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Funding 

How much capltal does the Bank have? 
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for Reoanrtrudap md Devsiopm~t 

RUSSIA: A MODIFIED XNDEPEhDENT POWER PRODUCER MODEL 

1 T'he aim of thlr paper is to bnefly outl~ne, b a d  on experience gamed 
efscwhcre, the most ~ m g o n a n t  cornponenu of a posslble secunty packsge for a 
power station financing in Russ~a This p a p  outhnes how Ruman power 
genemuon pqects could be presentd to the European Bank ("EBRD") and 
potenhd cuflnanc~ng cornmema1 banks ("balks"), under the prokction of our 
preferred creditor status wtth the Russm Government ("governmentw), as 
rcpnsented by our "AfB" Loan structure 

2, It needs to be stressed that all credit proposals would be subject to, on a case- 
by-case b s ,  the final approval of scnwr management and Board of Directors of 
SBRD 

3, Wherever possible, the a m  Is to ensure that such prqocb possess comrncrclnl 
and political nsk profilw sirnllar to Independent Power P d w r  ("IPP") projects 
that banlu arc famtlrar with elsewhere In the world The IPP Model 1s cunently m 
use in the Umted Statco, Canadg, United Kurgdom, Australia and the Phll~pp~nus; 
and is at an advanced stage of lmplernentation in vanous forms m Mexico, Malaysia 
and C h r ~  

4 In the absence of the need or desire for an uncondidond governmat or 
sovereign loan guarantee from the government for a project's offshore debt portion, 
tho IPP Mbdd 1s viewed u tcptesentmg the financing model most likcly to be 
acceptable to co-flnanctng banks, 

5 It is antacipated that use of the IPP Model wilt In Ihe long-tcnn enable the 
goW¶mtnt to finance a much larger number of projects, then rf mereign 
guarantees were given for each 1ndividua.l project Us of soveragn guarantees as a 
rn#had of financing projeca wljl Increase the governmcnt'o connngwt habillues, 
whch in turn may hamper future government attempts to secun additional 
borrowngs on mmationd capital markets 



6 It is ~ntadesi  that the IPP Model would Clstnbute commercial and political nsks 
in a fashion more acceptable to banks, than more tradltsonal financing structures 
sucn as Bulld, Operate & Transfer ('BOT") or Bulld, Operate 6 Own ("BOO*) In 
most cases, Russian power projects structured with BOT or BOO models, would 
almost ccmnly require sovereign guarantees, even w l h  the support of multilateral 
devdopment banks, to secure bank co-financing 

7 Appllcatlon of the IPP Model tn Russia would theonhcally include sufficient 
cbrnrnerclalisauon of the fuel suppllcn, fie1 supply msprters and power offtaker, 
and their respective contracts, to secure b a ~ k  firmc~ng 

8, Appbcatton of a typtd IPP Model in Russta, even with use of our "A/BH Loan 
structure, may not In the vlew of potenbal co-financing banks, adequately mitigate a 
power propct'a commercial and pol~tical nsks Appl~catlon of the IPP Model would 
represent a synificant departure from the more common BOT and BOO financing 
smctum used elsewhere In the world. It is therefore propowd that a modrfied IPP 
Model could incarporate In the secunty package a scna of petformana guarantees 
from the gvvernment, for sptcrfrc evtnrs relating to the vmow obhgatrona of 
recently-privadsed or sulI srare-owntd cnuucs (such as those entities listed In 

71, 

2 ALLOCATION OF PROJECT RISKS 

9 The proposed modified IPP Model removes the d ~ n c t  performance and 
Ananclal nsb from the government, and piaces these nJ)rs on the shareholders of 
the Independent Power Producer Company (IPPC) (a specla1 purpose project 
ampmy) and the power offkker (lf his paty ts not an IPPC shareholder) 

10 Thraugh the~r conmu tng ind~rect ownership (bacause enttbs an sull d ~ t l y  
scatc-owrted or thar share capital is gull mqonty-ownd by the mu) of a mqlority 
of the sham capital of the fuel suppliers and the regional (or local) udlity company, 
the govmment cmtmls and therefore should rCEarn the nska on the supply and 
transport of fud, and the offtaka of power, 



11 In implementing the proposed rrodified IPP Model, force maleure nsk would 
almost cemnly have to be accepted by the government In addfhon, at th~s early 
stage of developmmt of the power sector ~n Russia, tt 18 not known what proportion 
of (1) natural and political force mqcure nsk could be ~nsured, and (11) restdual 
force majeun nslu that co-financing banks could accept, Residual force majetlte 
nsks would also almost ccrtsunly have to be borne by the government 

12 Therefore, the allocation of project risks becomes- 

* power offtaker (regionaYloca1 uulitj) accepts fuel pnw, pouer offtake and 
fomgn exchange nsks, 
IPPC accepts project eomplcnon and post-commiuionlng performance 
nsks, 
government indirectly accspu fuel supply and power offtake nsks, 
government acccpw natural and polltical force mqeure risk; 
government accepts transfer nsk 

3 MODIFIED IPP MODEL SECURITY PACKAGE 

13. In an IPP Model, the IPPC would be incorporated as a special purpose 
company between the nglonal (or local) utility company and me or more westem 
u ~ h t y  or development companies Ownership of the lPPC should dlow a vesrern 
mwr &o extrclse a signficant amount of control, if not my ortty cantrot, over the 
mC's manrrgernutt and da11y opemars Western swntrshtp of the IPPC's share 
capital should be in the vicinity of 50% It 15 suggested that the Ruswn investar(s) 
share mptd conmbuhons should compnse "in-kind" assets (usually the exlmng 
plant and site) and a h .  

14 It is also ruggut& that paid-in share capttal should comprise between 15%- 
20% of the project's cash costs, Furthermore, u is suggesbd that a significant 
equty pamcipation from the power offtake party should be made, ~f this paq is not 
an IPPC sharehoIder It +s believed that such ownersh~p would provide mcenuvu 10 
the pcwer ofAaker to meet their Power Purchase Agreement ("PPA") obllganans. 



Agent Bank and &wow Account 

15. It la acceptad practice that co-financmg banks would require the a7potntrncnt of 
an offshore bank ro act as a pro;ectls agent bank This bank would control a 
pro~ecr's cashflow urrng an offshore escrow account, which would be mutslned 
with the agent bank 

L6 In the proposed modified IPP Vodel, the man contracts wouid wrnpnse- 

Turnkey Consuucuon Contract (or qutvalcnt), ptovldlng for a PIxd lcmp- 
sum pnce and ~ncluding standard contracton' llabll~bw and hqurdated 
damages claucs, 
Power hrrchare Agreement, provldlng for f i x 4  mts, debt and qurty 
~ c ,  md ~ncluding standard penalty and bonus clausea; 
Fuel Supply Agreement, pmvrdlng for 100% of the fuel supply 
requucments, and gncludlnp standard liqu~datcd damages clauses, 
Opuauon & Maintenance Agreement, w~th an expenen& western utility 
company, and providing f ~ r  operation and rnasntenana supcwislon, 

@ Irnplementatlon Agreement, between EBRD and the government, prav~d~ng 
o framework of aperation for the govmrncrrt's obhgmons 

Contractual Relationship 

17 T)lc most important requlred contactual rehuonshlp~ would be- 

a ~ndexauon of h e  electnc~ty price to selected economu: ~nd~cators; 
0 elcctricisy pnce to include fwl coat urcreascs; 

atandatd llqurdated damages, bonus and tennulatior, clauses to apply. 

18. Indwradon of the eIecaic~cy p ~ c e  to selected economic mdifators, rncludlng the 
Rouble exchange rate and mbahm, would ensum that the power offbker assumes 
forslgn txchpe nsk, and that the pro~ect on a "stand-alone" b u s ,  cams I 
suf7Prc1entl) hlgh rnfiation-adjusted financial ~ntamal rate of return to attract 
~nvestors, 



P o w r  & hrly LdllUa Croup, Ybnbuu Rqbu 
Id CI) DIIQI) C u  (011) M 1  

Pout-Commirrron~ng Perlormnce Guarantee Structure 

19 In the event that potential m-financing banks rcqulre addihonai s e c ~ r ~ t y  In 
addition to the stcurky offerad by t!e proposed mod~fitd IPP Model, which is very 
hkely, Then it is pdsslble that EBRD may consider guaranteeing h e  nominal 
financ~al value of spcc~fic performance obrlgations of state-owned entities Under 
tlus scenario, EBRD wuld request a counter-guarantee (or refund, rc~mburscment 
indemclty etc, as appmpnate) from the government, for its potenuaf obl~gat~ons 
under itP guarantee (etc) to the co-fi~ancrng banks 

20 The proposed sequence of events for recourse under the proposed performance 
guarantee and counter-guractcc structure, IS- 

@ EBRD, as lender of iecoid, initiates recourse to - for example - the fuel 
suppliers and the power offtaker, for non-performance under their 
contracts; 
if t h ~ s  recourse fails, then atter a suitable cure period, the co-financing 
banks could have *ecaurse to EBRD, under EBRD's gumntee (etc) to 
them, for the nomlnal finatlc~d value of specific events rclahng to those 
partla' non-performa, 
d EBRD's guarantee (etc) to co-financmg banks IS called, then it could call 
IM ccunter-guarantee from the government, for I& ob11gahonfi to the a- 
financing banks 

21 Any guaranta would be restricted to specific events, which would be 
covenanted in a project'r cred~tor agreement term sheet, such as, and for example 
only, the fiulurc to provide tue2 or offtake power These guarantees would not be 
for an mhty's phyncal obligmons, but for the nornlnal frnanclal vdue of parbCdlu 
cvarts (of farlutt to perform). 

22 In the first ~nstance, follow~ng the non-performance of statcawncd entitles 
under thclr contracts and after a suitable cute perid, EBRD's guarantee to co- 
fmancmg bank a u l d  be called to enable any 9hortfall rn, for example, the IPPC's 
cashflow, a be irnmedrately rectified 

23. In the m n d  Instance, EBRD couId call la counter-guaranus (a) from the 
government (for EBRD's obl~gatlons tu the co-finanang banks), 
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Foreword 

Thls pollcy paper is based on the World Bank Industry and  Energy 
Department's ongoing policy and research work, which (1) examines 
expenences of rndustnal countries and  the Bank's borrowers m devel- 
oping thew power sectors, (n) analyzes issues faclng these sectors, a n d  
(111) descnbes ophons for deahng w ~ t h  these issues m developing coun- 
tnes The paper is supported by a large body of research, ~ncludrng the 
Bank s recent work on governance and  pubhc-sector management, the 
L a t ~ n  Amenca and Caribbean department's reg~onal  review of the 
power sector, the Operahon Evaluahon Department s revlew of power 
lendlng in Colomb~a, the Asla reglon s study of pnvate rnvestment in  
power and coal, the Africa reg~on'sanalysisof Sub-Saharan power sector 
succcsscs and fa~lures, and the World Bank companion policy paper, 
Energy tfficlency nl~d Corlservatron 111 tllc D~velupit~g World 7 I i ~  World 
Z3arik s Rolc 1111s papcr has also b c n c f ~ t ~ d  from cxtcrisrve outside consul- 
tations w ~ t h  developrng- and developed-country government officials, 
ut~l i ty  managers, academics, researchers, and nongovernmental orgaru- 
zahons 
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B ~ / B O ( T T  schemes Bdd-Own-Operate (BOO) and Bu~ld-Own- 
Operate-Transfer (soor) schemes are meth- 
ods by which private sector parhclpation in 
the power sector is encouraged Under these 
approaches, a project company under pn- 
vate ownership, or a jomt venture wlth a 
mlnonty pubhc parbclpahon, IS set up to 
plan, finance under h i t e d  recourse, design, 
construct, and operate power generahon 
facihties In a BOOT arrangement, ownership 
of the facllity is ult~mately transferred to 
another entity after a specrhed penod of op- 
erahon 

Country c o m h n e n t  Commtment must be judged on a country- 
by-country basls withln the framework of a 
country-assistance strategy around the 
themes of s~gn~f i can t  progress toward 
needed reform and no more "busmess as 
usual " 

Demand-side 
management 

Identifying and implementing ln~tiatlves 
that Improve the use of energy-supply ca- 
pacity by altenng the charactenstics of the 
demand for energy DsM mvolves a mix of 
pncmg, other load management, and con- 
servatlon strateges designed to lncrease the 
illcentives for a more efficlcnt use of tncrgy 
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Energy-efhc~ency Any measure that results in the dehvery of 
improvements any energy s e ~ c e  w t h  a reduction m en- 

ergy consumphon Thus, carner subshtu- 
hon or fuelsuvltchmg measures that lead to 
reduchons m energy demand also become 
examples of energy-effiaency lmprovements 

Energy end use Energy apphcattons such as motlve power, 
llghtmg, process heat, water heahng, refng- 
erahon, am cooltng, coohg ,  and so on 

Integrated energy An mterrelated set of measures that pomts 
strategy the energy sector toward the most efhc~ent, 

equ~table, and env~ronmentally-ben~gn 
resource use Thestrategy requlres decls~ons 
on both the energy supply and demand s ~ d e  
about sector structure, ~nshtutlons, owner- 
shp, hancmg, fuel avalabhty (coal, od, 
gas), technology avadabhty (mport restnc- 
trons), sh-uctures of end-use markets, pncrng 
pohcy, standards, servlce levels, and so on 

Integrated energy P r~mar~ ly  a U S -type plannlng process 
resource planrung (IERI.) whereby ut~llt~es (and 111 the U S , the~r reg- 

ulatory comrmss~ons) evaluate avrulable de- 
mand- and supply s~de-ophons to provlde 
energy servlces (lncludlng purchased 
power) and detemune an optunal energy 
servlce strategy, gven economc and envl- 
ronmental factors The essenhd concept of 
IERP IS the equal treatment, or mtegrahon, of 
energy-based and conservat~on-based en- 
ergy servlces Planners attempt to rank by 
cost all the different energy supply and end- 
use technolog~es, processes, and programs 
that m~ght be used to prov~de energy ser- 
vices and Implement them beglnnrng wlth 
the lowest-cost opportunlhes 

Load factor A key measurement that compares a uhllty s 
average lulowatt-hour load to ~ t s  peak, or 
maxunum hour's usage, m a glven year A 
high load factor means greater plant utlllza- 
I Ion, smce a company must budd capaclty to 
meet ~ t s  peak demand, not ~ t s  average d e  
tn 11111 

Load management 

Margmal cost 

Peak prlclng 

Regulahon 
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Any effort to control loads by economlc In- 
cenhves, duect lntervenhons, or new tech- 
nology Sluftmg load from peaks to valleys, 
or sunply shavlng the peak, defers capac~ty 
add~hons and transfers load from h g h  cost, 
lnefficlent peak~ng generahon to more eco- 
nom~cally efflclent base-load w t s  

The Increase In the total costs of an enter- 
pnse caused by lncreasmg ~ t s  output by one 
extra umt M a r p a l  cost pnclng IS the set- 
tmg of the pnce of an Item equal to the cost 
of producmg one extra w t  of the item Mar- 
p a l  cost represents the opporturuty cost, or 
the total sacnflce to soclety, for producing an 
Item Long-run margmal cost IS the cost of 
meehng an Increase m consumption, sus- 
tamed mdehrutely into the future, when 
needed capac~ty adjustments are poss~ble In 
the long run, an mcrease m demand wdl 
result m a correspondmg rncrease m the op- 
eratmg costs as well as In the capac~ty costs 

The settlng of h~gher prlces than average 
when supply~ng servlces dunng a penod of 
peak demand Enough electnc~ty capaclty 
must be installed to sahsfy demand at peak 
tunes, because, m general, electnc~ty cannot 
be stored At off-peak hmes the cost of elec- 
tnc~ty IS lower at the margn than at the peak, 
at whlch less-efhc~ent power stahons have to 
be switched in to meet the demand 

The supervls~on and control of the economlc 
achvtt~es of prlvate and arms-length publlc 
enterpnses by government m the interest of 
economlc efhaency, famess, health, and 
safety Kegulatlon may be unposed slmply 
by enactlng laws and leavmg thelr supervl- 
slon to the normal processes of the law, by 
sethng up specla1 regulatory agencies, or by 
encouraging self-regulat~on by recognulng, 
and 111 some cases delegat~ng powers to, vol- 
untary bodlcs 



Summary and Conclusions 

The power sector m most developing countries conslsts of a smgle 
nahond electnc uthty operahng as a pubhc monopoly T ~ J S  structure IS 
partly based on the mew that elecmclty ls a strategic and publ~cly- 
prov~ded good and that people have a nght to power at low pnces Over 
the past t h t y  years t h  pubhc monopoly approach has faahtated 
expanslon of power supphes, captured technlcal econormes of scale, and 
made effechve use of scarce managenal and technlcal slulls m the early 
years 

World Bank lendmg has largely supported the state-owned monopoly 
power uhhhes wlth the pnnc~pd objecbve of helplng provlde the bas~c 
~nfrastructure reqwed by the dlrectly productwe sectors (see World 
Bank Operahonal Manual Statement 3 72, pubhshed In 1978) The mam 
components of the Bank's power lendlng strategy have been to (a) 
develop sector mshtuhons, (b) moblhze local resources for expanslon 
through appropnate power pncmg and u th ty  fmanclal management, 
(c) unprove sector planrung by emphaslzmg least-cost mvestrnent, and 
(d) help govenunents orgaruze forergn exchange cohnancmg, albelt w ~ t h  
repayments pubhcly guaranteed Dunng the 1980s the Bank's lendlng 
strategy a~med to Improve economlc effic~ency and fmanclal sustamabll- 
lty m the sector by encouraging least-cost plannmg, marpal<ost  pnc- 
mg, ~ntemahonal accounhng standards and prachces, rates of rehun on 
revalued assets sufhc~ent to prov~de a reasonable level of self-fmancmg, 
and mternahonal compehhve b~ddlng The Bank also hghtened ~ t s  pol- 
lacs on enwonmental and resettlement standards and Implementahon 
arrangements These changes were reflected m the power sector support 
strategy paper m 1983 and the power sector Operahons Duechve of 1987 

The World Bank s lendmg for the power sector m developrng coun- 
tries through FY91 was about $40 bllhon (about $75 bdl~on m 1990 
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prices)' or about 15 percent of total Bank lendmg In sprte of the unpress- 
rve expansion of power systems m developmg counhes and desprte the 
Banks persrstent dralogue wrth borrowers, the overall technrcal, mstltu- 
tronal, and hancral performance of power uhhtres m most developrng 
countnes has detenorated There are several examples of efhcrent power 
sectors and many successful rndrvldual projects, but a renew of World 
Bank lendmg for electnc power c o n h  a decluung trend m the sector's 
pncrng, fmanaal, techmcal, and rnshtuhonal performance, miunly due 
to governmental fadure to address the sector's fundamental structural 
problems 

Over the penod 1979-88, average real power tanffs m developmg 
countnes deched from 5 2 cents to 3 8 cents/kWh, quahty of sennce 
detenorated, techrucal and nontechnrcal losses and fuel consumphon 
contmued to be hgh, and poor mamtenance of plants perslsted Inade- 
quate metering, brlhg, and collechon were the result of msufficrently 
commerc~al operatrons and lack of enforcement Whde mstrtuhon bwld- 
mg (trauung of power uhllty staff, modenuzahon) has cont~nued to 
progress, confhcts between government's role as owner and rts role as 
operator of uhhhes have affected sector performance Opaque command 
and control management of the sector, poorly dehned objectives, gov- 
ernment mterference m dady affms, and a lack of financial autonomy 
have affected produchve efhaency and mstrtuhonal performance 

Fmancral performance, as measured by mdrcators such as the rate of 
return on revalued assets, self-financmg rahos, and the level of overdue 
accounts, has also d e h e d  On average, rates of return have fallen from 
levels ave rapg  about 9 percent before the rmd-1970s to less than 5 
percent m 1991 Self-linancmg rahos on average were only 12 percent of 
Investment reqwements m 1991, agalnst targets of between 20 to 60 
percent, and the actual number of days recervable rncreased from sev- 
enty-seven days d m g  1966-73 to 108 days m the 1970s to 112 days m 
the 1980s The overall average of accounts recervable by 1991 was 
nmety-slx days compared w t h  the general Bank target of slxty days 
Developrng countries' detenorahng macroeconomic srtuahon and the 
debt overhang of the 1980s exacerbated these fmancral problems and 
worsened debt sennce coverage 

In the 1990s the conhnwng nlacroeconomc ddficultres of many de- 
veloplng counbles w d  severely reduce the avadabkty of pubhc re- 
sources to fund planned power sector Investment programs 
Furthermore, the changng global enwonment of the 1990s and the 
competlhon for access to financial resources underscore the need for the 
effrclerit uhhzatlon of power sector resources 

Under these c~~cumsta~lces, nerther the developmg countries nor the 
Bank can contmue w ~ t h  a busrness as usual ' approach to managmg the 

power sector In the absence of new approaches to restructure and 
evaluate sector management on the basis of commercral pnncrples, wrth 
e n t e r p m  distanced from excesstve government day-to-day manage- 
ment, and wtth clear strategtes for generahng conhdence for new en- 
trants, lt 1s unhkely that the requlred power sector Investment can be 
mobrlized m the 1990s 

A number of developmg countnes are already c h a n p g  the way they 
do busmess rn the power sector Examples rnclude Korea, Malaysra, and 
Pluhppmes tn Asta, Argentma, Clule, and Meuco m Lahn Amenca, 
Turkey and Eastern European countnes and Cbte d'lvoxe, Grunea, 
Ghana, and Malaw m Afnca Gwen the large capltal reqwements and 
rngramed sector mefhcrencres, there is an urgent need for the Bank to 
encourage and support these evolvrng busmess methods and commer- 
crd structures 

Many governments have also at t~mpted to use the power sector and 
other publrcly-provlded rnfrastructure servrce to address rssues of so- 
cral equlty Experience has shown that such pollcres are costly and 
rneffectrve ways of dealmg wlth these rssues Subsrdlzed power has 
further softened budget constrmnts on power utktres, and the resultrng 
large deficrts have usually been financed from regressive general taxes 
The power shortages that mevltably result from the mablllty to finance 
expansion to meet rncreased demand mean that some form of rahorung 
IS requlred and, just as mevltably, power supply to the poor is usually 
the hrst to be rahoned Clearly, there are much more effechve means for 
addressing socral equrty lssues overall than through power sector sub- 
srdles 

T h s  paper focuses on the mterrelated rnshtuhonal, regulatory, and 
fmancral reform rssues that are essent~al m rmprovlng power sector 
performance The Banks evolvlng role rn addressmg power sector needs 
In developmg countnes IS a natural extensron of the Bank's work on 
governance, publlc sector management, and ongorng structural adjust- 
ment reforms Thrs paper does not speclhcally address lssues of technol- 
ogy and fuel cholce These rssues and thew environmental unplrcat~ons, 
and pohcy rssues related to the rural fuels chan, wdl be addressed 
separately m subsequent papers Issues related to the end-use efflcrency 
of electnc power are addressed more completely m a separate Bank 
paper, Energy Eficlency and Coriseruatsn in tlie Dmrlopeig Worhl The 
World Bank s Role (1993) 

Gtudrng pnncrples for Bank support of power sector restructurrng 
programs are summanzed below Gwen the range of regrunal and 
country s~tuatlons, however, these prrnciples wlll need to be translated 
into speclhc achon programs at the lndrv~dual country level and be part 
of the Bank's agreed country ass~stance stratcgy 



14 The ~orldzank s Role r n  llre Elcctrrc Powcr Stctor Surnrnnry a11d Conclusrons 15 

Transparent Regulahon 

A requrrernent fir all power lendrng wrll be an explrcrt country movement 
toward the establrshtnent of a legal framework and regulatory processes satrs- 
factory to the Bank To thts end, m conjunctron wrth other economy-wrde 
inrtratrves, the Bank wrll requrre countries to set up transparent regulatory 
processes that are clearly rndepetrdent of power supplrers and that avozd gov- 
ernment rntefference m day-to-day power company operatrons (regardless of 
whether the company rs privately orpublrcly owned) The regulatory framework 
should establrsh a sound basis for open drscussron of power sector economic, 
fmancral, envrronmental, and semice polrctes 

The dual role of the government as operator and owner of uhllhes has 
drawn governments mto day-to-day mtenrenhons m power sector op- 
erahons There IS therefore a need to set up some form of regulatory body 
as part of a broader governmental effort to redehe  the respechve roles 
of government, uhhty, and consumers T ~ I S  lmphes a shlft away from 
the monohthc type of governmental management and toward more 
decentraked and market-based systems Government would retam 
responslbihty for setbng objechves and arhculahng overall pohcles and 
for plaruung and coordmahng sector development It would also estab- 
h h  the leglslahve and legal framework to protect the mterests of the 
vanous stakeholders and the pubhc But regulatory approaches need to 
be establtshed that appropnately balance protechon of the pubhc mter- 
est w t h  the need for enterpnse autonomy T ~ I S  may requue regulatory 
bo&es mdependent of both government nurushes and enterpnses 
themselves 

Wlth a more mdependent and transparent regulatory body, consum- 
ers, mvestors, and enwonmentabsts could all be heard m determlrung 
pohues related to mvestment programs, pncmg, access to senrace, reh- 
abhty of servlce, energy conservahon, plant locahon, and envlronmen- 
tal Issues Essenhal features for a sound regulatory framework mclude 

transparency and openness, 
clear ar&culahon of reform objechves, mcludmg tanff pohcles, 
a legal structure that clearly defines the rules and procedures for 
reduang the level of government mvolvement and mcreasmg the 
autonomy and accountabhty of enterpnseduectors and managers, 
and 
defined entry and exlt condlhons for pnvate power producers 

Such a regulatory framework should lnshll mvestor conhdence and 
fachtate at least some compehhon among supphers Developmg effec- 
trve regulatory mshtuhons wdl take tune, and concerns about pohhcal 
Interference and corruphon hampenng the effechveness of the process 

may perslst, but these concerns should not delay necessary achons m 
lmplementmg regulatory refom The benefits of movmg away from 
current Inefficient prachces far outwelgh the costs 

In much of the developmg world the present mshtuhonal structure 
has faded to produce responslble achons m response to enwonmental 
concerns Government enterpnses, m parhcular, have found ~t difficult 
to add environmental concerns to them already overburdened soclal 
agenda Enforcement achons must be seen as one element In a dlalogue 
between regulators and enterpnses, the objective of wluch IS to lmprove 
the enwonmental performance of the plants under scrruhny Such a 
dialogue IS parhcdarly drfhcdt when both parbes are government 
agencles The sltuatlon m Eastern Europe IS an extreme example of the 
problems that e m t  m many developmg countries The duechon of 
regulatory and lnshtuhonal change proposed m thts paper should go a 
long way toward developmg mshtuhons that would deal w ~ t h  envlron- 
mental Issues m a more responslble manner A clearer recogruhon of the 
role of the government as pohcymaker, rather than producer, wlll avold 
the confusion of roles that IS belund much of the poor performance m 
t b  area The development of regulatory bodles wdl provlde a natural 
focus for artlculahng envrronmental concerns and provlde the forum for 
a more open process of Input Into decslonmalung by all Interested 
parhes 

Because electnc power generahon accounts for 30 percent of all fossd 
fuel consumphon and 50 percent of all coal consumphon worldwide, the 
galns from reducmg emslons of parhculates and gases are substantla1 
SMhng to natural gas and usmg clean-coal technologes can reduce 
emlsslons of parhculates and carbon monoxlde by 999 percent and 
emlsslons of sulfur dloxlde and nltrogen oxldes by more than 90 percent 
Curbmg ermsslons of parhculates should be the hrst pcnnt of attack It IS 

cheap--1 to 2 percent of the total capltal costs of electnc power supply, 
on average-and ~t IS unportant for human health All new power plants 
should have eqmpment for control of parhculate matter, and ~t should 
be well mamtamed to ensure contmuous functio~ung The costs of 
reducmg sulfur d~oxlde and nltrogen oxldes are hlgher (unless natural 
gas IS avdable), at 10 to 20 percent of capltal costs The effects on health 
of reduclng these emlsslons are usually much less than for pmculates, 
and the Impacts on forests, agriculture, freshwaters, and buldmgs vary 
greatly by area The speclhc standards on nonparhculate emlsslons, 
therefore, wdl depend on circumstances 

Wlth regard to COz there a currently no feaslble solutlon for m~t~gnt-  
mg C 9  ermsslons apart from swltchng fuels (coal to 011 to gas to hydro 
or blomass) and mcreaslng energy tfficlency 



16 77re world Barrk s Role rrl the Eledrrc Power Sector @ Surrrrrzary arrd L c usrotrs 17 

Importatron of servrces 

111 sorlze of the least developed corrntries, the Barik will assist in financing 
rmportatron of power services to rniprove eficiency 

In some lower Income countnes w~th  weak publlcand pnva te sectors, 
undeveloped capltal markets, and a relahve lack of market forces, a way 
to help bnng about power sector reform and mcrease sector manage- 
ment efhclency would be to bnng local or mternahonal mdustrial or 
developmg-country servlces Into the sector under uhhty management 
contracts or on a twmmng basls The Bank wdl conslder the parhal I 
fmancmg of these arrangements Potenhal sennces for contractrng out I 
could mclude plant mamtenance, bllhg, revenue collechon, vehcle 
mamtenance, h e  stnngmg, and pole and tower fabncahon Other lssues 
that could be addressed w t h  outslde rnvolvement mclude reducmg 
supply-side power losses and mcreasmg generahng-plant avadabhty 
The hnanclal costs of these mlhahves would generally be low relahve to 
the benehts 

Commerclallzat~on and corporatlzahon 

The Bank wzll aggressively pursue the coniniercializatzon and corporatzzation 
of, and private sector partrcrpatiori in, deueloprng-country power sectors 

The Bank WIN asslst m developmg power sector strateges to b m g  
about comrnerclahzahon For power enterpnses to operate on commer- 
clal pnnaples, they must be treated like commercial enterpnses They 
should pay mterest and taxes, earn commercially competltlve rates of 
return on equty capltal, and have the autonomy to manage the~r own 
budgets, borrowmg, procurement, salanes, and cond~hons pertaln~ng to 
staff 

The Bank may be able to facllltate the commercial~zat~on and 
corporahzahon of the power sector by hnkmg support for financlal 
sector reform to power sector fmancmg Ths  could be done by channel- 
mg some porhon of Bank lendmg to sector enterpnses through hnanclal 
mtermedlanes m accordance w ~ t h  exlshng Bank gudelmes Gwen the 
potenhal unportanceof the power sector for cap~talmarket development 
and the comparahve pnce and Income stabhty that wdl come through 
more transparent regulahon and commerc~allzahon, the power sector 
could be m a better poslhon to play a leadlng role In channehng 
domeshc savmgs m banks and penslon funds to mvestments m long- 
term bonds and equty lssues of power compames 

Commerclabzahon and corporahzahon of state-owned power uhll- 
tles are necessary hrst steps m the process of reshuch~nngand attrachng 

pnvate-sector partlcipatlon Only a few countnes have governmental 
checks and balances to mamtarn the Impetus for efhclency that comes 
mitially from corporahzahon Competltlon m power supply and greater 
reliance on the pressures of the cap~tal market for hnanung power 
expanslon are reqwed to sustam the effort, and these can only come 
from greater parhcipahon by the pnvate sector Thts can mclude the 
partlclpahon of pnvate generatmg companies, the pnvate contractmg of 
construction, mamtenance, and vanous other semces, or restructuring 
and complete pnvahzahon 

Commrhnent lendmg 

Bank lending for electrrc power will focus on countnes wrth a clear commitment 
to improving sector performance rn lrne wrth the above principles 

Despite hnanclal and pnclng lssues havlng been an unportant part of 
the pohcy dlalogue In Bank operahons m the power sector, and despite 
the Bank's havlng stopped lendmg to power sectors m a number of 
countnes because of conhnued noncomphance wlth pnclng and fman- 
clal covenants (Brazil smce 1986, Egypt between 1980-89, Mexlco be- 
tween 1972-88), the Bank's leverage IS hrmted The Bank has leverage 
for pohcy change only when ~t IS perceived as an mshtuhon that reqlures 
performance and compliance In order for resources to be made available 
For t h s  reason, the Bank needs to enforce ~ t s  lendmg pohcles and 
~nstruments better and focus ~ t s  dellvery of servlces better to match the 
chang~ng and vaned needs of ~ t s  borrowers 

It IS clear that helplng countries pursue fundamental ~nstitutlonal and 
structural reforms wdl reqwre an expanded sector work progrdm Such 
a program wlll reqwre the borrower and the Bank to rdenhfy and 
analyze better the pohhcal, legal, regulatory, and lnshtutlonal con- 
stralnts to unproved performance and to spell out clearly the financlal 
goals and strategic ophons for the sector More analysls of the robustness 
and the enwonmental unpllcahons of mvestment programs wlll have 
to be undertaken Above all, lssues of accountablhty and rncentlves for 
unprovlng effiaency wdl have to be ~denhfled clearly and remedial 
achons defmed and agreed upon Flnally, governments wlll need to 
reallze that the tune of "busmess as usual ' 1s over and that they wdl not 
be able to roll forward financial and performance covenants to succes- 
slve Bank lendmg operahons (thereby expand~ng hme frames for com- 
phance) For countnes that do not have the local experhse to address 
restructuring and regulatory Issues, the Bank can provlde funding for 
techrucal assistance 
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Pnvate rnvestment 

To encourage pnvate rnvestrnent rn the power sector the Bank wtll use some of 
tts frnanclal resources to support progranrs that wtll fanlrtate the znvolvernent 
ofpnvate tnvestors 

Many potenhal pnvate power mvestors are concerned about secunty 
and pnce of fuel supphes, hrnely payments for purchase of power by a 
d o m a n t  state-owned power company, and delays m the agreed con- 
version of local currency mto forelgn exchange Usmg exlstmg mstru- 
ments, the Bank can play an Important role m helpmg governments 
develop h a n a a l  mechanrsms for mhgahng some of these nsks Whde 
the proposed Palustan guarantee operahon (Hub Power Project) IS the 
most pubhazed effort thus far, there s a wlde range of poss~ble mter- 
venhons of ths  type, many of whch could be relahvely small and e n t d  
h t e d  nsks The Bank wdl work wth  the Mulhlateral Investment 
Guarantee Agency (MICA) and the Internahonal Fmance Corporahon 
(IFC)-both agencles of the reRD-m supportmg such operahons, focus- 
mg on sovereign nsk s u e s  m accordance wth  exlshg Bank gwdehnes 
for guarantee operahons Such a focus should help countnes develop or 
strengthen pnvate capltal markets and wdl be a poslhve force toward 
meehg the projected large capltal shortfalls m the power sector over 
the next decade The Bank wdl gve  such ass~tance only when sabshed 
wrth the government's mshtuhonal and structural reform pohcles for 
the power sector 

