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} What Are The Goals Of The Program?
00 Overall goal design and implementation of a progam to privatize the elecinic power
- sector where competition 1s a key variable in the equation
* General
1 Speciic goals of Phase | acceptance of
Ongoing, slower than structure
» Learn about Russian power sector expected due 1o culture * i':::;l"g'“’
» Slow progress
I People on financial
mranagement
I Pohtics * Steary progress
D well on investment
oIng
1 Basic mformation on existing system promation
» Build relationsheps and establish trust
I Working groups and use of consensus process
I Delivering products as promised
P Design a framework for the privatized electnic power system that meets the needs
of Russia, recogmizing the constraints and opportunities facing Russia
» Plan for Phase 1l implementation) that 1s accepted by Russian and Amencan sides

RCG/Hagler, Bailly, inc Page 2
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’ Where Is The Program Heading?

3  Comprehensive design for the privatrzation of the Russian electric power sector

00 A model based on compelition but assuming a transitional penod 18 necessary to
umplement 1t

O Fmanaal and mvestment strategy for the electric power sector

RCG/Hagler, Bailly, Inc. Page 3
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} Present Focus Of The Project Is On Clarifying Key Issues
Pertaining To Structure

Structure defined i
Group A,
recommended &
accepted 21 Apnl

Recommended
Structure: UK

Yanant t

© Open access

* { ommen
camer

= Competition via
independeni
genentors

Competrthve
Market Model

Vartant 2

* RAO a1 buyer &
seller

* Single national
wholesale
market

* National price -

equity wsise

* Slow frans Lion

* No cansensus
re gemerahon
asyet
divestment

VYarant 3

« RAO an
wvesiment
hoklmpg co only

* Dispatch oo
Reginnal
astherty
emphasized

» Stick to
Presidential
decree scheduie

)
|
)

Western
understanding
of UK Madel

RAO “mterpretation” of UK
model driven by

¢ deliberate strategy?
» misunderstandmng?

» convenience?

Ministry Of Economy (& FEC?) “mterpretation”
of UK model driven by

« desire to breakup RAO¢
» atternpt to wuplement Presidential decree?

= desire to recreate central plannng?

RCG/Hagler, Bailly, lnc
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Key Issues Concern Matters Of Pace, Level Of Competition,

And Bureaucratic Politics

Structure defined in
Group A,
recommended &
accepted 21 Aprid

Recommended
Structure UK

Varaant 1

* Open access

* Commnan
carrmer

» Campetition via
ndependent
grreratore

VYanant 2

* RAO as Intyer &
sefler

¢ Sngie national
wholesale
market

» Masional price ~

Comgetiive
Market Model

quity kssue
* Skow transition
* No censensas
re: gevierabion
asset
divestmen)

Varant 3

= RAO an
myvestment
holding co. arly

* Dupatch co

= Regonal
authony
emphascized

» Shck o
Presidentsal
decree schedyle

Key asyes
1 Definition of wholesale market

* How st shoukd work
* Competition
= Pacinig

« Clanfping ssues not well
understood such as

Setflements process
Contracts & spot markets

Budding system

2 Conversion of structure mbe legal
framework

» Basic law needed
* Laws specific to new structure
o Tranerthon

3. Resoving the contmuing ten<ron
tretwern vanauls of the desggn

RCG/Hagler, Baslly, Inc
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There Appear To Be Differing Views Among Key Russian
Institutional Leaders Regarding The Timing Of Power Sector
Privatization & Restructuring

e — — ———— —  —— —— ——— — ————— ——

Comprehensive
Ministry of RCG/HB-RAO
Economy Pryvatization Project
Ante- Recommendations
Monopoly
Comnmutiee s
C
Faster ~f— G —p-  Slower
TIMING P
E
Key RAO
Executives

Y

Incremental

RCG/Hagler, Bailly, Inc Page 6
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} There Also Appears To Be Divergent Views On The Role Of
Competition In The Privatization Of The Power Sector

L e

Central -

RAO

Competitive

A

Jrov

RCG/HB-RAO
Privatizations Project
Recormmmendations

KPMG/YHB
Recommendations

®=-  Regional

Moustry of
Ecomomy

Ant:

Monopoly
Committee?

Highly Regulated
(Monopoly?)

