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Report on Legal Requirements f o r  Pool Implementation 

The reglonal market for electrlclty In Central Asla 1s currently 
plagued by non-payments, continuous disputes, uneconomic 
investment and operating declslons, and conflicts of Interest 
In order to form a reglonal Power Pool, as the flve countrles of 
Central Asla have been dlscusslng, lt wlll be necessary to 
establish a legal framework In a serles of documents whlch set 
forth a pool governance structure that 

1) provldes for open, transparent, and f lexlble 
admlnlstratlon of the pool In the context of lndustry 
reform and evolution, 
2) meets several deslgn crlterla (llsted below), and 

3) 1s eventually found acceptable by all flve Governments, 
desplte thelr very different stages of democratic 
development, economlc potential, and cornmltment to reform 
of then electrlc sectors, and desplte each country's 
lndlvldual pursult of "energy ~ndependence" by attempting 
to be net energy exporters 

The Central Aslan states are already well Interconnected 
technically, and they operated rather llke a "tlght pool" durlng 
Sovlet tlmes So unllke other areas where lnternatlonal power 
pools are In the formative stage, the threshold lssues ln 
Central Asla are polltlcal and economlc, not technlcal/physlcal 
The key to creatlng a reglonal power pool In Central Asla 1s to 
deslgn and work out wlth our counterparts a governance structure 
whlch wlll overcome then deep skeptlclsm -- born of decades of 
zero-sum thlnklng -- that all flve countries could be made 
better off through cooperating and lncreaslng energy tradlng, 
that the power pool can be a net plus for all wlthout creatlng a 
net mlnus for any 

Hence the importance of the deslgn crlterla for the governance 
structure of the pool Havlng culled these crlterla from both 
our formal and lnformal dlscusslons wlth counterparts durlng the 
last two years, they can be stated as follows 

The legal framework and governance structure of the Central Asla 
Power Pool must 

-meet the needs of all flve Governments as they percelve 
them, 
especially the need to not dlmlnlsh sovereignty or the 
perqulsltes of thelr new ~ndependence, 

-satisfy all legal requirements of the country (or 
countrles) In whlch the power pool and the dlspatch center are 
established, 

-be Pareto optlmal, and be perceived as such, 
-establish the dlspatch center as a legally separate 

entlty, truly independent from undue lnf luence of the Uzbekistan 
Mlnlstry, 



-create a supervisory structure for the lndependent dlspatch 
center whlch all flve countrles belleve wlll be equltable and 
responsive, 

-find a reallstlc and believable way to resolve the no- 
payments problems and the resulting "loop openlngsl', 

-develop a falr (and perceived to be fax) process for 
resolving the myrlad commercial dlsputes that plague the current 
system of tradlng, 

-accommodate new players as unbundling, prlvatlzatlon and 
wholesale market development proceeds, 

-give comfort to the Governments and then technical 
experts that the results of creatlng a power pool wlll not be 
"loss of control" but wlll be lmproved system rellablllty at 
lower cost together wlth the equltable sharlng of addltlonal 
beneflts that accrue from increased cooperation and energy 
tradlng, 

-provide for development and enforcement of appropriate 
checks and balances and mechanisms for the pool to act as a 
"self-regulating organlzatlonl' In the absence of any reglonal 
apparatus that could fulflll the role of an ~nternatlonal, 
Independent regulatory agency (Thls 1s because the exlstlng 
reglonal "oversight" Power Councll --ln reallty a coordlnatlng 
body that operates on a consensus basls and therefore can't 
operate effectively or resolve major dlsputes between exporters, 
Importers and wheelers, all to the detriment of system 
rellablllty and system cost - - )  1s composed of the flve state- 
owned power systems and power companles, and 1s unllkely ever to 
be converted lnto an lndependent lnternatlonal regulatory body 

Deslgnlng a legal framework and governance structure for the 
pool that meets these deslgn crlterla 1s crltlcal to the success 
of thls project 

Although we have not yet completed our legal research on the 
laws of all flve countrles related to the formation of a power 
pool as a non-proflt assoclatlon, a closed joint stock company, 
or some other legal form, our prellmlnary assessment 1s that the 
pool 1s probably best created as a voluntary non-proflt 
assoclatlon The laws In all flve countrles on non-proflts are 
very sketchy and, at thls polnt, undeveloped, havlng been 
applled mostly to trade unlons Thls means there 1s considerable 
flexlblllty, but there may also be lnsufflclent protection for 
the Pool 