I Recent Exper lence 

Because the electric power sector IS a requls~te for growth and modern- 
lzahon m many developing countnes, the Bank has conhbuted to the 
rapld development of the sector T ~ E  assistance has mcreased avadabll- 
lty of power, access to servzce, and consumphon of electnaty, and In 
many countnes has resulted m the power sectors bemg better orgaruzed 
and performmg better than most other sectors of the economy 

In splte of these successes, however, overall sector performance has 
detenorated smce the rmd-1970s, due to three sets of factors 

exogenous factors beyond the countnes control, such as world od 
pnces, access to fore~gn loans, rnterest rates, and mflahon, 
mappropnate nahond pohaes on energy pnmg,  mvestments, 
lnshtuhonal development, and methods of governance (that IS, 

regulatory arrangements and lack of autonomy of uhhhes), and 
enterpnse-related factors, mcludlng confhctmg objectrves and lack 
of management accountabhty, resultmg m techrucal, operahond, 
and fmancld problems 

Power uhbhes have had to face 011 prlce mcreases and lugh mflahon, 
and they have been hampered m them efforts to recover the cost of power 
supply because governments have been slow to respond to changmg 
condlhons and to grant adequate tanff mcreases Subsldles to some 
categories of consumers and madequate tanff levels also have led to 
pnces that glve incorrect slgnals to users 

In parallel w t h  these pnclng d~stortlons, lnstltuhonal weaknesses m 
many counbes have ansen m a d y  because the smgle electnc uthty IS 

treated as a dwect extens~on of the government Whlle mdernlzat~on 
and the tralrung of power-utlllty staff have conhnued to progress under 
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pubbc monopohes, confl~cts between government's roles as owner and 
operator of the uhl~ty have affected sector performance In many cases, 
inshtutlond weaknesses have ansen from opaque command-and-con- 
trol management and poorly defined objechves For example, soaopo- 
hhcal objechves have emphasrzed rural elechficahon and extending 
supply to new areas rather than mamtammg rnstallahons and nprov-  
ing quahty of semce Other factors contnbuhng to mtituhond weak- 
ness in the power sector have been government Interference In 

Box 1 There IS Considerable Scope for Improving 
the Performance of Electnc Uhllhes 

One lnd~cator of theoverall performanceof elechcuhllt~es IS the number 
of uhllty customers per uhllty employee Based on 1987 stahshcs, the 
develop~ng-country range is a h ~ g h  of 292 customers/employee for 
Korea, to a low of suc customers/employee for Rwanda Below IS a hst 
of the ten htghest and ten lowest power-sector produchvlty performers 
among the developing counhes Although some of the differences are 
due to scale effects, most of the better performers are mddle-mcome 
countnes, most poor performers are lower-~ncome countnes Perfor- 
mance IS not enhrely ~ncome-related, however As a reference p n t ,  the 
U S has 240 customers/employee, France has 222, and the U K has 153 

Uhl~ty customers per employee in 1987 

H ~ g h  performance Lau performance 

Cuslomers Customers 
Country per emplwyee County F employee 
Korea 292 Rwanda 6 
Colombla 180 Botswana 8 
El Salvador 1 75 Burundi 9 
Cyprus 1 65 Central Afnca Rep 14 
Mexico 161 Malam 14 
Indonesia 160 Papua New Gulnea 18 
Barbados 1 59 Zamb~a 20 
Jamaica 142 Mozambique 22 
Paraguay 136 Comoros 25 
Venezuela 128 Zaue 25 

Sourcc Esca y 1990 
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day-to-day affms, the uhhtys lunited hanclal  autonomy, and lack of 
mcenhves for uhhty managers to pursue techrucal effiaency and fman- 
clal dlsaplme 

The combmed effects of elechcity pnang below cost and lnshtuhond 
weakness have hurt the financial performance of uhhhes Dechnes m 
fmancial performance, as measured by such mdlcators as the rates of 
return on revalued assets, self-fmancmg ratlos, and level of overdue 
accounts, were already evldent shortly after the hrst 011 cnsls m 1973-74 
The 1979 od pnce mcreases and the debt problems of the 1980s contmued 
to worsen the uthhes fmancial slluahon Power sectors m the 1980s 
accounted for up  to one-thud of total pubhc mvestment m a few devel- 
opmg countnes and conshtuted a sigruhcant porhon of the pubhc debt 
Given the problems of debt overhang and structural unbalances, gov- 
ernments m the 1990s wdl face great Mhculty m h a n a n g  thew planned 
power sector mvestments 

The Bank's role m the power sector has been that of a lender to expand 
electnaty supply and facllltate inshtutiond development The Bank's 
mam lendmg mstnunents have mcluded s p e d c  project loans, hme- 
shce or program loans, technical assistance loans, and sector or subsector 
pohcy loans In addihon, power sector pohcy components have been 
included In mulhsectoral lendmg lnstmments (structural adjustment 
loans--4~L.s and Pubhc Enterprise Restmctunng Loans-PERLS), which 
have made the power sector lendmg program more dependent on the 
quahty of the Bank s dialogue with ~ t s  borrowers Financial and pnclng 
problems have been sources of poor project performance and conse- 
quently the overwhelrnmg concern of pohcy dlalogue In fact, the Bank 
has stopped lendmg to power sectors in a number of countnes (Brazd 
smce 1986, Egypt between 1980-89, Mexico between 1972-88) for non- 
comphance with pnclng and fmanclal covenants 

Desplte the Bank's efforts, however, the overall quahty of its power 
sector portfolio has deched The m a n  reason IS that leverage has been 
lunited, smce a country's perspechve must be considered If the Bank IS 
to mamtam an ongolng dialogue wlth a govenunent on the need to 
~mplement pohcy reforms The Bank's perseverance m its pohcy dia- 
logues wlth borrowers has convinced some governments to unplement 
reform measures, parhcularly because many governments have expen- 
enced econormc detenorahon as a result of dlstorted macroeconormc 
pohcies and the burdens of past debt 

Tlus paper develops a pohcy framework for power sector restructur- 
mg It focuses on pohcy ophons and related mecharusms that govern 
pncmg, mshtuhonal and regulatory structures, and fmancial reforn~ It 
concludes by proposmg that formation of a more transparent regulatory 
framework, together w~th  a business-hke focus, should be essential 
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cond~hons of Bank mvolvement m the sector Gwen the regonal and 
country dlvers~hes, m&vldual countnes should be encouraged to re- 
view and select the ophons, mechanisms, and pace of reform most 
appropnate to thew needs and mcumstances 

Rapid Expansion of Power Supplies 

D w g  the past tfurty years, power sectors m developmg countrtes have 
grown rap~dly Most major towns and many smaller towns now have 
electnaty from mtegrated networks that use large power plants devel- 
oped and operated as a sys tern Many countnes now serve most urban 
populahons, and some have embarked on ambihous rural electnficahon 
progr- 

A recent Bank study has shown that m most of the largest developlng 
countnes, 1nstaIIed capaaty and per cap~ta genera hon grew at more than 
hnce the real rate of CDP over the 19694989 penod Power connechons 
grew at 9 percent per year, or about two-and-a-half times the average 
populahon growth rate 

The mpresslve phys~cal expansion of power systems has been an 
important factor m the economc growth of developmg countnes over 
the last decades Desp~te h s  rapid growth, shll only a relahvely small 
proporhon of populahons m developmg countrres IS connected to elec- 
tnaty supply 

Poor Performance 

In spite of the success m ~ncreasmg the supply of electnc power, strong 
ewdence exlsts that smce the early 1970s, both the operabond and 
h a n a a l  performance of power uhl~hes m a mapnty of developlng 
countnes has deteriorated The result has been hgh econormc costs to 
the countrtes, the power uhhhes, and consumers It has been eshmated 
that older power plants m many developmg countnes consume from 18 
to 44 percent more fuel per lulowatt hour of electnaty produced than 
do plants m OECD countnes Transmion and dlstnbuhon ~osses are 
two to four tunes hgher than the "normal" level for an efhc~ent ubhty 
In fact, techcal and nontechrucal transrmssion and dlstrtbuhon system 
losses m the debvery of electnaty are commonly greater than 20 per- 
cent--occasionally approachmg 40 percent Currently, losses dunng 
transrmss~on and d~stnbuhon represent 31 percent of generahon m 
Bangladesh, 28 percent m Palustan, and 22 percent m Thdand and the 
Phhppmes (In the Uruted States only 8 percent of electnaty IS lost 
dumg transrmss~on, m Japan, 7 percent )These losses, the equvalent of 
about 75,000 megawatts of capacity and 300 terawatt hours (300 bdhon 
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lulowatt hours) a year, represent a loss to developmg countnes of 
approxlrnately $30 bdhon a year through mcreased supply costs Worse, 
by the end of the cenhuy, based on present trends, aggregate losses 
would double Whlle some of the losses represent theft and abnormah- 
ties m b l h g  and collechon, it IS also clear that techrucal losses m 
networks are lugh 

Developmg-counhy power sectors, whch tend to be charactenzed by 
opaque command-and-control management structures and cost-plus 
pncmg, do not always provlde for adequate management accountablllty 
nor mcenhves for sector agencles to muurmze produchon costs consls- 
tently and operate rehably Another problem s that the pnmary focus 
on mcreasmg supply does not always glve due emphasls to end-use 
efhc~ency ophons These drawbacks are becommg mcreasmgly senous 
as power systems become more mportant to nahonal econonues and 
have greater local, reg~onal, and global enwonmental unpacts 

In many countnes, uhhhes have glven msufhc~ent cons~derahon to 
opportumt~es for major plant rehabll~tat~on and l~fe  extension projects 
when they have prepared mvestment programs In fact, most Bank 
borrowers shll have substanhal scope to upgrade processes and technol- 
ogy to mcrease the produchv~ty of sunk investment m exlshng power 
supply fadties T ~ I S  upgradrng would begm with better mamtenance 

Box 2 Command and Control 

Command 
and 

control 

Head of state 

I 
Muuster 

I 
General manager 

In a closed oommand-andconbl enwonment ~t s pohhdy M c u l t  to 
make unpopular tanff decls~ons, and 
reslst the temptat~on to meddle m sector Investment and manage- 
ment decls~ons, to use the utll~ty as a velucle for poht~cal patron 
age, to ~nvest In the new rather than malntaln or renew the old to 
d~vert funds to Ignore bothersome env~ronmental ~ssues etc 
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Box 3 Poor Performance of the Power Sector 

The government utrhty corporat~on In a small Afncan country IS an 
example of a small ut~hty perfomng poorly whle funchonmg as a 
government department that prov~des electnclty, water, and sewerage 
semces The power component has roughly $5 null~on gross Income, 40 
MW of generahng capanty, 12,000 consumers, and a thrd of the staff of 
1,000 Government dlssahsfact~on wth electnc semce IS apparent m the 
e~ght changes of the uhl~ty's managng dmtor  m twelve years Vanous 
approaches to lmprovmg performance have been used pnor to 1981, 
U K expatnate assistance was used, from 1981 to 1988, GTZ (Germany) 
funded expatnate techcal ass~stance plus spare parts, In late 1987, the 
uhlrty coporahon signed a performance contract wth the government, 
but results have beendwppolnhng Thegovernment ~~nowconsrdenng 
varlous ophons (a) a management conh-act wth a hxed fee, (b) leasrng 
mth  a rental fee, (c) selling the uhlrty to a pnvate firm regulated by the 
government, and (dl conhnumg the present performance-contract ar- 
rangement between the uhlrty corporahon and the government Mean- 
whrle system shutdowns averagng two hours m durahon conhnue to 
occur about hu~ce a week 

Sourcc World Bank reports 

to mcrease plant avalabhty, reduce techmcd losses, and reduce fuel 
consumphon of thermal power plants In general, the thermal effic~ency 
of electnaty generahon m developmg countnes tends to be low, espe- 
ually m the many mstances m whch such generahon IS based on old 
coal- and od-burrung technologes 

For many borrowers, improved mamtenance, plant rehabhtahon, 
and Me extens~on mhahves offer slgruficant potenhal for defernng new 
mvestment Improvrng mamtenance to Increase supply capanty by 10 
to 20 percent delays the need for mveshnent m an eqluvalent amount of 
new capanty A power efhclency program that succeeds m reduclng 
techcal  losses by 25 percent (for example, from 20 to 15 percent) may 
defer total rnvestment requrrements for new capauty by 10 to 15 percent 
Improved generahng plant avadabhty also reduces the need for exces- 
sively high plant reserve m a r p  

Detenorahng Flnances 

The development of power supply has absorbed a relahvely large share 
of the pubhc resources m developmg countnes Governments have 
trad~t~onallj used publrc and pubhcly-guaranteed resources to fmance 

Box 4 High System Losses Contrnue m Bangladesh Desplte 
Covenants Lmked to Disbursements 

System losses have been excesslve (World Bank covenants have been 
meffechve) In Bangladesh throughout IDA'S power lendmg program of 
SIX projects In the country over eleven years Losses were 35 percent 
before 1979 ranged from 33 to 43 percent a year between 1980 and 1988 
peaked at 46 percent m October 1987 and were 43 percent tn May 1990 
These hgh loss levels are conhnulng desp~te a covenant In the fiscal 1988 
Transrmssron and &tnbuhon Project requtnng a loss reduchon to 32 
percent, and a second tranche release covenant In the h a 1  1989 Energy 
Sector Adpstment Cred~t also requlnng a loss reduchon to 32 percent 
Due to hgh system losses and poor collect~on, a January 1991 supervlslon 
report states that payment for elednclty reflects only 57 percent of the 
energy generated Because of this lack of progress, IDA suspended lend- 
mg for new energy propcts In 1990 and suspended disbursements for 
ongorng projects In September 1991 The conclus~on 1s that fundamental 
sectoral change 1s needed, and wrthout ~t power loss reduchon patch 
work wlll not succeed m Bangladesh 

Sourer World Bank records 

the development of power supply, whch  IS one of the most capltal- 
mtensive sectors In the economy Their objective has been to ensure 
adequate financmg at low cost, on the assumphon that low-pnced 
electnclty is cnhcal to acluevmg econormc and social development 
Partly to keep costs down, the sector has also generally benehted from 
subsidies m the form of exemphon from taxes, duhes, and dividends 

In many developing counbes, tarrff levels are a problem because 
governments are slow to adjust elecbclty tadfs  to reflect lugher costs 
from d a h o n ,  fuel, and Interest charges A recent Bank survey of elec- 
tnc~ty tanffs m 60 developmg countnes has shown that average tanffs 
deched over the penod 1979-88 from 5 2 cents to 3 8 cents/kWh m 
constant 1986 US dollars Tlus put the tanffs at about half the0EC~ level 
(see hgure 2) The survey also found that average tanff levels for nearly 
80 percent of the uhhhes d ~ d  not cover the long-run average mcremental 
cost of supply 

In addihon to encouragmg waste m energy end use and malung many 
of the more energy-efhc~ent process and technology mitiahves fman- 
clally unattrachve, these tanff policies cause linanclal stram on the 
sector-that is, there are low financ~al returns on very large capital 
investments and low s~lf-f~nanc~ng levels In 58 percent of the countnes 
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Flgure 1 External Flnancmg for Electnc Power, Grouped by Credlt 
Types 

Bdhons of U S dollars 

20 0 

Bdateral Mulhlateral Export aedlts Other cred~ts 

Source World Bank data 

Figure 2 Trends of Electnclty Tanffs m Developmg Countrres, 
1979-88 
(constant 1986 dollars) 

Average tanffs 

Soicrce Based on sample of 60 World Bank member countnes 

vj 
Q-% 
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sampled, net revenues were madequate to cover debt servlce by a factor 
of 1 5 hmes (the m m u m  level of coverage normally requued by the 
Bank) Twenty percent of the countnes &d not even show a 1 0 tunes 
coverage, the uhhhes m these countnes are, m effect, insolvent and 
would be unable to cover thew costs without government support or 
loan guarantees 

A revlew of sources of finance for power system development m swty 
developmg counhes has shown that the average level of cash generahon 
of the uhhhes was only 12 percent of thelr mvestment reqwrements Tlus 
compares unfavorably wth  Bank targets of between 20 percent and 60 
percent and w t h  30-40 percent average levels of cash generation 
acheved by these uthhes m the 1960s and early 1970s Average rates of 
return have also fallen from about 9 percent (1966-73) to less than 5 
percent As a result, m many countnes, power supply, a sector that 
should play a major role m the mobhzahon of domesttc resources, has 
become an unnecessarily large and meffic~ent component of government 
spendmg 

In addrhon to the deche  m internal cash generahon, the mternahonal 
debt problem has also underrmned or reduced the cred~tworthmess of 
many power uhhhes, part~cularly m mddle-mcome developing coun- 
tries, to the point where many of them no longer attract cornmerc~al or 
suppher credit funds To get around h s  constramt, governments some- 
times borrow on behalf of then power utrlthes or through such mterme- 
dianes as the Power Flnance Corporation in India or Fmanaera Electnca 
Nac~onal m Colombia and onlend the proceeds, somehmes at conces- 
s~onal rates 

Macroeconomic Impacts 

Whle the economc mpacts of power sector madequacles are dficult 
to quanhfy, it E clear that the lack of adequate Internal fundmg, together 
w ~ t h  poor operahon and mmntenance prachces, has resulted m a m m -  
tenance backlog that has affected power plant avadabhty and system 
rehabhty, mth  expensive consequences for countnes These are not 
merely sectoral or techrucal consequences, m the Lahn Arnenca and 
Caribbean (LAC) regon alone, it has been eshmated that power shortages 
cost the repons economes an eshmated $10-15 bdhon annually m lost 
output and excess mvestment 

Also m the LAC regon, because of poor mamtenance and low plant 
avallabhty, it has been eshmated that fuel costs for thermal generating 
plants are more than $600 d h o n  per year hgher than they need be 
Because of the low overall rehabdity of electncity supply, uthhes have 
Invested some $26 bdllon m buildmg up levels of reserve generating 
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Figure 3 Comparahve Electricity Tanff Levels 
(current 1988 US dollars) 

weighted counties- 
average welghted 

average 
(63 countnes) 

Source World Bank data 

Figure 4 Mean Annual Rates of Return on Revalued Net-Fxxed 
Assets for Developrng Countnes 

Percent rate of return 

Mean annual rate 

Source Based on sample of 360 actual financ~al rates of return recorded for 57 World 
Bank member c Iuntnes 

capacity that would not be needed If mamtenance standards were more 
llke those m OECD countnes 

In Nlgena s l d a r  estimates show that If power generahon and m u -  
tenance prachces were unproved, the country would have a power 
supply capaclty ovennvestment of about $2 4 bdhon Because of unreh- 
able sennce, about 25 percent of the electnc power consumed by the 
largest manufacturers m Nigena 1s now self-generated, at a cost ten to 
forty tunes higher than for power purchased fi-om the nahonal gnd 

Fmally, a study m Palustan (whch did not mclude the value of future 
investments foregone because of unavailable or unrehable power) found 
that load sheddmg to the mdustnal sector alone has led to a 1 8 percent 
decrease m GDP and a 4 2 percent decrease m the country's foreign 
exchange eanungs For India the cost of unrehabhty m electnaty supply 
to the mdustnal sector has been estunated to be at least 1 5 percent of 
GNP 

An Expanding Investment Program 

Nohvrthstandmg the financial constramts and operational madequacies 
confronhng the sector, governments and ubhhes m developmg coun- 
tnes have expanded plans for large power mvestment programs for the 
1990s, whrch, if major energy efficiency garns do not take place, wdl 
requlre up to $1 tnhon to finance m current terms Accordmg to these 
plans, total power supply capaclty by the end of the century would 
Increase by 384 GW, to about 80 percent above the 1989 level Developing 
countnes must also make large Investments to develop the pnmary 
energy sources (coal, gas, petroleum) that support the power produchon 
and energy consummg sectors These requuements wdl force govern- 
ments to consider pohcies that encourage the more effiuent produchon 
and end use of power and to seek new ways of m o b h m g  financial 
resources for sector development 

About 40 percent of these projected fmanclng requlrements, up to 
about $40 bllhon annually dunng the 1990s, IS m forelgn exchange 
Developmg countnes as a group have httle prospect under current 
condlhons of m o b h m g  foreign resources on thls scale, however, and 
official financmg agencies are unhkely to Increase thew comrmtrnents for 
power development-now around $7 bilhon annually-because of 
clams on thew h t e d  funds to asslst other sectors Pnvate creditors are 
also reluctant to re-enter many developing countnes that conhnue to 
experience dlfficulhes m semcmg the~r foreign debts These debts m- 
clude outstandmg comrmtments of some $60 bdhon on publicly-guar- 
anteed power loans 
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Box 5 $1 Tnllion Power Capltal Expendlhues 
rn the Developrng Countries m the 1990s 

Accord~ng to a World Bank study of the electnc uhl~ty expanslon pro- 
grams m seventy developmg countnes, ~nclud~ng the Eastern European 
countnes of Hungary, Poland, Romaxua, and Yugoslav~a, developmg- 
country power uhl~hes want to spend up to $745 b~ll~on m 1989 dollars 
(almost $1 tn111on m current terms) for system expanslon m the 1990s 
Wlule ths figure may seem hgh, such an expend~ture would, m fact, 
Imply an average electnc~ty growth rate of only 6 6 percent per year 
Such an expend~ture would enable developmg-country uhllhes to add a 
total of 384 GW of capac~ty, ralsmg total capac~ty from 471 GW m 1989 to 
855 GW m 1999 Regonal and plant breakdowns of the $745 b~ll~on cap~tal 
expend~tures and 384 GW capaclly add~hon are shown below 

$745 Blll~on Capltal Expend~hmes 

Asla (62%) 

Gwthermal(l%) Nudear m(3%)e (6%) 
~ ~ ~ ( 2 % )  qJ 
E M M A  (157) 

Gas (10%) 

Hydro (36%) LAC (21%) 

Plant type Regtonal 

Source Moore and Smth, 1990 

The hanclng requuements m local currenaes, up to $60 bdhon 
annually, are also large In fact, even at much lower mvestment levels, 
local currency hanclng would Wely be a key constramt Domeshc 
capltal markets m many developmg countnes are s l d  too undeveloped 
to make a slgruhcant conbbuhon to hancmg power development 

Environmental Concerns 

Compound~ng the dlfhcdhes of meehng expanded power requlre 
ments, many developing countnes are expenenclng energy-related deg- 
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radahon of then envlronrnents The mam concerns are C 9  ermssions 
into the global commons, the dlslocahon of peoples and the dlsruphon 
of the enwonment from hydropower development, emssions and ef- 
fluents near densely populated areas from fossd-fuel generahng plants, 
and the use of large tracts of land to construct power generahng and 
transmission fadhes  

It ~s llkely that fossll fuels wdl conhnue to be the predomant energy 
source for the next several decades, and the m m  task ahead w d  be to 
use them m economcally and envnonmentally sahsfactory ways Ex- 
panslon plans for fossd-fuel power generahon m several developmg 
countnes, parhcularly those based on coal, g v e  m e  to concern m the 
host and nelghbonng countnes about aad  ram from sulphur and rutrous 
oxlde ermsslons Measures to mhgate these effects can produce si@- 
cant enwonmental benefits, whde mcreasmg capltal costs by 10 to 20 
percent and operahg costs by 5 to 10 percent If these lugher costs were 
passed on to consumers, they could lead to mcreased energy conserva- 
hon There IS currently no feaslble soluhon to mhgatmg C02 ermsslons 

Box 6 Investment m Maintenance Usually Glves H~gher 
Returns Than Do New Facilities 

Many developmg countnes suffer from low utillzahon of power produc- 
hon fac~lihes Typ~cal generahon-capaaty factors are only around 40 
percent Some examples for 1987 are Ind~a 44 percent, Indonesia 35 
percent, Jama~ca 36 percent, Jordan 41 percent, Kenya 52 percent, and 
Libena 25 percent 

When plant ava~lablty IS low because of poor mamtenance, extra 
generahng capaaty 1s necessary to mamta~n the power supply In well- 
managed systems, a 20 to 30 percent reserve margn of generahng 
capac~ty IS adequate, but some develop~ng counhes have reserve rnar- 
g n s  of 100 percent or more If capaclty costs 1,000/kW and the excess 
m a r p  IS 50 percent, tlus translates into ovennvestment of $500/kW 
load, or roughly lo/kWh of electnc~ty produced 

On the other hand, rf add~t~onal malntenance expend~ture 1s under- 
taken (for example, equivalent to 2 percent annually of the Investment 
cost), the annual cost would be only $26/kW or 0 5o/kWh Therefore, 
mcreased malntenance gves a much lugher return than added generat- 
mg capac~ty Iron~cally, the World Bank probably contributed to the 
excess capacity In the develop~ng countnes because for many years Bank 
lend~ng for recurrent costs, ~nclud~ng spare parts, was not allowed 

Sourcc Escay, 1990 
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apart from swtchmg fuels (coal to od to gas to hydro or biomass) and 
lncreasmg energy efhuency 

A relevant queshon IS how best to respond to the threat of greenhouse 
warmlng If it IS necessary to restnct the use of fossd fuels, could the 
world's demands for commercial energy shll be met, and If so, at what 
cost? More efficient use of fossll fuels and a swltch from coal to fuels 
lower m carbon could substantially reduce enusslons of carbon dioxlde 
per unit of energy output Beyond that, the ophons would be nuclear 
energy or renewable energy (pnmanly solar, blomass, hydropower, and 
wmd) 

Nuclear power currently provldes less than 1 percent of the energy 
used m developmg countnes World Development Report 1992 con- 
cludes that that share seems unhkely to nse sigruficantly in the foresee- 
able future However, techrucal developments m renewable energy m 
the 1970s and 1980s-m solar, wmd, and blomass energy, m parhcular- 
have led to remarkable cost reduchons m these technologes There is 
now a growlng awareness that renewable energy is an abundant 
resource that mcreasmgly can be harnessed 

Reasons for the Problems 

Government pohcles m the power sector have frequently emphasued 
that (a) the power sector is an e n p e  for promohng economc develop- 
ment and, therefore, should be sustamed through public mvestment, 
and (b) electnc uhhtles can also be a tool for addressmg soaal equlty and 
employment Issues and lmprovlng quahty of Me Whle these pohcles 
have faclhtated avadabfity of, and access to, power supphes, they have 
also perpetuated the nohon that people have a nght to electnc power at 
low pnces T b  has resulted m mcreasmg demand on scarce pubhc 
resources to fund power needs, conhnuous central government subsl- 
dies to the sector, and unbalanced Investments Soclal eqwty and em- 
ployment objechves have led to overstaffmg, subsidles to consumers, 
inefficient pnang, and madequate resource mobhahon 

In the 1970s and 1980s, problems at the sector and enterprise levels 
were exacerbated by exogenous factors such as world od pnces and by 
economc problems such as nsmg nahonal debt, h g h  mflahon, and large 
and unpredictable exchange-rate devaluations As a result, many power 
sectors have expenenced problems m semcmg debt, shortages of for- 
elgn exchange, poorly p e r f o m g  state enterpnses, a poorly tramed 
workforce and a weak legal system unable to enforce contracts The 
forelgn excnangeshortage, together w~th  protechomst tradepohcles that 
l ~ m t  joint ventures and mports, has restncted access by many countnes 
to the foreign capltal and energy-effic~ent technologes to develop therr 

& 

Recent t a elrce 

power supply and uhlue ~t efficiently These constramts have caused an 
eshmated yearly forelgn exchange gap for developmg electnclty suppIy 
of about ten times the recent level of Bank lendlng m this sector 

The Bank's expenence has shown that when power sector programs 
and projects appear techrucally sound but fall to dehver results, m many 
Instances the reasons are confllchng social objechves, overall weak 
country ~nstltutlons, lack of adequate legal framework, damaglng dis- 
cretionary mtervenhons by governments, uncertam and vanable pohcy 
frameworks, and a closed command-and-control deaslonrnakmg pro- 
cess without adequate checks and balances Sector reforms may become 
meffechve If laws are not enforced or If there are severe delays m the 
settlement of clauns Efforts to mcrease pnvate sector parhupahon may 
not be pollhcally sustanable, and the supply response to Improved 
pnclng pohues may not occur unless there are clear and enforceable 
rules and unless mshtuhons exphutly acknowledge transactron costs 
(the costs of arrangmg, monltonng, and enforcmg contracts) Reform 
efforts may also fad if accounhng systems are so weak that budgetary 
pohcles cannot be lrnplemented or momtored or ~f closed procurement 
procedures encourage corruphon and dlstort mvestment pnontles 

Although all of these constrants are significant, ~t can be argued that 
the basic sectoral problem relates to undue government mterference m 
those day-today orgaruzahonal and operational matters that should be 
under uhlity control Such interference has u n d e m e d  the accountabd- 
ity of those responsible for day-to-day management funchons It has 
mfluenced procurement decisions, mlhgated agamst least-cost fuel 
cholce, resulted m an mabhty to rase power tanffs to meet revenue 
requirements, restncted uthtres' access to foreign exchange, mandated 
low managerla1 and techrucal salmes that are hed to low c ~ w l  servlce 
levels, and promoted excesswe s t a fhg  and pohhcal patronage These 
problems have, m turn, In many cases, brought about generally made- 
quateuthty management and OrgaIuzahon, lack of accountabhty, fight 
of expenenced and capable staff due to uncompehhve employment 
condihons, weak plannmg, mefficient operahon and mamtenance, h g h  
technical and nontech~ucal losses, and weak hnanclal momtonng, con- 
trols, and collechon 



The World Bank's Role in the 1970s and 1980s 

The World Bank hstoncally has been a major supporter of the power 
sectors of developmg countnes Power has been one of the pnmary 
sectors m the Bank's lendmg program, accounhng for $40 bllllon (about 
$75 bfion m 1990 pnces) through hscal1991, or about 15 percent of the 
cuniul ~tlve total of the Bank's lendmg In the 1980s, the Bank financed 
about 7 percent of total power mvestments m developmg countnes and 
also helped these countnes rase addhonal cohancmg If, hypotheh- 
cally, power lendmg leveled off at about $3 bdhon a year and developmg 
countnes were to adueve most of them planned power mvestments, the 
propo&on would deche to about 4 percent of total planned power 
mvestments and would remam at shghtly less than 7 percent of forelgn 
exchange reqwements dunng the first half of the 1990s 

The Bank's lendmg m the power sector has operated m the framework 
of state ownershp and pubhc control of a power monopollst Ths  
approach helps capture economes of scale m small power systems and 
provldes hancmg m the absence of capltal markets Pnor to the m d -  
1970s, ths  approach was generally sahsfactory m most developing 
countnes, m an enwonment of low mflahon and low debt levels, and 
wth  governments a l lomg uhhhes a slgruficant degree of managenal 
autonomy 

The Bank has also stressed the importance of overall lnshtuhon b d d -  
mg m the sector Most power uthtles are now much larger and more 
sopbhcated mshtuhons than they were twenty to twenty-five years 
ago The Bank's objechve m supporhng the growth of these uthhes has 
been to encourage economc effiaency, h a n u a l  sustamab~hty, and 
professional management by advocatmg least-cost plannmg, m a r p a l  
cost pncmg, mternahonal accounhng standards and prachces, accept- 
able rates of return, and mternatlonal compehhve blddmg 

d The World Bank s Role a1 the 1970s un 1980s 35 

Flgure 5 Hydroelectnc Project Costs Actual to Appraisal Estlmate 

Percentage of projects 

Ratlo of actual cost to eshmated cost 

Source World Bank data 

How el er, \nth the excephon of a few relahvely \\ ell-managed com- 
meraahzed ubhhes, such as those m Korea Thdand, and Malavs~a, 
pol n s e c t ~ r  hnaicr ;  efficerc Z- d l:=htut?~,-, k 2 6 ? c ~ G - ~ , ~ ~ * c ~  c -  

the past two decades The fundamental problem has been that the dosed 
command-and-control management approach IS often subject to pohh- 
cal compromse and that m numerous developmg countnes the pohhcal 
wdl to Implement and adhere to hanclal and operahng covenants and 
sound pncmg pohcles has been dlsappomhngly weak The World 
Bank's Operations Evaluation Deparhnent (OED), m a recent revlew of 
power sector lendmg to Colombla for the years 1970-87, concluded that 
the Bank should contmue to support the sector only If government IS 
w h g  to tackle much broader and more fundamental mshtuhonal and 
orgaruzatlonal Issues than m the past 

A recent revlew of the widespread use of performance contracts m 
Sub-Saharan Afnca has shown that m the absence of pohhcal d l ,  such 
contracts are merely formal documents that produce few tangible re- 
sults An excephon = the case of Electnudade e Aguas de Gumea-Blssau 
(EAGB) m Gumea-Blssau, where the government was so committed to 
the goals of the performance contract that ~t comphed w t h  ~ t s  obhgatlons 
pnor to signature In the malonty of cases, however, ~t was found that 
governments dld not fulfdl them obhgatlons, whlch essenhally rendered 
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ture covenants constram borrowmg to prudent levels, subject to consul- 
tahon vvlth the Bank Most power loans now mcorporate these cove- 
nants 

Desplte the Bank's hanclal covenants, ~t IS well documented that the 
performance and viabhty of many borrowers has detenorated steadlly 
smce the md-1970s (see chapter 2) In splte of frequent confrontahons 
wlth borrowers over such lssues as tanffs, earrungs requuements, and 
asset revaluahon, these finanual covenants are not always effechve 
because of c h a n p g  econormc and pohhcal condlhons Also, because of 
concerns about country, sector, and enhty relahons, the Bank does not 
always mvoke meaxungful remedles when covenants are not met 

The overall detenorahon m sector hances and mshtuhond and 
h a n a a l  performance has generally made the power sectors a burden 
on nahonal budgets Many governments are beguuung to reahze that 
they have no choice but to acknowledge the deficlenues of then pohcles, 
rehqulsh theu tradlhonal role as the dommant provlder of resources to 
then power sectors, and reahze that hnkermg vvlth pohcy tools such as 
performance targets and cost-plus hanclal covenants wdl not rmprove 
sector effmency or fadtate resource mobduahon Slnce ~t wdl be 
difficult to reverse operabng and h a n a a l  detenorahon m the power 
sector m the absence of the pohhcal wdl to put m place proper maao- 
economc pohaes and condlhons, there IS a need to Increase the overall 
arsenal of responses, tvlth new approaches and mlhahves to fachtate 
power sector development Under these cond~hons, the Banks role m the 
power sector should focus more on the broader objectives of sector 
effiuency through restruchmg The Bank's considerable sector and 
maaoeconomc expertise should enable it to conhnue to help develop- 
ing countries deslgn and put m place effechve mecharusms to address 
the mterrelated lssues of pncmg, mshtuhonal regulahon, and hancmg 
sector mvestment 

