), we need to consider subjects like general management 
pnnciples and managenal economics 

I1 We should consider developing one-week courses on general management including 
managenal economics stressing the importance of earning a minlmum return on assets 
employed This course should be taught to all the top level executives both in the state 
enterpnses and in the governmental departments worlung in the oil and gas sector 

111 We should wnte a short manual (less than 50 pages) on general management pnnciples 
and include basic concepts of managenal economics This manual could be used in a one- 
day short course on general management theory and presented to every employee in the 
oil and gas sector The objective would be to teach the new "mantra" of improving return 
on assets employed in the new market based economy 

IV Wh~le implementing the above two steps, we may implicitly or explicitly follow the 
model Edward Deming used so successfully to implant the idea of quality control to help 
develop the war devastated Japanese economy In the case of Georgian economy the new 
"mantra" to be propagated is the need to earn a minimum return on assets employed using 
modern management 

V In addition to classroom-type seminars, on the job trsuning in the areas of accounting, 
financial planning, employee apprsusal etc , should be offered 

VI We can consider tralning 10 to 15 young executives with high potential both m the area 
of general management and oil & gas specific strategic planning in two to three weeks of 
intensive programs either in the USA or in a place outside Tbiltsi 

VII Workshops on energy plann~ng and management information systems should be 
conducted for the Ministry of Fuel & Energy and also for the advisers to the 
parliamentary sub-committees on energy 
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VIII Product quality standards, environmental standards, and development of Management 
Information Systems (MIS) to capture energy statistics are very specialized subjects In 
lieu of seminars on these subjects, a better course of action is to send select individuals, 
one or two specialists for each subject, to the United States for more intensive training at 
un~versitles, government mstltut~ons, or 011 companies for an extended stay of three to 
four weeks 
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The Ministry of Fuel and Energy (MOFE) was established in June 1996 It is responsible for the 
State's energy policy and strategy The MOFE is also responsible for the establishment of 
priorities for the development of the oil and gas sector, including investment policy and 
implementation of energy conservation programs throughout the economy 

The MOFE's other duties include management of oil & gas sector reforms, elaboration and 
implementation of personnel (HRD) policy, development of the legal and regulatory framework 
for the sector, monitonng the sector's financial and technical condition, p l m n g  and 
coordinating technical assistance, and determining state policy for handling emergency energy 
situations 

The MOFE was established based upon TACIS recornrnendations But the actual organization of 
the Ministry deviated significantly from TACIS recornrnendations At present the Ministry has 
hardly any one who has expert~se m oil & gas sector It faces many challenges in this transition 
penod of moving from centralized state control to a market based economy There are inherent 
conflicts between the M~mstry's role as an energy policy maker and regulator and its position as 
an owner and operator of oil and gas properties These conflicts have given nse to a poor 
utilization of assets, opaque command and control management, profiteering by pnvate parties, 
"leakage7' of customs and excise duties, and generally inefficient operations across the sector 
The energy cnsis, which may have been Inevitable after independence and the subsequent civil 
war, has been exacerbated by the lack of a coordinated strategy to achieve badly needed reforms 
in this sector 

An example of the foregoing is the fact that there are more than twenty five gas distribution 
compmes in Georg~a but only five have been pnvatlzed (to one company, the same company, it 
should be noted, that was awarded the management franchise over the gas transmission 
company),' and that was done under opaque conditions These compames are local monopolies, 

1 In Apnl 1998 Saktransgazmretsvl the state owned natural gas transmrssion company was suddenly 
'sold ' to a private party again under less than transparent conditions What was the compelling reason for sellmg" 
this organization which has to operate and maintain the gas pipelines owned by GIGC which in reality, IS owned 
and controlled by the state? 
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yet there is no regulatory structure in place to control their operations Currently these 
distnbution companies have no supplies of natural gas, therefore, the lack of a regulatory 
authonty has not presented any problem Presumably, this dearth of gas supply is only 
temporary When this situation is reversed, governmental regulation of natural gas distnbution 
monopolies will be necessary as a guard against abuse 

Another example of loss of control is the fact that vmous individuals are "transporting" gasoline 
and diesel into the country without paying the requisite customs and excise duties Such 
"imports" result in huge revenue losses to the state treasury T h ~ s  situation should not be allowed 
to continue The government must "plug" these revenue "leaks " A necessary first step in thls 
effort is the installation of an efficient information system capable of capturing meamngful 
statistics on imports, exports and consumption of petroleum products 

As we see it, the Ministry's efforts to reform the oil and gas sector are handicapped by several 
factors Among them are an inexpenenced and poorly paid staff, an admimstration laclung basic 
management skills, and the shortness of the Ministry's own existence The combination of low 
wages, opportunities for corruption, and the inability or refusal of management to detect and 
punish offenders results in opaque decision malung Staff training, alone, ulll not correct this 
situation However, when coupled with other measures, traimng is a useful tool to achieve 
rational reform in the sector 

Saknavtobi is the de facto national oil company of Georg~a having the responsibility to carry out 
the exploration and production functions in the country It reports to the Mimstry of Fuels and 
Energy Saknavtobi has functioned in vmous forms since 1930 Its current incarnation was 
established on January 17, 1996, pursuant to Decree No 124 The company's goals and 
objectives include 

1 Defirution and execution of oil and gas industry development programs, 
2 Satisfaction of the country's demand for oil, 011 products, natural gas, and oil imports, 
3 Production, transportation, refimng, and sales of oil through its structural units 

The organizational structure of Saknavtobi 1s as follows 

1 "Oil Construct~ons" Ltd , providing construction and installation of facilities, 
2 "Oil and Gas Exploration" Ltd , providing exploration works, 
3 "Oil Service" Ltd , providing oil related service in the country, 
4 Department of oil and gas mming, 
5 Commercial center for oil and gas sales, 
6 Georgian-foreign investor joint ventures 
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While Saknavtobi had 7,538 employees in 1993, it currently employs less than 20% of that 
number wh~le overszeing an annual production of about 100,000 tons per annum all produced by 
non-affiliated operators Though there have been plans for corporatiung thls SOE and then 
transferring it to the supervision of the Ministry of State Property Management, nothing has 
happened so far 