RCG/Hagler, Bailly, Inc

Page7
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} Many Of These Issues May Be Resolved Through
Understandmg Gained From Further Analysis
_ STEPS TO BE TAKEN TO ADDRESS
(s ISSULS
&
mn
g S ——
> 1 Desvelopment of amalytical
#J Kex. lesties mode! of the wholesale market
£ 1 Defimtion of wholesale market — - capable of examining nptions,
o * How it should work mcluding ntroducing CRITICAL SUCCESS
0
o * Competitsan compehtive generation FACTOR IS THE
g * Pricuug 2 Continuing conceptuat LEVERAGE THAT
* Clanfying ssues rot well discussions to further define CAN BE CREATED
understood such as. and clanfy terms and concepls AND APPLED TO
SeHlements process ACHIEVE REALISTIC
AND

Contracts & spot markets Criticall for Workang Group B to IMPLEMFNTABLE

Bsdding, system cover these matters and to be DECISIONS
o 2 Conversion of structure into legal e Enked to Workmg Group A REGARDING
& framework through frequent jount meetmgs, FOWER SECTOR
13 * Basic kaw needed shared staffing, use of respected PRIVATIZATION
Tt o Laws specific to new strscture US advisors, e g, Trabandt,
z « Transion Brown, Redman
o 3 Resolving the contiming tensinn —
3 between varunts of the desygn Develop a consensus/compromise

process involving a broader group
than current “chient” RAO
w
i
RCG/Hagter, Batly, tnc
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: There Are Several Possible Leverage Points That Can Be Used
To Facilitate Decision-Making
= 3 Define an acceptable compromuse position that brings variant positions together
@ ) » Role of a joint paper with Energy Research Institute requested by Baranovsky, in
= process of development now
:—j » Role of the 17 October conference and post-conference discussions, papers, etc
‘3 O Broaden the paricipants in the progect to inchude key influentials from vanous Muustries,
:::),-’ regions, generatmg compantes, mdustrial mterests
ks ¥ Role of the 17 October conference
» Important role for USAID in encouraging an opening of the dialogue
3 Ampliify the message that investment requires clear restructuring process, action being
taken sooner than later
o » Role of the World Bank loan process
E‘E ) Absence of private investors until their cntena can be met
%bv/ O Use the analytical process of the project to further define and articulate structure
? » Wholesale market model
L
» Retail pnung methodology

b ? Design and development of legal and regulatory framework

RCG/Hagler, Bailly, Inc Page 9
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& In Order To Bring Phase | Design To Closure, Momentum
[ ]
’ Must Be Increased And Leverage Applied Over The Next
Three To Four Months

% Quantitative Polttical support Continuing fFinal report
o c support Draft laws - political support draftng process
= O through the
- whale-ale framework and draft FOC DS
é ;‘ Market Model specifics rafting proces
& 3
n N
T * * * /*
a
I

Expan:;nlogue Continue bioadencd Conferente Compromise/ Final Phase 1

P to ;mnclude other dialogue consensus through Report preparaton
Presentation of papers,

E’g‘ g groups Circulate concept cweulation for Iegal draftmg process
X e Actwely engage papers on law & comment process
o E eaci:‘ of the regulation
an
& S werkang groups Travel to US {use for
S 5 “lohbymng”)
o
o
3

RCG/Hagler, Bailly, Inc Page 10
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} A Critical Focal Point Is The 17 October Conference

L T

3 Agenda should include

P Review of structure and its refinements hased on analysts of implications of various
wholesale market options

3 Presentation of the legal and regulatory framewark with an overview of the laws to
be drafted to implement 1t

} Review of the investment strategy for the electric power sector

P Discussion of the transiion plan and its orgamization, including key milestones that
will tngger “next steps” i transition {leverages presentation by Makarov at the 21
Apnl conference)

O  Inwvitation of participants is a key factor
» Other mimstries
» Regional and Genco interests
¥ Industral interests
P US advisors

0 USAID should be involved in the agenda setting process

RCG/Hagler, Baily, Ing

Page 11
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} As We Enter The Fall, And Build Momentum, Staffing Will Be
Ramped Up To Ensure Smooth Management Of The Project

PROJECT MANAGEMENT Additional support staff —
DIRECTION » Frank van Sholtz as RA
Jerman/Smith

+ Fimanaial specialist to be added
D) SS
TODO 10 DO 10O T0DO
1 Replace Be rlick 1 Transiton { &W 1 Incre xsse momentum Add strength to
> Intenim, JMP back 1nto work >Staff fin mgmt ;ansﬁn Suzanne
“Redman? 2 D) continued
direct involvement for 2 Create bidge to >K&M role
2 Staff retail pricing short ime Group U and JEAS
( hip cha 2 Staff up investient
> McFadden see reiationship chart ctrategy work
on next shide)
>Logan (see relatronship chart

on next shide)