New Approaches to Power Sector Development 

( Pressures for Change A New System of Sector Governance 

Today, the large capltd mvestment requuements, mgramed sector mef- 
fiaenc~es, and desperate hanclal circumstances of many developmg- 
country power uhhhes have generated pressures for new approaches 
These approaches revolve around a new framework for addressing the 
sector's h a n a d ,  regulatory, and mshtuhonal lssues and around such 
effechve reform mechmsms as greater transparency and pubhc ac- 
countabhty in goverrung sector lnshtutlons Smce relatlonshps among 
government mshtuhons, power uhhhes, and customers are heady  
influenced by regulatory arrangements, regulatory reforms are neces- 
sary to redefine sector governance Governments must demonstrate 
pohhcal and legslahve leadershp and a strong and sustamed pohhcal 
commtment to regulatory and mshtuhonal changes 

These reforms wdl usually reqwe difficult pohhcal cholces Govern- 
ments wdl have to lntewene less m the power sector and allow the sector 
greater managenal and fmanclal autonomy whde shll r e q m g  ac- 
countabhty T ~ I S  lmplles a sluft away from the states havmg confhchng 
responslblhhes as both the owner and the operator of electnc uhhhes, 
toward decentrallzahon and market-based incenhves Government 
would, of course, r e t m  responslbhty for settmg objechves, arhculahng 
overall pohcy, and coordmatmg sector development It also would 
estabhsh the leplahve and regulatory framework to protect the mter- 
ests of the vmous stakeholders and the pubhc 

It 1s clear that sound management of overall country development IS 

cnhcal for ensunng adequate economlc returns and the efhclency of 
power sector programs and projects Wlth governance bemg defined as 
management of a country's economic and soclal resources, the Bank's 
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concern wlth sound development management extends beyond the 
capaaty of pubhc-sector or power-uhhty management Concerns extend 
to the proper role of the government, whether the power sector 1s 
pubhcly or pnvately owned, to the rules and mshtuhons that create a 
predictable and transparent framework for the conduct of publtc and 
pnvate busmess, and to accountabhty for economic and financial per- 
formance Regardless of whether the ownershp of power enterpmes = 
pubhc or pnvate, governments should estabhsh sector pohcles and be 
responslble for regulahon The uhhhes should be responslble for mvest- 
ment planrung and hnancmg, construchon, and operahon and mamte- 
nance of fachhes 

Box 8 Electnc Uhl~ ty  Regulation m the U S 

The tradlhonal form of regulahon prachced m the U S  electnc power 
Industry is a cost-based method known as rate-of-return regulahon 
Electnc~ty pnces are set to reflect the embedded or hstoncal costs of 
provldlng supply to each class of consumer Rate Increases are based on 
a utrllty's revenue requ~remenbthat IS, to provlde a reasonable return 
on equlty Mom recently, the Federal Energy Regulatory Commlsslon 
has requlred uhllhes to study marg~nal cost pnang, and several states 
are now applylng rates based on long-run Incremental costs and are 
~mplemenhng hme-of-day and seasonal rates 

Rate-of-return regulahon IS generally encouraged by the World Bank 
m ~ t s  lendlng to developing counh-les The Bank has, however, mod~fted 
the U  S -type rate-of-return regulahon to take account of mflatlon by 
seelung regular revaluahon of fixed assets Thm has Increased annual 
charges for depreaahon and m concept has encouraged Bank borrowers 
to ralse rates to meet mrumum rate-of-return targets 

Tradlhonal U S cost-based regulahon has many shengths 
The Industry has sustained a good financial record-bankruptcy 
1s extremely rare 
Customers, ~nvestors, supphers, envlronrnentalsts, and the pub- 
hc are able to parhapate m the regulatory process 
Regulatory bod~es have Independent and professlorn1 staff who 
are free of pohhcal Influence and are protected by law from 
dlsxxussal for pollhcal reasons 
Open heanngs and transparent lnformahon on costs and perfor- 
mance help to ensure the ~ntegnty of uhhhes 
Costs of regulahon are borne by electnc uhl~hes 
Each state can shape regulahon to meet local needs 
Members of regulatory commsslons are ~ndependently ap- 
pointed by the state, most for fixed terms 

et 41 N m  Approaches to Power Sector Develo 

In both developed and developmg countnes, new regulatory, organ- 
uahonal, and management approaches, wluch cover a w d e  spectrum 
of Ideas and concepts, are belng developed Baslc precepts, even the mew 
that the electnclty supply mdustry should be a regulated monopoly, are 
bemg challenged Although some of the reform proposals are not yet 
clearly or persuasively estabhshed, mplemented, o r  operahonauy 
proven, support for change ~s mcreasmg wlth expenence Many of these 
approaches are drawmg support from recent developments m econoxuc 
theory (parhcularly on the contestabhty of markets), wluch provlde 
new mslghts mto what conshtutes a natural monopoly and an efhclent 

Comrmss~ons have authonty to requlre d~sclosure of finannal 
lnformatlon and to d~rect how accounts wU be ma~ntamed 
Regulators can promote affordable rates, take account of custom- 
ers abll~ty to pay, and conslder marglnal costs when sethng rates 
Regulators can examine the reasonableness of ~nvestments and 
exclude them from the rate base when such Investments are 
considered ~mprudent 

On the other hand, tradlhonal regulahon has certaln weaknesses 
Rate-of-return regdahon encourages uhllhes to seek rate In- 
creases to cover Increases In costs rather than reduce costs or 
Increase effinency 
Uhllhes that over-lnvest and malntalnexcess capacity usually are 
able to pass on these costs to consumers 
Costs of regulahon are hgh, especially for parhes parhclpahng In 
studles and heanngs 
Elechc~ty pnces may not encourage maxlmum economc effi- 
clency 
Other than regulatory d~rechves, there are no cost- or market- 
based mcenhves to adopt least-cost investments, load manage- 
ment, or energy conservahon 
Delays can be frequent because of quasl-judwal proceedings for 
rate increases 

Uhl~ty regulahon 1s changng In the U S ,  wth regulators encouragng 
more competlhon Where competlhon 1s not an optlon, lncenhves or 
performance-based and pnce-cap regulahon are be~ng encouraged The 
latter focus on lmprovmg efficiency of plants and sethng targets for 
conservahon and load management Many observers see ths  approach 
lncreaslng In importance as the industrys rel~ance on non uhllty gener- 
ahon capaclty grows 

--- 
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industry structure and rnto the roles that market and nonmarket mstitu- 
hons can play m lmprovlng sector development and performance 

Some Developed-Country Examples 

The United States and the Un~ted Kmgdom have been among the leaders 
m challengng the nohon that the electnclty sector is a natural monopoly 
In the U S  the Pubhc Uthtles Regulatory Pohcles Act of 1978 has 
encouraged deregulahon and compehhon m the U S  power sector 
Non-uhhty power producers are currently contnbuhng 38,000 MW to 
U S electnclty supply, or about 5 percent of total U S power generahon 
The non-uthty producers have another 60,000 MW under conshuchon 
or in vanous stages of development, wluch means that at the margm, 
most new generahng capaclty m the U S  s bemg produced by the 
mdependent power mdustry 

In the U K the changes have been even more dramahc, w t h  pnvahza- 
tlon of most of the power mdustry Fnst, the assets and habhtles of the 
former Central Electnclty Generahng Board (CEGB) were transferred to 
four new companies the Nahonal Power Company, PowerGen, Nuclear 
Electnc, and the Nahonal Gnd Holdmg Company Second, the area 
boards that had been responsible for distnbutmg electricity were rees- 
tabllshed under hcense as regional companies, with shares offered to the 
pubhc The Nahonal Power Company and PowerGen are now hsted on 
the stock exchange as pubhc comparues, whde Nuclear Electrlc (because 
of ~ t s  uneconomic asset base) will remam under publlc ownership In 
addihon, the transmission system, mcludmg connechons to France and 
Scotland, s owned by the Nahonal Gnd company, a holdmg company 
m turn owned by the regonal dlstnbuhon comparues Transmlsslon and 
dlstnbubon are regulated under the Electnclty Act by the Dlrector 
General of Electnclty Supply, who 1s responsible for granhng hcenses 

Another example s New Zealand, where the government has broken 
up and corporahzed the vanous parts of the power sector, brmgtng 
about major mcreases m sector efficiency The government IS expected 
eventually to sell shares to the pubhc In Austraha the government has 
been s t u d p g  ways to Increase the efficiency of the Industry by operat- 
mg on a more comrnerclal basls, for example, reqlurrng uhhhes to pay 
dividends and taxes 

Other countnes are not considenng a signlhcant restructuring of the 
power sector France is one example of here an open regulatory system 
1s already m place, the management of the nahonal power uhhty ls 
already hghly decentraked wlth every profit center subject to a perfor- 
mance contract, and the uhhty m borrowing large sums of money m 
pnvate cap~tal markets IS subject to the disciphe of the markets 

w 
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Genenc Approaches and the Developrng Countries 

The objechves of governments m c h a n p g  the way electnc uhhhes are 
owned and operated are to 

mcrease economic and ubhty operahons efhclency, 
reduce the financial and admmrstratlve burdens they lmpose on 
government, 
reduce the level of pubhc-sector debt unposed by the power sector, 
and 
reduce the cost of electnclty by subjechng producers and dlstnbu- 
tors to compehhve market forces 

Vanous genenc approaches are belng discussed and adopted m de- 
veloping countnes to pursue these objechves as mdlcated below 

Regulatory change 

To reduce the extent to whtch governments mlcro-manage uttlttres and thereby 
reduce management accountablllty by controlltng tartfi, borrowtng, budgets, 
tnvestment plans, procurement, stafing levels, and employment conditions 
The dual role of government as both regulator and owner has drawn it 
into day-to-day management, planrung, and staffmg deaslons that 
should be the responslblllty of autonomous utihty managements and 
boards of dnectors 

The h s t  step m regulatory reform of the sector IS to articulate clearly 
the objechves of reform and to focus on greater transparency and pubhc 
accountabhty m govenung energy-sector mshtutions Smce the rela- 
honshlps among government mshtutrons, power uhhhes, thew buslness 
partners, and thew customers are heavlly influenced by regulatory ar- 
rangements, regulatory reforms are vlewed as necessary to redefme the 
fundamental governance of the sector The second step rs to put m place 
a legal structure that clearly dehnes the rules and procedures for reduc- 
lng the level of government mvolvement and for lncreasmg the auton- 
omy and accountabhty of boards of dnectors and managers 

A relaxation of restrlchons on entry and exlt wdl be reqwed If 
compehhon ls to be pemtted Regulated entry can be allowed at the 
generation end, wlth the uthty or the gnd enhty achng as an %ce 
to enable efhclent dlspatch and econormes of scale to be ma* 

Essent~al features for regulatory focus mclude transparr 
slstency m decls~onmalung, mveshnent pohcy, servlcf 
pohues, mtegrahon of supply- and demand-ade pl 
exit con&hons, and so forth Of course, the underta' 
sibhhes, as well as the sector's capabhty to m- 
often be a gradual process 



e 
44 The World Bank s Role rn tlte Electrrc Power Sector 

Box 9 Regulat~on of Electnc~te d e  France 

Electnclte de France (EdF) was formed In 1946 as a publ~cly-owned 
company that assumed control of a few mumapal compames and some 
nahonallzed lndusmes that produced power for thew own needs EdF 
operates as a publlc corporahon, w t h  ~ t s  board of directors appo~nted 
by the government, but w t h  almost the same degree of autonomy as a 
pnvate lndustnal or commerc~al corporahon In France It IS orgamzed 
on an lndustnal model (that IS, llke an mndustnal corporahon) under a 
performance-based regulatory system 

At the end of the 1960s, EdF sought to shft ~ t s  attenhon towards 
compehhve markets by adophng a nuclear energy program and estab- 
llshmg electric heatlng projects to compete w t h n  the mdustnal-heahng 
market At the same hme lt adopted a profit-center approach and decen- 
trallzed financial management Government regulahon was reduced by 
estabhshng a contract plan These changes allowed greater regulahon 
by market forces After the drop m 011 pnces m 1987, electnc rates fell 
and excess nuclear capaaty led to a suspension of nuclear Investments 
EdF then sought to sell ~ t s  surplus capaclty by exporhng to other Euro- 
pean ut~llhes These sales expanded ~ t s  scope for compet~tron, and its 
contract plans sought to Increase effiaency and reduce costs 

Contract plans (see Box 10) cover a five-year penod Regulahon is 
applled through a companson of actual performance agamst a number 
of key oblechves, lncludmg productivity targets, ratecommtments, sales 
and Investment strategres, self-finannng and debt strateges, and wage 
and salary scales The contracts are objechves set by each departments 
corporate plan Effinency IS encouraged by companng the performance 
of sinular umts Recent contract plans have sought to decentralize man- 
agement and enhance compehtion w t h  other electnc uhl~hes 

Rates are based on the margrnal cost of system development Pnce 
Increases are hmted to a celllng negohated w t h  the General Directorate 
of Consumphon and Compehhon and are deterrmned by the rate of 
lnflahon mnus a percentage for produchvlty gain Tanffs are applied 
umformly throughout the country 

Generation and transmsslon areorga~uzed Into thrty-five baslc umts 
Each plant IS admnistered by an Independent management w t h  ~ t s  own 
budget, whch 1s based on standard costs for personnel and ma~ntenance 
Fuel costs are reimbursed duectly Dlstnbutlon of elechmty ~sdecentral- 
lzed, wth  eachdlstnbuhon center responsible for a slngleadmmstrahve 
area In France 

Greater openness through a more transparent regulatory process can 
also have s~gruficant long-run environmental benefits Currently m 
many countries there IS no  mterventlon pomt w ~ h  the command-and- 
control form of regulatu~g monopoly power sectors where nongovern- .. I 1  1 I 1 I 1 1 4 1  11 
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regulatory body, consumers, mvestors, and enwonmentalists can all be 
heard m settmg pohaes  regardmg the  mvestment program, pncmg, 
access to servlce, rehabll~ty of sennce, energy conservahon, plant loca- 
hon, and enwonmenta l  Issues 

Countries m w h c h  a more mdependent regulatory framework has 
been proposed o r  Implemented mclude Argenhna, Colombia, Lndone- 
sia, Malays~a, and Venezuela 

Organz zatzonal changes 

To factlltate wltllrn the utrlrty structural change from publtc monopoly and 
centraltzatlon to decentraltzatlon and exposure to competitron Decentralua- 
t~on, w ~ t h  more local deas~onmakmg,  rmcrolevel accountabhty, and 
parhclpahon of beneficlanes m the design and m o ~ u t o n n g  of electnclty 
servlce, should be encouraged Decentrahzahon partly requres the es- 
tabllshment of mdependent cost or profit centers lnslde the uhhty Also 
requued 1s the means to momtor these centers and compare thew per- 
formance by deslgnlng objechve indicators to measure management 
effectiveness, servlce quahty, and  techn~cal, operahonal and financ~al 
performance 

Other changes can mclude separahng generahon from transmssion 
and dlstr~bution, a n d  encouragng  cogenera t~on a n d  mdependent 
power produchon through pnvate  mveshnent m plants that sell to the 
p d  Distnbuhon comparues can be separated by  muniapahty, wrth 
llrmted overlap m some h g e  f r a n c b e  areas Pnvate ownershp o r  

Box 10 Contract Plans as an Instrument of Change 

Contract plans (CPs) are negobated performance agreements between 
governments, actlng as ownen of a publlc enterpnse, and the managers 
or d~rectors of the enterpnse Itself In a contract plan, the mtenhons, 
obligahons, and responsibillhes of the two parhes are freely negohated 
and clearly set out T h ~ s  appears sunple, but the fact IS that amblgulty of 
goals and codlchng objechves are major obstacles to the effechve and 
effiaent performance of publlc enterpnses CPs define the enterpnse s 
objechves and state what resources and latltude the government wlll 
provlde toenterpnse management so that lt can accomplish thespeahed 
goals Many CPs set out the physlcal and hnanclal lndlcators to measure 
enterpnse performance Many establish the pnnc~ple that government 
wll  compensate the enterpnse for costs ~ncurred In fulfilling noncom- 
merc~al objechves and speafy how the compensahon wl l  be made In 
theory, the agreement blnds both parties, m the manner of a formal 
contract 
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ownerslup by consumer cooperahves can be permitted In th s  way, 
power consumers can also become shareholders who would be con- 
cerned not only wth  semce access, rehabhty, and cost but also w ~ t h  the 
h a n a a l  v~abhty of the company 

A number of counmes have been consldenng separahon of transmls- 
slon and dlstnbuhon from generahon In Argenhna, legslahon a bemg 
drafted to encourage pnvahzahon of drstnbuhon through the estabhsh- 
ment of separate dlshbuhon francluses Indonesla~s consldemg sethng 
up separate busmess w t s  for dlstnbuhon m Java to fachtate unproved 
performance Lndla has estabhshed the Nahonal Power Transmsslon 
Corporahon Other countnes cons~demg major mternal orgaruzahonal 
changes mclude Bangladesh, Jordan, Turkey, and Venezuela 

Commercralrzatron and corporatrzatron 

ltzcreasrng the utilrty's busrness onentatton to operate more ltke a prruate 
corporatron and less ltke agouernrnent departttient and subsequently to sublect 
the utrlrty to corporate legrslation and requrre it to compete wzth other pnvate 
conipantes on equal terms 

Followmg the estabbhment of a more transparent regulatory process, 
the electnc power enterpnses can be allowed greater autonomy from 
government For power enterpnses to operate on commercial principles 
they must be treated as commeraal enterpnses They should pay interest 
and taxes, earn commeraally compehhve rates of return on equty 
capltal, and have responslbhty for thelr own budgets, b o ~ ~ o w g ,  pro- 
curement, staff pay, and personnel relahons They should also be market 
onented m s e M g  pnces, and governments should U e w e  regard 
pncmg not only as a soual asue but also as an Issue of hnanclal dlsclplme 
and sustamabhty They should also legrslate fau condlhons for pnvate 
entry Into supplymg power and related semces 

Commerc~allzat~on and corporatlzatlon are currently belng Im- 
plemented or are under conslderahon m Jordan, Malaysia, Nlgena, and 
Portugal, among other countnes 

Increased pnvate sector partacipatron 

Occuring zn many forms, rncludrng the sale ofsome or all assets, stock exchange 
ltsttng,franchrsing, leasing, contractrng out, and nonutllrty power generatton 
Imhally, after the dculahon of clear objechves and the estabbhment 
of a sahsfactory legal and regulatory framework, governments can begm 
the process of maeased pnvahzahon by encourapg uthhes to procure 
semces from the pnvate sector Pubhc or pnvate uthhes m developed 
or more advanced developing countnes, as well as consultants, major 
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manufacturers, and contractors, can provlde vanous servlces under 
servlce, management, performance, or t echca l  assistance contracts or 
under twlmung agreements Clvll works and achvlhes that do not entall 
large mvestment costs, such as plant mamtenance, b h g ,  revenue 
collect~on, vehcle mamtenance, h e  s t m p g ,  and pole and tower fab- 
ncahon, are parhcularly swted to such contracts Other areas for pnvate- 
sector mvolvement lnclude reduclng supply-slde power losses and 
mcreaslng generahng plant avadabhty The financial costs of these 
mhahves are generally low relahve to thelr benefits Other posslbhhes 
Include sethng up francluses or concession arrangements for electnclty 
supply 

For some countnes, performance-based management contracts wlth 
expenenced or mnnovahve pnvate firms or uhhhes for full or parhal 

Box 11 Success Story rn Gumea-Blssau 

The ~ntroduchon of a hve-person management team under an expatnate 
management contract has been effechve In lmprovlng the performance 
of t h  small country's nat~onal electnc utihty, Electncldade e Aguas de 
Gu~nea-Blssau Before the management team was mtroduced, servlce 
~nterruphons were chromc, and most areas had electnctty for only a few 
hours a day Turnaround can be seen m the comparahve stahshcs for 
1987 and 1990 

1987 1990 
Installed capactty MW 7 2  8 6  
Operable capaclty MW 2 2  75 
Capactty factor 32% 51 % 

Fuel consumptton, kg/kWh 0 300 0 254 
System losses 30% 26% 
Electnctty sales, GWh 14 28 
Average revenue, $/kwh 0 12 0 25 

Implementahon of the expatnate management contract was a plnt ~m- 
hahve of the French Mt~ustry of Cooperahon, UNDP, the Afncan Devel- 
opment Bank, and the World Bank It reduces wastage of fore~gn a ~ d  (m 
the prevlous ten years, foretgn fundtng for power was more than three 
hmes the eshmated value of the uhl~ty at the end of the penod) and 
prov~des the rel~able semce necessary for economc expansion 

Sottrce World Bank documents 
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Box 12 Regulation of the Spanlsh Electnclty Industry 

Not unhke the US, the Spanlsh electnclty Industry ~s made up of 
pnvately-owned corporahons and a m u  of pnvate and publ~c enter- 
pnses Pnvate mvestor-owned uhllhes provide about two-tlurds of the 
electnclty produced ~n the country The remainder 1s controlled by the 
central government The hansrmsslon and dlspatch systems are also 
controlled by the government, whch owns 51 percent of the shares 
There are many uhllhes responsrble for drstnbuhon, but almost 90 
percent are owned by the ~nvestor-owned generators 

The Industry ~s regulated by the Mlnlstry of Industry, Commerce and 
Tounsm A new regulatory lncentlve system was Introduced In 1988, 
called the Marco Legal Estable It estabhhed, by royal decree, a method- 
ology for automahcally sethng umfonn nahonal tanffs annually, based 
on eshmates of the cost of supply and forecast consumption An Inter- 
uhlity compensahon system ensures that all uhlihes earn a fair return on 
Investments regardless of the plant muc or market structure Incentives 
for improved performance are provlded through compansons of indus- 
try costs Compames whose costs are below Industry standards keep the 
difference The govenunent also has established standard valuahons for 
assets, standard depreaahon rates, and a umform approach to calcula- 
hon of rates of return 

Electnclty tanffs in Spaln cover costs, and as in the U S, they reflect 
average rather than margnal costs The tanffs are set by the mmstry, 
whch also authorizes new Investments for the enhre energy sector 

The Spalush regulatory system has a number of advantages 
It haslmproved the financial poslhonand efficiency of theutillhes 
since lt was lnhoduced and has replaced hme-consumg nego- 
hahons over tanff Increases 
The system offers lncentlves to improve performance and mnl- 
mze costs 

operahon of plants can be a first step toward o v e r c o m g  a shortage of 
qualrhed or  mohvated uhhty managers 

A recent study of pnvate power mvestment m Asla has concluded that 
the hrst step m promohng pnvate mvestment m the power sector ~s the 
a r h d a h o n  and adophon of clear pohaes that open the sector to pnvate 
parhclpahon and encourage both local and forelgn pnvate mvestment 
The study concludes that Aslan governments should conslder pollaes 
that open thelr power and coal sectors for pnvate mvestment and also 
create demard for thew products, and ~t suggests ways of domg both 
The study notes that m the U S  and the Pluhppmes, legslahon or  
execuhve orders were enacted that gave certam nonutdlty generators 

& 
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The independent gnd company controlled by the government has 
improved sector coordlnahon and could eventually faalitate 
compehtlon among generating compames 
Pnvatuahon has been encouraged through Issue of shares to the 
public Attrachve dlvldends help to malntaln future finanaal 
support from markets 
It has facilitated some finanaal restructuring by lssulng shares to 
the government lnexchange for thegovenunent's assumng some 
of the assets and debts of pnvate uhllhes 

However, as w t h  all regulahon, the system has some weaknesses 
There IS no Independent regulatory body, the centralized 
declsionmaklng process ~s sometunes cumbersome, and it pro- 
vldes for only llmted compehhon 
The elechaty sector IS used to collechng taxes, lncludlng VAT, on 
electricity consumphon, and the sector provldes subsidies for 
vanous lndustrles (such as the coal Industry) and for supplies to 
rural consumers 
Slnce tanffs reflect average rather than margnal costs, they do not 
provide mearungful prlce signals to consumers 
Uruform nahonal tanffs do not reflect the different costs of supply 
throughout the country 
Some pollhcal uncertainty remalns because the govenunent can 
directly control pnces 
The central mmstry has complete dlscrehon m sethng standard 
costs and allowable rates of return 
There ~s no opportumty for appealing the Investment deaslons, 
slnce the government approves Investments 
Electnclty pnces have lagged behlnd Idahon, malnly because 
fuel pnces to electnclty generators do not fully reflect mterna- 
tional pnce levels 

the nght  to sell power to local u a h e s ,  that m Guangdong, Chma, 
government authonhes welcomed pnvate power uuhahves on  an ad 
hoc basls m response to emergency power shortages, and  that m the 
U K , pnvahzahon of the Central Electnctty Generatmg Board and the 
regonal d s tnbuhon  boards went hand m hand wlth opemg the sector 
to n o n u a t y  generahon Different approaches are appropnate for differ- 
ent countries, but m each of the cases studled, the pnvate sector has come 
forward and mvested m the development of new power supphes 

In all successful cases, dangers from hasty pnvahzahon were a v o ~ d e d  
by h s t  arhculahng a clear pollcy for pnvahzalic )n and then unplement- 
lng that pollcy through laws and regulahons It 1s slgruflcant that the 
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Box 13 The Pnvatrzahon of the Electnclty Industry 
m Eastern Germany 

After conc 11 islon of the economc and monetary uruon between East and 
West Germany in July 1990, West Gennan uhhhes signed partnershp 
contracts w t h  the formerstate-owned electnaty trusts (CDRKomb~nate) 
and founded plnt ventures A f a r - m h g  electnaty antract m August 
1990 estabhhed a follow-up uthty, Verelrugte Energtewerke AG (VEAG) 

Although VEAC a st111 owned by Treuhandanstalt, the German Fed- 
eral Government's holding company charged wlth admlrusterlng (and 
pnvahzmg) the former GDR state-owned enterpnses, the three largest 
West German utllltles-RWE Energle AG, PreussenElektra, and 
Bayernwerk AG--took charge of the management of VEAG A 75 percent 
share m t h  company 1s planned for later VEAG consists of the succes- 
sors of the former Komblnate uhlihes It operates the largest part of the 
electnclty supply (on a brown-coal basis) and the enhre h~gh  voltage 
transrmsslon gnd m the five new federal states 

Besides the three West Gennan uhlrhes cltes above, other West Ger- 
man uhhhes wl l  hold 25 percent of the VEAG shares A maxlmum of 15 
percent from the remalmng 75 percent portlon wll  be offered to other 
West European uhllhes (for example, the French EdF) ~f West German 
comparues are granted a corresponding share In the respechve foreign 
uhllhes 

Furthermore, once a dlspute over property nghts IS settled by the 
Federal Conshtuhonal Court, the three utllihes plan to take over the 
majonty of capltal In elevenof the fifteen new regonal electnclty supply 
comparues In eastern Germany These are the successors to the fifteen 
regtonal VEB Energekomblnate, whch acted as electnaty and gas dls- 
tnbuhon comparues The other four regonal VEB Energekomblnate are 
scheduled to be taken over by other West German uhhhes Shares in all 
these regonal enhhes of up to 49 percent are to be offered to eastern 
German federal states and muniapalities ~f financing can be obtained 

Some eastern German ahes have founded independent Stadtwerke 
(murucipal suppliers for electnclty, gas, and heat) Some mumapal 
enterpnses are also consldenng undertalung the co-generahon of heat 
and electnclty Negohahons w t h  the West German electnclty corpora- 
hons are m progress, pendmg a deasion of the Federal Conshtuhonal 
Court 

promohon of pnvate mvestment m each country mvolved not only the 
adophon of pro-mvestment pohues but also the enactment of laws and 
regulahons to Implement the pohaes and the development of new 
agreements between the prlvate parbes and the host u a t y  Thus, the 
promohon of pnvate ~nvcstment m the power sector Involved creat~ng 
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new pohues, lrnplementmg laws and regulabons, r e a h g  agreements 
between parhes, and sethng up the mshtubond capabhty to admuuster 
the laws and regulahons and negohate and enforce the agreements 

Varymg degrees of pnvate sector parhclpahon have been proposed or 
are belng implemented m Argentma, Chlle, Cluna, CBte d'Ivoue, 
Gumea, Indla, Korea, Malaysia, Mexlco, Palustan, PMppmes, Portu- 
gal,Tha~land, and Turkey, among others Independent power produc- 
tion for sale to the gnd IS now bemg encouraged m the Costa IZtca, 
Domlnlcan Republic, Jamaxa, Palustan, Plullppmes, Portugal, and other 
countries 

Alternative Flnancrng Ophons 

Nongovernment power-sector hanclng ophons m developmg coun- 
tnes mclude dtrect mvestment by banks, msurance comparues, or pen- 
slon funds, capltal market parhclpation through stock or bond Issues, 
and other lendmg from local or forelgn sources Other ophons can 
Include the sale of assets, espenally surplus land, bddmgs, power 
plants, and transmsslon or hstnbuhon fachhes In some cases these 
assets could be transferred or leased to the pnvate sector, whch would 
operate and mamtam them 

Other hanclng ophons mclude encourapg nonuthty generabon, as 
well as the sale of power to the pubhc sector by operators of caphve 
plant, cogenerahon, and Bdd,  Own and Operate/Bdd, Own, Operate 
and Transfer ( B ~ o / B O ~ )  projects usmg hlted-recourse fmanclng Ex- 
penence mdlcates that (a) mhahves to encourage greater efhaency 
through structural change-by reorgaruzahon, commeraahzahon, and 
corporahzahon-are worth pursmg If governments are wdhng to re- 
duce thelr level of mvolvement and undertake regulatory reform, (b) 
creahng condlhons to attract pnvate mvestor fundmg, such as fuung 
clear commeraal pnclng nrles and freemg up markets to fachtate Issues 
of shares and pnvate mvestor fundmg of new plants, shows consider- 
able promse for more developed mddle mcome countnes, where there 
are capltal markets and stock exchanges, and (c) large B O O / B ~  type 
projects can be complex and somebmes *cult to arrange 

In a number of developmg countnes-India, Indonesia, Palustan, and 
Turkey, for example--governments have tned vvlthout much near-term 
success to create condihons to attract pnvate power projects One reason 
for the falure of some of these schemes has been that governments have 
tended to focus on projects that are large and nsky Instead of beguuung 
wlth smaller projects and concentrahng on l e m g  by domg The other 
maln reason for the fdure to attract investment to B ~ O / B ~ ~ T  schemes ~s 

that governments have not had sufficient commitment or pohtical will 
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to address fundamental problems of governance, speclfy a clear legal 
and contractual framework, put m place an arm's-length transparent 
regulatory structure, or allow commercially-based tanffs that reflect real 
costs Mmor dlfhculhes have been related to eqwtable shanng of nsks 
among the pames and concern that these projects rmght not provlde 
addrtronalrty, but would merely dlvert the funds ordlnanly be avadable 
for other pubhc-sector projects 

Reahzmg the benefits of alternahve hancmg ophons mvolves a 
strategy to (a) reform le@slahve, legal, and regulatory arrangements to 
promote Increased compehhon among energy supphers, partly by m- 
creasmg the pnvate provlslon of nsk capltal, (b) strengthen the account- 
ablhty and the Internal orga~uzahonal structure of energy-supply 
enterprises, and (c) shtft mvestrnent resources at the m a r p  from m- 
creasmg capaclty to unprovmg effmency m both supply and end use 

End-Use Efficiency 

Recent expenence has shown that m developed countnes many energy- 
efficiency ophons relate to end-use efficlency and can be undertaken 
qmckly and at relahvely small cost For example, the U S Department 
of Energy eshmates that U S electnclty use can be cut by about one-thlrd 
(800 ~ w h )  at a cost of only two cents per kwh Talung the cost of 
electnclty from a coal power plant as the base case, DOE eshmates the net 
savmgs from conserved energy for typlcal conservahon mhatlves to be 
three cents per kwh 

There IS, however, at least one fundamental difference between ap- 
proaches to energy effiaency and consewahon m developmg and de- 
veloped countnes Whde in the developed countnes much of the 
potenbal savmgs and mnovahve energy consewahon work IS on the 
demand slde, m most developmg countnes there IS shll also a large 
potenhal for energy savmg on the supply slde As discussed above, thls 
IS partly because the subsldlzed publicly-owned monopohes m devel- 
opmg countnes have few effechve bcult-m mcenhves or checks and 
balances for achevmg hgh  levels of efficlency 

Nevertheless, efficlency m electnclty consumption or end use can be 
mcreased m many developmg countnes, and-lf power pnces are not 
hghly subsldlzed and If there are competlhve markets for goods and 
semces-lt can be pshfied on both econormc and linanclal grounds For 
example, more efhclent electnc motors, motor-speed controls, refnger- 
ators, water heaters, and aw condlhoners would mcrease end-use effi- 
clency at httle cost If the energy reqwrements of all types of electncal 
eqmpment could be lowered, ~t would slow the growth m overall 
electnclty demand 
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Box 14 Residential Demand S ~ d e  Management for Thailand 

A demand-s~de management (DSM) assessment was recently completed 
for the resldenhal sector In Thalland The Inveshgahon encompassed a 
comprehensive analysls of the major resldenhal end uses of electnclty 
space coollng refngerahon, l~ghtmg, coolung, w 111 r heahng, and appll- 
ances The study outlrned a largelevel of electncalsavmgs fromeffic~ency 
lrnprovements that could be achleved through the use of exlshng tech- 
nologes A total of twenty-three economcally-v~able DSM measures 
were ldenhfied If fully ~mplemented, these lmprovements could re- 
duce annual electnaty use by up to 500 GWh and colnc~dent peak elec- 
tncal demand by 160 MWe dunng the first year of a resldenhal DSM 
program 

The hghest potentla1 savlngs could come from Increasing the energy 
efficlency of refngerators lmprovements to the insulahon and compres- 
sors of Thal refngerators were predicted to reduce electncal use from 400 
to less than 200 k w h  per u~ut per year Overall sawngs from a full 
program ~rnplementahon lndlcated possible counhyade sawngs of up 
to 170 GWh per year ~f more efficient refrigerators were Introduced mto 
the marketplace Negohahons are underway wth a large Thar refnger- 
ator manufacturer to produce a hgh-efficiency prototype urut for teshng 
and evaluahon 

Eshmates for resldentlal hous~ng savlngs were based on replac~ng less 
effic~ent equlpment in ewshng houslng as lt IS rehred from servlce and 
by lnshtuhng cost-effechve energy-effiaency measures m new conshuchon 
W~th full ~rnplementat~on over ten yearsas new bu~ldlngs are constructed 
and ~neffiaent equlpment in exlstlng bulld~ngs 1s replaced, such a strat- 
egy could result m cumulahve savlngs of more than 6,000 GWh and peak 
reduchons of more than 2,000 MW by 2005 To put thls m perspechve, 
cons~der that the overall electtlcal consumphon of the resldenhal sector 
m 1989 totaled 7,025 GWh and that Tha~ households were responsible for 
approximately 20 percent of the peak uhl~ty load of 7,095 MW 