Saknavtoproducti is a ,tate owned enterprise charged w t h  the responsibility for wholesaling and 
retailing petroleum prcducts l~ke  gasoline, diesel, mazut (fuel oils) etc It was established on June 
1 1, 1995, pursuant to Presidential Decree 288 The company was established dunng the 
transitional penod of the Georgian economy in order to exercise State economy policy on oil 
product d~stnbut~on and to create State reserves of oil products However, in recent years, 
pnvate parties have take11 over most of the wholesale and retailing business ( more than 95%) 
Saknatoproducti has been left w th  the operations of yet to be pnvatized depots Since it is 
"unable" to collect proper charges from the pnvate parties for services rendered, Saknatoproducti 
has been unable to maintam those depots m safe conditions thereby threaten~ng the environment 
The company also controls the m m  oil product p~pelines from the seaports of Georgia to the 
internal terntones of the country and abroad The maln oil product pipelme has a diameter 530 
mm and a length of 232 krr At present the company 1s negotiating with Chevron to convert this 
pipeline to move crude oil from Khashun to Batumi 

2 Saknavtobr 1s a jornt venture partner m production shartng contracts signed wlth varlous transnat~onal 011 

companies l ~ k e  Frontera JKX, Ramco etc 

3 Recently the government has announced plans to privatize some of these depots It is possible that when 
the government dlsposes all the depots there may be no rationale for the government to contlnue wrth this SOE 
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Saqtkhevadgazi was established in Apnl 1995, as a ~oin t  stock company reporting to the MOFE 
Its has the responsibility of importing LPG, bottling it and selling it in the retail market 
Saqtkhevadgm employs about 450 and has LPG sales of about 40,000 tons per annum In 1990, 
when consumers could use natural gas, LPG sales were about 90,000 tons Today with very little 
availability of natural gas, required LPG for cooksng is about 180,000 tons There are pnvate 
parties who also import LPG and bottle ~t directly from the trucks in very unsafe conditions It is 
hlghly unlikely that such pnvate parties wl l  meet the defic~t of 140,000 between the supply by 
the state LPG company and demand There is plenty of spare capacity for bottling at the state 
owned plants However when we interviewed the Director General of Saqtkhevadgazi, he told us 
that he was not going to help the private parties to compete agamt h m  

Until recently, the state owned enterpnse, Saktransgazmretsvi, operated the country's man  
natural gas p~peline system and the distnbution system, complete w t h  secondary pipelines (the 
assets themselves are owned by the state) T h ~ s  company was established by the Ministry of 
Fuels and Energy by Decree No 48, on November 1 1, 1996, and is a legal successor to the 
former department "Sakgas" and of the Joint Stock Company "Transgas" Time was when forty- 
six Georgian c~ties and two hundred thirty rural villages throughout the country consumed 
natural gas through a pipeline network which exceeded 10,000 km in length This network 
included a 2,300 km trunk line, thousands of gas distnbution stations, related equipment, and 
electrochemical and protective stations It also supplied gas to large industnal consumers, 
including the power generating station located at Gardabani 

By Presidential decree, dated April 20, 1997, the main pipeline system was transferred to a newly 
formed joint stock company known as the Georgian International Gas Company ("GIGC") 
GIGC was also given the authonty to represent the State in all natural gas related negotiations 
and agreements w th  third countnes At present GIGC is negotiating with Gazprom and Enron 
concerning natural gas pipeline related issues to transport gas to Turkey GIGC has only 15 
employees on its payroll In April 1998, the government "sold" Saktransgazmretsvi to Intergas a 
subsidiary of Interpak a move considered as "irrational" by the President of GIGC Thus, GIGC, 
though having the nght to negotiate w th  any other party to operate and maintain its pipeline (the 
main transmission line), in reality has now to negotiate the maintenance contract with Interpak 

4 The cost of one bottle of LPG with 10 Kg is about 3 5 to 4 0 Lari and Saqtkhevadgazi sells them to 
retallers at 4 5 Lart who in turn sell them to consumers at 7 to 9 Lart Thus there is a hefty margin in the retail 
business Should not the competition drive down the price especially wlth private wholesalers bottllng LPG too? 

Natural gas consumption m Georg~a which was 6 1 bill~on cubic meter m 1989 has fallen to a low level 
of one billion cubic meter today mostly due to the inability on the part of the government to pay for the Imports at 
international price and then recover it from the consumers Very conservatively at least $100 mlllion investment is 
requued to rehabilitate the pipeline system It is in very bad condition due to lack of proper maintenance 

Hagler Bailly 



In addition to the state owned enterpnses mentioned above, there is one more corporation owned 
by the government the Georgian International Oil Company (GIOC) GIOC was established by 
Presidential Decrees N477 and N 178 dated November 1 1, 1995 and February 18, 1996 
respectively and charted as a joint stock company The purpose of the company is to engage in 
the transport of "Early Oil" from the Caspian Sea through Georgia as part of a broader 
development of Caspian Sea oil by AIOC Thus GIOC was formed specifically to negotiate the 
transportation of Early Oil w t h  AIOC and was orgaruzed solely as a rent collector, though it has 
consistently overstated its role, maintaming that it is the operator of the Early Oil Pipeline, or 
that it owns the Early oil pipeline (The Pipeline is owned by the Government and operated by 
GPC, an AIOC affiliate) Nonetheless, GIOC will play a big role in negotiating contract terms for 
the Main Export Pipeline Many donor agencies had been helping GIOC wth  liberal grants and 
technical assistance It was supposed to be the "showpiece" in Georgia w t h  full transparency, a 
modern management system and public accountability However until an audit by an 
internationally reputed accounting firm is conducted, question marks regarding the operations of 
GIOC remain 

Whether or not it is a well planned and properly thought out strategy, a sigmficant part of oil & 
gas sector today is managed by pnvate sectorlinterests in Georgia (though often masquerading as 
state officials) Most, if not all the exploration investment in the country is carned out by 
transnational oil companies At present, five companies have production shanng contracts and 
five more are in the negotiation stage This has happened despite the fact that estimated probable 
reserves of crude oil are only 580 million tons according to a Georgian estimate Chevron has 
independently estimated the reserves to be around only 300 million tons 