I N ADDITION I I IN ADDATION h

Increase mtegration of working Ensure mpat to JEAS cccurs, and
groups 1 e, joint work sessions investment strategy 1s lwked to
Gioups A&B -

RCG/Hagler, Bailly, Inc Zage 12
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Investment Strategy Is Of Increasing Importance And Needs
To Be Better Integrated Within And Between Projects
(Privatization & JEAS)

Scope Staff
* investrrmt swategy for pewatiz wion * Smith
¢ Investment trategy for IEAS « Staft suppont
* vpeciabist sdveors 180
\—’—"ﬁ,

Investiment policy : Caputal structure
- commendations recommendations
Scope:
* Project evaluateon

» Proyect financn g
* Investment barners » Finanoal dedosure
Staff ‘ * Cash management
* K&M (Parkh et af ) SR * Capital stncwre
* Latharn & Watkns (legall Staff
Deliverahles Investment / Financial * Price Waterhouse
* Prefeasibility studies opportumties disclosure « Rack Coleman
* Strategues for each pray (projects) 1sclo
) FEAS Fimance Yasks
1 tnvestment strategy
Scope Statt- repon
Develop comacts = Bankess Trust 2 Saurces of financing
¢« Contact data hose « Memll ) yach 3 Project pransty hist
s Understand criterna . K&M 4 Semunar
* Avange tnechings o de Terra .
* JEAS team
« Others
RCG/Hagler, Bailly, Inc Pape 13
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’ Further, Investment Strategy Is Emerging From Privatization
Project Groups C & D, And This Will Help The JEAS

e

_ 3 Project pre-feasibility studses are focusing on specific project issues

» Project selection critena
» What can be financed and how

¥ Fwancal management efforts are key to mvestment as well
» Fmanaal disclosure requirements and standards
» Cash management and capital budgeting

O A focus on immediate problems is helping to define an investment strategy
» Share value questions

) Accounts receivable problems

RCG/Hagler, Bally, Inc Page 14
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' What Will Be Accomplished In Phase 1?

. September October November Dec /Jan February
L~ tour London & Pans | Hong Kong,
¥ravel Tokyo
Five K&M * Detals on * Transition * Conference Fuwsal report or
Reparts reports whaolesale glan recom onmplernea | Phase 1
« Draft law arket = Detaled draft tation
concept = Retad pricing lans program
paper methods » Cash mgmt reports
« Inve-ament * fnvestment 1€ com ¢ Dehvery of
planning strategy meandations hbranes 1«
repust » wunal draft * Profile of RAOJ  meguition
* Securities laws for investors finawal
report structuse
» Public affairs
role
= PW Acctg & | = All working » DOE ¢ Impleinent
Semminars & Finance groups at canlerence ation
-_ Couf * Kutovoy Conderence conference
onfcr-ences regulatory * JEAS semmnar
seminar
* Ad hoc group
on arrears
» All WG heads
(OC dunng
bouss?)
RCG/Hagler, Bailly, Inc
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} What Will Be Delivered In Phase 12

O Consensus/compromse on power sector structure
O Draft legal framework and laws
7 Fmancal and mvestment strategy

D Speafic projects for financng

» Fmnancing framework

00 Organzation and plan for transition and transition management

RCG/Hagler, Bailly Inc

Page 16
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} Where Are We And What Is Left In The Workplan?

O The next slules summanze the time Ime for Phase 1, what has been accomphished and
what remains to be done

(
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Schedule Of Ongoing Activities Of Group A: Privatization
And Pricing

January 1994-june 1994

july 1994-Septermber 1994

October 1994-December 1994

] Working Group A _Pnvalization Work Compileted Ongong Work To 8e Scheduled
Tasks
’.—.