Source Flonda Solar Energy Center 

Many countries have found ~t difficult to make much progress m 
end-use efficlency, and developmg countnes in parhcular have run mto 
obstacles These mclude the lack of compehtlve mdustr~al structure, 
unperfechons m the market, such as low power pnces that do  not reflect 
costs, trade restnchons and lmport duhes on energy-effiuent eqtup- 
ment, regulatory and mshtuhonal barriers, madequate mformahon on 
costs and alternahves, and lack of available technologies Nevertheless, 
new and evolvlng energy end-use efficlency technologes are promlng, 
and along wlth pnclng electnclty to reflect the real costs of supply, there 
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Box 15 Highlights of Flsca11991 Power Lendrng 

The absence of major hydro or 011 and gas thermal generahon 
projects In general, resettlement and envuonmental Issues are 
dlscouragng hydro development Also, heavlly Indebted devel- 
opmg countnes are unable to Invest In capltal-mtenstve hydro 
projects 
A $200 nulllon loan to the Bombay Suburban Electnaty Supply 
Company in Indla for a pnvate power uhl~hes project The loan 
was made wth the guarantee of the government 
A $300 mll~on loan to the Turlush Electr~c~ty Authonty It sup  
ported major pnce reform and financial reconstntchon for thm 
previously troublesome borrower 
Conhnued support for small components m rural electnhcahon 
propxts The Bank supported development of a rural electnh- 
hon master plan m Burundi and some d~stnbuhon In rural areas 
of Indonesia and Uganda A second rural electnficahon project 
for Morocco ($114 rmll~on) was approved 
Two supplemental loans to Palustan One went for the SNGPL 
corporate restructuring and system expansion project ($60 ml- 
11on) and the other for the second energy sector program loan ($28 
mlhon) 

IS a need to reevaluate conhnuously the financial, economic, techrucal, 
and soclal feasibhty of then lmplementahon 

In most developmg counhes, however, the new end-use energy 
efficiency ophons and many fuel-switchmg ophons have no lnshtuhonal 
focus and are not systemahcally renewed as part of rouhne power-sec- 
tor supply plannmg T ~ I S  IS m splte of the fact that m the short and 
medium term, up to 30 percent of energy savlngs m mdustry could be 
acheved by audit and control efforts and by some process modlhcahons 
with exlshng technology 

Gurdrng Prlncrples for Bank Actron 

Hlstorlcally, the power sector has been a major project vehcle for the 
transfer of World Bank resources to developing countnes, more than 15 
percent of total Bank loans has been for electrlc power The Bank's $3 18 
bibon lendmg for power m fiscal 1992 was 14 5 percent of total Bank 
lendlng 

Today, however, the Bank IS no longer a sigruficant financier for power 
sectors m developmg counhes, except for the lowest-mcome counhes 
ellglble for International Development Association (IDA) credlts, whch 
accounted for 8 percent of total Bank power lendmg for hscal1992 and 
for about 2 percent of the total foreign exchange requrements m devel- 
opmg-country power sectors Outslde of most IDA countnes, the Bank 
IS beconung less Involved m the dlrect transfer of slgnlficant amounts of 
resources, and more mvolved m help~ng developmg counhes orgaruze 
themselves to m o b h e  the resources they need to meet large mvestment 
reqwrements 

To asslst m m o b h m g  resources, the Bank must help these countnes 
put in place systems that encourage the efhcient use of power-sector 
resources Thls efficiency ob~ective also helps developmg-country 
power sectors meet thelr local and global envlronmental responsibllihes 
as they become larger components of the world energy market 

The queshon is, then, what speclfic approaches wdl the Bank pursue 
to help countnes develop a self-sustamg power sector? The ophons 
discussed above show that there is a nch menu of choices for lmprovlng 
the performance of the sector The great diversity of circumstances 
among Bank borrowers (box 16) suggests exercismg care m selechng 
from thls menu Instituhonal and regulatory arrangements m each coun- 
try wlll vary according to cultural trad~hons and historic relahonships 
Mature mshtuhonal frameworks will take hme to develop 
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Box 16 Wide Vanahon rn Per Capita Electricity Use Among 
the Developrng Countries Requues Drfferent Sector 
Approaches 

The varylng levels of economlc development and electnclty access in 
developing counhes results In a w d e  range of per caplta electnclty 
produchon Below are the twenty counhes wth the h~ghest and lowest 
elednc~ty use 

Electnc~ty produced per caplta m 1987 

High use Lau use 

County k Wh Country kwh 
Poland 3914 Guinea-Bssau 14 
Hungary 3806 Burklna Faso 15 
Yugoslavia 3469 Ethopia 18 
Romarua 3327 Mall 26 
Venezuela 2743 Burundl 26 
Portugal 2267 Rwanda 28 
Cyprus 2224 Nepal 31 
Korea 1901 Comoros 33 
Argenhna 1683 Uganda 35 
Barbados 1673 Bemn 38 

The large difference between the lughest and lowest countries sug- 
gests thatpower-sector development pollcles must vary frombaslcsector 
formulahon, lnshtuhon bulldmg, tvvlnrung, and barrung in the low 
elechcity-use countnes, to legslahve, regulatory, and autonomy issues 
in more advanced countnes There can be no one standard approach to 
power sector development for all counhes 

Source Escay, 1990 

Power-sector work, hke pubhc-sector management reform, is techru- 
cal m nature and complements other reform efforts, such as elmunahon 
of monopohes, deregulahon or removal of controls, and reduction of 
rent-seelung opporturuhes Indeed, there 1s much that the Bank has been 
domg rouhnely that contributes to good governance m the power sector 

It IS recogwed, of course, that m poor countnes, where the capaclty 
of the pubhc sector to manage an economy and dehver services 1s weak, 

I 

the prospects for rapld power-sector change can be h t e d  The pubhc 
sector and the power sector m many developmg countries have been 
charactenzed by uneven revenue collechon, poor expenditure control 
and management, a bloated and underpad clvd semce, large parastatal 
enterprises that provlde poor rehuns on the scarce pubhc funds m- 
vested, and a weak capaclty of core agenaes to deslgn and unplement 
pohaes to address these problems Not only does tEus state of affms 
contribute to large fiscal and power-sector dehats that reqwre adjust- 
ment measures, but it also progressively erodes the capaaty of the state 
and its subsectors to provlde servlces In such mstances, fundamental 
issues of governance and economy-wide regulatory reform must be 
addressed across the board m parallel with power-sector reform Power- 
sector lendmg wdl need to be hrmly M e d  w t h  well-mtegrated overall 
country strateges Smce m many countnes the power sector is an m- 
portant Instrument of resource transfer, this h k  should strengthen the 
economy-wide dialogue 

The followmg p d m g  pnnclples are denved from World Bank work 
on lssues of governance and public sector management, from consulta- 
tlons wth  numerous outside parhes, and from the power-sector analysls 
contaned m t h s  paper and the background documents (hsted m the 
bibl~ography) Whde lndlvldual pomts may not be apphcable m all 
countnes, due to differences m exlshng mshtutlons and stages of devel- 
opment, the p d m g  pnnaples are consistent w t h  the focus on the 
interrelated Issues of mshtuhond reform, pncmg, h a n m g ,  and the 
mtroducbon of greater transparency, accountabhty, and compehhve 
pressures mto the power sector The pnnaples presented here reflect the 

I 
broad d~~cussions and debate that has taken place wthrn the Bank and 

I represent a general consensus on the dlrechons m whch the Bank should 
move Box 17 sumrnanzes sector goals, sequenhal approaches to achev- 
mg the goals, and resultrng p d e h e s  for the Bank 

The guldmg pnnclples do not address speclhc Issues of when mvest- 
ment lendmg should be h k e d  to the power sector and when, because 
of poor economy-mde governance and economc d~stort~ons, lt should 
n o t h s  is thought to be a country-speclfic Issue To the extent that 
parallel reform m the large and capltal-mtensive power sector can serve 
as an uuhal unpetus for economy-wide reform, sector lendmg should be 
pursued It IS clear that power-sector mvestment loans, hke adjustment 
loans, are most effechve when they are llnked to unproved pohcies and 
mshtutional condhons m the sector Evldence exlsts, however, that the 
rates of return on mfrastructure projects are adversely affected by a poor 
pohcy enwonment, and where money IS fungble, financing of the 
electnc power mfrashucture might enable a government to do mappro- 
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pnate t h g s  elsewhere Hence, where macroecononuc Imbalances and 
economy~nde dlstorhons are severe (and where funds are clearly fun- 
gible), dvect poky hks to the whole country lendmg program would 
be the most appropnate approach 

Fmally, the pnnaples as stated m ths paper do not exphcitly address 
issues of technology transfer These are addressed more exphcltly m the 
Bank paper Energy Eficzency and Conseruatlon In the Deueloptng World The 
Worlri Bank s Role (1993) 

Box 17 Summary of Power Sector Goals, Approaches to 
Achleve the Goals, and Resulting Actions for the Bank 

Goals Sequentral Approaches b Achrmrng Goals 
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Independent 
board of dtrectors 

A more 
transparent 
regulatory 
framework 

Tanffs 
S e ~ c e  standards 
Semce targets 

• Issues of entry 
and ex~t 

Supply s ~ d e  
lntegrahon of 
end use ophons 

Enwronmental 
impacts, slhng, 
emsslons, fuels, 
and cfisposal rssues 

Where jushhed, 
expand the provlslon 
of electnc power m 
developing countries 

Greater effictency 
~n the generahon and 
end use of power 

Reduchon ~n the 
hnanc~al and debt 
burden of the power 
sector on pubhc 
hnances 

Wherecost- 
effechve, ~denhfy and 
incorporate ophons 
(mcludmg fuel 
subshtuhon) to 
mhgate negahve 
envlronrnental 
impacts of elednc~ty 
supply and end use 

Transparent Regulatory Process 

Put m place 
rnecharusrns that 
allow greater 
autonomy for and 
accountabhty of 
sector managers 

Prowdesome 
form of clearly 
defined and 
transparent buffer 
between govern- 
ment, w t h  its 
legthmate pollhcal 
and pollcy concerns, 
and power enter- 
pnse managers 

Sequenfral Approaches 

Contract plan 

Cornmeraallzahon 

Contract out for servtces 

Internal orgaruzahonal change 

Separate generahon, 
hansmssion, dlstnbuhon lnto 
separate compaxues or proht 
centers, decenhalw 

Principle three 
commerclal~zat~on/ 
corporahmhon 

Pnnciple one 

Gu~dlng pnnc~ples 

to Ach~mtng Goals 

Coprahzahon and/or 
pnva hza tlon 

Contract out for semces 
Purchase power, cogenera- 

hon, Boo/8oar 
Parhal or full dveshture 
Encourage nongovemment 

~nvshnent  
Sales of shares, bond lssues 

Use guarantees to reduce 
soverergn nsk (but not 
commercial nsk) 

Pnnc~ple five Investment 
guarantees 

A requtrement for all power lending wlll be expllci t county  nloventent toward 
the establrshrnent of a legal fratnework and regulato y processes satzsfacto ry to 
the Bank To thrs end, In conjunction with other economy-wide intt~ahves, thrs 
reqlrrres counfrres to set ilp transparetrt regulatory processes that are clearly 

Pnnc~ple One Transparent regulahon 

Pnnclple Two Importahon of servlces 

Pnnciple Four Comm~tment lendlng 
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tndependent of power supplters and that avotd government rnterference in 
day-to-day power company operattons (whether the company 1s przvately or 
publicly owned) The regulatory framework should establtsli a sound basis for 
open dtscusston of power-sectoreconomt~~financtal, envtronmental, and servrce 
poltcles The Bank must be satrsfred that there is rneanlngful progress towards 
this objectrve 

T R A N S P A R E N C I A N D C O N S I S T E N ~ O F D E C E I O ~ G  Accountablhtym 
the power sector can be lmproved by clearly arhculahng goals, reform- 
mg country legal frameworks, and estabhshmg a regulatory process to 
make declslons more transparent and to allow a fau- heanng for both 
consumers and the general pubhc To tlus end, Bank loans need to 
encourage governments to develop clear rules of the game that mvlte 
broader pubhc parhapahon 

Transparency of decls~onmalung m a regulatory framework ls a safe- 
guard agamst conuphon, patronage, waste, and the abuse of execuhve 
authonty Compehhon and deregulahon, the removal of unnecessary 
controls, clear rules, and disclosure are mportant h s t  steps Wlth regard 
to a legal framework for the power sector, sut baslc elements must be put 
m place 

a clear set of rules, known m advance, 
rules actually m force, 
mecharusms to ensure apphcahon of the rules, 
confhcts resolved through blndlng declslons of an Independent 
judlcial body or through arbltrat~on, 
known procedures for amendmg the rules when they no longer 
serve them purpose, and 
a framework of regulatory mcenhves (mcludmg the posslbhty of 
pnce cappmg) to support compehhon and mduce efficlency 

ENVIRONMENTAL SAFEGUARDS In addlhon to the general pnnaples of 
transparency and Independence from day-to-day govenunent mterven- 
hons, r edahon  should address enwonmental lssues It ~s fortunate 
that the technology for addressmg one of the most senous polluhon 
problems of electnc power produchon~rmss~ons of parhculate mat- 
ter-ls relahvely slmple and mexpenslve Increased use of gas-fired 
power statlons wdl be Important m t h  respect Where coal IS the 
preferred fuel, construcbng tall chmneys, sihng power stahons away 
from large populahon centers, and uslng ermsaons-control devlces all 
help to mcrease ameruhes and reduce hazards to health Gwen the costs 
to hfe and health of parhculate matter ermsslons and the modest costs 
of reduang these ermsslons to low levels, the case for worlung toward 
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hgh  standards of abatement IS unambiguous Well-funchoxung regula- 
tory processes can also be used to lnshtute programs to mcrease the 
efficlency of elecbclty end use wlule offenng reduchons m ermsslons 
and financing needs 

To develop such regulatory processes, the Bank should c o m t  tech- 
rucal assstance and general finanaal support to estabhsh or strengthen 
regulatory ~nstltuhons The form and funchons of the mshtuhonal struc- 
hue, mcludmg its mhal degree of transparency and mdependence, wdl 
vary from country to country For those countnes that desn-e change but 
do not have the local experhse to restructure or formulate an appropnate 
regulatory mecharusm for the country, the Bank can provlde fundmg for 
the necessary t e h c a l  assistance All regulatory processes should m- 
clude a mechamsm to revlew the envlronmental lrnpacts of, and conser- 
vahon optlons for, proposed projects and pollcles (envlronmental 
assessment) as well as to gve  exphat conslderahon to lssues of mvolun- 
tary resettlement and mdlgenous peoples Developmg effechve regula- 
tory mshtuhons to address these Issues wdl take h e ,  but concerns about 
potend unpedunents and delays should be no excuse for machon 

PRICING The regulatory authonty must provlde power enterpnses wlth 
clear pnclng guldehes that reflect the somehmes confhchg objechves 
of (a) a commerc~ally-based docahon of costs among consumers accord- 
ing to the burdens they lmpose on the system, (b) assurance of a reason- 
able degree of pnce stablhty, (c) provlslon, where econonucally feasible, 
of a mlnrmum level of servlce to low-mcome consumers, (d) power 
pnces that generate sufhclent revenues to meet the linanclal reqture- 
ments of the sector, and (e) a tanff structure slmple enough to fadta te  
metenng and b h g  

Pncmg gtudehes should support the need to regulate power supph- 
ers as commeraal enhbes Subs~dlzmg the pnce of electnaty has both 
economc costs and enwonmental effects Low pnces g v e  m e  to exces- 
slve demands and, by undermuung the revenue base, reduce the abhty 
of uhhtles to provlde and mamtam supphes, developing countnes use 
about 20 percent more electnaty than they would If consumers p a d  the 
true m a r p a l  cost of supply Underpnclng electnclty also dscourages 
Investment m new, cleaner technologes Nevertheless, the cross subs^- 
duahon of consumer groups 1s a common prachce m most developmg 
countnes Typically, low-mcome electnaty consumers m both rural and 
urban areas recelve a hfehe tanff deslgned to penrut the consumphon 
of a m u m  block of power at a subsldlzed rate Usually there are large 
subsldles from urban to rural consumers, and somehmes from mdushy 
to resldenhal use, or vlce versa 
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Although the objechves of soaal equty are laudable, there have been 
senous prachcal problems In rural areas m India, for example, pohhcal 
pressures for mcreased subsldles have resulted m almost free electnclty 
and consequently enormous h a n a a l  dlfhculbes for the state as a whole 
In Colombia, the Mehne-tanff concept has been eroded through the 
pohhcal process to the pomt where 85 percent of all households quahfy 
The resulhng tax on mdustry IS dnvlng mdustry out of the pubhc system 
and mto caphve generahon Conceptually, the use of carefdy targeted 
subsidies can address equty Issues However, rn the rare cases where 
subsidies are carefully targeted, they seldom remam so for long In most 
cases there are better tools for addressmg the concerns of the poor or 
other deserving groups than electnc power tanffs 

Although long-run m a r p a l  cost (LRMC) as a concept aum to provlde 
pnce signals for an effechve tanff structure and for  den-g new 
mvestments, pnce sethng m the electnc power sector rarely fully reflects 
LRMC pnnclples In prachce, electnaty tanff levels are at best often 
targeted only to reflect an average of the power system's L.RMC Pncmg 
dlstorhons conhnue to exlst due to cross subsldles, and fadure to reflect 
economc fuel costs or the real cost of capital results m pnces that do not 
reflect the costs of supply Consequently, many power uhhhes contmue 
to be economically and hanaally nonmable and a drag on the nahonal 
budget Mobkmg addlhonal resources for investment, faahtahng a 
compehhve envlronrnent, improvmg efhclency, and developing eco- 
nomlcally and financlally-vlable power sectors reqwe that electnclty 
pnung be moved toward commercial prachces Pnung pohcies should 
be flexlble so that power enterpnses can respond to changes m compe- 
hhon, economc achmty, and resource costs 

Between the Bank and ~ t s  borrowers, few Issues are as contentlous as 
pnang Expenence shows that the Bank has not always aclueved its 
goals wlth respect to electnc-power pnclng The Bank's suggeshon that 
pnces cover LRMC has proved dlfhcult to enforce through covenants that 
set out h a n a a l  targets, m d y  because of lack of adequate progress m 
the lmplementahon of tanff structures that reflect the demands of van- 
ous end users 

Power enhhes should be encouraged to be more market onented m 
sethng pnces and to offer a vmety of pncmg and semce ophons that 
reflect the actual costs of provldmg service to customers Aggressive 
load-management programs should be put m place with peak-load and 
hme-of-use pnang, as well as pnces that reflect dlfferent voltages, 
consumer classes, and levels of rehabhty and avadabhty Large con- 
sumers should be allowed to negohate pnces and semce ophons dl- 
rectly with power supphers Cross subsldles that make compehhon 
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more dlff~cult, promote mefhaenaes, and lessen accountabhty should 
be elunmated Countries wth  relahvely undeveloped power markets 
should, at a m m u m ,  put m place long-run average maemental cost- 
based pncmg that Incorporates sunple hme-of-use elements to meet the 
financial objechves of uhhhes 

A framework of regulatory mcenhves can Include pnce cappmg to 
support compehtlon and Induce efhaency Mulhpart ( d e c h g  block) 
tanffs above short-run m a r p a l  costs could be cons~dered for the non- 
compehhve segments lf the greater revenue requuements for fmanaal 
viabhty would cause unacceptable welfare losses under h e a r  tanffs 
Above all, the Bank should encourage governments to regard pncmg as 
a commeraal Issue and to legslate falr entry condlhons for pnvate 
enbhes to supply power and related semces 

DEMAND-SIDE W A G E M E N T  As d~scussed earher, much potenhd for 
end-use electrlc power efflaency m developmg countnes remams un- 
tapped Compared to large unprovements over the last decade m the 
industnaked nahons, energy consewahon m developmg countnes has 
not kept pace Demand-s~de management (DSM), lf sutable mfrastruc- 
ture exlsts for ~ t s  ~mplementahon, can be a lower-cost way to meet 
electnclty semce needs than new supply capauty 

DSM is not currently pursued wlth much mtensity m most developrng 
countnes (Smgapore and, more recently, Palustan are exceptions) The 
reasons vary from country to country but generally revolve around the 
facts that (a) energy pnces are low and subsidized, (b) power supply 
uthhes are weak mshtuhons that have major dlfhculhes even supplying 
power and collectmg bdls, (c) end-use markets are not htghly compeh- 
hve, (d) regulatory agenaes do not exlst, and (e) knowledge about, and 
lugh-level support for, DsM mhahves on the part of governments are 
lackmg These barners must all be lowered ~ D S M  IS to have a slgruficant 
Impact on developmg countnes energy consumphon 

In purswg  the nonpnclng DSM ophons that requrre workmg closely 
wlth energy consumers and eqmpment manufacturers, two general 
models have evolved In the U S , DSM has become part of a bigger effort 
known as Integrated Energy Resource Planrung (IERP) IERP IS p m a n l y  
a U S process whereby uthhes and thelr regulatory comrmssions work 
jomtly to evaluate avadable demand- and supply-side ophons (mclud- 
mg purchased power) and determine a so-called ophmal energy service 
strategy that takes account of economlc and environmental factors The 
essenhal concept of IERP is the equal treatment, or mtegrahon, of energy- 
based and conservatron-based energy-semce strateges Planners at- 
tempt to rank by cost all the dlfferent energy-supply and end-use 
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technologes and programs that mtght provlde energy servlces and then 
Implement them, b e p m g  w t h  the lowest-cost opportumhes 

The concept ls appeahg rERP 1s a tool that has been used m the U S 
to promote energy effiaency mvestments as an alternahve to capaclty 
expansion In the U S tb ~s generally performed by the power uhhty 
IERP as prachced m the U S has usually developed m an enwonrnent m 
whch most end users purchase thelr electnaty In a noncompetlhve 
market and wherea strong regulatoryregune that can allocate costs and 
benefits aaoss consumer groups ls m place For example, fi consumers 
are charged a pnce of e~ght cents per kwh but the peak cost to the uhhty 
1s ten cents, the uhhty, and presumably the country, can benefit by 
drscouragmg demand growth and energy use d m g  the peak penod 
Regulatory commssions encourage the uhhty to negohate w t h  custom- 
ers on ways to reduce thew overall consumphon The benehts and costs 
from h s  reduchon are dlstnbuted m vanous ways among the uhhty, 
the customers, ratepayers m general, and the taxpayer Usually the nsks 
and costs are mostly borne by the ratepayers because regulators have 
allowed the uhhty to wnte off the costs of these demand-reducmg 
programs a g m t  the general rate base In many of these programs, 
uhhhes use the~r preferred and somehmes subsldlzed access to capltal 
markets to hance  eqwpment and semces to ehg~ble customers There 
are a vanety of permutaholrs to h s  approach, but they all requlre the 
uhhty to see I f ~ t  can ldentrfy mvestments or prachces by customers that 
would reduce the electnuty consumphon of consumers and thus avold 
new addihons to capauty 

In contrast m Europe and m a number of other countnes that do not 
have relahvely mtruslve U S -style regulatory arrangements, a vanety of 
non-uhhty mshtuhons work w t h  uhhbes, equipment manufacturers, 
and end-use consumers on demand-slde lssues and efhaency opbons 
The few developmg countnes that have senously pursued at least some 
of the avadable DSM ophons have largely followed l h s  model and I 
attempted to aeate some form of semt-autonomous energy-efhclency I 

I 
mshtuhon not dlrectly associated w t h  the power uhhty In fact, ~t ~s not 
clear that an IERP process as ~t has developed m the U S can be apphed 
effechvely m many developlng countnes In addlhon to a lack of strong I 
regulatory agenues to pohce uthhes, low energy pnces and poor r e h  
abhty of semce often weaken the mcenhves for consumers to respond 

I 
I 

to DSM mhahves 
In pmc~ple, a large part of the potenhal gams from demand-slde 

management comes from the uhhhes abrltty to work with some of thew 
larger commercial and mdustnal customers on complementary achons 
that benefit both parhes In many Instances these achons can bespeclhed 
In contractual arrangements The reahty m many developmg countnes 
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Box 18 The Bank and Energy Efficiency 

The Bank pollcy paper Energy Effic~ency and Col~servatron m the Dmeloptng 
World The World Banks Role (1993) outllnes ways the Bank can address 
energy supply and end-use efficlency Issues that are hlghly relevant to 
'the electnc power sector in developlng counhes The paper concludes 
that although the Bank clearly should conhnue ~ t s  efforts toward In- 
creased lendlng for project components to ~mproveenergy efhclency and 
promote economcally-jushfied fuel smtchng, the Bank should sharpen 
~ t s  focus wth the followng four-pomt program 

Country-policy dzalogue To galn greatercountry comrmtment, the 
Bank wll better Integrate energy efhc~ency msues mto ~ t s  country 
pohcy d~alogue so that they can be addressed at an earlier stage 
In the Banks general country-pohcy d~alogue wth developlng 
counhes, greater emphas~s wll be on energy pnclng and on 
fundamental lnst~tuhonal and structural factors that affect s u p  
ply- and demand-s~de energy effiaency 
Moreselectzue lendlng The Bank wll be more selechve m lendlng 
to energy-supply enterpr~ses Governments should clearly 
demonstrate that they are puttmg In place structural lncentlves 
that will lead to more efhclent energy supply and consumphon 
The Bank wlll not conhnue to finance energy-supply projects 
where poorly perfomng and hghly polluhng publlc energy 
enterpnses and them governments are unwll~ng to carry out 
fundamental shuctural reforms that could sigruficantly lmprove 
the ways tn whch they do buslness 
bztennedzatlon functzons Approaches for addresslng demand- 
slde management and end-use energy-intermed~ahon Issues w11 
be ~denhfied, supported, and gven hgh-level an-country vls~bll- 
~ t y  The Bank wlll Increase ~ t s  efforts to Improve lntermediahon 
In the energy and industry lnfonnahon markets In developlng 
counhes to reduce the relahvely h~gh mformahon, management, 
technology, and fmanclng transactions costs 
Technology transfer The Bank wll gtve greater attenhon to the 
transfer of more energy-effic~ent and pollution-abahng technole 
gles In its sector and project work For all sectors, lncludlng bas~c 
matenals processing mdustnes, the Bank wll (I) achvely monitor, 
revlew, and dlssemnate the expenenceof new effic~ency-enhanc- 
ing supply-s~de and end-use products, technologes, and pro- 
cesses and polluhon-abahng technologes as they are developed 
and reach the marketplace (11) help finance their apphcat~on, and 
(111) Incourage the reduction of bamers to their adophon Staff 
worlung in all sectors wll expllcltly review technology cho~ce 
ophons dunng project appraisals and In sector work 
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I Box 20 Corporahzahon of Electnc1d.de de Portugal, S A 

Electncldadede Portugal (EDP) 1s currently undergoing major policy and 
orgaruzahonal reform The head office of EDP IS be~ng transformed Into 
a wholly state-owned holdlng company wth a full-hme execuhve board 
of directors Wlhn the holdlng company, SIX separate companles are 
being formed a generahon company, a nahonal gnd company, and four 
dlstrlbuhon companles All new generahon capaclty wll be bu~lt, 
owned, and operated by the pnvate sector, wth energy sold dvectly to 
the generahon company The generahon company wll then sell power 
to the gnd company, whch wll sell to the four d~stnbuhon comparues 
All SIX comparues wll operate as separate proht centers These compa- 
rues wll operate undera llcenselssued by themrector General of Energy, 
who is responsible for regulahon 

Two forces are dnvlng the change the deslre to Increase efhciency 
through compehtlon, and the need to reduce the amount of publlc debt 
Wlth regard to competlhon the board of the holdlng company will 
closely morutor the performance of all SIX companles, expllc~tly compar- 
mg performance of the d~stnbuhon compames and of the exlshng gen- 
erahon company plants It will also compare the performance of exlshng 
generahng plants wth that of the new pnvate-sector plants 

Legslahon has been enacted to p e w t  pnvategenerators to sell to the 
gnd company 

Importation of S e ~ c e s  

Pnncrple two 

In soiireofthe least developed corartrles, where tlrereare weakpubllc and private 
sectors, n relatlve lack of market forces, and undeveloped capltal markets, an 
early step rn bringzngabout power-sector reform and rncreasrngsector-manage- 
ment effrczency wrll be to bnng local, deueloped-country, or more advanced 
deueloprng-count y electnc power servrces Into the sector 

Among the underlymg causes of poor powersector development and 
management IS a country's level of econormc, human, and mstituhonal 
development Lack of educated and tramed manpower and weak msh- 
tuhons reduce the capaclty of countnes to provide sound development 
management Poverty, dhteracy, and weak mshtuhons are all causes of 
poor power sector performance and make the task of sector management 
much more complicated and problemahc 

In such mshtuhonally-weak s~tuahons, a pnonty IS to find magma- 
tlve ways to draw on ~nternat~onal hands-on expenence as a means of - 

6'- 

developmg local manpower, slulls, and mshtuhond capabhhes Early 
steps m b r m p g  about sector unprovements should mvolve twmmng 
arrangements or the contrachng out of selected sector semces to forelgn 
enhhes (other developed- or more advanced developmg-country power 
enterpnses, contractors, manufacturers, consulbng funs, operattng corn- 
pmes) that can provlde m-country management semces at reasonable 
cost and create local capaclty m the sector Dolng ~t alone IS sunply too 
expensive for poor countnes m terms of foregone econormc output An 
efficient produchve power sector can set an example that wdl be more 
valuable than merely t r a m g  a few selected e n p e e r s  m an enwon- 
ment fdled w t h  dlsmcenhves Learrung-by-domg IS a me-tested pro- 
cess, but provldmg leadershpo m the learnmg process is essenhal 

As discussed rn chapter 4, the power sector worldwde IS a mature 
mdustry wlth an abhty to provlde a wlde range of semces on a contract 
or twlnnmg basls Potenhal areas for contrachng rnclude management 
of avd  works and achvlhes that do not e n t d  large lnvestment costs, 
such as plant mantenance, dlesel operahon, b h g ,  revenue collechon, 
velucle mamtenance, lme s t n n p g ,  and pole and tower fabncahon 
Other areas for outslde mvolvement could include reducmg supply-s~de 
power losses and lncreasmg generahng plant avadabhty The hancial 
costs of these mhahves are generally low relative to the benefits gamed 

Commercial~zation and Corporahzahon 

Pnncrple three 

The Bank wrll aggressrvely pursue the comrnercralrzatron and corporatrzutlon 
of, and pnvate sector partrcrpatron rn, deueloplng-country power sectors 

Power enterpnses must operate as commerc~al businesses They 
should pay mterest and taxes, earn commercially-compehhve rates of 
return on eqwty capltal, and have respons~bhty for then own budgets, 
borrowmg, procurement, pay, and staff condlhons llus means that the 
governments relahonshp w t h  these enterpnses must be more transpar- 
ent and must emphasize hanclal d l s a p h e  together w t h  sethng the 
overall pohcy framework and goals 

In vlew of the capltal mtens~ty of the sector, any pnvate supply 
response would take tune to matenahze, and meanwhile, the power gap 
could worsen Some h e c t  Investment by the Bank would shll be needed 
dunng t h  translhon penod Nevertheless, duect loans to energy enter- 
pnses should be W e d  to progress toward corporahzahon and commer- 
aallzabon 

The Bank could, m fact, support electnc power lendmg to both the 
pubhc and pnvate sectors To encourage broader parhclpahon of parhes 
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I Box 21 Pnvahzatlan of the Electnc Power Sector ln Ch~le I 
The most Important publlc power system m Chle IS the Central Inter- 
connected System llus system comprises three public uhl~ty compa- 
nles-Endesa, Chllectra, and Colbun-w~th Installed generating 
capac~ty of about 3200 MW (1988) 

Slnce 1980, the government has encouraged a process of dlveshture 
and pnvahzahon of publ~cly-owned electnc uhllhes The pnvahzahon 
of the power sector was Implemented through legal and lnshtuhonal 
changes to make the power uhhhes operate under the same regulahons 
as pnvateenterpnses Pnvateparhapahonwasencouraged by estabhsh- 
mg new mvestor-financed enterpnses to purchase exlshng faclllhes or to 
construct new fadlhes (for example, large generahon projects) General 
electnclty rates were based on margnal costs and reflected the opportu- 
n~ty cost of produang electnclty Pnces for most larger users were set 
largely through market forces by negohahons between ~nvestor-funded 
generahon comparues and these consumers llus approach served to 
create competrtron among producers 

Pnvahzahon m Chde s power sector was financed through three 
mecharusrns pubhc auchon, stock exchange llshng, and so-called popu- 
lar cap~tahsm Pnvatlzahon of the sector took place over several years, 
with the separahon of dlstnbuhon from generahon/transm~sslon and 
the creahon of several Independent d~stnbuhon and generahon compa- 
rues The government sold some dlstnbuhon subsldlanes m 1980 by 
publlc auchon By 1983, Endesa was l~sted on the stock exchange, wth 
cap~tal advances recelved from new consumers converted Into shares In 
the company Between 1985 and 1987, ~t sold three small hydrostat~ons, 
again by public auchon Other dlstnbuhon subsldranes were also sold, 
wth employees of the comparues purchasing shares from thew penslon 
enhtlements (popular capltallsm) Pens~on funds and banks also parhc- 
ipated by mveshng m shares m llsted power compames 

In about 1985, government acted to further resurrect the finanaal 
structure of Endesa by cap~tallzmg about CH$500 mlhon of ~ t s  debt and 
converhng ~t to equ~ty held by the state By md-1989, virtually 100 
percent of dlstnbuhon was m pnvate hands, and most of Endesa was 
pnvately owned Chdectra became 100 percent pnvate m January 1988, 
when two U S banks bought at publlc auchon the 40 percent of the stock 
that was publlcly owned Only Colbun, whch operates a hydroplant, 1s 

operahng as a government-owned uhllty 

other than the government m all aspects of the power sector, Bank loans 
could be made to both pnvate and pubhc enterpnses Industrial funs, 
for example, should be able to borrow for power generahon on terms 

equal to those offered to pubhc enterpnses, where supply by mdepen- 
dent power producers IS shown to meet sector objecbves 

In some countnes the Bank should channel some porhon of ~ t s  lendmg 
through h a n a a l  mtermedlanes such as commeraal banks The com- 
merclal banks or other mtermedlanes could recelve bonds from the 
power compatues as securrty and could sell the bonds m the countrys 
capltal market with a commercial bank guarantee There are many ways 
m whch such deals could be structured The essenhal pomts are that (a) 
If power sector enterpnses must compete wlth each other and w t h  other 
non-energy enterpnses for at least some porhon of them fmancmg, a 
dlrect lmk must be estabhshed between sector performance and the 
abdrty to r u e  resources for new mvestments, and (b) the power sector 
could dlrectly asslst w t h  the development of a country's capltal market 
by bemg a source of hlgher quahty, longer-matunty paper 

