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Y/' HAGLER BAILLY N O R M A L  RESPONSE TO APRIL 21 DRAFT PHASE 2 WORK PLAN 

RUSSIA POWER SECTOR RESTRUCTURING AND PRIVATIZATION 
PHASE 11: TRANSITION AND INITIAL IMPLEMENTATION 

TIME PERIOD 1 July 1995 to 28 February 1996 

A INTRODUCTION 

l h s  task covers a number of acfivlties that are mtended to contmue certam cntical work that was 
started d m g  Phase I and that w l l  contmue to be needed, as well as new work that is part of the 
mplementation of the plan for restructuring Hagler Bzully is proposmg a new project 
management structure that takes mto account lessons learned d m g  Phase 1 In our view, these 
lessons mclude 

b Management Consultants For greater effechveness, the "Jomt workmg group" approach 
should be dropped m favor of core consultants actmg m a management consultmg 
capacity advlsmg a client Now that the basic drechons for the power sector have been 
defined, the mplementahon phase is best served by teams of goal-onented consultants 
who are able to respond rapidly to requuements These teams are not formalized for the 
duration of the project, and they can be altered and added to as need dictates l k s  
approach w11 also facilitate mterachon wth  AID 

b In-country consultmg emphasis The relatwe emphasis on TDY consultants vs resident 
consultants wl l  be reversed fiom what it was m 1994 The core consultants w11 be 
resident m Moscow, thus e n s m g  contmwty of knowledge transfer, and substant~ally 
less use wl l  be made of short-term consultants 

b Full-tune Russian Team Involvement The mtended involvement of full-tune Russian 
professionals was not achleved d m g  Phase 1, partly because RAO EES I d  not seek to 
use the opportumties for such mvolvement that were set out m the Work Plan Although 
fmdmg the nght people who can comrmt all, or virtually all of thelr time, and who wl l  
receive a vote of confidence from all sides, w l l  be difficult, we believe that an strong 
effort must be made to acheve ths  People wth  lme responsibilities m the power sector 
would be good candidates, and it mght be possible to find such mdividuals outside of 
Moscow The Institutes m and outside Moscow (e g Irkutsk, Volgograd) 

b Subcontractor Management The Jomt Worlung Group system contributed to a situation 
in whch subcontractors worked wth  their Russian counterparts on the agreed Work Plan 
wthout sufficient mteraction wth  Hagler Biully A larger HB resident team and new 
operatmg gudelmes wth  the subcontractors's Moscow offices wl l  enable us to have 
more mteracbon and oversight 



Th~s  proposal covers the followmg six tasks 

Task 1 Complehon of Phase 1 Fmal Report 
Task 2 Investment Promobon (Tasks 2A and 2B are covered m Annex B) 
Task 3 Tanff Reform and the Wholesale Market 
Task 4 Commercialimg the Power Sector 
Task 5 Support of New Federal Regulatory System 
Task 6 Hagler Bally Moscow Office Operahons (1 Jan 1995 to 29 March 1996) 

B MANAGEMENT STRUCTURE 

Recogmmg that Phase 2 covers a set of transihon activihes, and that it is d~fficult to project over 
the next two years how USAIDys mvolvement m Russian power sector restructmg mght 
evolve, we are proposmg a "transition management structure" Our expectation is that by 
October, USAID, the GORF and RAO EES w l l  have a clearer picture of longer term 
reqwrements We are proposmg that three semor consultants be resident m Moscow for a eight- 
month penod 

It is important both to distmgulsh between Tasks 1-5 and Task 6, whch is the on-going, and 
essentially fixed expenses, a t tachg to the Hagler Bally Moscow Office We w l l  mamtiun a 
Moscow office as long as USAID wshes, but there are ce-n classes of expenditure that mvolve 
comtrnents runnmg up to 12 months 

Fig 1 shows a proposed management staffing structure for Phase 2 of Power Sector 
Restructuring and Privatization Fig 2 shows the proposed staffing structure for the Moscow 
Office for the eight months of Phase 2 

Explanation of F ~ P  1 
We propose to designate one of the three resident consultants as lead consultant for each tasks, 
thus Stan Bowden w11 take the lead for Tasks 1 and 5, as well as for Task 6 Bahman Daryafllan 
w11 take lead responsibility for Tasks 3 and 5(b) Tasks 2 and 4 will be coordinated by [TBD] 
We plan to take a lead role m Task 2(c) worlung closely wth  PW Our role m Tasks 2(a) and 
2(b) would be co-ordmat~on to ensure that other tasks are benefittmg fully from the Limted 
Review Frank von Scholz, who has been closely mvolved m the development of the database 
used by REPMOFF, is proposed to be m Moscow for four of the eight months Niels de Terra, 
who w11 cease to be IBASE Project Dlrector m early June, is proposed as Semor Advlsor to and 
Officer-m-Charge for thls task From July on he wl l  be stahoned m a new Hagler Bsully office m 
Dublm Imtially, he would assist m the defhng the functions and modus operand1 of the Policy 
Advisory Comrmttee, and he would also provide semor level mteraction wth  the UK Know- 
How Fund's contractor m London 

We have already put forward the proposal to create a Policy Advisory Comrmttee composed of 
representatives fiom GKI, the new FEC, Anh-Monopoly Committee, RECs, RAO EES Rossii, 
Mmstry of Finance, Mmstry of Economy and possibly other bodies Th~s  has been welcomed 
by the Mi~llstry of Economy and by RAO EES 
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Explanahon of Fig 2 

We propose to mamtam essentially the same adrrrrmstrahve structure m our Moscow office, wth  
a Russian Office Manager, a drrver, a translator/admm asst and addihonal translators as needed 

C OVERVIEW OF THE SIX TASKS 

TASK 1- PHASE 1 FRVAL REPORT AND DISSEMINATION 

TIME PERIOD 15 June to 1 August 1995 

Objectrve Complete and pnnt English and Russian versions of the Fmal Report Deliver 
bnefmgs on the report m Moscow and elsewhere m Russia 

Descnphon T h s  small task completes the work that has been funded under the core contract 
smce March 2nd It mcludes 10 days of tune m June for Stan Bowden as well as ODCs 
associated mth malung presentahons wth  RAO EES Rossii to mterested bodies 