A sigmficant portion of the wholesale and retail sale of gasoline and diesel are carned out by 
pnvate parties Soon almost all the oil depots will be in private hands Retsul LPG sales are in the 
hands of pnvate parties though all the bottling plants are owned and operated by the SOE Even 
here, the pnvate wholesalers have entered this very lucrative market Baturni refinery owned by 
the state is non-operational and is a liability A small "tea-kettle" refinery, w t h  a capacity to 
process 2,000 barrels per day (100,000 tons per annum), is being built near Tbilisi It will process 
local crude, and is owned jointly with the state, though operated by a foreign company 
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In order to assess training needs, the Hagler Bailly consultant met with the top executives of 
various oil & gas sector enterpnses (with the exception of Saknaproducti, whose cooperation was 
not forthcoming), and also some responsible government officials In the case of some of the 
enterpnses, some middle level officials were also interviewed The orgamzations contacted were 
Saknavtobi, Saktransgannretsvi, Saknavtoproducti, Saqtkhevadgazi, the Georgian International 
Oil Company, the Georgian International Gas Company, the Ministry of Fuel and Energy, the 
Ministry of Environment and Natural Resources and the Parliamentary Sub-Committee on 
Energy 

In every case, an in-depth interview was conducted to explore how major decisions regarding 
investment are taken, how the management keeps itself informed about the financial and 
operational health of the enterpnse, how information flows up and down the organization, how 
the management tnes to make the best use of the assets under its control, and how each 
organization implements what we have come to recognize as modern management functions (see 
table 1, on the next page) 

Most enterprises were asked to provide a written response indicating the subjects in which they 
wanted training To our surpnse, GIOC was the only company who failed to communicate their 
training needs to us in wnting In the case of Saknavtoproducti and Saqtkhevadgazl, we did not 
make such request Just arranging interview with the responsible officers itself was difficult in 
the case of these two organizations 
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2 1 1 The Georgian International 011 Company 

During an "unofficial" meeting with GIOC, it became apparent as to why GIOC was not 
responsive to our request USAID and other donor agencies had played a major role in the 
formation of GIOC, and had also given substantial technical and financial assistance in the past 
Even now GIOC is getting substantial aid through TDA GIOC ~nformed us of the help they were 
getting from the World Bank, EU-TACIS and UNDP They told us that many of their requests to 
the US Embassy regarding technical assistance were not responded to, however GIOC could give 
only one example GIOC had requested help to study the pnvatization of GIOC and the Embassy 
did not show any interest Still GIOC tned to impress that whenever the USAID conducts 
workshop on pipeline related subjects, they would like to participate They also mentioned that 
instead of just seminars, if the USAID can assign some lawyer to GIOC who can be on their 
premises to give advice, it would be big help If that is not possible, then they would welcome 
the opportuty to discuss various legal principles involved in pipeline negotiations with the 
USAIDIHagler Bailly lawyers This they viewed as being of great assistance 

During an earlier meeting wth  Mr Chantma, the President of GIOC, he tned to impress upon 
the Hagler Bailly consultant how GIOC would like to be a model international company with 
maximum transparency, publishing annual reports, conducting annual internal and external 
audits, undertaking strategic planning etc It is true that GIOC has some young and bright 
employees wth training in modern management In cooperation with international consultants, 
GIOC is undertaking feasibility studies on the economics of an export refinery in Supsa as well 
as the viability of an export pipeline fiom Baku to Ceyhan through Georgia GIOC is able to 
secure training in technical aspects of pipeline operations thanks to the assistance of EU-TACIS, 
whose consultants are already working in the GIOC offices The World Bank has also provided 
consultants to give training in pipeline economics and pipeline negotiations, however it should 
be noted that the World Bank representative in Tbilisi felt that the funding levels may be 
sufficient only for the near term and the World Bank may not be in a position to continue to 
provide assistance when the pipeline negotiations start in earnest 
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2 1 2 Saknavtobl 

Mr Tevzadze, the president o f m a v t o b i  was quite keen to expose hls staff to vmous subjects 
like management pnnciples, economics, project financing, legal regulation, and computer-based 
management information systems through seminars and workshops Meetings as well as 
interaction while conducting workshops with middle level managers at Saknavtobi has further 
indicated the need to expose management not only to subjects like accounting concepts, the latest 
advances in exploration and production technologies, and modern project evaluation techniques, 
but also to more fundamental management pnnciples Discussions with accountants and 
economists of Saknavtobi very clearly showed the absence of any urgency on the part of the 
management to improve the company's return on assets It was not possible to get any 
meanmgful information on assets employed, earnings, cntena employed to choose competing 
projects, etc 

2 1 3 Saktrangazmretsvi 

It was not any different at Saktransgazmretsvi Assets employed in the company, the rate of 
return earned on those assets, and a need to earn a minimum rate of return were alien concepts 
The organization's ability to pay its employees (about 750) out of its cash flow was the most 
significant achievement, considering the shock the Georgian economy has suffered and the fact 
that the annual gas consumption in Georgia has fallen from 6 1 billion cubic meters in 1989 to 
less than one billion cubic meters today 

What are the long-term costs of the organization? Has it been able to maintain its pipeline in 
operable conditions through proper and timely maintenance? Has Saktransgazmretsvi explored 
new projects to improve productivity and increase the utilization of the existing assets? What 
does it cost to move 1000 cubic meter of gas over a distance of 100 krnv How does the company 
monetize the gas it gets as payment for transporting gas? It was not possible to get meaninghl 
responses to these obvious questions No organization in a free market economy can function for 
a long time, if it does not know the answer to these questions 

2 1 4 Saknavtoproducti 

It was not easy to get an interview with Saknavtoproducti Finally when we did succeed, it again 
proved how the statistics on petroleum consumption are not very transparent in Georgia 
Saknavtoproducti is negotiating wth  Chevron on rehabilitating its product pipeline between 
Khasun and Baturni Though the manager could give a lot of technical details on that project, he 
could not give any information on the economic viability of the project, nor was he familiar with 
the techniques used to evaluate such projects 
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Saknavtoproducti has divested all of its service stations, but recently it has entered into a joint 
venture with the South Korean company "Hanva Energy" and a Greek company "Eko-Georgia " 
Was there any strategic need for such an investment7 There was no answer The manager not 
only had no idea of how to evaluate the economics of a service station investment, he seemed not 
to "know" much about the activity of the company's competitors This discussion again proved 
the need to train managers on managenal economics as well as the need to improve productivity 