Such hanclal-mtemed~ary lendmg would have to comply w t h  ex- 
ishng Bank pde lmes  for such lendmg and fit well wltlun countnes' 
overall hanclal pohcy frameworks There should be an agreed fman- 
ad-mshtuhon development plan that demonstrates that the mshtuhon 
has an effechve role to play rn the counhy's hanclal  sector develop- 
ment The plan should provlde exphclt target benchmarks for mo~utor- 
mg progress m weak areas 

As such, the Bank's lendmg for power would support and be a part of 
overall reform of the fmancial sector As noted earher, rf the capltal 
reqturements of the power sector are to be met, substanhal resources wlll 
have to come from pnvate domeshc savlngs Thls wdl only take place 
through a close workmg relahonshp between the power enterpnses and 
those mshtuhons respons~ble for mobhzmg savmgs In adlhon,  the 
fmanual enterpnses would beneht from bemg able to add thls important 
Industry to them asset base It IS clear that gven the potenhal importance 
of the power sector for capltal-market development, and the compara- 
tlve pnce and mcome stabhty that wdl come through proper regulahon, 
the power sector has the potenhal to tap a large pool of savlngs that 
othenvlse may have few domeshc mvestrnent alternahves Of course, as 
discussed under pnnaple two, m some lower-income countnes, where 
the power sector IS relahvely large m cornpanson to the formal hanclal 
sector, the Bank wdl have to conhnue dlrect loans to power enterpnses 
or credlts to these enterpnses through governments 

Understandmg the potenhal pitfalls and operahonal mphcahons of 
launchrng parallel reforms m both the power and hanclal  sectors IS 

essenhal for deslgxung a power-sector reform program The success of 
such a program requlres that reforms m these sectors be W e d  and 
well-mtegrated wlth the overall economwde reform process At pres- 
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ent, many developmg countnes have launched adjustment programs 
that go beyond the correchon of mlhal unbalances to the reform of 
economc pohaes and mshtuhons In many countnes the hmmg ls nght, 
therefore, for uuhahng mtersectoral reform programs 

Principle four 

The Bank will focus lendrng for electnc power on those countnes wlth a clear 
commitment to rmprovtng sector performance rn ltne wlth the above pnncrples 

In a few countnes where major reforms have taken place m the power 
sector, reform occurred after several years of sustamed dlalogue wlth 
the Bank and other donors The Bank's presence can be a catalyst to 
encourage country c o m t m e n t  Above all, the Bank wdl not conhnue 
to finance power projects where poorly-perfomg and hghly-pollut- 
mng ubhhes and therr govenunents are unwdhg to carry out fundamen- 
tal structural reforms that sigruhcantly unprove the way they are domg 
busmess 

Smce helpmg countnes move m the duechon of fundamental sector 
reform IS emerging as one of the Bank's pnmary objechves m a number 
of power sectors, the Bank must allocate resources for the mshtuhonal 
analysls and techrucal asslstance necessary to help p d e  fundamental 
sector reform The Bank must focus lending mostly on those countnes 
that show a clear c o m t m e n t  to unpromg sector performance Com- 
rmhnent must be judged on a country-by-country basls around the 
themes of sigruhcant progress toward needed reform and no more 
busmess as usual 
T ~ E  wdl mvolve choosmg countnes for speclhc work accordmg to the 

sector-development issues o u h e d  above and accordmg to the range of 
achwhes the Bank can take on and support at any gven hme Some of 
the Bank's borrowers may nelther want the Bank to be so mvolved nor 
requve such asslstance Where there IS need but no comtment,  such 
work would waste resources S d a r l y ,  the dimensions of power sector 
development the Bank chooses to asslst should reflect both the chances 
of success and the Bank's own abhty to provlde effechve asslstance m 
terms of sWls and resources 

In countnes m whch the Bank ls achve m ltnpromg power sector 
development, the Bank needs to asslst m the design of lughly Meren- 
hated responses, takmg account of the countnes' mshtuhonal needs, 
pohhcd economy, soclal structure, and hstory The objechve in each 
case must be to help strengthen the enwonment for sustamable power 
sector development 

It IS clear that the Bank wdl need to expand ~ t s  sector work from current 
low levels to help countnes pursue some of the fundamental mshtu- 
tlonal and structural reforms suggested m h s  paper An expanded 
program wdl requve both the borrower and the Bank to ~dentdy better 
and analyze the pohhcal, legal, regulatory, and mshtuhonal constrmts 
to unproved performance The finanaal goals and strategc ophons for 
the sector, as well as the more tradihonal least-cost mvestment program, 
also wdl have to be more clearly spelled out, and more analysls of the 
robustness and envlronrnental unpads of mvestment programs wdl 
have to be undertaken Above all, the rssues of accountabhty and 
mcenhves for efhaency among government, producers, and consumers 
wdl have to be clearly identhed and remedlal achons defined and 
agreed upon 

When a country, wlth the Bank's analyhcal support, deades that the 
best way to develop ~ t s  power sector IS to step up Bank support of 
pnvahzahon m the sector, the hrst step should be to put together a 
comprehensive sector work program Tlus program would form the 
basls for a set of achons that would b e p  wlth puthng m place accept- 
able legal and regulatory frameworks 

These acttons would be tadored to s u t  the situahon m each country, 
gven ~ t s  level of economc development and the extent of pnvate-sector 
and capltal-market development Pnvate-sector parhclpahon could be 
considered any achwty that would mcrease mvolvement of the pnvate 
sector m hancmg, developmg, or operahng faahhes for the electnc 
power sector There are numerous options avadable for pnvate sector 
parhapahon-from collechon, b h g ,  construchon, and mmtenance 
semces to ophons for generahon, transmsslon, and local dlstnbuhon- 
m a commeraahzahon, corporahzahon, or  pnvahzahon format The 
avalable ophons were discussed bnefly m chapter 4 

Essenhdy, the Bank wdl assist m b m p g  m mternahonal expenence 
to help shape a plan that encourages those reforms that best sult a 
country's readmess for pnvahzahon In countnes that already have 
well-developed capltal markets and stock exchanges (Argenhna, Brazil, 
Chlle, Indla, Korea, Malaysia, Mexlco, Palustan, Pluhppmes, Thaland, 
and Venezuela, for example), the feasiblhty of bshng on the stock ex- 
change or uslng other mechanlsms for tappmg capltal markets should 
be exmned  Some of these countnes are already progressmg m thls 
duechon Palustan and India are l s s w g  local bonds, and Malaysia has 
llsted the pubhc power uthty on the stock exchange In other countnes, 
the Bank could requlre the commerclal~zatlon and subsequent 
corporahzahon of ubhhes as regulated profit-onented business enter- 
pnses so that eventually they would be able to access capltal m local or 
mternahonal markets In less developed or severely debt-ndden coun- 
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tnes, the Bank could seek pnvate-sector asslstance m developmg fman- 
clal reconstruchon plans through management contracts, contrachng 
out, the use of consultants, and other approaches 

The key objechve, whatever the means, should be for governments to 
reduce thelr role m fundmg and operahng electnc power f a d h e s  and 
to transfer these funchons, to the extent possible, to other enhhes, 
mcludmg the pnvate sector World Bank asslstance IS hkely to be re- 
qmed  m revlemg and advlsmg on governance Issues, the legal and 
regulatory arrangements, and the 1eg.lslabve framework Governments 
would have to act more hke pohcymakers than managers, and the power 
sector would have to become accountable to ~ t s  shareholders and the 
pubhc 

Fmally, comrmtment l e n h g  also means that the Bank, on ~ t s  slde, 
must change the percephons of some of ~ t s  borrowers When the Bank 
IS percelved as an mshtubon that IS dnven by supplyslde lendmg 
targets and IS tolerant of noncomphance, ~ t s  leverage IS low In contrast, 
lf lt IS perceived as an mshtuhon r equmg performance and compliance 
If resources are to be forthcormng, parhcularly when lt can effechvely 
coorhnate cofmancmg efforts wlth other bilateral and mulhlateral 
sources, then ~ t s  leverage for pohcy change can become very effechve 

Pnvate Investment 

Pnncrple five 

To encourage pnvate investment in the power sector, the Bank will use some of 
its jnanctal resources to support programs that facilttate the involvement of 
private investors 

The prevlous p b g  pnnclples are partly armed at helpmg countnes 
estabhh a framework of pohaes and mshtuhons that wdl result m a 
compehhve and more efhaent commeraal power sector Such a sector 
should be able to attract pnvate capltal But gethng energy pnces nght 
and puthng m place an accountable mshtubonal framework may not be 
sufhaent Pnvate mvestors shll could be understandably reluctant to 
make slgruficant hanclal comrmtments because of a lack of expenence 
wlth the operahon, stablhty, and rehabhty of the new pohcy framework 
Governments, on the other hand, are concerned that mvestors wdl try 
to compensate for the percelved mks by s e e h g  h g h  rates of return that 
could requre unpopular mcreases m electnaty pnces Both parhes thus 
have an mterest m lowenng the percelved nsks 

Expenence w~th  BOO/BO(TT projects mdlcates that many pnvate m- 
vestors are lruhally reluctant to undertake projects that are large relahve 
to thew capltal base Consequently, attempts to put together pnvate 

hanclng schemes for very large and complex power projects have 
somehmes proved chficult or lmposslble (for example, m Turkey and 
Palustan) Nevertheless, there IS considerable evldence that mvestors are 
Interested m smaller, less complex power projects m whch the nsks are 
considered more manageable Once mvestors g m  expenence and con- 
fidence, they wdl be wdmg to finance larger projects (box 22) 

It IS m the early stages of pohcy reform process that mvestors percelve 
the greatest nsks On the one hand, most mvestors are prepared to bear 

Box 2.2. Example of a Successful Pnvate Power Project 
m the Phhpprnes 

200-MW gas-turbme power plant was comrmss~oned m thespnng of 1990 
at a s~te near Marula m the Phdippmes The $41 mll~on project was built 
m twelve months wth l~rmted-recourse financ~ng-mthout govenunent 
guarantees to the project hnanc~ers-under arrangements The 
plant s owned and operated by a pnvate company, Hopewell Energy 
(Phll~ppmes) Corporahon (HEPC), under a twelve-year contract to sup  
ply power to the state-owned Nahonal Power Corporahon (NPC) NPC 
1s prov~d~ng the site, supplying fuel to the plant at no cost to HEPC, and 
1s paylng HEPC for all the energy that ~t takes HEPC wl l  pass full 
ownersh~p and control of the plant over to the NPC at the end of the 
contract 

This project 1s a good lllustrahon of how to rmrumlze the nsk exposure 
to debt obhgahons for pnvate Investors by controlling nsks assoaated 
wth the costs of mputs and the pnce of the output ThLs approach can 
attract ~nvestors to countnes such as the Phhpp~nes that are short of 
cap~tal, foreign exchange, and power-supply capaaty HEPC effechvely 
transforms fuel od ~nto electnaty for a low-nsk processing fee that 
prov~des a rehable cash flow Government and NEPC have been rel~eved 
of the task of ralsmg capital, and they benefit from pnvate-sector techru- 
cal experhse m operahng the plant The success of thm project has 
encouraged HEPC and NPC to negohate another BOOT power project on 
a larger scale, whch wll prowde 700 MW of coal-fired generahng capac- 
~ t y  at a cost of $850 rmll~on It IS due for comrmsslorung In 1995 

As m the first Hopewell Project, World Bank Group parhapahon 1s 
belng sought through the IFC, whch faces the task of moblhmg large 
addlhonal pnvate-sector resources Based on the successful expenence 
of the h t  BOOT project m the Phtllpplnes and a number of other loans 
to pnvate-sector power cornparues m South Asla, IFC IS now also explor- 
lng the hnanang of elechc power projects In a number of other countnes 
In Southeast Asla 



76 The Y\lu,r @ ank's Role rn the Electrzc Power Sector 9 Guidrng Princrples for ank Actwn 77 

the commerual nsks associated w t h  buddmg power plants They are 
also prepared to accept some country nsks In parhdar ,  they are w h g  
to take on debt obhgahons under sahsfactory condlhons for bemg p a d  
for thelr semces In most countnes where mvestors have some expen- 
ence, only a few mvestors have expressed deep concern about govern- 
ments ulhmately hvmg up to thelr comrmtments, provlded there are 
swtable arrangements for arbltrahon 

On the other hand, m many mstances mvestors do percelve a hanclal 
nsk m conjunchon with the reform process They are concerned that 
unavoidable bureaucrahc dlfhdhes of mplementmg new ways of 
domg busmess could result m an uneven and unpredictable cash flow 
m the early years of them mvestment In most cases, some of the most 
pronunent concerns are about pnce and avdabhty of fuels, hmely 
payments for power purchased by the d o m a n t  state-owned pubhc- 
sector power company, and delays m obtauung the agreed conversion 

of local currency mto forelgn exchange An addlhonal source of uncer- 
tamty 1s government bureaucrahc mexpenence m d e a h g  w t h  the 
dlsputes that wdl mevltably ansebehveen power compames and pnvate 
supphers under complex power-purchase arrangements 

To compensate for nsks such as these, commerual lenders elther wdl 
reqwe a larger eqwty mvestment from the proled sponsors or wlll 
pursue a larger package of publlc guarantees for them loans Both 
reqwements rase the cost of projects, although tlus mcrease could be 
more than offset by qwck construchon and subsequent operahonal 
effiuenues of the pnvately-owned plants Eqtuty Investors d reqwre 
a lugher rate of return than the mterest rates on loans, to compensate for 
them hgher exposure to nsk, whde pubhc guarantees would dlvert the 
k t e d  resources of the pubhc sector from alternahve uses 

Slnce some of the rlsks for prlvate lnvestors are llnked to a 
government's hmely mplementahon of ~ t s  contractual obhgahons, a 
thud party could help u n d e m t e  these nsks In many pnvate financ~al 
transachons, one way m whch these thmd-party guarantees can be 
obtamed 1s by poshng performance bonds, estabhlung escrow ac- 
counts, buylng msurance pohues, or usmg slrmlar nsk-coverage mech- 
amsms Governments, of course, could take the lruhahve m mhgahng 
these nsks and thus reduclng the pnces demanded by pnvate producers, 
by arrangmg nsk coverage for thev own performance 

Although there are many ways the Bank can help countnes develop 
thew power sectors, the most common approaches do not always deal 
adequately wlth the concerns of pnvate mvestors One prormsmg ap- 
proach 1s for the Bank to lend through nahonal hanclal mtermedlanes, 
such as a pnvate-sector energy development fund (as m Palastan) or a 
nahonal power-sector hanclal corporahon (as m Ind~a and Colombia) 
Th~s  approach has the advantage of movlng power financing decisions - a 

Box 23 IFC1s Power Investment Program 

The Internahom1 Finance corporahon (IFC) has experienced a recent 
surge of Investor mterest In pnvate power projects m developmg coun- 
tnes IFCs current portfolio lncludes investment of p t  under $300 
mlllon m rune pnvate power projects in Indla, Pluhpplnes, Chde, and 
Turkey 

More important, the corporahon currently has some thwty-five pro- 
posals m varylng stages of progress These include large projects such as 
a 1,400-MW coal plant in Mexlco, a 400-kV transrmsslon hne m Poland, 
the Endesa hydroelectnc project m Chle, a 1,200-MW gas turblne plant 
in Malaysiaand a 700-MW follow-on mvestment by Hopewell in the 
Phlippmes (see Box 22) There are also smaller, several-mllton dollar 
ventures, such as wmd-powered generators m Costa IZlca, a 45-MW 
floahng dlesel plant m Jama~ca, and a 24-MW hydro project m Bellze In 
addltlon, some, such as the 510-MW Berke hydroelectnc propct m Tur- 
key, are bang undertaken m conlunchon wth the World Bank In such 
counkes as Indla and the Phrlipplnes IFC has become, or s rapidly 
becomng a permanent parher m the development of the sector through 
incremental pnvate sector Investment 

Sourcc IFC 

closer to the standards of capltal markets, but ~t does not deal wlth 
potenhal pohhcal or bureaucrahc problems that mcrease the nsks for 
pnvate mvestors The credlt support programs developed by the Bank, 
LFC, and MIGA to promote pnvate fmancmg of Infrastructure have fo- 
cused on covenng some nsks through parhal guarantees to pnvate 
lnvestors 

The Bank wdl conhnue to mnovate and experiment wlth the wlde 
range of pnvate-sector hnanclng tools and techmques currently at ~ t s  
disposal The Bank group w d  be flextble and mnovahve m attemphng 
to mobllue pnvate capltal for the power sector and, to the extent 
possible, address sovereign noncomrnerclal pnvate-mvestor nsks Such 
efforts wdl asslst countnes m developmg or shengtherung pnvate cap- 
ltal markets and wdl be a poslhve force toward meehng the projected 
large capltal shortfalls m the power sector dunng the next decade 

Endnotes 

1 All dollar hgures are U S dollars unless otherwise lndlcated 
2 Thls sectlon draws heavlly on Energy Efficr~rlcya~~d Cot~~~r-uatiun 111 

the Dmeloplng World The World Bank's Rule (1993) This sechon may be 
sklrwcd ~f t l i ~  rcldur 1s f7rnlllar w~ th  that paper 
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The World Bank 

The World Bank is divided into two man branches, the Operations branch and the Policy branch 
In addition, there is a much smaller Operations Evaluation Department 

The Policy branch reviews and develops policy for the bank It is orgamzed in five sector 
departments, including an Industry and Energy Department (IEN) and an Environment 
Department It also contains some research functions and a trainmg center for developing country 
officials The IEN rncludes a techca l  assrstance umt known as the Energy Sector Management 
Assistance Program (ESMAP), whch is discussed m detail later in thls chapter 

The Operations branch is in charge of all lending operatrons, from project identification to project 
completion It is orgamzed geographically by region, then by country groups, and then by sector 
For example, there are four regional offices - the Asla Regional Office, the Africa Regional 
Office, the Latin America and Caribbean Regional Office, and the Europe, Middle East, and 

@ 
North Africa Regional Office Each of these offices contain several country departments For 
example, the Asia Regional Office includes the India Country Department and the Bangladesh, 
Bhutan, Nepal, and Sn Lanka Country Department Each of these departments in turn has 
divisions responsible for energy, apculture, and so forth 

The Operations branch has 19 country departments m all, each wth  its separate drvision 
responsible for energy There is no central energy department in the Operations branch Whlle 
the Policy branch of the bank does have a central energy department - the Industry and Energy 
Department - it has no formal role m the bank's energy lending operations 

Each of the bank's four regional offices has, in addition to its country departments, t echca l  
departments, whch provide extra project review and assistance for the country operatrng staffs 
rn the region The techca l  departments also sometunes admuuster their own projects Each 
techca l  department has its own energy division and transport division, and its own environment 
division responsible for, among other thmgs, reviewng the environmental unpacts of bank energy 
projects 

The bank's Operabons Evaluation Department (OED) is responsible for evaluating projects after 
they are completed It has two divisions, each wth  responsibility for different sectors 
Infrastructure and energy projects are overseen by one division, and industry projects by the 
other 

Altogether, in the Operations, Policy, and Evaluation branches, the energy sector is addressed by 
32 divrsions of the World Bank In addition, a similar number of divisions have jurisdiction over 



the energy-consurmng sectors such as transport, industry, and urban development Many of these 
divisions share responsibility for energy and industry, some share responsibility for energy and 
transport thus, the number of divisions that either overtly address energy or have a sigmficant 
impact on energy consumption is large For example, 68 World Bank divisions have 
responslbllity for energy, industry, transport, urban development, or a comb~nation thereof 

Coordination among the many divisions is, understandably, difficult An unsuccessful approach 
toward energy lending m one division can be easily repeated in another There is the central 
Industry and Energy Department, but it is in the Policy branch of the bank The Policy branch 
has little influence on the Operations branch, according to many of the bank's staff Although it 
was intended to be a central unit integrating policy and research wth plamng and budgeting, 
it has not achleved h s  purpose ' There is little commutllcation between the Policy branch and 
the individual country departments Moreover, the Policy branch is often perceived as an "ivory 
tower" by those in the Operations branch 

Lending Operations of the Multilateral Development Banks 

Lending Targets 

@ Each year, the World Bank conducts analyses to determme the total amount of debt each 
borrowng country can bear These analyses are used, along wth other factors, such as past 
assistance levels, to detemne the total loan amount a country w11 receive in a given year from 
all sources The World Bank coordinates its lending wth other lenders, including the regional 
multilateral development banks, to detemne how much of the total each wl l  provide Thls group 
of multilateral and bilateral lenders for each country is called a "consultative group " 

The consultative groups holds regular meetings, orgamzed and chaired by the World Bank 
Usually the detals of how much each lender wl l  provide are worked out prior to the meetmgs, 
and the meetings are used to finalize the lendmg plans and fill m financing and cofinancing gaps 
The developing countries are represented at the consultative group meeting, usually by their 
finance mmsters, who reconfirm existing financing arrangements, discuss future loan needs, and 
seek comments on thelr countries' economc performance to date 

As a result of thls process, each lender has a "lendmg target," stating how much it will lend to 
each country for the coming years Lending totals for each country are set three to five years in 
advance, and mdivldual loans are then iden~fied to gradually fill up each year's allotment Thus, 
the energy loans approved in the current fiscal year were first Identified in rough form several 
years ago, and the techcal,  institutional, and financial details have been gradually filled in over 
the intervemng years 

In identifying loans to meet lenQng targets, MDB staff have an incentive to focus on large loans 
because it takes about the same amount of staff time to prepare a small loan as a large loan Tlus 
bias tends to favor projects requiring large capital investments, such as oil and gas development, 



power plant construction, expansion and upgradmg of transmission and distribution systems, and 
road construction Energy-conservation projects, such as lighting retrofits, conservation eqmpment 
production, and industrial boiler replacements, tend to require much smaller cap~tal investment 
and thus smaller loans, especially if the recipient country has not yet established the institut~onal 
capacity to absorb a large energy-conservation loan 

Loan Types 

The MDBs offer three basic lunds of loans investment loans, adjustment loans, and techmcal 
assistance loans Investment loans are des~gned to fund specific projects or sets of projects 
Adjustment loans are designed to promote major macroeconomic and sectoral reforms Techmcal 
assistance loans are used to provide guidance or t r amg ,  or to help a country prepare for an 
upcoming large loan 

Almost all energy activ~ties are funded through investment loans, of whch there are three types 
project loans, sector loans, and emergency loans Project loans, the most common, are used to 
fund specific ventures such as dams, roads, or power plants Most energy activities have been 
funded through project loans Sector loans are provided for broad sets of investments in particular 
sectors in cases where the recipient country can manage the demled work of identifying and 
administering individual projects, leaving the bank to concern themselves \nth the broader policy @ directions in the sector Some industrial energy-conservation activities have been financed by the 
World Bank through mdustry sector loans in the form of lmes of credit available to individual 
businesses The use of sector loans has increased in recent years in all sectors, mcluding energy, 
but project loans are still dominant Emergency loans are provided in response to disasters, and 
have not been used for energy development except for the repau of damaged facilities 

Adjustment loans, also known as "policy-based loans" or "program loans," are large, rapidly 
disbursed loans that are used exclusively to pay for imports The World Bank is the dommant 
adjustment lender, and adjustment loans by regional banks are usually made to cofinance World 
Bank adjustment loans There are two types of adjustment loans Structural adjustment loans 
(SAL) carry few restrictions on how the funds are used, but requlre major macroeconomc 
reforms by the borrower in areas such as exchange rates, money supply, mterest rates, and trade 
barriers Sectoral Adjustment Loans (SECAL) are similar to SALs but address just one sector 
Because adjustment loans are not dlrected to specific projects, thelr Influence on borrowers is in 
their stnct loan condibons For example, an energy SECAL can be used by a borrower to 
purchase Imports of almost any goods or services, energy-related or not, that the borrower 
wshes ' However, the conditions of the SECAL may require the borrower to raise energy prices, 
overhaul its energy regulatory system, and replace top managers at the national electnc utility 
(see "Loan Conditionality" later in h s  chapter) 

I In some cases, the country IS required to use an energy SECAL to purchase energy-related Imports 



Most techcal  assistance loans are small, and in many cases, are incorporated in project loans 
The regional banks provide both loans and grants for techcal  assistance, whle the World Bank 
provides only loans in h s  area 

Loan Components 

In assembling a loan, MDB staff must determine a number of variables, such as mterest rate, loan 
conditions, and procurement rules, before the loan is approved for disbursement Staff have some 
flexibility in these areas, but there are convenbonal approaches for determining each of the 
variables There are, for example, established methods for semng the interest rate for energy 
loans as distinguished from other loans Likewse, energy loans tend to include certain common 
loan conditions 

Concess~onal rnterest rates The Interest rates MDBs normally charge are based on the interest 
rates the MDBs themselves are charged on International capital markets, plus half a percentage 
polnt or more to cover thelr own costs Loans wth h s  type of interest rate dominate the lending 
portfolios of all MDBs At the World Bank, such loans are known as an IBRD loans, at the 
Inter-American Development Bank and the Asian Development, they are called OCF (Ordmary 
Capital Fund) loans, at the African Development Bank, they are called AfDB loans 

@ In addition to these ordinary capital loans, all the MDBs have special lendmg wndows that 
provide then poorest borrowers wth loans at subsidized or "concessional" mterest rates and 
longer loan terms The World Bank's concessional financing arm is the International Development 
Association (IDA), the Asian Development Bank's is the Asian Development Fund (ADF), the 
Inter-American Development Bank's is the Fund for Special Operations (FSO), and the African 
Development Bank's IS the Afilcan Development Fund (AfDF) The terms commonly mclude 
subsidized interest rates (perhaps 1 or 2 percent mstead of 9 percent), coverage of a hgher 
percentage of project costs (perhaps 60 percent instead of 30 percent), longer "moratoria" (grace 
periods) before repayments begin (perhaps 10 years instead of 5 years), and longer loan terms 
(perhaps 40 years instead of 20 years) 

Only the world's poorest countnes, based on per capita GNP, qualify for concessional financing 
The very poorest receive only concessional loans, whle others, known as "blend countnes," 
receive combinations of concessional and ordinary capital loans The concessional loans are 
intended for projects that do not have hgh financial rates of return, such as social and health care 
projects At the World Bank, the agriculture sector is the largest beneficiary of concessional 
lending, accounting for 34 percent of total IDA assistance between 1985 and 1988 The energy 
sector accounted for 13 percent of IDA assistance from 1981 to 1984, then dropped to 7 percent 
from 1985 to 1988 

In general, a greater proportion of energy supply, or "supply-side," loans have been made at 

@ concessional rates than have "demand-side" (energy-efficiency) loans In some cases, demand-side 
loans in a given country have been provided at ordinary capital rates whlle supply side loans are 



provided at concessional rates For example, Palustan has received supply-side loans from the 
World Bank at both concess~onal and ordmary capital rates, but all of its demand side loans from 
the Bank - in 1982, 1985, 1987, and 1989 - for such activities as demand management and 
energy conservation, have been at ordinary capital rates Furthermore, in 1982, India received a 
non-concessional loan of $27 million from the World Bank for energy efficiency, whle receiving 

a concessional$400 milllon World Bank loan for power production 

Loan condltlonallty The MDBs place requirements on borrowers in exchange for providing 
them wth  loans These requirements are know as conditions or covenants, or collectively as 
"conltionality " 

The World Bank commonly requlres its borrowers to liberalize trade, establish market based 
pricing and exchange rates, and impose general fiscal discipline When the bank lends for a 
mirung project, for example, lt may demand changes in the legal and taxation code concemg 
mirung investment Almost every loan in every sector includes similar provisions Adjustment 
loans contain particularly strict condihons 

Typical IDB power sector loan conditionalities include requirements for least-cost electric power 
system expansion, raising tariffs to reflect long-run marginal costs, improved institutional 
efficiency, and reduction of transmission and distribution losses 

@ World Bank electnc power loans commonly Include requirements addressing financial Issues at 
the electnc utihty, Including financial ratio targets (operating costs divided by operating 
revenues), revaluation of assets (for calculating depreciation), financial auditing, debt llmltation, 
electricity tanff increases, and reforms in tarrff structures Conltions related to management and 
p l m n g  may include requirements regarlng senlor management appointments by borrowers 
Most of the World Bank's 1990 power projects mclude some conltionality related to energy 
price reform, from agreements to study tariffs to agreements to keep energy prices at certam 
levels ' 
Other examples of conditlonality in World Bank energy loans mclude the establishment by 
Palustan of an mstitutional framework to facilitate private sector participation m energy 
development, the establishment by Turkey of a regulatory body m the Ministry of Energy and 
Natural Resources, and a comrmtment by Morocco to h s h  the World Bank wrth proposed 
procedures and policies for government oversight of utilities' financial operations 

The ADB loans regularly require lrnprovements in the efficiency of electricity supply For 
example, m a recent loan agreement wth Bangladesh for transmssion and distribution facilities, 
the ADB states that it may "wthhold approval of award of first contract under the project" until, 
among other hngs ,  the "Bangladesh Power Development Board (BPDB) [has] reduced its system 
losses to an average not exceedmg tlurty-two percent of gross electrical energy generated for a 
period of at least three months "9  It also requlres Bangladesh and its national utility to "formulate 
a long-term, time bound action plan, acceptable to the Bank, to reduce BPDB's system losses "I0 
Fmally, it requires that BPDB mstall time-of-day meters at the facilities of certam classes of 



customers l 1  

As of July 1991 the ADB was considenng a new policy to Include energy-conservation 
conditions in future sectoral adjustment loans in the fossil fuel sector These conditions would 
mclude energy audits of all lulns and furnaces in a country, energy-conservation statutes and 
regulabons requiring major energy users to carry out energy audits and reduce energy 
consumption w h n  specified periods, mandatory velucle fleet maintenance by truclung and bus 
compames, surcharges on passenger cars and increased taxes on heavy or luxury cars, subsidies 
or other support for the distnbution and/or sale of energy-efficient stoves, lightlng products, and 
electric motors, and support for improving the capabilitres of domestic consulting firms wth 
regard to energy-conservation technologies l2 

Noncompliance with loan conditions can result in temporary suspension of disbursements or even 
cancellation of a loan Both actions are rare Suspensions and cancellations must be approved by 
the hghest management of the MDBs The MDB staff try to avomd suspensions and cancellations 
by negotiating settlements, because the burden of proof is on the staff to show the unavoidability 
of suspension or cancellation Furthermore, a suspension or cancellation can be viewed as a 
failure in project design, reflecting badly on the staff 

Because of pressure on MDB staff to meet lending targets and avoid suspensions and 

@ cancellations, violations of loan conditions often occur wthout penalty A World Bank analysis 
found a rate of condition fulfillment on its adjustment loans of only 60 3 percent,13 for 
energy loans, the rate was only 56 percent l4 

Still, loan suspensions do occur from time to time For example, the World Bank has had 
disputes wth both South Yemen and Egypt over energy prices A 1985 power loan to South 
Yemen was canceled because the country did not raise electric rates as promised In Egypt, all 
energy loans were suspended owng to a dispute over energy pricing l5 

Several guidmg pmciples, reflectmng the banks' plulosophy of economic development, shape the 
MDBs' loans in all sectors, mcluding the energy sector These principles - emphasis on foreign 
exchange e m g  mnvestments, rationalization of prices, and increased pnvate sector participation 
in development - determine the approach the banks take in project idenbfication and desmgn, and 
the conditions they place on loans 

a In some cases, the MDBs deliberately walve a cond~t~onal~ty where circumstances arlse that are out 
of control of the develop~ng country government 



Forelgn Exchange-Earnmg Investments 

The MDBs look favorably on projects that increase the foreign exchange earrungs of a country, 
because foreign exchange, or "hard currency," can pay for imports that contribute to repay loans 
from MDBs and other foreign lenders 

There are three man ways a country can increase its foreign exchange earrungs exporting 
domestic products, increasing tourism by foreigners, and attracting investment by foreign firms 
The MDBs actively support all three activities in developing countnes, especially exports They 
provide grants and loans, for example, to support development of energy resources like coal and 
oil for export, and the development of ports and the lughways and railroads that serve them 

Investments in end-use energy-efficiency can help increase a country's foreign exchange reserves 
by reducing expenditures for imported oil and future debt service for new electric generation 
facilihes Although MDB staff are aware of h s  fact, the MDBs have not pursued end-use 
energy-efficiency as part of their strategy to increase developing countnes' foreign exchange 
earrungs 

Rat~onallzed Earnlngs 

@ The MDBs often recommend that developing countries 'rrationalize'' pnces, allowmg the prices 
of goods and services to reflect the cost of supplying them The MDBs discourage price subsidies 
or regulations that distort market prices or keep them artificially low 

In the energy sector, rationalization has meant allowng energy prices to rise to the point at whch 
consumer energy payments w11 cover the cost of supplying the energy In the transport sector, 
it has meant raising fuel taxes, tolls, and fares to cover the costs of buildmg and maintaimng 
roads and mass transit systems 

The MDBs often require borrowers to rationalize prices m given sectors For example, electric 
power loans commonly require rasing uhlity rates, thereby reducmg the need for the government 
subsidies Developing countnes frequently resist such requirements, because lugher prices can 
lead to social unrest and threats to government stability 

Energy price increases are also commonly viewed as a means of encouraging more efficient use 
of energy Yet energy-efficiency investments, conversely, can make energy price mcreases more 
bearable That is, energy-efficiency improvements can help cusluon the Impact of lugher energy 
prices by reducmg users' energy bills In addition, investments in energy-efficiency can permit 
electric utilities to defer investments in new generation facilities, wth the resultmg savmgs 
passed on to consumers Likewse, an energy-efficient urban bus system w11 have lower fares 
than an inefficient bus system To date, the MDBs have not viewed end-use energy-efficiency 
m such a light 



Pr~vate Sector Partlc~pat~on 

The MDBs consistently encourage governments of developing countries to remove themselves 
from activities that can be performed by the private sector They support both privatizat~on efforts 
and increased participation by private businesses in traditional government activities In the 
energy sector, thls policy has meant encouraging privatization of government-owned electric 
utilities and supporhng private power producers who sell electricity to government utilities In 
the transport sector, it has meant encouraging private ownership of urban bus systems 

Investments in end-use energy-efficiency can help strengthen the competitiveness of businesses 
in developing countries by lowenng operating costs l h s  has especially been true for compames 
competmg internationally wth energy-efficient foreign compames The MDBs regularly urge 
developing countries to lower import barriers to allow greater private sector competition, but they 
have not generally focused on improved energy-efficiency as a way to improve the competit~ve 
positions of domestic firms 
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Russlan 0 1 1  and Gas Framework Agreement 
Summary of Operating Procedures 

Backmound 

The Oil and Gas Framework Agreement was signed on July 6 ,  1993 by the Russian 
Minlstry of Fuel and Energy, the Russian Mlmstry of Finance, the Russian Central Bank and 
the Export-Import Bank of the Umted States The Framework Agreement IS designed to prov~de 
Ex-Im Bank with the security it will need to prov~de $2 billion or more of financing in support 
of U S exports for the revitalization of the Russian energy sector The Framework Agreement 
will play a critical role m reinvigorating the Russian economy by facilitating financing for the 
supply of equipment, servlces and technology needed by Russian oil and gas production facilities 
that are now closed or producing below capacity 