TASK 2 INVESTMENT PROMOTION 

Task 2 A - Fmancial, Accountmg and Flnanclal Revlew 

Objectrve The objective as stated is, "promotmg mvestment lnto the Russian power sector by 
establishmg accountmg standards and systems and l u t e d  reviews " For several reasons we 
feel that ~s objective is too narrow 

F A comprehensive "lunited rev1ew"of the power sector should (and can) have more uses 
beyond presentation to a small group of potential mvestors and an mvestment bank (as 
env~sioned by Pnce Waterhouse m Annex B) If designed and used msely the lunited 
revlew can provide value to regulators, legislators, subsidiaries and others mvolved in 
mdustry pnvatizat~on For example, the lunited review could become an authoritative 
document on ownershp and could be mvaluable m provldmg a defmhve plcture of asset 
ownershp 

b We also thmk that the objective of promotmg investment lnto the Russian power sector 
should be broader and mclude vanous types of mvestors, mvestment opportmties, and 
Investment vehcles As wntten now, the pmary  mvestment opporhmty and vehcle to 
be promoted is an mvestment m the equlty shares of a large and mtegrated monopoly 
utility Investment promotion activihes should provlde benefits to other enbties wthm the 
electrrc power sector We thmk that by promotmg other types of mvestments and 
vehcles, e g equlty m some of the 72 A 0  Energos, acqwsition of generating assets, 
development of jomt ventures, creation of debt mstruments or project fmancing, the 
objectives of restruclmng and privatization wl l  be much better met ( lks  is further 
discussed m Task 2C below ) 



b Effective mvestment promotion should include an emphasis on corporate financial 
management and the financial analysis of the financial accountmg mformation that 1s 
compiled through the llrmted review 

Descnphon and Approach Pnce Waterhouse staffwll conduct the Lmted  Revlew Thelr 
approach, as outlmed m more deb1 m Annex B, lnvolves the creahon of a task force compnsed 
of stafT fiom RAO EES Rossii and its affiliates, Pnce Waterhouse consultants and accountants 
Accordmg to Pnce Waterhouse, one of the mam objecbves of the Lmted  Review is to develop 
the capability wthm RAO, as well as subsidiaries, to prepare financial statements on a regular 
basis (quarterly) m compliance wth  IAS standards The responsibility of actual preparation of 
the financial statements under IAS standards wl l  be gradually shrfied d m g  the project 
execution from Pnce Waterhouse experts to the local RAO accountants so they wl l  be able to 
contmue h s  work on an on-gomg basis after the completion of the project Pnce Waterhouse 
consultants w11 focus not only on financial statement preparation, but also on the effective use of 
financial information Hagler Badly Input Into thls task wl l  conslst of some lmted  mput m the 
pl-g of the task, coordmabon of tlvs task wth  other tasks, especially commercialization, and 
s h m g  of informahon and data acqulred whenever possible 

Subtasks are W e r  outlmed m Annex B 

Task 2B - Flnanc~al and Accounhng Semlnars 

Objectme Dissemmate mformation regardmg accountmg standards and financial reportmg 
systems throughout RAO EES Rossii 

Descnptlon and Approach Two semmars on financial and accounting practices at locations 
outside of Moscow wl l  be held The locations are to be deterrmned m consultation wth  RAO 
EES Rossii Pnce Waterhouse wl l  take the lead m thxs task and the sermnars w11 be very 
smla r  in content and approach to the accountmg and fmance semmars that were conducted m 
Phase 1 

Task 2C - Investment Promohon Tours 

Objectme* Promotmg mvestment m the power sector by arrangmg a tour to major 
mternational financial centers, 1 e Europe, the Umted Kmgdom, and Hong Kong, to present the 
mvestment opportumbes avalable m the Russian power sector and discuss the financial poslbon 
of the sector Ths  tour wl l  supplement the tour to financial centers in the Umted States that 
took place d m g  Phase 1 

Comment We believe that mvestment promotion m the power sector can be advanced by 
broademg the objective beyond mvestment tours to mclude Investment promotion tasks 
conducted m Moscow and elsewhere m Russia 

Descnphon and Approach Arrange a tour for RAO EES Rossil executives to visit 
mternational financial and capital markets The purpose of the meehngs w11 be for RAO EES 



Rossii to present the prospects for mvestment, mcludmg specific projects and to discuss the 
fmancial position of the compames w h  the sector Meetmgs wl l  be arranged and mformation 
wll  be sent to mvestors m advance of meetmgs 

The success of the Phase 1 Investment Promotion tours was based upon carefd preparation and 
knowledge about potentla1 mvestors Thts is the approach to be adopted for follow-on 
rnvestrnent promohon tours Well m advance of the tours, consultants wl l  establish dialogues 
unth different types of potenhal rnvestors and develop an understandmg of thelr cntena and 
issues This dormahon wl l  be commumcated and discussed unth RAO Concurrently, 
lnformat~on on RAO and other power sector enhties w111 be developed for use by rnvestors 
(mcludmg the llmted review whch may or may not be completed for these tours ) In add~t~on 
to fmancial information, mvestors can receive other mforrmahon of mterest on power sector 
restructuring, mformahon contamed m the Jomt Energy Alternatives Study, and copies of 
prefeasiblily studies already conducted 

It is recommended also that the task be broadened to mclude outreach to mvestors m Moscow, 
both foreign and Russian Fund managers for newly-capitalized funds totalmg several billion 
dollars have been established wth  offices m Moscow These funds managers mll be mterested 
m mvestment opporhuties m the power sector and relahonshrps wth  them should be 
established 

It is also recommended that executives from other power sector enterpnses be mcluded in the 
mvestment tours Many A 0  Energos would llke to promote thew own mvestments The 
investment commmty is also very Interested m l e a r u g  about opportuties beyond RAO EES 
Rossii 

The task w l l  be lead by Hagler Bsully Hagler Bsully would plan and orgamze the tours wth  
participation from Pnce Waterhouse Pnce Waterhouse would be responsible for prepanng any 
financial mformahon that would be distributed and would be present dunng the tours Pnce 
Waterhouse would also be responsible for ensurrng that all of the mvestment promotion achvlties 
meet secmhes regulations in each country visited Jomtly, Pnce Waterhouse and Hagler Brully 
wl l  prepare RAO and other executives for the meetmgs 