On the other hand, lt appears at thls polnt that creatlon of the 
Dlspatch Center as a closed joint stock company 1s the 
preferable legal structure because of the protections that the 
varlous local laws "On Companies" afford, even though all these 
laws envlsage only proflt-maklng entltles as "companles" 
Ordlnarlly a pool dlspatch center would be set up on a "non- 
profit" basls, but the lssue of proflts and what to do wlth them 
(or wlth losses) 1s not much different, conceptually, from the 
lssue of cost underrun (or cost overrun) of a non-proflt budget 
approved by the non-profltls Board of Directors 

Therefore, our worklng premlse 1s that the set of llnklng 
documents that would create a feasible governance structure of a 
reglonal power pool must be drafted so as to 



-Allow the Governments to delegate to thelr state-owned 
power systems or power companles the authority to enter lnto an 
lnternatlonal agreement to create a Central Asla Power Pool 
(Settlng up an lntergovernmental agreement In thls manner 1s 
lntended to avold the lssue of "who slgns" on behalf of the 
Government when the power sectors of the flve countries are at 
different stages of restructuring and prlvatlzatlon ) 

-Relate appropriately to exlstlng lntergovernmental power 
sector coordlnatlon and "control" structures (such as the 
Interstate Electrlc Power Councll) In order to glve comfort to 
the Governments that they are st111 able to set and enforce 
pollcy for the power sectors' development and lnternatlonal 
actlvltles 

-Require the foundlng members of the Pool (the state owned 
power systems and companles) to agree on organlzatlonal 
structure, declslon methods, and budgets, among other knotty 
top1cs 

-Establish the system operator as a closed joint stock 
company, wlth the appropriate lncentlve structure so that ~t 
acts ~ndependently, and 1s perceived to be actlng ~ndependently, 
from all power systems and power companles 

The following seven documents comprlse the set of baslc 
governance documents that would establish the legal framework 
for the Central Asla Power Pool Thls set of llnked documents 
wlll be presented In tandem to the counterparts so that they can 
see "the whole plcture" at one tlme If thelr redrafting 
(prlmarlly In the SubGroups) and pollcy revlew (prlmarlly In the 
Worklng Group) results In substantlal agreement as to the 
fundamental deslgn of the legal framework and governance 
structure of the pool, then addltlonal documents (such as the 
more voluminous Members1 Agreement and the Pool's Operating 
Guldellnes) would be drafted The Wheellng Agreement, whlch 
would be renewed as part of thls set of documents, would 
eventually be incorporated lnto the lengthier Members' 
Agreement 



HIERARCHY OF LEGAL DOCUMENTS NECESSARY TO ESTABLISH THE CENTRAL 
ASIA POWER POOL, USING A JOINT STOCK COMPANY APPROACH 

I Intergovernmental Agreement (which would become an 
lnternatlonal treaty lf ratlfled by the flve Parliaments and 
thus take precedence over lndlvldual natlonal laws governing the 
flve energy sectors In those matters lt speclflcally addresses) 

Thls Agreement would be entered lnto by the Governments that 
declde to create the power pool, and would go Into effect upon 
the t h l r d  signature 

Thls Agreement would 

1 Contaln recltals that the Government of each signatory 
country deslres to create and partlclpate In a reglonal power 
pool In order to lncrease system rellablllty and lower costs 
through increased energy tradlng, and to share equitably In ~ t s  
benefits, 

2 State the basls for and the mlsslon, goals and functions 
of the Central Asla Power Pool, 

3 State each Government's commitments 
-to obllgate thelr power sectors to create and 
partlclpate In the power pool under the aegls of a 
Memorandum of Understandlng Among Power Systems and 
Power Companies, 
-to asslst ~ t s  power system or power companles fulflll 
thelr obllgatlons as members of the pool and to 
refraln from passlng laws or maklng declslons that 
would Impede thelr fulfllllng thelr obllgatlons, 

4 Speclfy the forums In whlch dlsputes about the 
lnterpretatlon of the Agreement would be resolved, 

5 Allow for a Government to wlthdraw from the Agreement 
upon at least a year's notlce, and 

6 Clarlfy that nothlng In the Agreement 1s lntended to 
lmpalr the exerclse of a state's sovereignty 

I1 Memorandum of Understandlng Among Power Systems and Power 
Companies 

Thls MO would be orlglnated by the power systems and power 
companles whose Governments slgned the Intergovernmental 
Agreement It would be jolned later by a power system, a 
generator, transmlsslon company or bulk power customer 
(regardless of ownership structure), who wlshed to joln and 
meets the crlterla for membership 



Thls MOU would 

1 Reclte the reasons for creatlng and partlclpatlng In the 
Central Asla Power Pool, 

2 Reclte the lntentlons to cooperate and operate the pool 
In an open and transparent manner, respecting the equal rlghts 
and equal obllgatlons of all pool members to ablde by agreed- 
upon pool rules, 