Each transaction under the Framework Agreement will be approved on a case-by-case 
basis, taking into account the technical feasibility of the project, credit factors and general 
economic conditions In Russla Only those projects which are projected to yield Incremental 
production of oil or gas with a sales value substantially in excess of the financing will be ellglble 
for Ex-Im Bank support In general, borrowers under Ex-Im Bank-supported financing w~l l  be 

@ oil and gas production associations or entities involved m processmg, transporting or refirung 
gas or oil 

In order to assure the proper use of the goods and services belng financed and fulfillment 
of the assigned oil and gas sales agreement, the borrower may be requlred to engage the services 
of independent consultants who are expert in the production and export of 011 and gas More 
specific lnformatlon on the role of such consultants is available from Ex-Im Bank Fees due to 
these consultants may be financed under the Framework Agreement to the extent that their 
services are of U S origln 

The Framework Agreement also contains assurances from the Ministry of Fuel and Energy, 
the Mimstry of Finance and the Central Bank regarding the performance by the Russian part~es 
of their obligations under the transactions 

Transactions under the Framework Agreement will be documented usmg standardized 
agreements for the credit and security arrangements described in the Framework Agreement 

Ex-Im Bank financing will consist of five-year loans (or longer as appropriate) guaranteed 
by Ex-Im Bank under and subject to the terms and conditions of its regular guarantee program 
Transactions will involve financing of at least $25 m~llion for the purchase of U S goods and 
services to be used for the rehab~lltation or rev~talization of oil or gas production, transport, 
refining, processing or other facilities Smaller transactions could be aggregated so as to reach 
the $25 million floor 



The Ex-Im Bank-guaranteed loan will be for up to 100% of the U S content (contract 
price less foreign cost), but not more than 85% of the total contract price 

The Russian buyer will be required to arrange for the minunum 15 % cash payment Ex- 
Im Bank will guarantee 100% of the principal and interest on the loan which may be made at 
a fixed or float~ng rate of Interest Disbursement under the credit will be through letters of credit 
or, less likely, as a dlrect reunbursement to the Russian buyer 

Ex-Im Bank expects that the guaranteed lender will act as the security assignee in the 
transaction In general, the securlty assignee is responsible for making the calculations 
necessary to operate the collateral account and protecting the secunty for the loan 

Shipments of goods must be on vessels of U S registry unless the buyer obtains a waiver 
from the U S Maritime Admimstration ("MARAD") MARAD may be contacted at (202) 366- 
5517 or (202) 366-5522 (fax) 

Securitv 

Instead of receiving a sovereign guarantee, Ex-Im Bank will be secured from hard 
currency sales of exlsting Russian oil or gas product~on to foreign purchasers that will be 
approxunately 50% in excess of the amounts of financing that Ex-Im Bank is supporting The 
contracts for these sales will be assigned as security for the financing, the actual proceeds being 
deposited by the oil and gas purchasers directly into offshore escrow accounts (located with a 
commercial bank in New York) Security interests will also be taken in the items being 
financed Lenders of the 15% cash payment (the portion of the purchase price of goods and 
services which is not eligible for Ex-Im Bank support) may share in these security arrangements 

The offshore accounts will be established at a bank in New York by a collateral account 
agent (as agent for Ex-Im Bank, the guaranteed lender and the cash payment lender) and 
pledged as security At this tune, Moscow Narodny Bank (London) and Eurobank (Pans) have 
been approved as collateral account agents The collateral account agent will also be responsible 
for transmitting instructions from the lenders and reporting on account activlty The offshore 
accounts will contain sub-accounts for debt servrce, debt service reserve and operating expenses 
and will be used to make all payments of principal, Interest and fees due In connection with 
financing 

El~mble Goods and Serv~ces 

To be eligible, the U S goods and services must be at least 50% U S content on a cost 
basis, shipped from the U S and can only be used for the rehabilitation or revital~at~on of the 
Russian oil and gas sector This includes the construction, development, upgrading or 

@ maintenance of exlsting production, transport, refinmng, processing or other facil~ties 



The types of items to be financed may include (but are not limited to) the following 
categories of goods and services of U S origin or manufacture 

Goods 

Downhole pumps, surface pumps, sucker rods, casting, production tubing, hangers, 
surface plpe, pipe coating, packers and   so la tors, screens, cement, completion fluids, valves, 
diverters, surface production equipment, gauges, meters, distributed control systems, process 
control systems and computers, separators and traps, man~folds, tanks, drlll b~ts,  drill pipe, 
blowout preventers, topdrives, modular production equipment, desulphuriz~ng units, process 
unlts, flare stacks, process furnaces and vessels, Initial catalyst charges, cabletray, pipe fittings, 
fabr~cated metal equipment, compressors and expanders, power umts, env~ronrnental protection 
equipment and systems, laboratory testing equipment, safety and fire control equipment 

Services 

Directional drilling services, drllling redrilling and reworking services, well acidizmg, 
caslng and cementing services, chemical treatment services, well clea~ung, tank clea~ung, tank 
erection, tool fishing services, gas compressor leasing, hot oil treatments, hydraulic fracturing 
services, well logging, drill~ng mud services, perforating well casings, plpe testlng, setting 
downhole equipment, swabbing wells, general well and lease operatmg services, general well 

@ 
surveys, field seismic delineations surveys, geological and reservoir engineermg studies, general 
engineering and construct~on services, process licensing, environmental assessment services 

Role of U S Su~p l i e r  

The U S supplier must first reach agreement with the Russ~an producer on the goods and 
services to be purchased The supplier may also offer to assist the Russlan producer m the 
preparation of mater~al to be Included in the Ex-Im Bank final commitment application 

An Important part of that ~nformation from the supplier's point of vlew is the information 
about the U S purchases This includes a 11st of equipment and services from the U S , prrces, 
estimated d~sbursement schedule, estimated delivery schedule, and coples of the supply contracts 

The supplier may also assist the Russian producer in finding a cornmerc~al financial 
institution to act as the guaranteed lender and, if applicable, the cash payment lender 

Pre-Export Financing 

Small and medium-sized compames that require pre-export financing to produce goods 
and services that will be sold under the Framework Agreement may be eligible for Ex-Im Bank's 
Working Cap~tal  Guarantee Program The program encourages commercial lenders to make 
loans to U S busmesses for various export-related activities by coverlng 100% of the guaranteed 
loan's pr~ncipal and interest U S compames acting as sub-contractors to larger exporters that 



have contractual agreements wlth a Russian producer, or selling directly, may be ellglble for the 
program (Please refer to the Working Capital Guarantee Program Fact Sheet ) 

Pavment to Sup~lier 

Once Ex-Im Bank approves an application from a Russian producer, the supplier arranges 
for the shipment of equipment or provis~on of services in accordance with its agreement with 
the Russian producer The supplier will be paid under a letter of credit issued, advised, or 
confirmed by a bank acceptable to Ex-Im Bank (In some cases, the Russian producer may pay 
the supplier directly then be reimbursed by the guaranteed lender ) The supplier must present 
the required documents (supplier's certificate, bilI of lading, and invo~ces) for payment under 
the letter of cred~t These are the standard disbursement procedures under Ex-Im Bank's 
programs In some cases, the m~nlmum 15 % cash payment may be paid to the supplier out of 
a "cash payment account" funded by excess proceeds from assigned oil and gas agreements 

CONTACTS 

Ex-Im Bank Marketing Division (202) 566-4490 

Europe and Canada Division 
Thomas E Moran, Vice President (202) 566-8813 
Fax (202) 566-7524 

John Beckham, Russia Loan Officer (202) 566-8208 

Michele Davls, Russia Loan Officer (202) 566-8898 
Danielle Montgomery, Russia Loan Officer (202) 566-38 16 

Russian Mln~stry of Fuel and Energy 

Vladlmir G Mordassov, First Deputy Director 
Main Administration for Foreign Economic Relations 
7 Kitaisky Proyezd, Moscow, Russia 103074 
Phone 7-095-220-42 15, Fax 7-095-975-2045 
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Project Financing 

In recent years countnes around the world have stepped up efforts to pnvabze their 
economies Export credit agencies are being challenged to evaluate new pnvate sector enbhes 
without the benefit of traditional forms of secunty 

Eximbank has developed an approach to financing projects in this environment called 
"limited recourse project financing" or project financing With this type of financing, Eximbank 
provides loans or guarantees for new projects (not expansions) and relies for repayment, wholly 
or in part, on the cash flow from the project Project financing does not provide Eximbank with 
full recourse to a thud party guarantor such as a government, bank or investor in the project 
Eximbank limited recourse transactions should involve over $50 million of U S content They 
may be structured as BOT (Build Operate Transfer), BOOT (Build Own Operate Transfer), BOO 
(Build Own Operate), or denvatives of these The approach excludes asset-based arcraft 
financing, and financing for an existing company Eximbank seeks through project financing 
to assume or share nsks to mobilize scarce capital that otherwise might not be avalable 
Lowenng project costs for the ~nvestors is not a pnmary goal, interest rate sensitivity is a lower 
pnonty issue 

Eximbank will consider project financing in any country where the Bank is not legislatively 
prohibited from doing business General cntena for acceptance of project financing applications 
are listed in Annex A Special cntena may apply in c emn  markets, depending on Eximbank's 
assessment of country nsk Applicaons are to be submitted by project sponsors and investors, 
not intermediaries, financial advisors or proposed guaranteed lenders, unless such entibes have 
the wntten mandate of the project sponsors or investors Eximbank's information requirements 
for project financing applicaoons are listed in Annex B Applicants must also complete the 
standard application form for Eximbank loans and guarantees 

An expenenced Eximbank team consisbng of a financial analyst, economist, attorney and 
engineer addresses the technical and financial feasibility of the project through procedures and 
analyses established by the Bank Eximbank's applicahon cntena are stnct and Eximbank 
should not be expected to play a lead role in puthng a project together, a task for the 
sponsors/investors Premature applicaoons should be avoided At the same hme, Eximbank 
should not be consulted too late in the process with an inflexible proposal 

Eximbank's diligent review of the lnformahon submtted should result in a project that is 
well-structured financially and technically and that will contnbute to the economic growth of the 
host country 

General Features of Project Flnanclng 

Applications to Eximbank should give a dewled descnpQon of the project and be 
accompanied by completed Independent feasibility studies The projects must involve 
commercially proven technology and highly competent, expenenced contractors 



c 85 % Eximbank political nsk only guarantee Ex~mbank can make a guarantee avalable 
to commercial lenders Eximbank could provide political nsk only coverage pre-and 
post-completion, or no coverage pre-completion with political only coverage post- 
complebon 

(Note In b and c above, if a bank requires Exim's comprehensive guarantee dunng 
pre-completion Exim would requlre a counter-guarantee for commercial nsks ) 

Repayment terms and grace penods are in accordance with OECD guidelines Eximbank's 
standard commitment fees apply Applicants should consult the country loan officer concerning 
commitment fees for split coverages pre- and post-complehon, and exposure fees for project 
financing applicat~ons 

Secunty arrangements, financial covenants, escrow accounts, div~dend restrictions, take-or- 
payloif-take arrangements and power purchase agreements are determined on a case-by-case 
basis 

For more information on project financing contact 

Office of Senior Vice President International Lending 
Export-Import Bank of the United States 
8 1 1 Vermont Avenue, N W 
Washington, D C 20571 

Telephone (202) 566-8 187 
Facs~mile (202) 566-7524 

To discuss a specific transaction, contact the appropnate area division for the importing 
country 

May 18 1993 



Annex B 

Project Fiiancmg 
Informat~on Requ~rements 

1 A bnef h~story of each project sponsor, including date organized, legal status, ownership, 
subsid~anes, and pnncipal facilities 

2 A descnptlon of each project sponsor's overall operations, with demls of ownership and 
activities of related companies in the project country and related companies which are to 
do buslness with the project company 

3 Independently audited financial statements and annual reports of each project sponsor for 
its latest three fiscal years 

4 A descnptlon of each project sponsor's expenence in similar projects, includlng location, 
capacity, construction penod, cost, and profitab~lity 

5 A summary of the proposed project, includlng name, location, purpose, legal status, 
ownership, and elements essential to project development, such as agreements, licenses, 
local partners, and financing 

6 A descnptlon of the host government's anticipated role in the project and progress 
achieved toward obtarnlng essential host government commitments 

7 Qualifications of project construction contractors and operahon managers 

8 Demls of Eximbank's proposed participahon, includlng amount, terms, and secunty 
arrangements 

9 A descnptlon of the pnncipal nsks and benefits of the project to sponsors, lenders, and 
host government 

10 An independently prepared project feasibility study, with background in formabon on 
experts employed, which analyzes the economic and financial viability, and the polihcal 
and environmental acceptability of the project 

11 If not ~ncluded in the project feasibil~ty study, the follow~ng informabon should be 
provided 

A A technical descnphon and a process flow diagram for each project fachty 

B A detarled eshmate of operating costs 



THIS GENERAL PROJECT INCENTIVE AGREEMENT (the I1Agreementtt) , 
made and entered lnto thls sixteenth day of December, 1993, by and 
between the Mlnlstry of Flnance of the Russ~an Federatlon (the 
IfMlnlstry of Flnancew), and The Central Bank of the Russlan 
Federatlon (the "Central Bankt1), actlng ]olntly, and the Export- 
Import Bank of the Unlted States (wExlmbanktl), an agency of the 
Government of the Unlted States of Amerlca 

W I T N E S S E T H  

WHEREAS, Exlmbank 1s prepared to offer flnanclal support for 
creditworthy pro3ect rlsk transactlons In all sectors of the 
Russlan economy, where such transactlons lnvolve the export of 
goods and servlces of U S manufacture or orlgln to purchasers 
wlthln the Russlan Federatlon, 

WHEREAS, the Government of the Russlan Federatlon (the 
"Russlan Government") wlll not be asked to provlde sovereign 
guarantees of repayment In connectlon wlth such transactlons, 

WHEREAS, lt 1s the lntentlon of the Mlnlstry of Finance, the 
Central Bank and Exlmbank that all actlons wlll be taken to enable 
the partles to such pro3ect transactlons to fulflll all of then 
obl~gatlons In connectlon wlth such transactlons (~ncludlng, 
wlthout llmltatlon, fulfillment of all obllgatlons relatlng to 
loans made or guaranteed by Exlmbank), and that no actlons wlll be 
taken that could prevent such partles from fulfllllng these 
obllgatlons, 

r , 
WHEREAS, the Mlnlstry of Flnance, the Central Bank and 

Exlmbank deslre to establish procedures to enable Exlmbank to 
provlde such flnanclal support as slmply and expedltlously as 
possible, and 

WHEREAS, the execution and performance of this Agreement wlll 
facllltate exports and lmports between the Unlted States and the 
Russlan Federatlon 

NOW, THEREFORE, the partles hereto agree as follows 

SECTION 1 DEFINITIONS 

ttApprovalsu shall mean, wlth respect to each Pro3ect, all 
approvals, reglstratlons, authorlzatlons, consents, licenses, 
exemptions, walvers, pernlts, quotas, commitments and other 
approvals and agreements of any klnd of the appropriate authorltles 
wlthln the Russlan Federatlon (~ncludlng the Russlan Government and 
the republics, reglons, terrltorles and localltles wlthln the 



Russian F e d e r a t l o n ) ,  a s  may be necessary o r  appropr la t e  I n  
connectlon w l t h  t h e  Loan, t h e  cons t ruc t lon  of t h e  Pro3ect ,  t h e  
proper opera t lon  of t h e  Pro3ect  throughout t h e  t e r m  of t h e  Loan and 
t h e  fulfillment by any of t h e  P r o l e c t  P a r t l e s  of t h e l r  o b l l g a t l o n s  
wlth r e s p e c t  t o  t h e  P r o l e c t  o r  t h e  Loan, including t h e  
establishment of Offshore Accounts and t h e  g r a n t l n g  and perfecting 
of securlty interests In the a s s e t s  of t h e  P r o l e c t ,  l f  appropr la t e  

.r 

IfBorrower (s) s h a l l  mean, with r e s p e c t  t o  each P r o J e c t ,  t h e  
purchaser  o r  purchasers  wl th ln  t h e  Russlan Federa t lon  of t h e  U.S 
goods and s e r v l c e s  belng f lnanced by a Loan. 

llBuslness Day" s h a l l  mean any day on whlch t h e  Federa l  Reserve 
Bank of New York and t h e  Cen t ra l  Bank and o t h e r  a p p r o p r l a t e  banklng 
a u t h o r l t l e s  of t h e  Russlan Federa t lon  a r e  no t  c losed .  

NIGuarantor(s)fl  s h a l l  mean, wl th  r e s p e c t  t o  each Pro]ect ,  any 
guarantor  o r  guaran to r s  of t h e  Borrower's o b l l g a t l o n s  under t h e  
Loan 

I1Loan" s h a l l  mean, wl th  r e s p e c t  t o  each Pro]ect ,  t h e  c r e d l t  
extended by t h e  Lender o r  Exlmbank t o  t h e  Borrower(s) t o  f lnance  
t h e  Borrowersf purchase of U S. goods and s e r v l c e s  f o r  t h e  P r o l e c t  

"Lendern s h a l l  mean, wl th  r e s p e c t  t o  any P r o ~ e c t ,  t h e  lender  
o r  syndicate of l e n d e r s  maklng the Loan ( o t h e r  t h a n  Exlmbank) and @ r e c e l v l n g  an Exlmbank guarantee  

"Offshore Accountv s h a l l  mean an account opened by a Borrower 
I n  accordance wlth a  l l c e n s e  from t h e  Cent ra l  Bank w l t h  a  f l n a n c l a l  
l n s t l t u t l o n  loca ted  o u t s l d e  t h e  Russlan Federa t lon  l n t o  whlch 
proceeds may be deposited and accumulated f o r  t h e  purpose of  maklng 
deb t  s e r v l c e  payment t o  Exlmbank o r  any Lender. 

"Pro3ec'tt1 s h a l l  mean a  p r o l e c t  l n  t h e  Russlan Federa t lon  whlch 
1s determined by Exlmbank t o  be technically and commercially v l a b l e  
and t o  have p r o l e c t e d  cash  f lows from p r o ~ e c t  operations I n  an 
amount s u f f l c l e n t  f o r  repayment of t h e  Loan. 

"Pro jec t  Partlestl s h a l l  mean, wlth r e s p e c t  t o  each Pro)ect ,  
t h e  Borrower(s) ,  any Guaran to r ( s )  , and a l l  o t h e r  Russlan e n t l t l e s  
having any involvement wlth o r  t h e  a b l l l t y  t o  affect  t h e  
cons t ruc t lon  o r  o p e r a t l o n  of t h e  Pro]ect,  o r  the  assets o r  l e g a l  
s t a t u s  of t h e  Pro2ect  o r  t h e  Borrower(s) ,  l nc lud lng  (wlthbut 
l l m l t a t l o n )  e n t l t i e s  responsible f o r  t h e  transportation o r  s a l e  of 
product5 produced by t h e  Borrower (s) . 

"TaxesN1 s h a l l  mean amounts t o  be pald by a Borrower ( o r  by a 
Borrower on behalf  of Exlmbank o r  a  Lender) under any applicable 
law of t h e  Russlan Federa t lon  o r  any subd lv l s lon  the reof  t o  any 
c e n t r a l ,  regional, t e r r l t o r l a l  o r  l o c a l  governmental a u t h o r l t l e s  
wl th ln  t h e  Russlan Federa t lon  m connectlon wlth mandatory s a l e s  of 
hard currency, va lue  added t a x e s ,  p r o f l t s  t a x e s ,  expor t s  t a x e s  and 
t a r l f f s ,  customs d u t l e s ,  e r c l s e  t a x e s ,  stamp t a x e s ,  r e p a t r l a t l o n  



taxes and fees, royalties, buslness enterprise tares, lncome taxes, 
vlthholdlng and any other taxes, fees, levles, assessments, 
lmposts, dutles or charges of any klnd lrnposed on, arlslng In 
connectlon wlth, or otherwise relatlng to any Prolect or Loan or 
the transfer by Exlmbank of any securlty interest, rlght, tltle, 
clalm, prlvllege or cause of actlon whlch Exlmbank may obtaln as a 
lender (or may obtaln through subrogatlon to the rlghts of a 
Lender) an connectlon wlth a Loan 

SECTION 2 SCOPE OF EXIMBANK COVERAGE 

2 01 Available Procsrams. Exlmbank shall make available 
guarantees and loans on a case-by-case basls to support only those 
Pro)ects whlch flt wlthln the overall prlorltles of the Russlan 
Government, as conflrmed by the Mlnlstry of Flnance In coordlnatlon 
wlth other approprlate Russlan governmental authorltles Exlmbank 
shall detennlne In ~ t s  sole dlscretlon whlch of ~ t s  programs shall 
be avallable to support a particular Prolect and the condltrons 
upon whlch any support shall be made, lncludlng an analysls of the 
general economlc condltlons In the Russlan Federatlon and In the 
economlc sector In whlch a Prolect 1s located 

2 02 Prolect Flnanclnu Structures (a) Exlmbank and any 
Lender shall deterrnlne the approprlate flnanclng structure for each 
Pro~ect on a case-by-case basls conslderlng the amount and tenor of 
the flnanclng, nature of Exlmbankrs support, the development and 
operational plans for the Pro-Ject, the Borrower's and Guarantor's 
organlzatlon and asset base, the value and avallablllty of 
securlty, the market (~nternatlonal and/or domestic) for the 
product to be produced by the Project and other credlt factors. 

(b) The structure detemlned to be approprlate for a 
Pro] ect may lnclude requlrements for guarantees by investors or 
other entlties lnvolved ln the Prolect (~ncludlng completion 
guarantees), Offshore Accounts, mlnlmum equlty amounts, reporting 
requlrements, flnanclal covenants, and a pledge over all the 
Prolect assets (the Offshore Accounts, product sales contracts ( ~ n  
hard currency and/or Rubles), capltal assets (plant, equipment, 
etc ) ,  Russlan contracts (transportatlon, marketing and services), 
Russlan bank accounts and other flnanclal assets, Approvals, the 
ownersr interests In the Borrower, Insurance, rlghts wlth respect 
to land and all other tanglble and lntanglble assets of the 
Borrower(s) located both outslde and lnslde the Russlan 
Federatlbn) In connection wlth a Pro-~ect, Exlmbank w l l l  not 
requlre a guarantee of repayment from the Government of the Russlan 
Federatlon, or any mlnlstry or agency thereof, or any commercial 
flnanclal lnstltutlon 

(c) Any proposed flnanclng for a Pro~ect shall also be 
sub3ect to Exlmbankts standard requlrements, as may be ln effect 
from tlme to tlme, ~ncludlng, wlthout llmltatlon, requlrements as 



to repayment terms, lnterest rates, U S content requirements and 
the payment of exposure and other fees 

2.03 Procedures A general description of the operating 
procedures for approval of a Pro)ect 1s set forth In Annex A to 
thls Agreement, whlch 1s made a part hereof. The provlslons of 
thls Agreement shall apply only wlth respect to Pro~ects, conf lrmed 
by the Pf~nlstry of Flnance In accordance wlth Sectlon 2 01 above 
and the procedures set forth In Annex A 

SECTION 3 SCOPE OF CENTRAL BANK COVERAGE 

3 01 Central Bank A~~rovals. The Central Bank commlts to 
lssue all Approvals necessary for the establishment and operatlon 
of Offshore Accounts for Pro-Jects, borrowing and repayment of the 
Loans, and the operatlon of the Projects, whlch Approvals shall be 
irrevocable and remaln In full force and effect untll the 
indebtedness under all Projects entered lnto hereunder 1s fully 
repald. 

3.02 Ruble Amounts Wlth respect to any Ruble amounts 
acqu~red by Exlmbank In connection wlth a Pro3ect, Exlmbank shall @ be accorded all rlghts as to use, conversion and transfer as are 
available under the laws of the Russlan Federatlon. 

1 
3 03 Transfer Rlsk In the event that due to a change In 

regulations, the Borrower(s) or Guarantor(s) for a Pro3ect ls/are 
unable at any tlme to transfer U S Dollars freely out of the 
Russlan Federation, or to obtaln U S Dollars In a free and lawful 
market In the Russlan Federatlon and to transfer freely the U S. 
Dollars thereby obtalned out of the Russlan Federatlon In order to 
fulflll ~ts/thelr obllgatlons to the Lender or Exlmbank, to the 
extent permitted by the laws of the Russlan Federatlon, the Central 
Bank agrees to designate a banklng ~nstltutlon to accept deposlts 
In U S. Dollars or Rubles In amounts corresponding to the amounts 
of such obllgatlons and, together wlth the Mlnlstry of Flnance, 
take such other actlons as may be necessary to enable the 
Borrower(s) or Guarantor(s) to fulflll such obllgatlons 

SECTION 4 MINISTRY OF FINANCE AND CENTRAL BANK ASSURANCES 

4 01 Aw~rovals. The Mlnlstry of Flnance (ln coordlnatlon wlth 
other appropriate governmental authorltles wlthln the Russlan 
Federatlon) wlll assure that Pro3ects whlch have been approved by 
Exlmbank and confirmed by the Mlnlstry of Flnance, as described In 
Sectlon 2.01 and Annex A hereof, wlll recelve all Approvals prlor 
to lnltlal disbursement by Exlmbank or any Lender As provlded 



under, and In accordance ~ l t h ,  t h e  l a b s  of t h e  Russlan Federa t lon ,  
a l l  such Approvals may be pledged a s  s e c u r l t y  f o r  Loans and s h a l l  
be t r a n s f e r r a b l e  t o  Exlmbank and t h e  Lender upon a d e f a u l t  by a 
Borrower 

4 0 2  Taxes and Reaulat lon.  Nothlng s h a l l  p reven t  a  Borrower 
from maklng a l l  payments of p r l n c l p a l ,  l n t e r e s t  and f e e s  on any 
Loans, a$d paylng a l l  Taxes I n  a d d l t l o n ,  t h e  Mln l s t ry  of Flnance 
conflrms t h a t  under c u r r e n t  law of t h e  Russlan Federa t lon ,  n e l t h e r  
Exlmbank nor any Lender s h a l l  be s u b l e c t  t o  regulation under t h e  
laws of the- Russlan Federa t lon ,  lnc ludlng  t h o s e  applicable t o  
banklng, insurance o r  f l n a n c l a l  o rgan lza t lons ,  a s  a r e s u l t  of ~ t s  
a c t l v l t l e s  a s  a  l ender  o r  guarantor  I n  connect lon wl th  a  P r o ~ e c t  

4 03 Recosnl t lon of R l s h t s  A s  provlded under,  and l n  
accordance wl th ,  t h e  laws of t h e  Russlan Federa t lon ,  t h e  Mln l s t ry  
of Flnance s h a l l  t a k e  a l l  necessary s t e p s  t o  a s s u r e  t h e  r e c o g n l t l o n  
of t h e  t r a n s f e r  t o  Exlmbank o f ,  and Exlmbankrs r l g h t  t o  e x e r c l s e  o r  
t r a n s f e r ,  wlthout  l n t e r f e r e n c e ,  any s e c u r l t y  ~ n t e r e s t ,  r l g h t ,  
t l t l e ,  clalm, p r l v l l e g e  o r  cause of a c t l o n ,  whrch Exlmbank may 
ob ta ln  a s  a  l ender  ( o r  may o b t a l n  through subrogat lon  t o  t h e  r l g h t s  
of a  Lender) I n  connect lon wl th  a Loan o r  w l t h  r e s p e c t  t o  any 
currency,  c r e d l t s ,  p r o p e r t y  o r  o t h e r  a s s e t s  ( ~ n c l u d l n g  Approvals) 
whlch Exlmbank may o b t a l n  pursuant  t o  t h e  e x e r c l s e  of such r l g h t .  

( a )  To t h e  e x t e n t  permitted by t h e  laws of t h e  Russlan 
1 Federation, n e l t h e r  t h e  Mln l s t ry  of Flnance nor  t h e  C e n t r a l  B a n k  

s h a l l  t a k e ,  o r  a l low t o  be t aken ,  any a c t l o n  whlch could ( o r  f a l l  
t o  t a k e ,  o r  a l low n o t  t o  be t a k e n ,  an a c t l o n  where such f a l l u r e  
could) delay,  prevent  o r  otherwise interfere I n  any way wl th  (I) a 
Borrower's l e g a l  existence, (11) t h e  construction, opera t lon ,  
a s s e t s  o r  l e g a l  s t a t u s  of any of t h e  P ro )ec t s  o r  any of t h e  P r o j e c t  
P a r t l e s ,  (lil) t h e  fulfillment by any of t h e  P r o ~ e c t  P a r t l e s  of  
t h e l r  o b l l g a t l o n s  wlth r e s p e c t  t o  a  P r o ~ e c t  o r  t h e  f l n a n c l n g  
t h e r e o f ,  ( IV)  t h e  performance of t h e  C e n t r a l  Bank of l ts 
o b l l g a t l o n s  s e t  f o r t h  h e r e l n ,  o r  (v) t h e  opera t lon  of any f l n a n c l n g  
o r  s e c u r l t y  arrangements established f o r  a  p ro )ec t .  

(b) Such a c t l o n s  ( o r  ~ n a c t l o n s )  would l n c l u d e  d l r e c t  and 
l n d l r e c t  l n t e r f e r e n c e .  D l r e c t  l n t e r f e r e n c e  would lnc lude  (wlthout  
l l m l t a t l o n )  e x p r o p r l a t l o n ,  c o n f l s c a t l o n  of  p roper ty ,  o r  
r eo rgan lza t lon  o r  t e rmlna t lon  of a  P r o l e c t  p a r t y  I n d l r e c t  
l n t e r f e r e n c e  would l n c l u d e  (wl thout  l l m l t a t l o n )  ( I )  changes I n  
regulations o r  t h e  lmposl t lon  o r  levylng  of Taxes, o r  changes I n  
r a t e s  of Taxes, o r  f a l l u r e  t o  extend a  t a x  ho l lday ,  any of whlch 
effectively constitutes an expropr la t lon  o r  c o n f l s c a t l o n ,  (11) 
changlng o r  r e q u l r l n g  a d d l t l o n a l  Approvals ( o t h e r  t h a n  t h o s e  whlch 
s h a l l  have been I n  e f f e c t  a t  t h e  t lme Exunbar& s h a l l  have approved 
support  f o r  a  Pro] e c t )  whlch ef f e c t l v e l y  constitute an 
expropr la t lon  o r  c o n f l s c a t l o n ,  (111) a c t l o n s  t a k e n  through o r  



agalnst any party wlth authorlty over, an lnterest In or buslness @ relaflonrhlp wlth a Borrower, rnsludlng such Borrowerls pariners. 
directors or shareholders, whlch ef f ectlvely constltute an 
exproprlatlon or conflscatlon, and (IV) actlons taken wlth respect 
to any arrangements of a Prolect party regarding the transport, 
export or sale of any products produced by a Prolect, whlch 
effectlvely constltute an exproprlatlon or conflscatlon In the 
event that any such actlon 1s taken, or there 1s a fallure to take 
any such actlon, whlch, In elther case, adversely affects the 
condltlons under whlch any of the Prolect Partles 1s operating so 
as effectlvely to prevent, delay or otherwise interfere wlth the 
fulfillment by such Project Party of ~ t s  obl~gatlons wlth respect 
to a Prolect, to the extent permltted by law of the Russlan 
Federatlon, the Mlnlstry of Flnance and the Central Bank shall 
promptly take all actlons necessary or advisable to enable such 
Project Party to meet ~ t s  respectlve obllgatlons. For purposes of 
thls sectlon, "exproprlatlon or conf lscatlon" shall mean the 
assumption of ownership of property, selzure of property or any 
other actlon deprlvlng an owner of the use of ~ t s  property 

4 05 Comparable Treatment. To the extent permltted by the 
laws of the Russlan Federatlon, the Mlnlstry of Flnance and the 
Central Bank agree that Exlmbank and any Lenders shall be accorded 
treatment no less favorable than that accorded under the laws of 

@ the Russlan Federatlon ln lrke clrcurnstances to nationals of any 
thud countries, In thelr capaclty as lenders wlth respect to 

I prolect flnanclng 

4 06 Conflnatlons wlth respect to Borrowers. Upon request 
wlth respect to a Transactlon, the Mlnlstry of Flnance (ln 
coordlnatlon wlth other approprlate governmental authorltles wlthln 
the Russlan Federatlon) shall provlde conflrmatlon that the 
Borrower 1s a duly organized and legally exlstlng entlty wlthln the 
Russlan Federatlon, wlth the power and authorlty to contract and 
legally blnd ltself and ~ t s  assets, and to organlze and carry out 
lts respectlve buslness 

4 07 Com~llance wlth Russlan Law. Prlor to conflrmlng any 
Prolect, the Mlnlstry of Flnance shall obtaln assurances from the 
approprlate governmental authorltles wlthln the Russlan Federatlon 
that the actlvltles contemplated by thls Agreement wlth respect to 
such Prolect shall be (1) In full conpllance wlth all laws, decrees 
and regulations of the Russlan Federatlon and any subdlvlslon 
thereof and agreements to whlch such governmental authorltles are 
a party, and (11) that all necessary Approvals have been or shall 
be provlded 

4 08 Facllltatlon of Proiect Flnanclnq. The Mlnlstry of 
Flnance (ln coordlnatlon wlth other approprlate governmental 
authorltles wlthln the Russlan Federatlon) shall use lts best 
efforts to facllltzte pro-ject flnanclng In the Russlan Feaeratlon 



SECTION C O ~ ~ D I T I O K S  PRECEDENT 

5 01 Conaltlons to Effecilveness of thls Asreement Thls 
Agreement shall become In full force and effect upon recelpt by 
Exlmbank, In form and substance satisfactory to lt, of the 
following 

(a). evldence of the authorlty of the person or persons who 
have slgned thls Agreement on behalf of the Mlnlstry of 
Flnance and the Central Bank, 

(b) evldence that the provlslons of thls Agreement fall wlthln 
the normal competence of the Mlnlstry of Flnance and the 
Central Bank or, to the extent necessary, are covered by a 
speclflc authorlzatlon from the Russlan Government, and 

(c) an oplnlon of the Mlnlstry of Justlce of the Russlan 
Federatlon to the effect that (1) the provlslons of thls 
Agreement are fully consistent wlth all laws, ordinances, 
decrees, regulations and agreements of the Russlan Federatlon 
and any subdlvlslon thereof, and (11) all actlons necessary to 
approve thls Agreement have been taken by the proper 
authorltles of the Russlan Federatlon and are In full force 
and effect. 

SECTION 6 NON-ASSUMPTION OF COMMERCIAL RISK, NON-GUARANTEE 

Nothlng In thls Agreement shall lmply any assumption of 
I commercial rlsks or a guarantee of repayment by the government of 

the Russlan Federatlon, or any mlnlstry or agency thereof, In 
connection wlth a Pro~ect. 