1 Investment Tour #1 London, Frankfurt, New York (October 1995) 

l h s  would be a tour for approxunately eight senlor level power sector executives to three 
financial centers over a ten day penod The target audiences would be a combmation of portfolio 
mvestors and fund managers Selected strategic mvestors would also be mcluded Investment 
banlung f m s  would be used to assist m the planrung and coordmation of the tours (at no cost to 
USAID ) RAO and other executives attendmg unll be well coached m advance of thelr 
presentations 



2 Investment Tour #2 Tokyo, Hong Kong (January 1996) 

Ths would be a smlar  tour for approximately eight semor level power sector executives to two 
financial centers over a ten day penod The target audiences would be the same as the earlier 
tours except that m Tokyo an emphasis on Japanese govenunent agencies would be added (Japan 
EXIM, JICA, and others ) A Japanese consultant wl l  be hved to assist m the planrung and 
orgmzation In Hong Kong mvestment banlung h s  wl l  be mvited to participate m the 
orgmzation 

3. Relabonships with the Moscow Investment Community 

Numerous fund managers are now located m Moscow and Russian mvestment f m  are also 
formmg An ongomg task throughout the penod would be to establish a halogue and 
relationship wth h s  group of mterested mvestors and work wth RAO and other power sector 
entities wth them An important objecbve is to mcrease the level of pnvate Russian mvestment 
m the power sector and h s  is one way of reachmg that objechve 

4 Ad-Hoc Assistance Respond~ng to Investment Proposals 

To the extent requested, contractors (both Hagler Bally and Pnce Waterhouse) could provlde 
valuable assistance by providmg advice to RAO and o t k  power sector entities on how to 
respond and deal wth  specific investors and proposals 

TASK 3 - TARIFF REFORM AND THE WHOLESALE MARKET 

Objectmes Implementmg tar~ff reform and assistmg in the establishment of a wholesale 
electnc power market through refinement and use of the Russian Electnc Power System Market 
Operation and Fmancial Framework (REPMOFF) model whch was developed d m g  Phase 1 

Descnptlon Assist RAO EES Rossii m finalimg then plans for the wholesale market Thls 
task wl l  requne developmg w h  RAO EES Rossii an understandmg of the wholesale market 
operahon and a full understanding of the REPMOFF model Methods of system dispatch 
development and selection of tar~ff models mcludmg seasonal, tune of day and efficiency 
incentive tar~ffs for both nahonal and regional dispatchmg w11 be developed Market operation 
and financial settlement methods wl l  be developed The contractor wl l  assist RAO EES Rossii 
m developmg reportmg systems on wholesale market operahons smtable for accountmg reports 
to a regulatory agency 

The pmary  objective of h s  task is the establishment of a competihve wholesale power market 
in Russia To aclueve h s  objective, it 1s essential that the lead consultant fashlon a general 
consensus among vmous parties m Russia responsible for restructmng, pnvatlzation, and 
operation of the electnc power system The designated rmplementing agent under the proposed 



project structure IS M O  EES Rossn, whch IS envisioned to be transformed mto a transmlsslon 
company after dvestmg ~ t s  generation assets, and wluch w111 have the overall responslblllty for 
the operation of the cornpetitwe wholesale power market 

The mhal effort by lead consultant m Task 3 wl1 focus on creation and development of a 
Wholesale Market Team mth achve participahon of RAO EES Ross11 In parallel, Task 5(b) is 
meant to generate consensus and to fhcilitate a smooth transformahon, whch entuls the lead 
consultant workmg closely wrth other parties, especially Federal Energy Comrmsslon (FEC), to 
define and unplement the mtial wholesale market pool 

2 Wholesale Market Team 

The respons~bilihes of the Wholesale Market Team mclude 

To specify the ultunate compehtive mdustry structure and the pmcipal transition phases 

To establish the mhal wholesale market pool 

To help define and facilitate establishment of federal and regional regulatory regime 

To provide modelmg analysis support 

To provide regulatory policy support 

Wholesale Market Team wl1 consist of the followmg participants 

Amencan Team Members 

1 Wholesale Market Lead Consultant (Bahman Daryaruan, full-time) 

1 Data Analyst (Frank von Scholz, full-tune) 

1 Programmmg Support (RCGIHagler Bally, Inc employee/consultant, part-tlme) 

1 Programmmg Support (RCGIHagler Bally, Inc employee/consultant, part-hme) 

Up to 3 Amencan Industry Experts (Consultants to Hagler Bally, Inc , part-tlme) 

Russian Team Members (Moscow Based) 

5 full-tune equivalent Wholesale Market Team Core Consultants (seconded to Hagler Badly 
fiom FEC, RAO EES and TBD orgamzatlons - 3 full tune and 3 part tune Russian 
participants ) 



1 Regulatory and Industry Speciahst (Hagler Badly employee/consultant, full-tlme) 

1 Modelmg Specialist 

1 Data Analyst 

2 1 Overall Dehnealhon of Sub-Tasks 

Task 3 wl l  be performed under the dlrection of the Lead Consultant for the Wholesale Market 
tasks The work of the Lead Consultant w11 be supported by data and analysis assistants At 
crucial junctions, Industry experts wl l  be called upon to mhate recommendations and to review 
the overall dlrection of the work The specific sub-tasks are as follow 

Defme objectives, requrrements, composition, and work-plan of the Wholesale Market Team 

Develop a framework to address issues such as the lnlhal wholesale market structure, 
operations and Qspatch, pncmg, and financial settlements 

Enhance modelmg and analysis capability to address the relevant issues 

Tram the Russian partlcipants on the use of the modelmg and analysis tools 

Execute analyses and report results 

Translate results mto action 

TASK 4- COMMERCIALIZATION 

Objeclhve Develop, wth  RAO EES Rossii, plans for commercializing the sectors of the power 
system identified for pnvatization, 1 e , A 0  Energos, generatrng comparues, transmssion 
company and service compames 