3 State the basls for and the mlsslon, goals and functions 
of the pool, 

4 Set forth the governance structure and declslon-maklng 
process of the pool, 

5 Speclfy the quallflcatlons for membershlp In the pool, 
different categories of membershlp, and the process for a member 
to wlthdraw from the pool, 

6 State the pollcy of open access, consistent wlth the 
tenets of the Energy Charter Treaty to whlch all flve countries 
are signatory, sublect to technlcal/physlcal capabllltles of the 
system, 

7 Establish that System Operator wlll be selected by pool 
members and work under the terms of a contract worked out by the 
pool's governing bodles, 

8 Speclfy the process of dlspute resolutlon between pool 
members regarding matters related to the MO and other documents 
related to pool rules and operations, both comrnerclal and 
technical 

9 Speclfy sanctions for a member's fallure to comply 

111 Members Agreement 

Thls Agreement would be orlglnated by the power system and power 
companies that orlglnally create the power pool, and would be 
later slgned by all members of the power pool ad they 30111 lt 

Thls Agreement would 
1 Set forth detalled rules for coordinated plannlng and 

operation of the power system, for energy tradlng, for 
~nterconnectlon, and for access to the system, 

2 Speclfy rules and procedures for process of dlspute 
resolutlon set forth In the MO among Power Systems and Power 
Companies 

3 Contam a "Multilateral Wheellng Agreement" whlch 
speclfles the terms and condltlons for wheellng In the power 
pool and the members rlghts and obllgatlons Thls Wheellng 
Agreement would 



-set forth the rates and charges for wheellng, 
-specify how technlcal losses wlll be handled 
-commit pool members to provlde wheellng servlce except for 
force ma] eure or non-payment, 
-specify bllllng and payment procedures, methods for 

resolvlng dlsputed bllls, and remedles for fallure to pay, and 
-create a speclal Transmlsslon Fund to handle recelpts and 

disbursements of funds 

Thls document constitutes the detalled technlcal guldellnes for 
coordinated operation of the pool All members by jolnlng the 
pool agree to ablde by the provlslons of thls document 

V System Operator Contract  

Thls contract would be executed between the Central Asla Power 
Pool and the legal entlty that the Pool hues to operate the 
system for the pool, In thls case the "Independent International 
Dlspatch Center," whlch wlll be created as a joint stock company 
In related documents 

Thls contract would 

1 Establish the quallflcatlons crlterla of the entlty the 
pool 1s engaglng to operate the system, 

2 Set forth the Rlghts and Obllgatlons of the system 
operator, 

3 Set forth the rlghts and obllgatlons of the pool and ~ t s  
members, 

4 Deflne the procedures for settlng the system operator's 
annual payment for servlces (lts budget), 

5 Speclfy the process for resolvlng dlsputes between the 
system operator and the pool regarding the lnterpretatlon or 
lmplementatlon of thls contract, 

6 Speclfy the terms and condltlons under whlch thls 
contract could be termlnated and a new system operator be 
selected, 

7 Set forth the terms and condltlons 



Related Documents 

VI Founders' Agreement of Independent Internatlonal Dlspatch 
Center 

Thls Agreement would be entered lnto by the power systems and 
power companies authorized to create the power pool by the 
Governments slgnlng the Intergovernmental Agreement 

Thls Agreement would 

1 Create a closed -joint stock company for the purpose of 
provldlng centralized dlspatch of the reglonal hlgh voltage 
transmlsslon system, 

2 Speclfy how the shares of the new closed JSC would be 
allocated among the founders, 

3 Speclfy the sources of the new closed JSC's Charter 
Capltal, and 

4 Speclfy how dlspute wlll be resolved between Founders 
regarding the lnterpretatlon of thls Agreement 

VII Charter of the Independent Internatlonal Dlspatch Center 

The Charter establishes the legal framework for the closed JSC 
created to act as the pool's system operator It would be 
approved by the General Meetlng of the new company's 
shareholders and legally registered 

The Charter would 

1 State the basls for the company's ~ncorporatlon, 

2 Enumerate the company's powers, 

3 Reclte the company's mlsslon, goals and actlvltles, 

4 Speclfy the shareholders1 rlghts and obllgatlons, 

5 State the lnltlal amount of the company's Charter 
Capltal and speclfy how lt may be changed, 

6 Set forth the types of securltles the company may Issue, 

7 Set forth the company's management structure, 

8 Speclfy votlng rules for varlous declslons and the 
jurlsdlctlon of the company's management bodles, 

9 Provlde for a Secretariat to the Board and an Audlt 
Comrnlsslon, 



10 Speclfy how proflts and reserve funds wlll be handled, 

The following chart dlagrams the governance structure of the 
power systems In Central Asla after the creatlon of the Central 
Asla Power Pool In accord wlth the legal requirements and 
framework discussed above 
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