2 1 5 Saqtkhevadgazi 

The meeting with the Director General of Saqtkhevadgazl has pointed out the need for traning m 
a number of areas Since Georgia has not been able to import natural gas to meet the cooking 
requirements of residential consumers, many have been forced to depend upon more expensive 
LPG On a very conservative basis, Georgia may need 180,000 tons of LPG per year However 
according to Vakhtang Tsaava, Saqtkhevadgazi imported only 40,000 tons in 1997 and private 
traders imported 20,000 tons He could not explain such a big disparity between the potential 
demand of 180,000 tons and the actual "import" of 60,000 tons 

Private LPG traders who are buylng bottled LPG Erom Saqtkhevadgazi at 4 5 l m  per 1 Okg bottle 
are able to sell it for 7 to 9 l a  and are able to earn a huge profit He could not explain why they 
are making such a huge profit Nor could he explain satisfactorily why his company could not 
enter such a lucrative market The bottl~ng plants owned by Saqtkhevadgazi are not used fully 
and have a huge spare capacity Though Saqtkhevadgazi can earn money by bottling LPG for 
private traders, no such efforts are undertaken lest they compete against the state company Still 
the market share of private traders seems to be improving Many of them are operating from very 
unsafe facilities and often from the roadside This shows either the absence of proper regulations 
to control LPG trade or lax implementation of safety laws by local authonties or both 

2 1 6 The Georgian International Gas Company 

Dr Gotsindze, the president of GIGC, like his counterpart at GIOC, was very articulate in 
describing the mission and vision for his young organization, which has just 15 employees He 
has been negotiating wth  Gazprom and Enron to make better use of the main transmission (north 
to south) pipeline He is also planning to make better use of existing distribution pipelines His 
people with whom we had met had expressed their training needs in the following areas 

1 )  Management, operation, construction and plann~ng of the p~pelmes, 
2 )  Economic evaluation of the pipeline project, 
3 Project Financing, 
4) General economic issues, 
5 1 Legal aspects of drafting agreements 
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They also would like to learn more about international gas markets As mentioned in other parts 
of this report, there is considerable doubt about the actual relationship between GIGC and 
Saktransgazmretsvi GIGC has told us that as "owners" of the gas pipelme system, they have the 
monopoly for importing gas into Georgia Saktransgazmretsvi has contradicted the statement 

2 1 7  Others 

Mr Kutelia, of the Ministry of Environmental Protection and Natural Resources, showed interest 
in making h l l  use of the technical assistance offered by USAID He also gave some suggestions 
to get more out of the training programs that we arrange One such suggestion was to hold the 
workshop outside the city and for two or three days His Ministry's areas of Interest were 

1)  Legislation on the sub-soils and the licensing, 
2) Marketing and general economics, 
3) Economic appraisal of oil and gas resources, 
4) Accounting methods concerning oil and gas exploration and cost recovery 

Prof Teimuraz Gochtashvili, an adviser to the Parliamentary Sub-committee on Energy, needed 
assistance in the following subjects 

1) The possible routes for transportation of Caspian Oil, investment information concerning 
those routes, and methodology for determirung tariff for transit of oil and gas, 

2) International legal regulations for constructing and operation of export pipelines, 
3) Guarantees connected with pipeline operations, international experience on sharing of 

responsibilities in case of environmental disasters and the associated legal liabilities 

Prof Gochitashvili was planning to invite advisers from other concerned committees to take part 
in these discussions He had attended the seminar on International Petroleum Economics given 
by USAIDMagler Badly and had used some of the material from that seminar in a report he was 
presenting to his committee 

The discussion wth  one of the directors of Ministry of Fuel and energy was helpful in 
formulating some of the recommendations embodied in this report While he first suggested that 
consumption statistics were state secret, he agreed to give them to us later Once he came to 
know the Hagler Bailly consultant better as a result of participating in the seminar conducted by 
the consultant, he even came forward to correct the official statistics He readily agreed that it did 
not make much sense to replace the use of natural gas with LPG, and that the pnce paid by 
consumers for LPG was exorbitant Though he did not like to use the word "mafia" to describe 
the forces behlnd such an irrational policy, he was clear In statlng that certain vested Interests 
controlled many policies affecting petroleum products He also stated that there is no well 
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thought-out energy policy, and agreed that no attempts are made to improve the return on the 
assets employed in the oil & gas sector 

The Hagler Bailly consultant interviewed representatives of other donor agencies such as the 
Bntish Know How Fund, EU-TACIS, The World Bank, UNDP and EBRD With the exception 
of EBRD (it is giving priority to other sectors), all other agencies are taking a keen interest in 
helping Georgia develop its or1 and gas sector Thanks to the weekly donors' meeting, where 
different projects to assist the oil & gas sector are discussed, there is a good deal of cooperation 
and coordination between donors 

Bntish Know How Fund had organized a study in 1997 especially for those involved in the 
drafting of Georgia's Petroleum Law It was a big help to USAID as the assistance was rendered 
at the same time as Hagler Bailly was helping the GOG draft an internationally acceptable PL In 
1996, the BKHF also provided an accountant to GIOC for nine months to assist that company in 
developing its accounting system, and most recently, the Fund provided a legal consultant (who 
was supposedly funded by the BKHF but turned out to be funded by JKX) to work on the 
Petroleum Law (thrs effort was not coordinated with the other donors) 

The World Bank is talung a keen interest in the export pipeline project and has enough funds to 
help GIOC with its of economic evaluation and with legal matters associated wth  M m  Export 
Pipeline (MEP) planning, at least at the early stages of the process The World Bank's contractor 
from Canada is already in Tbilisi helping GIOC It is worth noting, however, that the World 
Bank representative felt additional assistance from USAID might still be required during later 
stages of the MEP negotiation 