Descr~plhon and Approach The transition of the exlstlng system into mdividual operatmg 
comparues reqmres assistance m establishg the w t s  as pnvate, commercial entlties T h s  
mcludes all sectors of the Industry - generation, distnbubon, transmssion, wholesale market 
malung and services Tt.lls very large and ambit~ous undertalung wrll reqwe an approach with 
several steps and years of implementation that extend beyond the scope of th~s  project The 
management approach to th s  task wl1 be to emphasize ways m whlch management techques, 
procedures and policies can be transferred and orgaruzahonal capabilities bmlt The initial 
strategic planmng wl l  requxre a team of commercialization experts and part~cipants fkom the 
power sector The mplementation tasks w11 reqwe on-site advlsors worhng side-by -side wth 
company management, tra~rung by specialists, creation of special tasks forces, and acquisition of 
automated technologies 



The overall task wll  be jomtly unplemented by Hagler Ba~lly and Pnce Waterhouse Hagler 
Badly w11 be responsible for overall task management, commercializabon strategy and 
implementation work plans and mtegration of thls task wth the other pnvatmhon and 
restructuring tasks Pnce Waterhouse wll  be responsible for most of the mtial unplementation 
tasks at RAO and the A 0  Energos Pnce Waterhouse personnel wll  be expected to participate in 
the "task force" for the strategy and work plan and Hagler Badly staff may participate m some of 
the mhal mplementahon tasks The Hagler Badly staff wl l  consist of a co-team leader, 
expatnate experts m orgmzational management, corporate finance, and operational management 
and Russian experts fiom exlstmg of newly formed Russian mstrtuhons Pnce Waterhouse staff 
wll conslst of a co-team leader, and semor and jmor  busmess admuustratlon and financial 
analyst specialists 

1 Strategrc Plann~ng and Implementahon Work Plan* The first step wll be to 
form a "task force" compnsed of RAO EES Rossii, selected A 0  Energo representahves, 
representatives fiom Russian mbtutes, Hagler Badly and Pnce Waterhouse Over the first three 
months the task force wll develop an overall strategic plan for commercialimg the mdustry and 
an accompanymg work plan for its unplementation Included m the strategy wll  be an 
assessment of the current status of cornmercializahon (mcludmg revlew of work already 
conducted m thls area by other consultants) , an analysis of needs, pnonties and targets and 
recommendations for reachmg commerc~alization objectives m the context of the proposed 
lndustry structure The strategy wll  focus on how best to transfer and buld capability m 
techmques, policies and procedures for corporate financial, orgaruzatlonal (mncludmg human 
resources) , and operahonal management Because many of the generatmg compmes have not 
yet been corporatized, a strategy for thelr legal corporahzahon wll  be addressed m the overall 
strategy In addition the funchomg of the market makmg orgamzations as commercial-llke 
enhties is also unportant and wll  be considered m the strategy 

The work plan wll be an action plan for unplemenbng the strategy It mll include a debled 
approach, schedule, mlestones, and shfFmg plan It wll be mtegrated and sequenced wth the 
other tasks of the overall Privatization and Restructuring Project The work plan m11 also 
Include estmates for the purchase and installation of computer hardware and software systems 
and other procurement items that may be of a cnt~cal nature Hagler Badly w11 take the lead on 
h s  task 

2 Implementation Tasks Before completion of the commercialization strategy 
and accompanying work plan, unplementation of some tasks should begln By the end of the 
second month, two A 0  Energo's should be selected for unplementabon of selected tasks It is 
recommended that the first tasks mclude the folloumg, but the final selecbon would be made 
followng joint discussion wth RAO EES Rossii 

At RAO EES Ross11 

Implementation of recommendations made dunng Phase 1 for addressing the 
arrears problem at RAO EES Rossii and A 0  Energos Implementation w11 be 
pnmanly through on-site consulhng wth managers of the accounting and finam 



departments Pnce Waterhouse wll  take the lead on thxs task 

Analysis of tax structure and taxation procedures at RAO EES Rossii and A 0  
Energos and recommendahons for unproved tax plannrng management Pnce 
Waterhouse (tax department) wll  take the lead on h s  task 

Development of recommendations for unplementahon of customer service and 
marketmg capabilities at RAO EES Rossii and A 0  Energos Pnce Waterhouse 
wll  take the lead on fhs task 

At Two A 0  Energo's (to be selected) 

Development of cash management policies and orgamzafional structures 
m s  will be accomplished through on site advisors, tramng, and installation and 
use of computer software Pnce Waterhouse wll  take the lead on tlus task 

Development of secmhes management strate~es and dividend policies (if A 0  
Energo is p l m g  on entemg the secmbes market wthm the near term ) Pnce 
Waterhouse will take the lead on thls task 

o Development of recommendations and an action plan for management and 
mcenbve compensation systems Lead to be deterrmned 

Assistance wth new Investment pl-g procedures and policies or arrangement 
of hancmg for specific mvestment projects Hagler Badly to take the lead on 
h s  task 

Implementahon Accord~ng to the Commerc~al~zat~on Strategy 

t3 Implementation of new tasks, accordmg to the strategy and work plan would 
begm m month six Observations and insights gamed fiom the early 
implementation tasks will be Incorporated wherever possible It is not expected 
that 111 unplementation of the work plan wll be completed by February 1996, m 
fact only a small porhon of it would be started implementation (Hagler Badly to 
lead t h s  task wth specific responsibilihes to be d e t e m e d  ) 

TASK 5(a) - REGULATORY STUDY TOURS 

Objechves Assist USAID and other donor activities (1 e USAID Russia assistance on natural 
monopolies and the UK Know-How Fund) that are supportmg the start-up of the new Federal 
Energy Comssion Exarmnabon of regulatory opbons m countries that are at the leading-edge 
and selection of elements swtable for adoption m Russia is a key objective 

Descnphon The Contractor will work with the USAID Russia-funded contractor unplementmg 



the Natural Monopol~es program and the UK Know-How Fund consultants to arrange study tours 
to the UK and the US to revlew and understand the most recent regulatory developments The 
tour(s) mll visit the regulatory agencies, and m the U S vls~ts mll mclude federal and state 
agencles and representative compames that are bemg regulated The goals of the tour w11l be to 
develop a general understandmg of the nature of regulat~on m each country, the relahonshlp 
between the regulators and the regulated entibes, tar~ff regulabon mechamsms, and opportuIllt~es 
for customer parhc~pation m the rate-malung process At the conclusion of h s  task, the 
contractor will assess the need for and the applicablllty of U S and U IS regulatory 
developments for Russia at Federal and Regional levels 