SECTION MISCELLANEOUS 

7.01 Dispute Resolution In the event (1) of any dlspute 
between the partles to thls Agreement over the lmplementatlon of 
thls Agreement wlth respect to a Pro-ject, or (11) any actlon 1s 
taken wlth respect to a Pro~ect by any governmental authorlty 
wlthln the Russlan Federatlon whlch may be lnconslstent wlth any 
provlslons of the Agreement, the partles wlll negotiate In good 
falth to resolve such dlspute (or the dlspute wlll be resolved 
through such other mechanism to whlch the partles may agree), so as 
to malntaln the orlglnal (or equivalent) condltlons under whlch 
Exlmbank agreed to provlde support for such Prolect. Wlthout 
lunltlng the generality of the foregoing, the Mlnlstry of Flnance 
agrees t,hat In the event any such dlspute lnvolves any governmental 
authorlty wlthln the Russlan Federatlon other than the Mlnlstry of 
Flnance or the Central Bank, the Mlnlstry of Flnance wlll work wlth 
such other governmental authorlty and, ~f necessary, brlng such 
dlspute to the attention of other approprlate governmental 
authorltles, In order to arrlve at an approprlate resolutlon of 
such dlspute to the extent permitted by applicable law of the 



7 02 R e l a t l o n s h l ~  t o  Other Flnanclnq F lnanc lng  provlded 
under t h l s  Agreement may be used I n  comblnatlon w l t h  f l n a n c l n g  
provlded under o t h e r  a r rangements  made by commercial l e n d e r s ,  o t h e r  
expor t  c r e d l t  a g e n c l e s  and l n t e r n a t l o n a l  f l n a n c l a l  l n s t l t u t l o n s  
The proportion o f  such f l n a n c l n g  s h a l l  be determined on a case-by- 
ca se  bas12 f o r  each P r o j e c t  

7 03 Other R l s h t s  and Remedies. The r l g h t s  and remedles  set 
f o r t h  h e r e l n  s h a l l  be  I n  a d d l t l o n  t o  (and no t  l n  l l e u  o f )  any o t h e r  
r l g h t s  and remedles  t o  whlch Eximbank may be e n t l t l e d  under  t h e  
laws of t h e  Russlan F e d e r a t l o n  o r  any o t h e r  ] u r l s d l c t l o n .  

7 04 Revlew and consultation The p a r t l e s  t o  t h l s  Agreement 
s h a l l  revlew t h e  a c t l v l t l e s  under  t h l s  Agreement on a r e g u l a r  b a s l s  
and s h a l l  c o n s u l t  w l t h  each  o t h e r  from t lme t o  tune on l n c r e a s l n g  
t h e  l e v e l  of Exlmbank s u p p o r t  f o r  Pro2ec ts  and on t h e  s t a t u s  of 
a c t l o n s  t aken  under  S e c t l o n  4 08 of t h l s  Agreement 

7 05 Termlnat lon T h l s  Agreement may be t e r m l n a t e d  by t h e  
Mln l s t ry  of Flnance and C e n t r a l  Bank, a c t l n g  ~ o l n t l y ,  o r  Exlmbank 
a t  any t l m e  upon w r l t t e n  n o t l c e  t h e r e o f  belng g lven  t o  t h e  o t h e r  
p a r t y  o r  p a r t l e s  h e r e t o  as t h e  case may be,  p rov lded  t h a t  t h e  
t e rmlna t lon  of  t h l s  Agreement s h a l l  n o t  a f f e c t  ( a )  any  r l g h t s  o r  
o b l l g a t l o n s  o f  any p a r t y  a r l s l n g  f r o m  t h l s  Agreement and r e l a t u g  
t o  any Loan approved by Exlmbank p r l o r  t o  such t e r m l n a t l o n  d a t e ,  o r  
(b) t h e  v a l l d l t y  of any agreement e n t e r e d  I n t o  l n  connec t lon  w l t h  

i a P r o - ~ e c t  p r l o r  t o  such  t e r m l n a t l o n  d a t e ,  and t h e  p r o v l s l o n s  of 
t h l s  Agreement sha l l  remaln l n  f o r c e  wl th  r e s p e c t  t o  any Loan 
en t e red  l n t o  I n  o r  approved by Exlmbank u n t l l  such Loan 1s f u l l y  
repa ld .  

7.06 Lanauaae. T h l s  Agreement s h a l l  be executed  l n  t h e  
Engllsh and ~ u s s l a n  languages  I n  t h e  event  of any disagreement on 
t h e  t e x t  of t h l s  Agreement, t h e  Eng l l sh  language v e r s l o n  s h a l l  be  
controlling. 

7 07 Not lces .  N o t l c e s  t o  be l s s u e d  pursuant  t o  t h l s  Agreement 
s h a l l  be s e n t  t o  t h e  a d d r e s s e s  set f o r t h  balow t h e  p a r t l e s '  
signatures of  t h l s  Agreement and s h a l l  be deemed effective upon 
r e c e l p t  

7 08 Amendment Upon agreement by a l l  of t h e  p a r t l e s  h e r e t o ,  
t h l s  Agreement may be modl f led  o r  amended I n  w r l t l n g  a t  any t lme  



I N  WITNESS WHEREOF, t h e  p a r t l e s  he re to  have caused t h l s  
Agreement t o  be du ly  executed  as of  t h e  day and y e a r  f l r s t  above 
w r l t t e n  

L 

MINISTRY b~ FINANCE 
OF THE RUSSIAN FEDERATION 

EXPORT-IMPORT BANK 
OF THE UNITED STATES 

T l t l e  F l r s t  Deputy M l n l s t e r  

Address - 
9 I l y l n k a  S t r e e t  
MOSCOW 103097 

Fax No. (7-095) 925-08-89 
1 

THE CENTRAL BAMC OF THE 
RUSSIAN FEDERATION 

BY 
Arnold V Voyl 

J 

T l t l e  F l r s t  Deputy Chalrman 

Thomas R. P l c k e r l n g  

T l t l e -  Ambassador of  t h e  
Unlted S t a t e s  t o  t h  
Russlan Federation 

Address : 
811 Vermont Avenue, N W 
Washington, D C. 20571 
Unlted S t a t e s  of A m e r l c a  
Fax No.: (202)  566-7524 

Address 
1 2 ,  Negl~nnaya  S t r e e t  
Moscow 103016 
Russla 
Fax No . (7-095) 923-81-96 



ANNEX A 

PROCEDURES FOR APPROVING PROJECTS 

1 - Upon recelpt of an appllcatlon for a prellmlnary 
commltment (or, lf no prellmlnary comrnltment was ~ssued, a flnal 
commltment) for an Exlmbank guarantee or loan for any prolect 
f~nanclng4transactlon In the Russlan Federatlon, Exlmbank wlll send 
to the Mlnlstry of Flnance dlrectly a telex (ln the form of Exhlblt 
1) statlng the names of the applicants, the name and locatlon of 
the Proyect, and the terms of the requested flnanc~ng. The 
Mlnlstry of Flnance wlll then be requested to lndlcate promptly by 
fax or telex (ln the form of Exhlblt 2) whether lt conf rrms (ln 
coordlnatlon wlth other appropriate governmental authorltles wlthln 
the Russlan Federatlon that the transactlon 1s consistent wlth 
overall Russlan governmental prlorltles If the Mlnlstry of 
Flnance responds negatively to the request for ~ t s  conf lrmatlon (or 
falls to respond wlthln 90 days), Exlmbank wlll notlfy the 
appllcant and suggest that lt may wlsh to contact the Mlnlstry of 
Flnance dlrectly wlth respect to the proposed prolect flnanclng 
transactlon 

2 Exlmbank wlll not conslder an appllcatlon for a 
prellmlnary (or flnal) commltment wlth respect to a pro3ect 
flnanclng transactlon In the Russlan Federatlon untll Exlmbank 
recelves sald notlce of conflrmatlon from the Mlnlstry of Flnance 
Such conflrmatlon from the Mlnlstry of Flnance wlll constltute 
assurance to Exlmbank and evldence that (1) all Approvals are In 

1 full force and effect wlth respect to the Project, (11) the 
responslbllltles undertaken by the Mlnlstry of Flnance and the 
Central Bank under thls Agreement are In full force and effect; and 
(111) both the Project and the use of the Offshore Accounts are 
otherwise In conformity wlth the laws of the Russlan Government and 
any regional, terrltorlal or local governmental authorltles wlthln 
the Russlan Federatlon Exlmbank wlll also requlre, as a condltlon 
to lnltlal dlsbursement under the flnanclng for a Project, 
reconflrmatlon In wrltlng from the Mlnlstry of Flnance that the 
facts set forth above In (1) through (111) are true and correct as 
of the aate of such dlsbursement 

3 Exlmbank wlll revlew the appllcatlon for a prellmlnary (or 
flnal) commltment after lt has recelved the conflrmatlon described 
ln 1 and 2 above If the appllcatlon 1s approved In accordance 
wlth Exlmbankrs standard credlt revlew procedures, then Exlmbank 
wlll lssue a prellmlnary (or flnal) commltment letter to the 
appllcant, whlch wlll set forth the amount and type of flnanclal 
support, repayment terms and the condltlons under whlch Exlmbank 
support wlll be available. The prellmlnary commltment letter wlll 
also set forth the perlod wlthln whlch lt 1s expected that an 
appllcatlon for a flnal commltment wlll be submitted to Exlmbank 



EXHIBIT 1 TO UTNEX A 

MINISTRY OF FINANCE OF THE RUSSIAN FEDERATION 
ATTN a . 

MOSCOW 
TELEX NO 

COPY TO. AMERICAN EMBASSY 
ATTN : 

MOSCOW 
TELEX NO. 

SUBJECT - [APPLICANT ] 

EXIMBANX HAS BEEN APPROACHED BY [NAME OF APPLICANT] FOR A 
[PRELIMINARY/FINAL] COMMITMENT TO SUPPORT THE FINANCING OF 

0 [DESCRIPTION OF PROJECT] LOCATED IN [LOCATION. 

THE TERMS OF THE REQUESTED FINANCING ARE AS FOLLOWS [DESCRIPTION 
OF FINANCING] 

IN ACCORDANCE WITH THE PROCEDURES AGREED UPON IN THE GENERAL 
PROJECT INCENTIVE AGREEMENT EXECUTED , 1993 BETWEEN 
EXIMBANK, THE MINISTRY OF FINANCE AND THE CENTRAL BANK, PLEASE 
COORDINATE WITH OTHER APPROPRIATE GOVERNMENTAL AUTHORITIES WITHIN 
THE RUSSIAN 'FEDERATION AND CONFIRM BY RETURN FAX OR TELEX THAT THE 
ABOVE TRANSACTION IS CONSISTENT WITH OVERALL RUSSIAN GOVERNMENTAL 
PRIORITIES 

REGARDS, , VICE PRESIDENT, EUROPE AND CANADA 
DIVISION, EXIMBANK 



EXHIBIT 2 TO ANNEX A 
& 

EXPORT-IMPORT BANK OF THE UNITED STATES 
ATTN , VICE PRESIDENT, EUROPE AND CANADA 
DIVISION 

WASHINGTON, 
[TELEX/FAX] NO 

COPY TO- AMERICAN EMBASSY 
ATTN 

MOSCOW, 
[TELEX/FAX] NO. 

SUBJECT: [APPLICANT] 

WE HAVE RECEIVED YOUR NOTICE TO THE MINISTRY OF FINANCE, DATED 
[DATE OF EXIMBANK TELEX], REGARDING THE APPLICATION OF [NAME OF 

I APPLICANT] FOR A [PRELIMINARY/FINAL] COMMITMENT TO SUPPORT THE 
FINANCING OF [DESCRIPTION OF PROJECT] LOCATED IN [LOCATION]. IN 
ACCORDANCE WITH THE PROCEDURES AGREED UPON IN THE GENERAL PROJECT 
INCENTIVE AGREEMENT EXECUTED , 1993 BETWEEN EXIMBANK, 
THE MINISTRY OF FINANCE AND THE CENTRAL BANK, PLEASE BE ADVISED 
TKAT WE HAVE COORDINATED WITH OTHER APPROPRIATE GOVERNMENTAL 
AUTHORITIES WITHIN THE RUSSIAN FEDERATION AND [HEREBY CONFIRM/ARE 
UNABLE TO CONFIRM] THAT SAID TRANSACTION IS CONSISTENT WITH OVERALL 
RUSSIAN GOVERNMENTAL PRIORITIES. 

REGARDS, I , MINISTRY OF FINANCE 
OF THE RUSSIAN FEDERATION 



DELEGATION OF AOTHORITY 

I, ienneth D Brody, President and Chalnnan of the Export- 
Import Bank of the Unlted States, hereby delegate to the Honorable 
Thomas R Plckerlng, Ambassador of the Unlted States to the Russlan 
Federation, the authority to execute and dellver, by and on behalf 
of the Export- Import Bank of the Unlted States, the General Pro] ect 
Incentive Agreement by and among the Mlnlstry of Flnance of the 
Russlan Federatlon, the Central Bank of the Russlan Federatlon and 
the Export-Import Bank of the Unlted States, ln the form (or 
substantially the form) delivered by the Export-Import Bank of the 
Unlted States to the Unlted States Embassy In Moscow on the date 
hereof 

Pres ldent and chalkman 
Export-Import Bank of the 
Unlted States 

DATE .&we /$ /4c3 
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World Bank waives negatlve pledge 

In a move that could release funds for project finance deals, the World Bank has decided to 
grant Russia and Uzbelustan wavers on the its negative pledge clause, a condition of World 
Bank financing that had restncted funds from other institutions, notably the US Eximbank and 
EBRD Bankers are more opQmistic that some of the long-awated oil and gas deals for Russia 
could matenalise now that one more obstacle has been removed Under the negative pledge 
clause, the World Bank has first call on state-owned assets in the event of countnes facing 
difficulties in repaying their loans This is a standard clause, which applies to all member 
countnes of the World Bank 

While the East European countnes automatically agreed to this clause when they joined the 
inst~tut~on, problems arose when bankers and institutions tned to set up deals with Russia, 
whereby repayment would come from the future sales of oil and gas As practically all Russian 
(and other East European) assets reman state-owned, the negative pledge clause covered virtual- 
ly all the country's productwe assets 

Russia and Uzbelustan are, so far, the only countnes to request the waver and World Bank 
officials sud that similar exemptions would be considered on a case-by-case basis, when and if 
other East European countnes made similar applications 

@ The negative pledge clause has been a stumbling block for the past year The EBRD board of 
directors were concerned that approval of their loans to Russia, pmcularly in the oil sector 
where repayment was scheduled to denve from future 011 sales, could contravene the World 
Bank's negatwe pledge clause So far, EBRD has only financed joint venture agreements in the 
oil sector with pnvately owned joint venture companies, which fall outside the remit of the 
negabve pledge clause The loan to state-owned Gazprom is probably the only loan to a 
state-owned enterpnse in Russia in this field, according to an EBRD official 

EBRD also has a similar clause in its constitution, based on that of the World Bank, which they 
have also agreed to wave on a case-by-case basis They will now permlt limlted wavers for an 
inihal penod of three years So far, EBRD has only granted such a waver to Uzbelustan 

EBRD sees k s  move as a way to encourage project financing for a vanety of projects, without 
having to rely on sovereign guarantees The wavers will be favoured for projects that are 
expected to increase the overall resources of the East European countnes, according to the bank 

The World Bank's directors granted wavers to Russia and Uzbelustan across the board, but 
subject to three cntena Onginally the bank demanded that the recipient countnes had a 
macro-economic stabilisahon programme in place This requirement has been partially diluted 
and the Bank will now be sahsfied if the country has "visible signs of progress towards 
stabilisa~on" 

As World Bank official, Jan Pakulslu conceded, the wording of this requirement allows room 



for interpretahon But the World Bank directors decided that it would be too narrow to insist on 
the stnct implementahon of its rules if loans from other institutions were nmed at improving the 
economc base of the country 

The second condibon of the waver is that there must be a pnvatisahon programme underway 
And thirdly, 75% of the country's productive assets must be in state hands, although clearly a 
funcboning pnvatisahon programme would inevitably reduce this percentage 

The waver only applies to those sectors where the World Bank considers the export earnings 
are likely to exceed the terms of the loan, notably In the oil and gas and mining industnes The 
waver has been granted for two years and will be revlewed after one year, to see whether it 
should be extended beyond the second year of operahon 

The new policy will also help other insbtutions, notably the US Eximbank, which in November 
1992 was forced to defer a US$2bn programme of loans and guarantees to the Russian energy 
sector That loan has now gone through and will pad for by sales of oil and gas to foreign 
purchasers Under the programme, each transachon will be approved on a case-by-case basis 
The US bank has stipulated that only projects expected to yield increased produchon of 011 and 
gas and with a sales value about 50% higher than the Eximbank financing, will be funded under 
this programme 
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The decl~ne of Western banks' appetite for lend~ng to Russia due to the 
existing debt crisls has shifted the approach of lenders away from 
traditional sovereign guarantees to cash flow oriented limited recourse and 
asset-based financing Such financing will be provlded primarily by 
multllateral organisations and export credit agencies 

Many potentially viable projects never get off the ground in Russia because 
they fail to meet the investment criteria of Western institutions The 
successfUl creation of a bankable project therefore requires complex 
groundwork and creative structuring 

The Russ~an Project F~nance Bank (RPFB) was established in 1992 to meet 
these financing requirements 

RPFB's main objective is to formulate and lmplernent ~nvestment grade 
financing schemes tallored to the specifications of Western instltutlons and 
Russian regulatory requirements Backed by mult~lateral mstitutions, the 
Bank wlll be instrumental In stimulating successfbl investment in Russia 
despite the current debt crisis 

RPFB is unique in its cornrnltment to the Russian market It is the solltary 
Western-standard bank focusing its resources and expertise exclusively on 
Russian projects The Bank's close co-operation with multllateral 
institutions, Russian government bodies, and Russian industry provide 
access to market intelligence often unobtainable by Western banks and 
companies 

The Bank alms to become a leading intermediary through wh~ch 
multilateral lenders and guarantors, including the European Bank for 
Reconstruction and Development (EBRD), World Bank, and export credit 
agencies, will channel the~r  hnds to projects in Russia 



PRODUCT BASE 
In the initial phase of operations, the Bank provldes servlces in the 
following areas 

Project Financing 
Enterprise Restructurrng 
Prrvatrsatzon 
Mil~tary Conversron 

RPFB services cover the entire cycle of project development, including 
+ Preparation of feasibility study and project appraisal in co-operation 

with technical consultants 
+ Analysis of cash flow and sensitivities for the optimization of the 

financing structure and the design of the project 
+ Creation of project financing scheme that fits with the legal and 

financial system in Russia as well as with the requirements set by 
international financing institutions and banks includ~ng the 
performance of due diligence 

+ Arrangement of appropriate authorisations for off-shore escrow 
accounts 

+ Advice on foreign exchange regulations as well as assistance in 
obtaining other necessary assurances, authorisations and approvals, 
including export quotas, &om relevant agencies of the Russ~an 
Government 

+ Negotiations w~th  Russian Government agencies on aspects of legal 
and fiscal framework of the project 

+ Preparation and presentation of information memoranda to mvestors, 
banks and financial institutions 

PROJECT SELECTION 
The Bank will consider technologically and economically viable projects 
with the proven abllity to generate sufficient cash flows for debt service 
Ecologcal critena are important for the project appraisal 

INDUSTRIAL SECTOR FOCUS 
Although the Bank will review projects in all industrial sectors, certain 
pnonty areas have been identified on which to focus the Bank's resources 
in the formation of an initial pipeline of projects These areas are 

Or1 & Gas Production and Ppelznes Forestry Products 
Petrochemrcals and Fertrlrsers Energy 
MrneraZs and Metals Telecornrnunicatrons 
Shipprng and TransportatLon Pulp & Paper 



SHAREHOLDING 
The EBRD has hnded 5 1 percent of the Bank's in~tlal capital of uhlch 16 
percent has been placed with an Independent trustee for the benefit of 
des~gnated management and emplovees 

Shares amounting to 49 percent are held by major Russian commerc~al 
banks and foreign trade companies, including 

Rosselkhozbank Gazexport 
TOKObank Jolnt-Stock Company Agrochrmexport 
Bank Vozrozhdenle Jolnt-Stock Company Tvetmetexport 
Bank Delovala Russrra State Orl Company Nafla-Moscow 
Bank Rodina Jolnt-Stock Company Exportfes 
Mor bank Internatronal Commercral Admrnrstrat~on 
Nrzhne-Arnursb Bank of Clvzl Avratron (Aeroflot) 

The Bank's initial share capital is US$5 6 million Additional capital of 
US$100 million will be raised within two years, at which time the Bank 
will function as lender and equity investor 

MANAGEMENT STRUCTURE 
The Bank's unique management structure permits the quick and effective 
integration of Western banking techniques with the market know-how and 
abilities of a critical mass of experienced Russian bankers 

Russian professionals have worked extensively on projects with ECGD, 
U S Eximbank, Hermes, Mediocredito Centrale, Japanese Eximbank, and 
other export credlt agencies 

Ten senior Western bankers and industry specialists serve as executive 
directors of the Bank and sit on the Executive Management Committee 
with the President and Russian directors 

The Western managers were chosen from a consortium of European banks 
and consultancies in an EC Commission tender, and from major Amencan 
and Canadian institutions through their respective techn~cal assistance 
programmes The European management consortium comprises 

Internationale Nederlanden Bank (ING Bank), The Netherlands, Samuel 
Montagu, U K , and Emst & Young, U K 

The Chairman of the Board of Directors of RPFB is Mr Dav~d Hexter, 
Head of Financial Institutions Group of the Merchant Banklng Vice 
Presidency of the EBRD The President and Chief Executive Officer is 
Mr Sergey D Konychev, who has extensive international banking 
expenence at Vnesheconombank and Western banks 



MANAGEMENT COMMITTEE 

The management committee 1s the executive organ of RPFB and conslsts 
of the follow~ng persons 

- Sergey D Konychev, President 
- Cornelis Dinandt, First Executive V~ce  President 
- Fred Str~ckland, Executive Director 
- Ruscombe Westmacott, Executive Director 
- Dieter Wurzel, Executive Director 

The Adv~sory Board of Project Sponsors was formed to counsel the Board 
of D~rectors on matters of strategy and management, and will serve to 
malntain continuous dialogue between the Bank's major sponsors The 
members are 

Commrssron of the European Communltres 
The World Bank 
European Bank for Reconstructzon and Development 
Know-How Fund of the Unrted Krngdom 
U S  Agency for Internatzonal Development 
Central Bank of Russra 
Cabrnet of Mrnrsters of the Russran Federatron, Sectlon for Interactron 
with internatzonal Frnanczal Organzsatlons 
Russran Agency for Internatlanal Co-operatron and Development 

TECHNICAL ASSISTANCE 
The initial concept for RPFB was supported by the UK Know-How Fund, 
which assrsted in the preparation of the feasibility study and business plan 

In recognition of the Bank's importance for the development of Russia's 
financial infrastructure, the EC Commission has comm~tted a major 
technical assistance budget to support the Bank's implementation 

This has been supplemented by technical asslstance programmes provided 
by the U S Agency for International Development and the Canadian Task 
Force on Central and Eastem Europe 

The technical asslstance programmes supply expatnate management, 
technology transfers, equipment and training for Russ~an personnel 



The Bank's operations, which began In late 1992, are based on a phased 
implementation plan as proposed by the Vice Presidency of the EBRD 

Durlng the first phase the Bank's actlv~t~es Include tdent~fication, analysrs 
and performance of due dlllgence on projects to be financed by the EBRD 
and other agencles, and adv~sory services to Russian enterprises and 
Western companies 

In the second year of operation the Bank wlll begin direct lendlng as well 
as on-lend~ng on behalf of multrlateral agencles 

The final phase in the third year will include an rncreased volume of 
lending, and the preparation and ~mplementat~on of equlty rasing leading 
to RPFB's full capltal~satlon 





This draft of the Law "On Energy Efficiency Improvementw of the Russlan Federahon was 
prepared by the Center for Energy EfEiaeacy on the request of V Bushuyev, Charman of the 
Commttee for Energy and Resources Conservahon and Renewable of the Muustry of Fuels and 
Energy of the Russian Federabon witiun a month /December 20, 1992 - January 20, 19931 

In the work on this draft the following documents were used 

- a draft of the law of the Russian Federatron on energy conservahon prepared by a group 
of spec~ahsts of the Scienbfic Research Insbtute for Complex Fuel and Energy Problems 
and other orgaruzahons on the order of the Committee for Energy and Resources 
Conservahon, 

- a draft of the law of the Russian Federahon on energy conservahon /the 2nd vanant/ 
prepared by the staff of the Energy Inshtute named after Krzhlzhanovsky, 

- comments on the "Draft of the Law of the Russian Federabon on Energy Consematlon" 
prepared by the CENEf staff /copies were sent to the authors of the draft and to 
V Bushuyev/, 

- laws of foreign countries on energy conservahon /the USA, Denmark, etc / 

The work on the draft of the Law of the Russm Federatron was camed out under the guidance 
of 

Igor Jhshmakov, Dr Sc /Economics/, Executrve D~rector of the CENEf 

The following CENEf workers partrcipated in the work on the draft 

Vladyrmr Zhuze, Dr Sc /Technics/ 
Alexander Perevozchtkov, Dr Sc /Physics and Mathematics/ 
Svetlana SorolMa 
Alexander Tackush 

Also workers of other organlzatrons took part in the work and discussions J Kogan, 
Dr Sc /Economics/, V Malafeyev, J Matrosov, S Pokrovsky, V Usiyevich 

The paper was typed by Oxana Ganzyuck. 

CENEf is grateful for their ideas and proposals on the draft development, but has exclusive 
responsibihty for the final editorship of the draft 

Hard trme limits did not allow to hold a wide discussion of the draft 

CENEf w d  be very grateful to anyone who wdl present hts comments m the oral or wntten form 
on the Law draft 
Our address 16 suite, Verkhmya St 1, Moscow, 127550, Russia 

Tel /fax (7-095) 482-4417 or 
fax 246-2020 for CENEf (mventory number A-19) 
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l"tus Law sets the legal norms for developmg the federal energy efficiency lrnpromg pohcy, as 
well as the legal norms of developing msbtuhonal, economc and informabonal mechanisms for 
implementahon of this policy and their operahon 
The pnonty of improving energy efficiency over mcreasing energy producoon must become an 
important guldehe of econonuc poky of the Rusvan Federahon and the key-pomt of the energy 
policy 

Dunng the last 20 years, the energy intensity of Russian nahonal income has been increasing, 
especially over the last two years, whlle many developed countnes have been successful in 

improving energy efficiency At present, the energy intensity of nahonal income of the Russian 
Federahon IS 2-3 brnes higher than that of highly developed industrial countnes For one unit 
of consumer goods and semces produced m the Russian Federation, the outlay of energy is 3 4  
hm€S higher and the emssions of harmful substances are 6-10 hmes hgher than those m hghly 
developed countnes 

Mantaming or especially increasing energy produchon detracts significant econonuc resources 
from acheivlng the purpose of well-bemg and mpmmg ecologcal condbons of the populahon 
of the Russian Federahon Energy carner pnce Mes cornb~ned wth mamtamed energy mtensity 
of the economy wrll lead to d-g of the econornlc recession and deche of compebbveness 
of the Russian products on external markets 

Implementahon of a strong federal energy efficiency pohcy focuslng on flexlble combmabon of 
the state regulabon and market mecharusms will 

- reduce to a large degree nattonal expenses for ensunng rehable energy supply, smce 
energy efficlency projects are, on average, 5 bmes less capital intensive than energy 
producbon projects, 

- set free significant investment resources and export profits which may be directed to 
improving the well-being of the populabon, 

- reduce produchon costs and consumer expenses for energy carriers, and thus soften the 
financial cnsis and the inflauonary effect of energy carner pnce Iukes, 

- increase the competiuveness of Russian products and services on external markets, 
- prolong the penod of uhlizatton of non-renewable energy resources of the Russlan 

Federabon, - sigmficantly reduce the negabve effect of the energy mdustry on the enwonment wthout 
addihonal expenses for supply enterprises, rnanufactunng and consumng energy with 
equipment for envrronmental pollubon reducbon, 

- Increase the export potenbal of the country wthout Increasing fuels extrachon, 
- Increase employment, since every ruble Invested in energy efficient equipment creates 8 

tlmes more jobs than a ruble mvested in energy production 

The terms used in the text of the Law are defined as follows 

Energy efficlency - raho of useful products and services provided by the equipment or 
technology to the energy used by this equipment or technology, determined by special methods 
of measurement, 

Energy rntenslty - value mverse to energy efficiency, \ +' 
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~nergy e fhency  measure - any change m the equpment or technology whch ams, first of all, 
at improving its efficiency, 

Energy - electnc power, heat and organic fuels, 

Energy cmsqtm /utdna&on/ - the amount of energy directly consumed by the equipment or 
technology while operahng, determined by specla1 procedures, 

Expenses for enetgy effiaency measures - expenses for designing and purchas~ng the necessary 
products and services for ~mplemenhng energy efficiency Improvements, 

Energy amtm&on - a set of measures amed at reducrng energy mtensity whde manufacturing 
products and servlces using equipment or technological processes 

Cost-effecbve energy conserv&on potentml - the amount of energy which can be saved as a 
result of implementatmg a set of energy efficlency measures where the cost of the energy saved 
exceeds the expenses for their ~mplementahon 

The Federal Agency - the Federal Energy Efficiency Agency of the Russian Federahon 

The Reg~onal Ageocy - any energy efficiency Agency m repubha, regions, districts, autonomous 
regions of the Russlan Federanon, and the cihes of Moscow and St Petersburg, 

Energy suppIy company - any legal person selling electnc power, heat, natural gas to the final 
consumer 

F d  eaxgy cmsumer - any legai person purchasing electnc power, heat, or natural gas without 
the purpose of selling them 

Energy fbhty - any institubon for energy producbon, refinement, transportation, storage and 
distnbuhon 

Energy au&t - idenhfying energy consumpbon charactenshcs whch determine 

a) the energy efficiency of the inspected enterprises, 
b) measures for improving energy efficiency, 
c)  the conformity of the products, services and technologies to the standards regulahng 
energy efficiency, 

Prehmmary energy mspectton - ~denbfying efficlency of energy use at the inspected enterprise 

Federal bmldtnp - b u l l h g  or construcbon with a heatmg system, au condibomng or ventdabon, 
which is an asset of the federal authonties 

A mdcal  servrce bddmg - building or construchon with a heahng system, au condihoning or 
ventilabon used by government medical msbtuhons 

An edumonai bwldmg - build~ng or construcbon with a heahng system, a r  condiuoning or 
ventilahon used by government educational mshtubons 117 
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~nergy effiaeocy staodard - a requirement regulated by the standard of a product or technology 
which 

a) regulates the minimal level of energy effic~ency determined by special procedures or 
b) regulates the maximum possible amount of energy consumpoon 

Covered product - equipment or technology for which there are energy efficiency standards 

Title I State Energy ChsmaUon Management System 

Artrcie 1 Federal Energy Effiaency Agency 

1 A complete set of measures on improvlng energy efficiency has become the top pnonty m the 
Russian nahonal energy strategy At present, however, responsibility for carrying out this 
strategy is shared by too many state enterprises 

In order to establish a state management system for energy efficiency it is necessary to create a 
Federal Energy Efficiency Agency of the Russian Federahon /FEEA/ 

2 The FEEA of the Russlan Federahon shall be created on the declsion of the Supreme Sowet 
The Federal Energy Effiaency Agency of the Russm Federahon 1s one of the central M e s  of 
the state management system of the Russian Federahon and is subordinate to the President and 
the Government of the Russ~an Federahon 

3 The Proposal on the Federal Energy Efficiency Agency of the Russian Federahon /FEEA/ 
shall be developed by the Government of the Russian Federahon and rahfied by the Supreme 
Soviet 

4 The FEEA Dlrector and hts first deputy are appointed by the Head of the Government of the 
Russ~an Federation The Drrector is responsible for the FEEA acbvibes 

5 The FEEA should perform the followmg funcbons 

- develop state energy effiaency pohcy m all spheres of the economy by lmprovlng federal 
legislabon and elaboratmg federal energy effic~ency programs, 

- prepare secbons on improving energy efficrency m all state energy development programs 
of the Russian Federabon, 

- orgmze, fund and control of ~rnplementabon federal energy efficiency programs, 
- ~denbfy the cost-effectwe energy conservabon potenbd and elaborate recommendahons 

for its maximum utduabon, 
- develop and improve an mshtutlonal mechanism for ~mplementmg energy efficiency 

policy, - developrng and improving an econonuc mecharusm to encourage implementabon of 
energy efficiency programs and projects, 

- coordinate efforts of federal, reg~onal and local governments in developing and 
implementating energy efficiency policy, 

- plan, orgame and coordrnate sclenhfic-research and design achwhes on improve energy 
efficiency, 
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- develop and improve the system of collecbng objectwe lnformatxon on the scale and 
structure of energy consumphon, pubhsh h s  mforma~on, develop a system of provldlng 
informahon according to the needs of implementahon of the energy efficiency policy, 

- promote business compebhon for meetmg the energy demand between energy supply 
companies and organlzahons focusing on improving energy effic~ency, 

- involve independent experts, energy consumers and manufacturers, as well as the public 
in developing nabonal energy efficiency policy and federal energy efficiency programs, 

- involve pnvate enterpnses in reahahon of energy efficiency programs, 
- develop in cooperabon with the Federal Committee for Standards and Certlficahon and 

the Federal Committee for Energy hspechon an energy efficiency document base and 
informational infrastructure for norrnatlve and technical documentauon and data-bases 
distnbuhon, 

- develop and ~mplement informahonal and educauonal programs on opportunibes for and 
advantages of talung energy efficiency measures 

Arhcle 2 Fundmg of the Federal Agency Acbwhes 

1 The Federal Agency of the Russian Federatron and its funds are the property of the Russ~an 
Federation The Federal Agency funds are not part of the budget or other funds, have a 
pmcular purpose and are not subject to seizure 

e 2 On the terntory of the Russian Federahon expenses for energy efficiency projects are pad 
from non-budget funds collected 

- in the energy efficiency fund of the Federal Energy Efficiency Agency of the Russian 
Federabon, 

- in energy efficiency funds of Regional Energy Efficiency Agencies located m the 
repubhcs, regions, dstncts, autonomous regons of the Russlan Federahon, and the cibes 
of Moscow and St Petersburg 

3 The non-budget funds are formed by 

- money received through taxabon for purchasing fuels and energy, 
- voluntary contnbubons of legal and pnvate persons, 
- other contnbubons not contradictmg the leglslabon 

4 Money received through the federal tax for purchaslng fuels and energy is dmcted to the non- 
budget energy efficiency fund of the Federal Energy Efficiency Agency 