Backgiound Research

Continues throughout the year

Condudt site visnts 1o regranal power
~ompanes

Indu uv Moddls

Progre.ss Repon on Power Sector
Re<tructuning and Privatization
prescnted at the Privatisation
Seminar in Moscow an Apnl 21
1994

Restructuring proposal o being
reviewed within RAC» and at other
Mamistrees  Finalize proposal and
present at next privatisaton
seminar currently planned for last
week of Sepromber

LYehedule visas 10 UK and/cr US on
mdustry structure model  Visits ©
135 mnter conrecied power pools
tFRC

Whoalesale Powcr Market

Ongoing werk on wholesale power
market madel data collecuon and
customuzing the model tc reflect the
Russi in pow er sector

Prepare a report on alternatives for
creating compettive generatron
narkets and on alternatives for
setting wholesale prices

Retail Priung Methodulogy

Caompeehensive Propo al
implementation Pln Support for
Plan

Inating a task to devejop retail
pricing methodology based on the
recommendations from the Apnl 21
semmnar

Workshop in Moscow to discuss
retail pricing and to choase
regulatory methodologies for further
development Produce a final report
ncorporating the resuits of the
~orkshop disc us_ions and decisions

roduce a comprehensive
description orthe long term
urgamzation and a plan to manage
the transition from the current state
 the long-term state Distnbute
proposal to waplement plan ta
outside government agencies for
comment, modify the plan as

2ppropriate

RCG/Hagler, Baifly, Inc

Page 18
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’ Schedule Of Ongoing Activities Of Group B: Legislation And
Regulation

Working Group B_Legrslation

Tasks

fanuary 1994-june 1994
Work Completed

july 1994-September 1994
Ongoing Work

Octobes 1994-December 1994
Jo 8e Scheduled

Backgrowd Research

Centinues throughout the vear

Legl Support for Models

“Prinattzation And Econosmic
Regauhition In The Russian Liectnic
Power Sector,” by Latham &
Watkins

Develap a system ot lawe based on
the work of Working Group A
Present results 1o a conference to be
held the lazt week of September

Wholesale Power Market Suppart

Define the legl and regul atory
system for governing the wholesale
market

Retail Fricing Regulation

Defeme the legal and regulatory
systemn for gavermmg retail pneing

Comprehenssve Propesal,
Implementation Plan, Support for
Plan

Produce a comprehensive
descnption of the long-term
organization and a plan to manage
the ransison from the current state
to the long-term state Distmbute
proposal to implement plan o
outside government agencies for
comment, modity the plan as

appropriate

RCG/Hagler, Badly, Inc

Page 19
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Schedule Of Ongoing Activities Of Group C: Securities And

Finance

Working Geoup C_Secuntres

Jamrary 1994-June 19%4
Work Completed

July 1994 September 1994
Oneovng Work

October 1994 December 1994
To Be Scheduled

Traks

Accounting Tasks

Conversion of financivl  tatements
into weste m stand wds

Presentation of results of financial
«aternents task to RAQ 10 a seminar

i _early Sepienber

Asset Man wgement

Review current capital structure

t nancing wringernents ant cash
management poliuies and
procedures for RAQ  Recormmend
appropnate cash management
policies, pro« edures, and
orgarmzation structures for

RAQ Provide advice on the "arrears
piroblem ~

Prepare an ove-view of the use of
internal and exernal auditors for use
by RAQ in detenmining appropnate
pc wes for the Russian power
sector

Secunities Marhets

Prepare wn overview of RAQ for
discussion with domestx. and
foresgn invastors  Prepare an
overview of Western capital markets
and thetr operattons vis a wis the
power sector Ret ommend a
strategy for securimes managemernt
m 2 marke* e onomy

Vit key frmanaal imtenmediaries
and power sector mvestors in
Moscow, New York, London Pans
& Frankfurt and discuss the review
of RAO Recommend a program for
mtegraung Russia s power sector
1o both natronal and mtemationat
financal markets including steps a
schedule and budget for
wplementation

Tratwng

Develop a library of appropnate
finwnwial hteratse for RACQ

Prepare and present a semsnar on
the operations ¢t Western debt and
equity markets  Pepare and present
a «erminar in sharehoider
relations/corporate governance
1SSucs = |

RCG/Hagler, Bailly, Inc
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Schedule Of Ongoing Activities Of Group D: Investment
Promotion

January 1994 june 1994

July 1994-September 1994

Qctobeer 199 4-December 1994

Work Croup D- Invest Promote Work Cowrpleted Ongolong Wark Ta Be Scheduled
| Tasks '

Power Sector Iny estmernits

Collected and submutted reference
matenals and exarnples of
wivestment Incenttves that have
been used 1n recent power sector
PrOject Invesiments

Prepared matenals for a workmng
group meeting on “Investmert
Opuons i the Power Sectcu™ and
completed this semonar