Assistance by the UNDP seems to be limited to GIOC, but that assistance has been and will 
continue to be considerable The UNDP has provided a resident expert who works from the 
premises of GIOC, and overall the UNDP has budgeted $4 2 million to help the company 

The assistance given and yet to be given by EU-TACIS is extensive in scope and has more or 
less the same objectives as that of USAID The project objectives of EU-TACIS are "to assist the 
MOFE in its role to plan and implement energy policy, to develop an adequate legal framework, 
to specify and facilitate investment and to improve transparency and monitonng of cash flows in 
the energy sector " In order to achieve the above objectives, EU-TACIS has defined the 
followng tasks 

Pol~cy Development and Planning 
Review of Policy Framework and Pnonties 
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Prionty Plans for the Electricity Sub-sector 
Prionty Plan for the Natural Gas Sub-sector 
Strategy for Energy Efficiency 

Legislative Basis m the Fuel and Energy Sector 
Emergency Assistance with the Drafting of a Petroleum Law 
Regulatory Framework, Structures and Policy Instruments 
Advice on Energy Legislation 

Attraction of Investments 
Identification of Potential Investment Projects 
Project Analysis and Appraisal of Bankability 

Institution Building m the Ministry of Fuel and Energy 
Review of Present Institutional Set-up 

0 Institution Building, Ministry of Fuel and Energy 
D Information System 

Energy Modeling 

As can be seen from the above, there are some overlapping areas where both USAID and EU- 
TACIS are rendenng the same assistance It should be mentioned, however, that EU-TACIS is 
mindful of this overlap and has recommended a closer cooperation with USAID/I-Iagler Bailly It 
should also be pointed out that this close cooperation between EU-TACIS and USAID was not a 
chance event but was brought about as a result of deliberate co-ordination 

2 3 LESSONS LEARNED FROM PREVIOUSLY CONDUCTED WORKSHOPS 

USAID/Hagler Bailly has conducted three workshops for the oil and gas sector employees on 

1) International Oil and Gas Contracts 
2) Oil & Gas Accounting 
3) International Petroleum Economics 

All the seminars were well attended, but we were not satisfied with their impact, and hence we 
have questioned the effectiveness of glving seminars of the type conducted We therefore 
subsequently surveyed the participants in order to arnve at a strategy to improve the program in 
the future 

We have concluded that conducting the seminars away from the place of employment and even 
away from the city would help focus the participants on the subject matter We used to conduct 
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workshops in the Saknavtobi meeting room It was not an ideal place, in part because participants 
used to run to attend to their phones or attend meetings for "a few" minutes 

We also have concluded that ~t is better to conduct a workshop in two days rather than in four 
half days Thls will reduce the dropout rate Also, ~t w11 be better to have case studies rather than 
continuous lecturing That way participants will have a chance to apply their newly acquired 
knowledge 

We also learned that it is not possible to get the nght people just by sending an invitation to the 
head of an institution We should use our knowledge of the orgmzation to determine who 
should attend and then try to gently "influence" management to nominate them In fact, it would 
even be better to visit with those prospective participant organizations, expla~ning to them the 
purpose of the workshop a few days prior to its commencement in order to motivate the 
organization to participate in a serious way 

To test these conclusions, we conducted a short, one-day workshop on the Pnnciples of 
International Petroleum Economics This workshop was, in fact, a repeat of one which had been 
taught earlier The changes introduced were very successful We were able to get the proper 
attendees and the dropout rate was low The participants took an active part dmng the 
discussions Most importantly, we were able to impress upon the participants the need to 
improve the rate of return on assets employed in the oil and gas sector, and to communicate to 
them what was needed to accomplish that 
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CHAPTER 3 
AREAS OF TRAINING NEEDS AND PROPOSED SOLUTIONS 

In 1980, Georgia was largely able to meet its commercial energy consumption of 4 5 million tons 
of 011 equivalent per year from its own resources Today, wth a lower level of energy 
consumption (estimated to be between 3 to 4 million tons per year), and depleted reserves, 
Georgia has to import over 90% of ~ t s  petroleum product and 60% of pnmary energy 
requirements 

Georgia was always dependent upon imported gas to meet its overall pnmary energy 
requirement, even m 1980 Now, by one estimate, 28% of Georgia's energy is met through 
firewood which adversely affects its environment By any standard, Georgia's energy cnsis is 
extremely severe However, it is not apparent that Georgian decision-makers have adopted a 
strategy or policy to face thls problem 

As demonstrated in thls report, a not insignificant portion of the oil and gas sector is already in 
private hands But this has been achieved haphazardly and not according to some well thought 
out plan It also has been too often done in non-transparent ways which have resulted in the state 
getting less revenue than warranted for the property disposed 

All over the world and especially in developing countnes, vertical integration is the model 
followed by governments for their national oil compames While pointing this out, we are not 
assumlng or concluding that it is the optlmum way to organize the oil & gas sector activities to 
achieve maxlmum efficiency However, Georgia has gone to the other extreme and has 
independent state companies to look after exploration and production, marketing, LPG, gas 
p~peline operations and maintenance, 011 pipelines and gas pipelines Is thls the optimum way to 
organize' 

It is commendable that Georgia has started down the road of privat~zing its oil and gas sector 
activities However, it should be noted that the Government, in a statement made m Apnl of thls 
year, has said that it will not pnvatize any more energy SOE's Moreover the strategy the 
government employed in the past ralses a lot of questions For example, what was the compelling 
reason for “selling" management control over Saktransgazmretsvi to Interpak7 After disposing of 
most of the service stations, why is Saknavtoproducti still entering into joint ventures for 
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AREAS OF TRAINING NEEDS AND PROPOSED SOLUTIONS 3-2 

investing into a non-strategic activity such as service stations? There are many issues like these 
which show clearly the absence of a well thought out strategy by the MOFE 

The MOFE, as a new entity with less expertise, needs intensive traimng in policy and strategy 
formulation for the reasons given above Since EU-TACIS has also recognized these needs, 
USAID may try to coordinate its assistance w t h  them 

We may also consider inviting certain officers from other concerned mmistnes such as the 
Ministry of Environment and Natural Resources, the Ministry of Sate Property Management, the 
Ministry of Economics, etc to these training programs 