Because ~t IS unlikely that semor Russlan officials d l  ever be avstllable for more than two 
weeks, we propose to carry out a tour to the UK m September 1995 and a tour to the U S m late 
January-early February 1996 Puttmg the U S tour last also mcreases the opporhmt~es to review 
new, lnnovat~ve developments, whch may not exlst five months earl~er We assume that the UK 
Tour would m fact be the tour that the Mlsslon has already discussed in general ulth the Mlmstry 
of Economy, but that t h ~ s  tour would have expanded partlcipat~on 

Regulatory Tour to the UK Our lnltlal proposal for ent~hes and md~v~duals would be as 
follows 

1 Nat~onal Power 
2 PowerGen 
3 Scott~sh Hydro @4r Kutuvo~ expressed speclal mterest) 
4 Nabonal Gnd Co 

A Dav~d Jefkes - C h m a n  
B David Jones - Chef Executive 
C Tony Whlte - Strategic planmg (was at J Cape1 dunng the pnvatlzat~on) 
D Charles Davies - Regulatory AfFars 
E Colrn Ray Head of the system support busmess and ancillary services (Toplcs where 

NGC is movmg ahead m to bnng greater compebt~on mto the procurement of servlces on both 
the demand and supply s~des 

F Clare F~eldmg - International 

5 (Poss~ble mterest to some partlc~pants) NGC's pumped storage subsidiary, whch IS probably 
bemg spun off t h ~ s  year 

6 Two "suppliers" (d~stnbuhon compames) to be ident~fied (Among other h g s ,  their views on 
embedded generat~on mll be of mterest, as  ml1 as thelr pos~t~ons on the sale of NGC, and on the 
compames' acbvlt~es on the demand-s~de (For some partlc~pants) 

7 GSM (Gnd System Management, part of NGC, but operates mdependently on other side of 
Chmese wall)) John Grundy Poss~bly also the head, John Scott 

8 OFFER Prof L~ttlechzld, and, ~f poss~ble, a separate meetmg mth David Walker 



9 City of London (For some participants- We w11 obtiun recommendatrons fiom Tony Whlte 
at NGC 

10 Misslon Energy and (1 1 ) ENRON m London and other IPP players m the U K market (For 
some participants) 

12 EDF London (IPP activity, for some partmpants) 

13 McKenna's (key law firm m the UK prrvatmhon) Fiona Woolf 

14 OFGAS Eileen Marshall, who is head of Regulahon and Busmess M m s ,  was the No 2 at 
OFFER In addlbon, the head of OFGAS, Clare Spottiswoode, IS an authority on the subject of 
Regulation m the UK 

We plan to use a UK-based contact as a consultant to arrange meetmgs and to ensure that 
meetmgs at a hgh  level wll, m fact, matenallze Thls md~v~dual has advised us to allow 6-8 
weeks to ensure gettmg our group on the calendars of people at the Littlechld level The group 
would be accompamed by an escort mterpreter and by Stan Bowden m s  actrvlty would be co- 
ordmated wth  PHB, the Know-How Fund consultant 

U S Regulatory Tour 

Specifics to be developed at a later date 

TASK 503) FEDERAL ENERGY COMMISSION WHOLESALE MARKET MODEL 

Objechve Support USAID/Russia's techcal  assistance on natural monopol~es and the 
Bntish Know-How Fund m theu work wth the Federal Regulatory Agency and Anti-Monopoly 
Cornmlttee utllizmg the Russian Electnc Power Sector Market Operahonal and Fmancial 
Framework (REPMOFF) model to understand the operation of and tanffs associated wth  a 
wholesale market 

Descr~phon The contractor wl l  work wth  the Bntish Know-How Fund contractor utillvng 
the REPMOFF model to assist m developmg market evaluation and revlew programs and 
procedures for the Regulatory Agencles The operation of the wholesale market under different 
scenarios wl l  be exarmned mcludmg federal and regional wholesale tanff designs, rewl tanff 
deslgns and rates of return models Recommendations wl l  be made d e f m g  t r w g  and 
consultancy assistance requned of the regulatory agencles 

The same Wholesale Market Team descnbed above w11 be used for t h s  task 

2 Overall Delmeahon of Sub-Tasks 



In parallel to Task 3, the Lead Consultant for that task wl l  work closely ulth other key partles m 
Russia m order to generate consensus and facilitate the establlshment of the mtial wholesale 
market pool The mam sub-tasks are as follow 

* Define objechves, requrements, composltlon, and work-plan of the team 

Apply modelmg and analyses tools to study market structure alternatives, pnces, and 
generator profitability 

Study alternative compositions of divested power generatmg compames 

Facilitate Implementation of the Wholesale Market and the Power Pool 

Define the mtlal Pool Area 

Orgamze the mhal generatmg compantes 

Develop the generator B~ddmg System 

Dev~se the related dispatch rule 

Spec~fy financial pool settlement rules 

Define contracts for pnmary and ancillary servlces 

3 Regulatory Pol~cy Support 

It IS evident that none of the restructuring and pnvatlzat~on mt~abves, especially establishment 
of the mtlal Wholesale Market Pool, can be developed m a leg~slative , regulatory, and 
admmstrative vacuum For mstance, &vestment of generat~on assets and ultunate creat~on of a 
competit~ve electnc power market reqwes the establ~shment of regulatory and cornrnerc~al 
lnst~tutions supported by regulatory and trade related legislat~on 

In our vlew, the UK's relevant expenence m pnvatization of ~ t s  electnc power sector and 
operation of a wholesale market pool, prov~des a good l e m g  model for what we have set to 
aclueve m Russ~a Hence, we suggest that the Regulatory Study Tour to the UK planned under 
Task 5 (a) be carned out as soon as poss~ble, i e m September of t h ~ s  year It IS env~s~oned that 
the Lead Consultant of the Wholesale Market tasks w11 undertake a preparatory tnp to UK to 
make the necessary arrangements and maxmuze the l e m g  unpact of the vlsit by the Russian 
part~c~pants (Outs~de of thls project, the proposed Semor Adv~sor wl l  partlc~pate m the 4-5 July 
Conference m London on the Future of the UK Electnc~ty Industry orgamzed by the Inshtute of 
Econom~c Affsurs ) 