Develop recotrunendations and
opuons for changes wnd
modificatons of existing laws on
forcign i estments i the power
sector

Pl’epalll\e a COrng l"l)‘ p.apu r on
“Recommended Options on
Invesiment in the Power Scotor ~
Prepanng legislanwve
recommendanons o be submatted
ro Group B

Planming & Fvaluauon

Transfer avairlable materials on
methodologre, guidelines and
techmiques for evaluating and
apptaising wvestment proposals  Be
certam to include methodologies
that accoumnt for inflation

Provide an overview of state-of the
art methodologies and techniques
en pohaes and planming for
mvestment arnd capital
expenditures Develop

rec ommendatons for modific aions
to RAO investment planning
procedures and policies
Defiverable will be a
“Memorandum on Opuons and
Recommendations ”

Project Developmment

Conduct a serminat on “Evaiuation of
Power Sector investiment Projects” o
be held 1n Moscow

Conduct a semimnar on “im.estment
Policy and Planning in a Market
Econoray” to be held in the LIS

Begin the development of four
nvestment projects including a new
thermal power plant the
Beloporogeshaya | tydro Power
Plant the rehabuhtation of an
exisung thermal pawer plant and
an wner utihty transomssion line
project

Complete investment projects and
prepare them for review by
prospectve investors (see financial
market promotwonal progiams in
Croup Q)

lnwve stor Relatoas

Develop relationships with mvestor
groups  This will be done In
coardination with the Secunties and
Financial Markets Working Group

This 15 ongowng

RCG/Hagler, Bailly, Inc
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) What Is Phase 112

3  implementation of design
M The next shdes suggest some areas of possible focus for Phase Il

00 Caveats

P Imtal thmking on Phase 11 1s represented and does not mdude mput from Working
Groups, either from the American sude or the Russian side

P Russian contnbutions to passible Phase 1l projects are expected within the month of
August

P The inventory presented 1s for discussion purposes only and dees not constitute
RCG/Hagler, Railly’s recommendations for Phase It

RCG/Hagler, Bailly, Inc Page 22
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> An Agenda For Phase 1I: Implementation Of Structural, Legal
And Regulatory Measures

O Structural change implementation

» Facilitating breakout of remaining preces of RAQ and conversion of RAO wito a
transsmssion company

» Contractmg and hiscensing of generators and distributors

» Wholesale market set up, financial settlements system for RAO
) SCADA systems and their role in the wholesale market

P IPP project finanring — actual demonstration project

P Retail distnbution and customer services — development of energy service
pregrams at the AO Energo level

7 Legal and regulatory
» Implementation of recommended laws. support for legislative process
» Federal Energy Cormmission staffing and IRP

B Tax pelicy

RCG/Hagler, Barlly, inc
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} An Agenda For Phase II: Implementation Of Securities And
Fmance And Investment Promotion Programs

0 Secuntes and finance

»

Create a working capital revelving credit line using commadity backing, e g., gold
Listing of securities on international capital markets

Financial mformation systems to support new financial managemnent tools

Capital budgeting and resource allocation

Economic development programs

Banking mstitutions and mvestment program for the power seclor

O Investment promotion

- .

From pre-feasibility through actual financng of projects

» Creative financing measures

1  Gold backed bonds

I Equity investment by IPPs in existing plants to refurbish them

RCG/Hagler, Bailly, Inc

Page 24
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» An Agenda For Phase Il: Implementation Of A Regional Level
Program Of Privatization

O Regional implementation
» Regional commmussion development
» Regional legal infrastructure

» Regronal management consulting support — fimancial and management systems for
ENERGOs

(O Management traaning

» General business management —- key inanagers to MBA programs and nud-career
progrsms m the US

» Contracting and bidding actual implementation of international bidding systems

RCG/Hagler, Bailly, inc
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An Agenda For Phase II: Implementation — Managing Social
Costs

O Socal cost 1ssues and system rationalization

» Dealing with secial costs of plant shutdowns, 1.e , what to do with secal
infrastructure supporting the plant

P Actual development of a proto-type safety net program

RCG/Hagler, Bailly, Inc
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} Conclusions

30 Momentumt needs to be bunlt to move to decisions this fall

O There are some key areas where enhanced understanding and/or “creative compromise”
are needed to bring Phase | to closure

3 USAID will have an important role to play in helping facilitate decision-making in the
months ahead

RCG/Hagler, Bally, Inc Page 27