Since Georgla does not have many experts in the oil and gas sector w th  a broad exposure to 
international petroleum operations, we may expect to contnbute sigmficantly to the future 
development of this sector by training 10 to 15 young Georgians wth  high potential who are 
presently working in the oil and gas sector It would be our objective to get them to think and 
plan strategically in order to address and solve the problems facing the country A detailed 
outline for such a workshop on strategic planning is provided in Appendix I1 

3 2 GENERAL MANAGEMENT AND COMMERCIALIZATION 

Our attention and efforts to date have been to concentrate on very technical subjects like 
international contract negotiations, international petroleum economics, oil and gas accounting, 
environmental impact assessments, legal pnnciples involved in transnational pipeline investment 
and operations, project financing, etc Not surpns~ngly, the vast majonty of requests that have 
been made by vmous enterpnses and government bodies have been also along the same lines 
However our interviews discussions and earlier seminars point out the need for training in what 
may be corisidered as the more mundane area of general management This need was to some 
extent brought out in an earlier Hagler Bailly report titled "Assessment of the State of 
Commercialization in the Oil and Gas Sectors of Georgia " 

With every institution that we have visited and every individual that we have talked to on the 
problems faced by the oil and gas sector, the uniform response has been that if additional money 
were available or if strategic partners could be found for new investment, "performance" would 
automatically be improved Even discounting the fact that the interviewees for the most part had 
no idea of what "performance" meant (1 e , improving the return on assets employed), investment 
by transnationals, "soft loans," or fimding by donors alone is not going to solve the problems 
faced by these enterprises Legal and regulatory reform projects will undoubtedly help to 
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improve performance somewhat, but by themselves they too will not go nearly far enough to 
solve the problem 

As made clear throughout this report, none of the orgaruzations prepares any information on 
assets employed or attempts to measure the returns earned on those assets What IS even more 
troubling is that no need is felt to generate surplus cash to earn a mlnlmum return on the assets 
employed Because of the persistence of Soviet era practices In which all the ~nvestment and 
important operating decisions were made centrally and specific assignments were given to each 
department and individual, there is no in~tiative or creativity on the part of the individuals to 
come forward to solve the problems faced by their institutions It is not that individuals are 
incapable or disinterested, rather, it is a failure of the overall management system 

We can diagnose thls simply as the problem attendant w th  that of any public sector enterpnse, 
but this is only partially the case Even if the SOEs are completely freed from government 
control, they wl l  not be in a position to earn profits for their shareholders None of these 
organizations are familiar with ordinary management functions like Planrung, Control, 
Orgamzation, Coordinating, Communications, Employee Apprasal, Employee Motivation, 
Delegation etc In the past, when the organization met the production target set by a central body 
regardless of quality, safety and environmental standards, it was considered performing well 
Every decision, every operation, every investment was admirustered (and that, too, by a distant 
central body) wthout taking into consideration the need to earn a mimmum return on assets 
employed The guiding principle that influenced every action was the ovemding need to meet 
target production at any cost 

But in the changed circumstances of today where the free market is expected to influence 
investment decisions, the organization has to be responsive to its vmous stakeholders such as 
employees, shareholders, consumers, NGOs, civil servants, political leaders, etc This simple 
truth is not, in the main, recognized Even when it is recognized, the knowledge of how to go 
about becoming responsive to stakeholders is absent 

Many of these enterpnses have departments such as Economics and Planning or Accounting But 
none of them are in a position to help management by performing the real functions including 
strategic p l m n g ,  the preparation of annual profit objectives, project evaluation, the collection 
of information on markets or competitors, etc The personnel department, where one exlsts, is not 
familiar w t h  the concepts of employee appraisal, promotion and succession planning, salary 
admirustration, etc 

It is not necessary that these state enterpnses irnrnedlately adapt all of the modem management 
practices of a well run transnational company However, there is a definite need to change over 
from the current centrailzed administration to a more decentralized management system wth  a 
greater involvement of people from all levels wthin the orgamzation in the decision malung 
process 
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In the United States there was justified cnticism of the blind application of Theory Z, which 
worked in Japanese companies but had different results in the alternate cl~mes of U S and 
European companies We should be just as wary of employing U S managenal strategies in 
Georgia, where realities are such that many orgamzations cannot even pay employees subsistence 
level wages 

Recommendations 
Based on the above analysis, it is recommended that an intensive five day course on general 
management and managenal economics be given to all the top level executives both in the state 
enterpnses and in their associated government departments As a part of t h s  workshop, a manual 
with Georgian examples and case studies should be developed to be more effective 

Two points to be stressed in these workshops are 

1 Organizations in the oil and gas sector should change from centralized soviet type 
administration to decentralized modern management system 

2 Organizations should earn a minimum return on the assets employed to satisfy the needs 
of all the stakeholders 

In addition, a one-day short course is also recommended for all the employees in the oil and gas 
sector on general management theory, with the objective of teachlng the necessity of improving 
returns on assets employed A short book of no more than 50 pages should be developed and 
then distributed dunng or pnor to the workshop 

Throughout thls report, the need for better data has been repeatedly stressed Data may deal wth  
statistics on energy consumption and production, the importation of petroleum products or they 
may deal with financial information for the vmous state enterpnses Import statistics can help 
the state to plug the leakage in customs and excise duties They wl l  also be of great help in 
energy p l m n g  

The kind of reporting and information required for a state enterprise is vastly different today than 
it was in the past However, this is still not recognized by many state enterpnses EU-TACIS has 
donated many computers, especially to the MOFE and GIOC For the most part, these are not 
used for their intended purposes Productive use can be improved significantly if trmning can be 
provided and modem management information systems introduced 

As far as traimg the MOFE in MIS, EU-TACIS has already planned some workshops 
Therefore, USAID need not plan any new training courses EU-TACIS has also recogmzed the 
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importance of collecting information on petroleum product import statistics and the energy 
supplyldemand balance 

However, donor agencies have no plans to offer any assistance to help the state enterprises to 
develop their MIS It is here that the USAID can plan to offer t r a m g  whch w11 have far 
reaching impact 