The mam objecbves of the tnps are to understand the fol lomg m relevance to the reformed 
power mdustry structure m Russ~a 



Structure of the pnvatized electnc power mdustry m UK, mcludlng Generadon Compames 
(GENCO), Regional Electnc Compames (REC) or Distnbutron Compames (DISCO), 
National Gnd Company (NGC), and the Office of Elecmcity Regulation (OFFER) 

Operation of the electnc power system m UK, mcludmg the Biddmg System, Dispatch Rules, 
Fmancial Settlements, Contract Rules, and Ancillary Servlces 

Forms of institutional support provided by the federal and regional regulatory agencies, 
commercial mstitutions, and the related regulatory and trade related legislation 

Evolution of the UK system m terms of competi~veness, market access, and mpact on the 
customers 

4 Modelmg, Analys~s, and Data Support 

In developmg a sound policy on pnvahzation and restructumg of the Russian electnc power 
system, it is essenhal to g m  msights mto the operadonal and economic features of different 
market structures and pnvadzatron schemes The Modelmg, Analysis, and Data Support Group 
mll be instrumental m shedQng light on relevant issues and providmg a framework for 
addressmg those issues The mam function of the group is to provide analflcal support to other 
members of the project mcludmg those m Wholesale Market, FmanceAnvestment, and 
LegalLegislative Groups Examples of the types of assistance to be provided by the Modeling, 
Analysis, and Data Support Group mclude 

Collecting and presentmg data descnblng the physical and economic features of the 
Russian electnc power system 

Deterrninmg the physical features of optmal system operations under different power 
pool and market structures The physical features include total and zonal generation and 
consumption, plant usage, transmssion utilization, and avalable reserves for given day- 
types or seasons 

Calculating plant and company cash flows, total and zonal power costs, and total and 
zonal revenue requrements under different scenanos 

Evaluatmg generation settlement pnces, system average, zonal wholesale, and zonal rekul 
pnces under different pncmg methodologies, and idenhfymg factors that affect the pnce 
levels m different zones 

Studymg Interplay of vanous zones m terms of generation, consumption, exports, and 
mports under Qfferent scenmos, and determnmg mpact of exports and mports on 
pnces 

Assessmg the value and economc viability of each of reconstituted generatmg compames 
under vanous power market structures 



Developmg numerical performance measures and financial mdicators to be used III 
ranlung and compmson of different companres or market entities 

Evaluatmg financial mplications of altemahve legal and regulatory schemes 

o Investigatmg the mplications of alternative transmssion pncmg and settlement schemes 
and wheelmg rates 

Simulatmg and assessing the Impacts of different types of contracts recommended as part 
of the power market mechamsm, rncludmg options and futures 

It is hoped that the capabilities of the Modelmg , Analysis, and Data Support Group wl l  be 
utilized both rn formulation of the final wholesale power market structure, and also m the 
plannmg, development, and implementahon of specific elements compnsmg the market 

An important side benefit of tins effort will be t r m g  of the Russian team m modelmg and 
analysis methodologies currently practiced in the US, and transfer of related technology and 
know how 

5 Support Group and Responslb~lltles 

Team members wl l  consist of system and data analysts wth  expenence m electnc power system 
engmeermg and economcs Full-tlme members of the team w11 mclude two Amencans and two 
Russians Other groups would each assign a team member as the group liason wth  the 
Modelmg, Analysis, and Data Support Group 

The man  tasks of the Group include 

1 Collection and assembly of data and mantenance of a database system at the RCGIHagler 
Badly's Moscow office An mtial responsibility will be assembly of all data previously 
collected by the different groups mvolved wth  the JEAS and the Pnvatizabon projects 

2 Application of modeling tools includ~ng REPMOFF and other power system simulation and 
financial analysis software used for detarled analysis 

3 Development and application of mows-based spreadsheet programs for slmple analysis 
and result presentahon 

Database management will be the responsibility of at least one Amencan and one Russian team 
member It is hoped that other Russian colleagues mvolved m the pnvatization project will 
facilitate the task of data collection fiom their respective institutions 

Modelmg, analysis, and presentation wl l  be performed m direct response to the needs and 
requirements of the wholesale power market, financialhvestment, and 1egaVlegislative groups 
At least one Amencan and one Russian team member wl l  be involved m problem formulation, 



I modelmg, analys~s, and presentation of results 

I TASK 6 - MOSCOW OFFICE OPERATING COSTS 

A detsuled breakdown of our on-gomg operatmg costs has been submtted earlier Our budget 
Summary, Annex A, Includes $369,000 for Moscow Office costs from January 1995 through ' February 1996 



s L \ d L  - 
JDGET SUMMARY 

iSK 1 
S Bowden 
B Daryaman 

Level of 
Effort (days) Costs 

- A 

Subtotal 39,355 
~ s r s z a a ~ s  ( P W )  3,967 2,1167,461.57 k 1, 8 8 6 ,  4 3 Y  55 
LSK 2c 
Manager (HB) 71 70,009 
O r e m e r  58 57,190 
0th;er u s partlc~pants (PW) 79 77,897 
Dlrect Expenses 246,400 

Subtotal 451,496 

iSK 4 ' - 
I 

Oper Mgmt Expert m) 
Org Mgmt Expert (HB) 
plce  Waterhouse, 
Labor 
D~rect Expenses 

Subtotal 

SKS3 & 5  
cludes all Moscow res~dent staff costs and Moscow 
fice costs, whch w11l also support the other tasks) 
LBOR 
sident Advlsors (Moscow) 
Bowden 176 
Daryaruan 176 
No 3 - to be detemned 176 
her Experts 
F von Scholz -- REPMOEF 132 
R Coleman -- REPMOEF 44 
Semor Consultants 110 
Semor Advlsor 30 
Other Techn~cal Resources 70 

ssian Experts 
database analyst 154 
programmer/anal yst 154 
re,oulatory speclallst 154 
whlsale mkt ~mplem 550 
Energy Econormcs Inst~tute 250 

Subtotal 

, DIRECT EXPENSES (II C) 
 dent Advlsor Travelper D~em 278,800 
her Labor T r a v e l k  D~em 191,760 
gulatory Study Tours (2) 120,000 
remental Moscow Office Costs 70,000 

Subtotal 660,560 

SUBTOTAL 3,043,314 

ISCOW OFFICE OPERATIONS COSTS 
sts Incurred January - February 1995 81,000 
wage Monthly Labor/Faahtles Costs (3195 - 2/96) 288,000 

Subtotal 369,000 



DRAR - 
3 May 1995 
PROPOSAL FOR A 'LII#lTED REVIEW' OF THE FlHANCUL STATEMENTS OF ME RAO ES ROSSll GROUP 
AND MA ACCOUWnffi ADVICE NO AW9t1IWCE 

1 Funhtr ta the recent rcquw for a ptoposd to perform a Tm8ed reviw d the m a d  slaternms 
of the RAO EES R-" O r a q  (the Grbup) lu the year ended 1 January 1- (as later penud when 
avirfable) and to pmde scuwnllng adwe and &-, we set out m fhn document our 

pIoposadappr- 

2 We ham been requested to prepare a proposal for a 'iimhed rmw of the Groups Rnanchl 
statements IM Ulie year ended 1 3armary 1905 oc later penod when available h m6rnitd r W  ol 
the Group's f m e n d  statements should be perf& In accordance w2h standards for rww 
asslgmnts promulgafed by the AlCPA d the m e d  States a! Amenca The r w  should soek to 
gather busmess, f m c d  snd aceaunllng tnlmahan of interest to potential westors, parucularly in 
regard lo dwergencies between Russlan Aecwnring Regulaons (RAR) and Intemabonal Aeoarnllng 
Standarcis (IAS) 

3 We behm that thls objecbve IS best achieved through a s# step approach as fdlows 

i) A Phnrung analysis as lhe lurid-al l~rst step af thrs task, the CU~USICNIZ of Ihs etep wit1 
provide the framework of the wwlr plano for the ensuglg st- 

The preparatm of RAR frnanchal staternems of the Parent company of those of the Groups 
subsldiatles and affiliated campanes In accordance vdh Ihe tormats presctibod by IAS 

111) The ~denbttcatlon and adjusurtent of major dhrargenabs beween HAR and IAS valuatlan 
cr~teria and dkdoswe requuernents and quanbficahon of dillerences (where necessary elso 
on the basts ol broad esbrnaies to (he extent practrcable, gwcn the lnlormatlon ava~lable and 
olher posslMe constrahrts), both at the Parent Company and syruflcant subsdarm and 
affil~ated companies 

hr) The preparation 01 pro-forma IAS corcsddated fmanc~al statements 

v) The 'Iunited rmw ol the p~Wma IAS consdidaled finanaal statements 01 me Group and 
of related disdbawff and suppkmmary rnlotmabon (As a lirn~ted rewew Is subslantlaly kss 
Irr scopc dm an exandnabon n accordance wah audbng standards promulgated by the 
-A d the United States of America, 8s requued by these standards we will not be m a 
podtiwr to express an 'oplm on these Ilnandal statements) 

vl) The paparatlor, d repoRs m the Wed rm& perlormed and on thc accounting advtce 
and assistarrce prcrJided m~mng 



D m  2 - 
3 May 1995 
PROPOSAL FOR A 'LIITED RMW UF THE rmCLWCUL AATEIEIIIS OF THE RAO EES ROSS11 PRaUP 
AH0 FOR ACCOUlCntlO ADVICE AND ASSlSTAWCE 

a) Rospectus-type lnfomwbrl of awest to a merchznt bank and potentrat loragn 
rmtors, ndudhg the &oup1a armershlp stl-, 

b) Deocrrpwn d acawntlng and frrrancld mi~lagemenl d m  systems, 

c) Dkcmaan ol quanWied and unquantffi divergencies from V\S, dtscnptm of issues 
anelng w d  UI my Iknkatlons of changes lo the planned s c ~ p e  of the 'YmEed remV,  
as defined In the agreed Term d Mefence, 

d) The recommatded mu steps lor the prepman d fuliy audrted IAS consolidated 
financial statemws, includmg suggasilalls regardrng the mntroduchon of new or revked 
acccmbng pnnaples, pdlcres, pa-, syst6ms and pr-a, 

e) Suggesttons for addlhonal trcunmg of the Group's accowdrng personW 

4 The ~nforrnakon vrcluded n our reports wiU be mtended only for ywr use as ad donors @ut not b 
pubic clrsclosure) and by the Qrarp's management If fequlred, and SD authorued by yw and the 
Groups management, ow report on Ihe +rated revler/ wlll be made amifable to the Group's 
merchant bank and to a restrlded number of persons who wJ1 be specrflcally Idenr~ri as 
prospecthre Investars m the Group and who W slgn 'confidentdttf and Wmer 01 responstbirty' 
Statements 

5 The prospectwe 1nves4ors will be deemed to be wKmMy expert to understand the lnherent risks 
~nvohred n acqmng any securities n the Group on the basis of possibly tncomplete ~nformatron 
Our report on a 41mlted review' R not a substme for the due dilgence that potenr~al mestors mtry 
w h  to undertake tn connecm with malung Uteu tmestment decisions We W I  not accept 
respons~brllty to any parry to whun au report may be dmw~ m whole or In part, or mlo whose 
hands it may come 

6 Gwen the see and uxrplexlly of the Group and in YW of our bellel that the task should constitute 
the first stage of the mrodudb of the intended regular IAS reporting by Ua Grwp, we suggest that 
the pfoJect be c a r M  cut by task forces Such task forces should comprrse Group's persmnel, both 
from fhe Parent oomperry and slbsrdfaries, that wll be assigned to future preparations of IAS 
financial statements and P r k  Waterhouse consuitants and accauntants 