3 4 SYNERGY BETWEEN TRAINING AND OTHER STRATEGIES TO BRING 
ABOUT REFORMS 

USAID has wisely adapted a five pronged strategy to contribute to the development of a 
successful, cornrnerc~ally viable oil and gas transport sector in Georgia These five strategies are 

1 Restructuring 
2 Legallregulatory reform 
3 Commercialization 
4 Pnvatizat~on 
5 Training 

It is also recogmzed that, for the successful development and implementation of the first four 
strategies, it is important to have a carefully planned training program Despite the cntical 
importance of a training program, its usefulness is sometimes misunderstood 

There are collateral benefits to trmning which are not immediately apparent A workshop gives 
nse to a special bond between the participants and the resource person similar to the one between 
students and a teacher It also establishes greater credibility and trust We have seen the effects of 
t h s  in Georgia One of the parliamentary advisers who attended the international petroleum 
economics workshop has requested that Hagler Bailly present a short seminar on pipeline related 
subjects One participant, as a result of his participation, appnsed our consultant on the true 
nature of the official statistics The participant, after stating that energy statistics were "state 
secret," came forward to give his own assessment of the energy consumption We were also able 
to get more reliable information on Saktransgazmrestvi thanks to the cooperation of one of the 
seminar participants 

It 1s useful to note here some of the synergies obtained from a successful training program 
conducted by Hagler Bally in the Central Aslan countries of Uzbek~stan and Turkmenistan For 
example, USAID/Hagler Bailly had a very difficult time in establishing a proper working 
relationship in Turkmenistan However, soon after the first workshop was conducted, the 
Competent Body, the counter part of Hagler Bailly in Turkrnemstan, started to cooperate and 
actively seek advice on important subjects such as Strategic Planning, Environmental Rules and 
Regulations, etc Similarly, thanks to vanous workshops conducted by Hagler Bailly, officials in 
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Uzbekistan, who heretofore had no interest in the restructunng and pnvatization of its oil and gas 
sector, came forward seelung USAIDMagler Bully assistance Hence, the lesson that can be 
drawn is that the number of oil and gas sector "graduates" of vanous workshops that were 
conducted by Hagler Bailly are more likely to cooperate as a result of the trust established dunng 
these workshops 

It is also important that the trainer has a detailed knowledge of the country and its oil and gas 
sector pnor to the commencement of the workshop One-time workshops given by resource 
persons without any knowledge of the country are ineffectual Histoncally, t h s  in turn might 
have led to downplaying the value of traimng both by the donor agencies and by the potential 
participants A well-developed workshop given by a truner w th  sufficient local expertise can 
play a sigmficant role in the reform process 

Overall, training should be viewed as a cntical component in the reform process It is trumng 
that helps to implant "reform" ideas in the mind of influential people (which is why choosing the 
nght people to attend the workshop is one of the cntical factors) who later can help to achieve 
consensus and implement the required reforms 
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APPENDIX A 
REQUESTS FOR TRAINING NEEDS 

1 Saknavtobi (as per a wntten cornmumcation dated July 9, 1997) 

1) Theoretical seminars to the experts and managenal staff on the subjects of 
management, economics, project financing and legal pnnclples connected with 
petroleum contracting We also appreciate the possibility of sending some of our 
experts on petroleum production related courses 

2 )  Opporturuty to participate in the conferences of the International Petroleum 
Negotiators Committee related to the drafting of the Model Form of Production 
Sharing Contract 

2 Min~stry of Environmental Protection and Natural Resources (as per the letter from 
Deputy Minister Zurab Kutelia dated February 2, 1998) 

1) Legislation on the sub-soils and the licens~ng regimes 
2 )  Marketing and general economics (Micro and Macro Economics) 
3) Economic appraisal of oil and gas resources 
4) Accounting methods concernmg oil & gas exploration, cost recovery 

3 Saktransgazmretsvi ( letter from I Zazashvili dated February 2, 1998) 

1) Legal Issues 
2) Accounting pmciples 
3) Technical issues 

4 The Georgian International Gas (letter from M Katsitadze dated April 13, 1998) 

1) Management operation, construction and planrung of the p~peline 
2) Evaluation of pipeline project 
3) Project financing 
4) General economlc issues 
5) Legal aspects of draftlng agreements 
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REQUESTS FOR TRAINING NEEDS A-2 

5 Parliamentary Sub-Comm~ttee on Energy (letter from Prof Teimuraz Gochltashvili 
dated Apnl30, 1998) 

1) The poss~ble routes for transportation of Caspian Oil 

2) Investment lnformatlon concerning those routes 
3) How to determine tanffs for transit of oil and gas7 
4) International legal regulations for constructing and operation of export pipelines 
5) Guarantee of pipeline operations 
6 )  International expenence on shmng of responsibilities in case of environmental 

disasters 
7) What are the legal liabilities~ 
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Objectlve 
To train 10 to 15 young, high potential Georgians who are presently working in the oil and gas 
sector either in government or industry to hnk and plan strategically to solve the problems 
facing Georgia's oil and gas sector 

Strategy to Achreve the Objectwe 
The workshop wl l  be conducted in a unique way in that the trainees w11 be motivated to define 
problems that are likely to be faced by the country in the future in the oil and gas sector and also 
to develop solutions for them through actlve discussion among themselves 

Strategic planning is a process through which an individual or an institution can plan in advance 
m a formal way to achieve the mission even when there is little or no information on how a 
sceneno wlll unfold m the future 

Strategic p l m n g  is very different from operational p l m n g  This can be illustrated through an 
example What type of refinery to build or whether to build a refinery at all to meet future 
requirements of a country involves strategic planning However, how to operate a refinery or 
which crude oils to run in the refinery or how much crude to run to meet the product 
requirements involves only operational planning It is not that there is no uncertainty involved in 
operational planning or that we have all the information to plan for the future while doing the 
operational p l m n g  It is just that the degree of uncemnty m the case of the operational 
p l m n g  situation of operating a refinery is considerably less in compmson to situations where 
we need to do strategic planning Using operations research techniques like linear programming, 
one can determine an optimum way to operate the refinery to maximize profit However, in 
situations involving strategic p l m n g ,  one is usually faced wth  a multiple cntena optimization 
problem charactenzed by considerable uncertainty 