/ '  Pike Watbrhouse corrrukants and acmunlants wli prmde 

/ 0 ~~oJectmenagementaxperte, 

10 Dlrectlon end monitoring o( wmes d UKI vanous tssk forces, 

I IJ) Advtca and aaslsbm in the chdce of a m m h g  prmptes Bnd pract~es lo be Idlawed, 



bFWT - 3 
3 May 1995 
PROPOSAL MR A 'UNITED RMW OF THE FIWANClAL STATEYIEtITS OF THE RAO EES R09Sll OROU? 
AND FOR A C W U ~ H ~  w l c e  AHO AMISTAIICE 

N) Asmance n rhe defim, dmlgn and ~rnpkmeMton of new accowtng systems snd 
procedures, hduding rnoSe reiatPlg Eo the corrsolTdatron prmass, and of related manuals. 
standard forms and imwams, 

v) ForW u r n  of the Graup's accounting pemnneJ ampd to the task lorces and to ttw 

futwe preparmn d 19S accounhng and repMtng informahon 

B The Prlca Waterhouse team that will senre the Group wia be selected fran both our nusvan firm and 
wr Elecmay advrscxy practice in the USA and wll lnoiude 

I) flectncky uldustfy speclallsts who wift bring the M g e  of the best accbunbng and 
repomng practlcas In the Indush)r 

Q Russian accotolting speaaFsts who wn analyze the Group's acawnllng data help Wwpref 
RAR and deal wth any acammg problems ansmg, 

111) kuernatmal amunbng specralists who dl ;Isslst tn the preparabcm of 1.4s financial 
statements and help the Group ldentrfy aceawdhg pokes apt to present Ps financial pos~bdn 
and resufts ol aparatrons h the best way 

N) Accoummg advlsots with experme m the prepar;d~~n of axlsolidated Imual statements 
on a L11 IAS basts, d complex Mernatmnal and national groups, 

v) Audrfars and acamtants wm expercence tn the performance of audits and Yimrted rmews' of 
mplew publrc Uiiity entm to ACPA or olher apphcable standards, 

vii Analysts and programmers capable ol deslgn~ng and asssllng In the nnplemoniabon of 

approprrate wbare 21 requred. 

vii) PrdessKwrar lrahers whb d l  asstst m the desgn and ahvery of trmnlng cowses la the 
Groups accavrhg personnel as requrred 

9 
d As already described a du pbr capaMlq statement, our  teams have performed a great variety of 

relevant assi~mrenta, hcbmng 



D W  .. 4 

3 Hay 1985 
PROPOSAL FOR A 'LIMITED REVIEW OF THE HWrurEUL STATEMEM5 OF THE RllO EES R08s11 CROUP 
AND FOR rrccoumno ADVICE AND ASSISTANCE 

N) Due drtigefce r e v ~ w s  and Wed reviews, audlts d fiMncial statements, 

V) Adnce on awmding prmples and practices and m a n c e  m the preparatm of 1AS 
lhlanad staternem. bhdmg ~ansofdahans, 

vo Business md markehng strategy ievlews, 

vkl) IT stralcgy advrce and tfnpk~tatlon a?slrtancE. 

Level af Effort 

10 We will be able to start the work witNn three weeks from slgnrng he contract and the Terms ol 
Reieronce and complete the asslgnmwrr wlthkl six mWltM The prOped h e  table presupposes 8 

adequate cooperaon on the part of the Grwp. the Lune)y fwm;Um of approprlateb qualifd task I 

farces and the availaluli(y of properiy equipped afRcs spece on the Grwp's pemses 

I I We have fstunated Chat the proposed rtsstgMlent will require a team d some 30 ~ ~ l s u k a n t s ,  
a(;counbnts and audltars lor a total or akxd 4,000 parson- See AppefId~ 1 lor &tala 

Labor t'alegones as set n Appenda 1 are bang delfned as Idl- 

Partner 
7 

Shan have an appropriate b u m  slchod degree and at )east twelve years experience 
in the practice of a d t  eccauntktg sen#ces axj fimal~buslness reviews 

Shall have an appropriate buafnsss sdroal degree and a! least soc years experience n the pactke ol 
audrt accountl~ smlces and I-smms reviews 1 

t 

Asslstent m m a o e x m  

Shall have an woprhe  busnm schod or relevant certlled accountant degree4 a1 leas? three , 
p r s  exponenoe h the practkx d acctmtng semes wdw supennsion of accounting mmacws I 

! 

Shal have an sppophfs cdlege dcgree aml basic know- d accourlting with up 10 three years 
of relevant accounlw services under supervsm of senror/managers 



I 
- FiAO EES Interim project 

Urnlted Review 

TOTAL PERSONNEL 

I 5 -- -- 30 
80 

- .. 
- - -- -- 

200 

I 5728 
880 51 28. 

%-. 200 -..- 800 1760 51 28 

Partner 2 
SM (2 expats, 1 local) 3 
M (expats) 2 
AM 7 
Senlor 6 
S M  (A1 A2) 10 
Total 30 

I NOV --- 
Dec 
Total ~ r s  - - 

Estlmated Expenses Budget for RAO EES pmposal 

Air Travel Hotels Meals M~scelenrws Total 

200 - --" -- 
206 - 
1280 ---- 

All fees and expenses are Shown free of VAT and speclal Tax which are payable by 
PW/Moscow under Russtan Federation Tax Regulat~ons and expected to be charged by US to donor 

880 ! 2288 
880 - 2 2 8 8  

.. . 
"so  ! 14028 ---- -- --- 

L 3 - 
-3 

~ e q u ~ r e s  ES6 rates - 

.. - ---- 
I__ - -., 

- 
j , \ 3 ~  445 

176r--- -- --- --. 
17m-_ lorn --- .. 

4 7 ? \  / 
f- - i ;' 

I 
r\ lo - I  * "- 

",;c I --- - -.-a - A-0 - ., 
- --. 5?3,2r3( z a L , > & ~  

5- -- I 

51 28 
..-- 31 748 

- ------- 
"- "- 

-- -- . 
122322 

I I 



W10 EES Interim project 
Tminlng Level of Efrort 

. 

(Frcpuency - tuna - I - @ t -..___ -1 
~stryctors, Business Admt~wtrahon Specs, pem I 5 I 5 _ ! 5 j  - 