The workshop organized to give traning in strategic planrung cannot be expected to make the 
participants instant strategic planners In fact, dunng the workshop the trainees will at best be 
given the " mantra " to start them on a long and arduous road to tram themselves to be strategic 
planners 

By discussing vmous case studies where managers made wrong decisions as a result of failing to 
overcome problems whch arose out of being unduly influenced by recent events, the workshop 
participants will be conditioned to thlnk m creative ways about vmous possible scenmos 
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How Wlll the Workshop Be Conducted" 
The workshop will be conducted over a penod of five days Every day, the resource person wll  
talk about the world scenano concerning the subject of that day The participants will then 
discuss what impact the world environment w11 have on Georgia and w11 also try to draw up 
different scenanos to define what lund of problems Georgia wll  face under lfferent scenanos 
and then develop alternatives to solve them 

Day 1 - World Energy Supply and Demand through 2010 
Using the 1998 International Energy Outlook report of the US government, we w11 study 
different world energy supplyldernand scenanos We wl l  also study how supply and demand has 
changed dmng the last twenty years in different parts of the world Thls wl l  give an insight into 
vanous factors influencing the energy policy choices in different part of world 

With this background, the participants wl l  try to construct a strategic forecast of energy 
supplyldemand for Georgia and also try to develop different alternatives to meet the energy 
requirement of the country in an optimal manner 

Day 2 - World Crude 0 1 1  Supply/Demand - Long Term Crude 011 Pnce Forecast 
As a starting point we will take up the long term crude oil supply/demand forecast developed in 
the 1998 International Energy Outlook to develop different long term crude oil pnce forecasts 
We will also discuss how energy economists have failed m the past to accurately forecast long 
term crude oil supply and demand and the reasons for such dismal performance Forecasts of 
long term crude oil pnces made by vanous consultants and institutions wl l  also be discussed 
We will also study what impact different supplyldemand scenanos may have in attracting foreign 
investment m exploration and production projects We will also study the future of institutions 
such as OPEC and IEA in shaping long term crude oil pnces 

The participants w11 define different pncing scenmos and then discuss their impact on the 
Georgian economy in general and the oil and gas sector in particular 

Day 3 - World Refin~ng Supply/Demand, Gas Supply/Demand, Gas Pncmg, LNG 
Econornlcs and LNG Tradlng 
Combining the statistics from the BP Statistical Revlew Of World Energy 1997 and the 
Internahonal Energy Outlook 1998, we will try to forecast the need for constructing additional 
refimng capacity in the world We will also study the refinlng profitability in light of histoncal 
product pnces Using this background we will attempt to develop a refining scenmo for the 
country 

We will also study the world gas supplyldernand scenano and also gas pncing issues to develop 
different scenanos for exporting gas to the world market, and the hture development of LNG m 
meeting the world gas demand 

Hagler Badly 



We wl l  attempt to answer such questions as Why was the petroleum industry forced to adopt 
vert~cal integration dmng its early development? Why are some pnvate sector oil companies 
now changing their strategy of vertical integration when some national oil compames from 
Venezuela, Kuwait, Libya etc seem to be moving in the opposite direction" 

The participants w l l  then be Invited to discuss the pros and cons of construchng a new refinery 
or rehabilitating Batumi refinery 

Day 4 - Transportahon Requlrements for Crude 011, Petroleum Products and Natural Gas 
For the land locked countnes of the Central Asian Republics and the Caspian Sea, export 
pipelines are the most sigmficant strategic factor We wl l  develop an approach to study these 
projects and also to choose the optimum combination for each country glven its respective 
resource base and the limited opt~ons open to it T h ~ s  may turn out to be completely a theoretical 
exercise But it w l l  be a good case study ~n to  the sigmficance and challenges of strategic 
planning 

The participants will discuss vanous strategies to increase the util~zahon of existing gas pipelines 
in Georgia They w11 also discuss what Georg~a should do to attract export pipelines 

Day 5 - Miscellaneous Subjects 
Environmental protection (Green house gases and global warming), free market economy and 
petroleum product pncing w11 be addressed along wth  questions such as, Is there a need for 
government interference in energy industry? 

Dmng the final day of discussions, the impact of the above mentioned topics wll  be covered 
Depending upon how the world community decides to attack the problem of global warming, it 
wl l  have a tremendous impact upon the future demand for different forms of energy resources 
Though there are many compelling reasons to allow the free market to decide petroleum product 
pnces, there are also many strateg~c factors to be considered before talung such a decision 
particularly in the case of developing countnes The examples of a developing country like India 
and also that of the developed economies of the USA, Western Europe, etc wl l  be studied to 
assess the Impact of government interference in setting petroleum pnces on the economy 

The participants w l l  discuss how Georgia's oil and gas sector should be restructured to provide 
maximum benefit to the Georg~an economy and to supply petroleum product pnces at the lowest 
cost wthout interruption 

Factors That Wlll Determine The Success Of T h ~ s  Workshop 
The most sign~ficant factor that will influence the success of this workshop is the care with which 
the participants are selected The more d~verse the group and the more qualified they are 
professionally and academically, the greater the likelihood of success 
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The second obvlous factor is the amount of effort spent In preparatlon, the level of the 
~nstructor's practical expenence in the oil and gas sector, as well as their farmllanty wth  the 
local oil and gas sector 

The third factor is the amount of preparatlon done by the particrpants in advance by readlng up 
on the subjects pertaimng to Georgia and collecting information on d~fferent energy related 
subjects pnor to the commencement of the workshop Every effort wlll be made to provide 
materials well m advance of the workshop's commencement 

Reference Books to be Used m the Workshop: 

1 International Energy Outlook 1998 by U S Department of Energy 
2 The Pnze by Dame1 Yergln 
3 The I s e  And Fall Of Strategic Planmng by Henry Mintzberg 
4 Strateg~c Planning by George Steiner 
5 The Genle Out Of The Bottle by M A Adelrnan 
6 BP Statistical Revlew of World Energy 1997 
7 Natural Gas Study Report by IEA 1995 
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