5 The non-budget funds of the FEEA are used for 

- funding federal energy efficiency improvement programs m the way idenbfied in these 
programs, - partral compensat~on of the expenses of enterpnses and organizahons for carrying out 
energy effi&ency Improvement projects, scienhfic-research and design projects, creatmg 
prototypes and large-scale productron, energy efficiency charactensbcs of which surpass 
federal standards and norms by more than 20 percent 
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6 Parhal compensahon of the expenses of the enterpnses can be made from the fund exclusively 
in the following ways 

- up to 50 percent cornpensahon of the man part of the loan taken by the enterprise from 
a financial instituhon for carryrng out an energy efficiency project, 

- prehmary payment to the finanad mShtUUOn of the loan lnterest /prondmg the payment 
does not exceed the loan itself/ if the loan was taken by the enterpnse for the purpose of 
carrying out an energy efficiency project 

7 Partla1 compensation of an enterprise's expenses is provided only on the condition that 

- the expenses for an energy efficiency project are incurred after this Law had come Into 
effect, 

- the lam for implementahon of an energy efficiency prqect was taken after h s  Law had 
come Into effect, 

- the enterprise has never before received any financial or tax pnviledges for this project, 
- the financial mshtUh0n whch has provlded the loan, agrees to give back the rnterest pad 

in advance by the energy effic~ency fund for utihzaQon of the l m ,  or a part of the loan, 
in case the enterpnse does not follow its obligabons, 

- the enterpnse provides a confirmahon from the financial instituhon for using the loan 
with the pmcular purpose of carrying out an energy efficiency project, 

- the enterpnse which ~mplements the project guarantees that the project will functlon not 
less than 1 year, 

- the enterpnse presents documents contaming the results of an energy inspection of the 
enterpnse or a standard of the enterpnse for equipment or technology which are subject 
to modificabon in the course of an energy efficiency project implementation 

8 Not less than 30 percent of the funds used for pmal  compensahon of enterpnses' expenses 
for carrying out energy efficiency projects should be duected to small business 

9 Under the aegis of the FEEA there is the Consulting Counsel which unites representahves of 
the Fuel and Energy Department, Finance Department, Ecology and Natural Resources 
Department, Industry Department, Sclence, Egher Educahon and Techcal Poky Department, 
Press and Informahon Department, as well as representahves of Regronal Agenaes, enterpnses, 
scienhfic msbtuhons and non-government organuahons 

10 The tasks of the Consultmg Counsel Include holdrng pubhc semars on drafts of federal and 
budgets and their rabficahon, and also rabficahon of the annual report of the Federal Agency 
to the Head of the Government 

11 The FEEA annually presents to the Head of the Government of the Russian Federahon a 
report of its activities which must include 
- generalized charactenstics of energy efficiency improvement achieved with the help of 

federal programs and projects financed by the non-budget Fund, 
- the number and charactenshcs of programs and prqect parhclpants whch were financed 

by the non-budget Fund, 
- financial report about use of funds throughout the year, 
- recommendations on further improvement of the Fund's activibes 
The annual report of the Fund must be avalable to the pubhc 
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Arhcle 3 The Federal Energy Gmmmrn 

1 Under the aqps of the Supreme Sovlet /or the Government/ there wdl be the Federal Energy 
Commission IFECI 

2 The FEC Chauman and members are appomted by the Supreme Sovlet /or by the Head of the 
Government/ The Charman exercises control over the everyday actlvibes of the Commission 
and is responsible for the results 

3 The FEC cons~sts of 6 people and the Charman The FEC members are nominated for 4 
years and can only be relieved by the Supreme Sov~et /or the Head of the Government/ 

A person who 1s recelvlng or has received any Income from energy supply cornparues dumg the 
last two years cannot be a p p t e d  Chammn or a member of the Commssion Nor can a person 
be appointed who has close relahves worlang for or profimg from energy supply compames For 
carrylng out the everyday achvihes of the Commission, an administrative body IS formed, the 
structure, personnel and esumate of operational expenses for which is rahfied by the Supreme 
Sovlet 

4 The FEC achvlhes are funded from the state budget 

5 The funchons of the FEC are to 

- elaborate, improve and control obsewahon of the rules of consumers connected to sources 
of electricity-, heat- and natural gas supphes, 

- provlde hwses  for energy faaht~es wnstruchon whch wdl presumably change the water 
balance of more than one region of the Russian Federahon, 

- provide hcenses for construchon of transmsslon gnds whch cross more than one reglon 
of the Russian Federahon, 

- prowde hwses  for natural gas and od pipehes construcbon whch cross more than one 
region of the Russian Federabon, 

- ~denbfy rates and payments for interregional delivery of electnc power, heat and natural 
gas, - deteme the procedures and rules for provldmg hcenses for energy fac&Qes construchon 
on the terntones of reglons, 

- elaborate rules and recommendahons for  den-g rates and payments for energy, heat 
and natural gas consumphon for the reg~onal energy commissions including elaboratron 
of the rates and payments system encouraging ~rnplernentabon of energy efficlency 
programs by energy supply compmes, 

- elaborate recommendabons for the regional energy commissions on procedures of 
preparabon, cons~derahon and rabficabon of the regional energy supply companies' 
deveIopment plans if the state does not possess the controlling block of shares In these 
companies, 

- elaborate obhgatory procedures to Include m development plans of regonal energy supply 
companies in which the state possesses the controlling block of shares of both energy 
efficlency projects and energy faclllhes wnstrucuon projects on an equal baas, cntena 
for projects selecbon whlch allow coverage of the addihonal energy needs with minimal 
expenses, economlc methods for encouraging energy supply companies to invest into 
energy efficiency projects 
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6 The FEC Chairman must o r g m e  public sermnars and examlnahons by experts with 
partlclpatlon of ail Interested parues before ratlficatlon of any normatwe documents or licenses 
developed or put out by the FEC 

7 The FEC Charman has a nght to obmn all the necessary informabon from any authonties, 
as well as from any energy supply company free of charge Independent energy supply 
wmpan~es may provlde free lnformahon only for two lnqumes made by the FEC Chaurnan per 
calendar year 

Title II Rwonal State EIKrgy Effiaency Management Bodres 

Article 4 Rqponal Energy Efficiency Agaaes 

1 There are Regional Energy Efficiency Agencies /REEA/ In the state management bodies of 
republics of the Russlan Federabon, regrons, districts, autonomous regions, and the clues of 
Moscow and St Petersburg 

2 The funds of REEA are not part of the budget or other funds, have a pmcular purpose and 
are not subject to seizure 

3 The funchons of Regional Energy Efficiency Agencies are to 

- participate In elaboration and practical reahahon of regional sechons of federal energy 
efficiency improvement programs, 

- elaborate regional energy efficiency Improvement poky in all spheres of the economy 
by improving reg~onal leg~slatlon and elaborating regional programs, 

- ~mplernent, fund and control impIementahon of regional energy efficiency programs, 
- identify the cost-effectwe energy conservabon potenbal m the reglon and elaborate 

recommendahons for its maxlrnum utdmhon, 
- develop and improve an insbtubonal mechanism for effecttve implementahon of energy 

efficiency pohcy, 
- develop within its junsdictIon and improve an economic mechanism to encourage 

programs and projects for improving energy efficiency m the region, 
- cwrdmate efforts of the regional and local authonues m developing and pursuing 

energy efficiency policy, 
- plan, organm and coordmate scienhfic-research and des~gn acbvlbes on energy efficiency 

improvement, 
- develop and Improve a system of collechng objechve mformahon on energy consumphon 

Arhcle 5 Fundmg the Regronal Agency Acf~wbes 

The reg~onal tax for fuels and energy purchasing is directed to the non-budget energy 
conservabon fund of the Regional Agency 

Arhcle 6 Rejponal Energy Comrmsslons 

1 In the Regional Energy Commissions /REC/, at least one representahve of the Reg~onal 
Agency must be included 
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2 Reglonal Energy Commissions guided by the FEC recornmendahons tdenbfy the rates and 
payments for electnc energy, heat and natural gas use Regional Energy Commlsslons have a 
nght to make akxahons m the FEC recommenda~ons Lf the rates mclude the expenses of energy 
supply compames for energy efficiency Improvement pqects ~mplementaoon, and possible losses 
caused by sale reducuon are compensated 

3 REC elaborate the necessary documents for presentahon by energy supply comparues of theu 
development plans and the procedure of considerahon and rahficaoon of these plans on the base 
of m e t h d d  recommendahons of FEC Wi th  a year after thls Law comes mto effect any such 
plan must Include a demand management program wth a secbon on mreamg energy efficlency 
by the consumers of an energy supply company Ways to meet energy demand on the temtory 
served by the company by both demand management and energy efficlency lrnpromg on the one 
hand and energy facillhes construchon on the other, are necessarxly followed by expense 
assessments obmned using methods developed by REC 

4 In order to reflect the ecologicai share of expenses for mcreasrng electnclty productron 
heat and natural gas supply, assessments of expenses for projects involving energy resourse 
product~on, can be Increased by 10-30 percent at the declsion by REC for projects that Increase 
energy efficlency 

5 The man cntenon for the final development plan of an energy supply company is mmrnal 
expenses for meetlng the energy demand by both implementing demand management programs 
by consumers and energy resource produchon projects 

6 The REC Charman must hold an examinatxon by experts and pubhc semlnars on energy 
supply company development plans with partmpation of all interested parhes 

7 REC does not provide licenses for energy fac~hhes construchon if it is not included Into the 
energy supply company's development plan raofied by the REC 

8 The REC Charrnan has a nght to promptly r e l v e  all necessary informahon from any 
reg~onal authonaes and energy supply companies free of charge Non-governmental energy 
supply cornparues should p m d e  free lnformahon for only two mqumes from the REC -an 
per calendar year 

Title III Federal Energy Eftlaency Programs. 

Artxcle 7 General PmapIes of Development, Mcahoa  and Implemeotatron of Federal 
Programs for Energy Efficiency Improvement. 

1 Basic cooperauon among the Federal Agency and Regional Agencres IS implemented In the 
process of developing, implernenbng and monltonng federal energy efficiency programs 

2 Federal programs can be mhated by the Supreme Sovret, the Federal Government and 
regional authontles 
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3 The Federal Agency develops methods for elaborahng regional secbons of programs, 
conducbng energy mspecaons, finan~ld analyss of programs mluded m the project, cntena for 
selechon these prqects, procedures of conslderahon and rat&ahon of wona l  sechons of these 
programs, and condihons for funding 

4 Each regonal sectlon of the federal progm IS financed m the proporhons agreed upon before 
from the hnds of the Federal Agency and the Reg~onal Agency whch has prepared the plan The 
share of the Federal Agency should be not less than 50 and not more than 80 percent 

5 The Federal Agency provides assistance to the Regional Agency in preparing projects for 
regional sechons of the program, developing normahve and legal documentahon necessary for 
the federal program implementabon, and annual reports on the status of the federal program 

6 The Federal Agency can provide subsidies to the Regional Agency for tramlng and 
certificabon of the phys~cal persons rnakmg energy inspections in an amount which does not 
exceed 5 percent of the amount of federal funding of the regional secuon of the program 

7 The FEC Dlrector shall not cons~der an appllcabon for fundlng the reg~onal section of a 
program ~f it lacks 

- the necessary lnformahon iden~fied in the methodological recommendahons for 
elaborating the regional secbon of the program, 

- assent to follow the methodolog~cal recommendations elaborated by the Federal Agency 
on implemen tating the program and requirements for bookkeeping , 

- an Inventory of organizahons to be involved in reallzing the reg~onal sectlon of the 
federal program, 

- assessment of the expected cost efficiency of the uhl~zahon of the funds prov~ded by the 
Federal Agency 

8 The Regional Agency must keep separate registrabon of the funds received from the Federal 
Agency for ~mplementahng regional secuons of federal programs and malung the records 
avalable to representahves of the Federal Agency 

9 The Federal Agency can not directly implement projects on federal programs In the regions 
which it has financed for ~mplementabon of the regional SecbOnS of federal programs It only 
has such a nght in case the regional authonbes refuse to partlcipate in the federal program 

10 The Regonal Agency provldes annual reports to the Federal Agency D~rector on the results 
of implementatron of the regional sechon of the federal program in a form& deterrnlned by the 
Federal Agency 

11 The Federal Agency Director provides annual reports to the Supreme Soviet and the Head 
of the Government on the statuj of implementahon of the federal program in the form& 
determined by them 
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Arhcle 8 Tbe Federal Energy Effiaency hpr~wng Pfogram m E d u c a t ~ d  and Mdcal  
rflstltuhons. 

I The Supreme Soviet considers that 

- eduatlonal and medmcal instltutlons are large energy consumers, 
expense growth for supplying them wth energy IS a great burden on federal and regional 
budgets, limibng possmbmlitmes for fundmng mam actlvioes, 

- there is significant energy efficiency potenhd m educabond and medical instituhons, 
- m order to realm h s  potentd it is necessary for the state to provlde financial assistance 

2 The a m  of this secnon of the Law is to idenbfy the procedures for elaborabon, mnsrderation, 
and implementabon of Federal energy efficiency programs m educahonal and medid msbtuhons 
through cooperauon of the Federal and Regional Energy Efficiency Agencies 

3 Withmn 180 days after its formation, the Federal Agency must develop and present to the 
Consulhng Counsel methods of elaboramg regronal St?ChOnS of h s  Program whch must Include 
factors to be considered while idenbfying project pnonbes, cntena for selection of med~cal and 
educabonal mshtubons, descnpbon of typical energy efficiency impromg measures, cntena for 
selecbon of msbtubons to be mvolved m implementahon of the prqects, and methods of energy 

The presented methods should be rahfied by the Consultmg Counsel, after whch they should be 
sent to the regional authontres which are to develop the regional sechons of the Program 

4 Within 90 days after receiving the methods of elaborating the regional sechons of the 
Program, the Head of the reg~onal authonbes should present a draft of the regional sechon of 
the Program to the Federal Agency Director which must Include 

a) the results of the preliminary energy spot check In accordance with the methods 
developed by the Federal Agency whch idenbfied the energy efficiency potenhal, 
b) recommendabons for energy efficiency impromg prqect types wth an assessment of 
implementahon expenses, 
c) a program for provid~ng educabonal and medical InshtuQons with devices for energy 
consumphon control and regulabon, 
d) a list of organuabons to be lnvolved m implementabon of the projects, 
e) guarantees for selecbon on an equal basis of projects to be included m the reg~onal 
secbon of the Program, 
f )  idenhficabon of funds for the regional programs to be directed from the Federal 
Agency funds, 
g) guarantees for the projects' implementabon and effecbve uhlization of federal funds 

5 The Federal Agency must get each regional secbon of the Program ungergo an examinahon 
by independent experts w~thin 60 days after its presentabon If it meets the requirements of 
Arhcle 4, ~t is rahfied If not, w i h  90 days, the Head of the regional authonhes should present 
a new version of the regional section of the Program 

6 Apphcahons for fundmg the regonal sechons of the Program can be made once a year They 
should be followed by an information mnventory, idenhfied by the Federal Agency in \ %  f 
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"Methods " To each apphcahon the follow-up of an examinat~on by Independent experts and 
public seminars on the regional sechon of the Program held by regional Agencies should be 
attached 

7 No region can get more than 10 percent of the whole amount of the funds provlded by the 
Federal Agency for fmancing this program The share of the federal funds in financing the 
regional sectlon of the Program must not exceed 60 percent of the whole amount of its hanc~ng 
When distnbuttng the Federal Agency funds among the regions, 80 percent IS distributed 
depending on the number of the populaoon and chrnate, 10 percent dependtng on the supply of 
energy camer m the region and pnces for it, and 10 percent dependmg on the reponal budgets 

8 Frnanclng of the regional sechon of the Program through the federal funds is termmated ~f the 
Federal Agency finds out that uhhzabon of the funds does not correspond to the purposes and 
tasks ~denhfied m the apphcabon for the Program finanmg If any violahon appears, the Federal 
Agency Director shall inform the Head of the Regional Agency of the possibility for ceaslng 
funds and then holds seminars to single out reasons for violahons When it is done, funding IS 

terminated and may only begin agan after the vlolaoons are ehrninated 

9 Each recipient of funds of this Program should keep separate expenditure cost accounting, 
present annual reports on implementabon of the Program projects and make the ledgers and 
financial documents avalable in accordance with the rules worked out by the Federal Agency 

10 The Federal Agency Duector shall annually present to the Supreme Sov~et and the 
Government a report which must include 
- an assessment of the energy saved due to the Program, 
- an assessment of the esbmated energy savlngs m the course of further lmpiementatron of 

the Program, 
- an assessment of the Program's cost effechveness, - guidelines for Program improvement 

Artrcle 9 Federal Program 'Top Ten Industnal Projects' 

1 The Supreme Soviet has stated that 

- energy efficiency in Russian industry is much lower than that in developed industrial 
countries in the West, 
energy inefficiency along with pnce hikes for energy deepens the economc cnsis and 
limits competifiveness of Russian goods on the world markets, 

- there IS a significant energy efficiency potenbal m Russlan lndustnal sector, 
- pracbcal reallahon of a significant part of h s  potenfial is possible with minimal 

expenses, 
- demonstrabng possiblhttes, economic, social, ecological and other advantages of energy 

efficiency improving requires federal support 

2 The objecuves of the "Top Ten Industnal Projects" are 

- to demonstrate that energy efficiency measures can result m significant econornlc, social 
and ecological benefits in a short brne penod with rnirurnal expenses to consumers, 
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- to prove m practlce that energy efficiency improving IS much cheaper than capactty 
expansion, 
to attract the attentron of reglonal declslon-makers and mdustry, as well as public 
attenhon to the favorable economic, ecological and social consequences of energy 
efficiency improvmg, and 
to encourage industrial enterpnses to implement energy effic~ency projects 

3 Wlthln 180 days after thls Law comes Into effect, the Federal Agency should develop and 
present for rabficahon by the Consulhng Counsel methodological recommendat~ons on 
elaborating regronal sectlons of this Program These recornmendabons shall idenhfy 

- the procedure of informing lndustnal enterprises of the wmpeution for obmnlng for the 
ten most energy effic~ent projects, 

- the procedure of presentlng apphcabons for parbcipahon m the compehhon, 
- cntena for selechng representahves of the jury of the compehhon, 
- methods of financ~al analysis of the projects, 
- cntena for selectrng projects for fundlng, 
- condibons of the projects funding, 
- cond~uons of uslng information on the; outcome of the implemented projects for 

in formahonal and educational programs 

4 W i b  30 days after the rahficahon of the rnethodo1o~c.l recommendahons by the Consulbng 
Counsel, Reg~onal Agencies should orgame a compeOhon of lndustnal projects Wittun 90 days 
after the compeQhon beps ,  the compebhon jury starts workmg, considers the presented projects 
and chooses the top ten projects 

5 The Regional Agency presents an apphcat~on to the Federal Agency for funding the reg~onal 
section of the program based on results of the compehbon jury work A report on the decls~on 
of the jury shall be enclosed w~th this applicabon 

6 The Federal Agency can refuse an apphcatlon If the economc effecbveness of the projects for 
funding is considerably lower than that m most other regons If the apphcahon is refused 1~1th 
a sultable explanabon/ the region has a nght to hold another compehtron on its own account 

7 The share of the federal funds tn financing the selected prqects must be 50 percent, the share 
of the Reg~ond Agency - 20 percent and the share of the enterprise which has mibated the 
project - 25 percent 

8 For fundlng of a parbcu1a.r project, not more than 20 percent of the funds provided by the 
Federal Agency for financing federal programs and not more than 20 percent of the yearly 
budget of the Reglonal Agency can be granted No region can get more than 10 percent of the 
funds prov~ded by the Federal Agency for fundlng thls program 

9 Fundlng of any re~onal sechon of the program IS temunated d the Federal Agency finds out 
that utilizabon of the funds does not correspond to the purposes and provisions idenufied In the 
Program fundlng appllcahon If any violahons are found the Dlrector of the Federal Agency 
informs the Head of the Regional Agency of the poss~bd~ty of ceasing fundlng, holds seminars 
to find out the reasons for the violatrons and ~denbfies the means of thelr ehrninahon After it 
is done, the funding 1s cut and can only begln agatn when all violahons have been eliminated \%$ 
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10 Each recipient of federal funding for a parhcular program shall keep separate accounting of 
the expenditures and make the ledgers and financral documents avalable in accordance with the 
rules determined by the Federal Agency 

11 The Regional Agency annually presents to the Federal Agency a report on the results of the 
Program's implementation In the form which it determines 

12 The Federal Agency Dlrector annually presents to the Supreme Sov~et and the Government 
a report which shall include an assessment of the energy saved in the course of the Program, 
an assessment of the cost efficiency of the implemented projects, a hst of announcements in the 
central and regional mass media (lncludmg those on TV and radio) contaming the expennce of 
the projects, a list of educabonal programs and seminars whch used the informahon obtamed 
in the course of the project, the guidelines of improving the program "Ten Top Industrial 
Projects" 

Artrcle 10 The Federal Bulldmgs Energy Efficiency Program 

1 The Supreme Sovlet has stated that 

- the federal government IS one of the biggest energy consumers, 
- federal buildings energy supply expenses are quite large and contrnue to mcrease, 
- there are good opportunihes for revealing energy efficiency potential in these build~ngs 

at minimal expense, 
- energy efficiency improving in these buildings will have a good effect on the federal 

budget due to federal government mmtenance expenses reducbon and will allow 
demonstrahon of the advantages of energy efficiency in Russla 

2 The purpose of ths sechon of the Law is to define the prepratton procedures and mechamsms 
of implemenhng energy efficiency improving Program m bulldmgs belonging to the Federal 
Government 

3 All the departments of the federal government are reqwred to reduce energy consumphon by 
not less than 15 percent per square metre m these bulldmgs m 1993-2000 

4 W~tlun 90 days after h s  Law comes mto effect, the Federal Agency deternunes the methods 
for developmg energy efficiency lmprovmg programs by separate departments for thew buddmgs 

5 The head of each department shall, wthm 6 months after this Law comes rnto effect, develop 
and present to the Federal Agency a program for realizahon of this goal This program shall 
include 
- holding energy insgections In federal buildings, 
- ~denhfymg a list of basic measures for realuatmg of this mandate at mlnrmal expenses, 
- idenhfying a hst of organuabons to be involved m energy efficiency programs In the 

bulldings belonging to the federal government, 
- idenbfymg the schedule for supplying federal bulldmgs wth energy consumpbon control 

and regulation devices and the hme for complete transrbon to payments for heatmg based 
on heat meters indicahons, 

- appllcahon for funding the program from the Federal Agency funds 
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6 For prov~dlng consulhng assM.ance in im~lementlng this program, the Federal Agency 
organizes a worlang group The worlang group provides methodolog~cal recommendahons for 
elaboratmg the departmental sections of the program and for carryrng out energy mspecQons and 
giving conclus~ons for the projects presented by the federal departments and for reports on 
implementation of these programs 

7 Within 30 days after the federal department presents an energy effic~ency program for the 
bulldings In its possession, the Federal Agency must give a declsion on ~t If the declsion is 
positive, funding of this program may begin If the decis~on IS negatrve, within 60 days after 
receiving it, the head of the Federal department must present a refined verslon of the program 
to the Federal Agency 

8 The amount of money directed to the federal buildings energy effic~ency improving Program 
cannot exceed 10 percent of the funds directed by the Federal Agency to financing the federal 
programs No Federal department can get more than 10 percent of the funds directed by the 
Federal Agency for a pmcular program 

9 Savlngs of the budget funds provlded to a federal department m a financnl year that are equal 
to the cost of the energy saved due to realizatron of th~s Program reman m possession of this 
department and is d~stnbuted in the following propomons 60 percent for financing man 
activit~es, 10 percent for provld~ng econonuc bonus to the staff of the department which has 
pamclpated m reahbon of the Program, and 30 percent for funding addlbonal energy efficiency 
projects In the buildings belonging to the department 

10 Federal departments annually present reports In wntten form to the Federal Agency on the 
results achieved in the course of the Program This report should contam an assessment of the 
energy saved wth the help of the energy effic~ency Program, an assessment of the degree of 
acheivlng the Program target, an assessment of the effechveness of the funds dlrected to the 
Program, and guidelines for Program improvement 

11 The Federal Agency D~rector annually presents a report on the status of Program 
implementabon to the Supreme Sovlet and the Head of the Government The report should reflect 
the degree to which the Program target was achieved, a cornpanson of the expenses for energy 
efficiency projects implementabon In different departments, and analys~s of and proposals on 
guidelines for lmprovlng the programs and lmprovlng methods of elaboratrng the programs and 
ways of lmplementahon 

Arhcle 11 The Federal Program for Impromg Energy Effiaency m Tmsport. 

Withln a year after this Law comes Into effect, the Federal Agency, in cooperahon with other 
~nterested departments, must develop and present to the Government of the Russlan Federat~on 
a Federal program for improving energy effic~ency In transport 

Arbcle 12 The Federal Program for Recycled Resources and Waste of Energy Intensive 
Produchon Uthahon Improvmg 

W i h n  a year after h s  Law comes mto effect, the Muustry of Industry, m cooperation w~th the 
Federal Agency, must develop and present to the Government of the Russian Federation a 
Federal Program on lmprovlng recycled resources ut~hzation 1 

I ?J 
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Mcle 13 The Federal Program for Saenbfic Research and Desgn Act~vrt~es on Energy 
Effiaeocy 

Within a year after this Law comes into effect, the Federal Agency, in cooperation with other 
Interested departments, shall develop and present to the Government of the Russlan Federation 
the Federal program for scienhfic, research and deslgn acbvihes on energy efficlency The 
Program shall be developed for the three comrng years and conslst of the task for the nearest 
year and prognosis for the two years-to-follow 

Title IV Energy Effiaeacy Standards and Cerbficabon 

Arbcle 14 Energy Efficiency Standards System 

1 The Supreme Soviet considers that one of the most promslng guidehes for energy efficlency 
is standarduabon and cemficahon of energy Indexes of equipment and technologies to bmg them 
into llne with state requirements for energy efficiency 

2 The goal for energy efficiency standardizahon and cerhficahon is to improve the 
organizabonal, methodolog~cal, normahve and techmcal base, as well as organizational, 
normahve and technical infrastructure for energy efficiency standardizahon 

3 The energy efficiency standardization system is a part of the Federal Standardization System 
of the Russian Federahon The Standardizahon System includes the federal, departmental, 
republlc and regional standards, and construchon norms and rules ratlfied by the Federal 
Committee for Standards and Cemficahon and the Federal Comnuttee for Construchon of the 
Russian Federahon, as well as the standards of enterprises, standards of sclenhfic, techcal and 
englneermg enhhes, which are dlrectly or mdlrectiy connected with energy consumphon and 
energy efficiency 

Energy efficiency standards and normative documents set norms, rules, proposihons, 
requirements, a mandatory certrfrcahon system while desigrung, manufacturing, constructing, 
reconstruchng and expanding, and techn~cal retrofittmg energy consuming equipment and 
technolog~es 

Energy efficiency certrficabon IS carned out with the purpose of bnnglng energy indexes of the 
equipment into h e  wlth regulahon requrrernents iden~fied m the standards and normative 
documents 

The cerbficatlon system rabfied by the Federal Comnuttee for Standards and Cerbfication and 
the Federal Committee for Construchon of the Russian Federahon ~denhfies the rules for the 
tesung procedure necessary to carry out eshmahon of the conformity of the energy consuming 
equipment and technologies indexes to the norms Thts results m the release of a document 
/energy cerbficate, license/ on registenng and future compliance 

4 The objects of energy efficlency standardizat~on are mdexes of energy consumption by 
equipment, transport and technologies, heahng, coohg, ar conditioning and ventilation, 
appliances, as well as ~nsulahon mdexes of bulldings and construcbons and heat pipings, and 
methods of controlling these norms 



Law of the Russlan Federahon "On Improving Energy Efficiency" 

5 Funding of energy efficiency standardizabon on appllcabon of the Federal Agency IS camed 
out from the funds of the Federal Agency, if there are no other sources pointed out In the 
application 

M c l e  15 Standards Development Procedure 

1 The Federal Agency Dlrector must annually present to the Chamnan of the Federal Comrmttee 
for Standards and Certlficatlon of the Russian Federabon and the Charman of the Federal 
Cornnuttee for Construcbon of the Russian Federahon an apphcahon for ~nclus~on m the federal 
standardization plan, conhning 

- an inventory of the equipment for which state energy efficiency standards should be 
developed, 

- an mventory of the equipment for whch the present federal standards regulating energy 
efficiency requirements should be modified, 

- an inventory of technologies for which federal standards regulabng energy efficiency 
requrrements should be developed, 

- an inventory of technologies for which the present federal standards regulabng energy 
efficiency requirements should be modified, 

- an inventory of organizabonal and methodological state standards projects including 
improvement of energy efficiency terrmnology, methods of testmg and calculatmg Indexes 
charactenzing energy efficrency, ways of including energy efficiency indexes into the 
expected, operabonal, and repar documentabon, proposals on normabve documentation 
classificahon, requlrements for the composlbon and contents of the normatrve 
documentation 

2 These inventones should be followed by grounds for developmg state standards including 
grounds for scheduhng and condibons of the~r implementabon, as well as grounds for the 
expected energy saving and economic effects of their implementabon 

Each Inventory should be followed by a project of corresponding standards, prepared at the 
mttabve of the Federal Agency, as well as protocols of the examahon by experts and semars 
held by the Federal Agency on these inventones and standards projects 

The present normahve documents on technologies,msulatxon of buildmgs, constructions, 
equipment, heat pipings are subject to revision w i t h  3 years after thls Law comes into effect 
in the d~recbon of increasing the level of msulahon and heatmg, venttlat~on and cooling 
efficiency, first of all, by lrnplementahon of an energy concept according to whch msulatton and 
energy charactensbcs of an object as a unique energy system are standardized 

3 Withm 90 days before presentmg the mventones to the Federal Comrmttee for Standards and 
Certificahon and the Federal Comrmttee for Construchon of the Russian Fedemtton, the Federal 
Agency Dlrector must provlde an opporturuty to all Interested parhes to get aquamted wth these 
Inventones and projects of the corresponding state standards, suggested methods of calculabng 
and carrylng out tests, ways of reflecbng energy efficiency indexes in the expected, operahonal 
and repar documentation, means of labell~ng, and present comments on the standardizabon 
projects in wntten form 
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4 45 days before presenhng the inventones to the Federal Committee for Standards and 
Cemficatlon and the Federal Cornnuttee for Construction of the Russian Federatlon, the Federal 
Agency Director must organize public semrnars and provrde an opportunrty for particlpatxon in 

them to all ~nterested pmes 

5 The Federal Comm~ttee for Standards and Certlficahon and the Federal Committee for 
Construction of the Russlan Federatron develops and rahfies the normative documentation 
regulabng 

- the nomenclatura and levels of energy efficrency rndexes, 
norms, rules, propositions and requrrements for calculatrng energy efficiency indexes, 

- normatrve, technrcal and measure base of the energy indexes control and methods of 
carrylng out tests for statmg the confomty of the equipment or technology charactenshcs 
to the normatrve energy requrrements, 

- requirements for the organlzabon, order, rules, procedures and methods of the 
mformahonal semce and provldlng normatwe documentabon on the standards regulahng 
energy efficrency , 

- rules of reflectxng energy efficrency rndexes in the expected, operat~onal and repar 
documentat~on, 

- rules of reflectrng in the requirements regulated In the standards in products labelhng 

6 Federal standards regulahng energy efficrency rahfied by the Federal Commttee for Standards 
and Certfmbon and the Federal Committee for Construcbon of the Russian Federatxon are 
obligatory for all lunds of covered products and technologres manufactured or used on the 
terntory of the Russlan Federatlon rncluding those obmned through import 

7 Standards and norms adopted m departmental and regronal normatwe and techmcal documents 
can be obl~gatory or voluntary In any case, they must not contradrct the federal standards 

Arhcle 16 Federal Control of Comphce wth Standards 

1 Federal control comphce wth the energy efficiency normabves idenbfied m state standards 
is given to the Federal Commrttee for Standards and Certlficatron, the Federal Committee for 
Construcbon, and the Federal Committee for Energy Inspection In order to carry out h s  
funcbon, the Federal Commrttee for Standards and Cemficatlon and the Federal Commrttee for 
Construcbon undertake certlficaQon of test centers A test center can receive a cemficate for 
tesbng products and technologres for wnformrty to the state energy efficiency standards if 

- r t  has the normahve and techn~cal base necessary for carryrng out tests, 
- rt obhges to carry out tests stnctly m accordance wth organuatlonal and methodological 

standards, 
- rt obliges In wntten form to provide representabves of the Federal Committee for 

Standards and Certrficahon, Federal Comm~ttee for Energy Inspectxon, Federal Agency 
and a Regronal Agency a possrbhty to W c ~ p a t e  m the tests /m the regron m whlch the 
center is located/ on their first apphcahon, 

- it obliges in wntten form to make tests for conformity of the equrpment or technologies 
to the standards idenbfied by the Federal Comrmttee for Standards and Cerbficatxon, 
Federal Comm~ttee for Energy Inspecbon, Federal Agency or Regional Agency with~n 
30 days, I+* 
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- the Reg~onal Agency has held public seminars on prov~dlng the center wlth a test 
mficate and the follow-up of the sermnars has been presented to the Federal Comrmttee 
for Standards and Cerbficabon 

2 A Regional Agency, regional branches of the Federal Committee for Standards and 
Certificanon, and the Federal Commrttee for Energy Inspecbon have a nght to test any product 
or technology for which there are federal energy effic~ency standards for conform~ty of their 
~ndexes to the norms idenhfied by the standards 

3 The Federal Cornnuttee for Standards and Cerhficahon must regularly test for confomuty the 
products for whlch there are federal standards regulahng energy effic~ency, lncludmg those made 
at the request of the consumers 

4 No body has a nght to make tests of one and the same type and slze of the manufactured, 
repaued or sold by one and the same legal person more often than twice In a calendar year 

b c l e  17 Energy Effiaency Standards of Ehterpnses 

1 With the purpose of encouraging energy efficiency Improvement, there are requlrements 
regulabng energy efficiency In the standards of enterpnses 

2 The Federal Agency, in cooperation with the Federal Committee for Standards and 
Cemficauon, must issue methodological recommenda~ons for developing energy efficiency 
requirements rn the standards of enterpnses within 180 days after this Law comes lnto effect 
These methods should be sent to all Regional Agenc~es These methods must become an 
obligatory amendment to any set of documents sent to enterpnses and orgaruzations to Involve 
them into federal and reg~onal energy efficiency programs 

3 An enterpnse must use these methods whlle prepamg proposals on a standard of the 
enterpnse regulating energy efficiency This proposal is coordlnated wlth the Regional Agency 
and the regonal branch of the Federal Commttee for Energy Inspecbon and IS regstered m the 
reg~onal branch of the Federal Comm~ttee for Standards and Cerbficabon 

4 The standard of an enterpnse regulatmg energy efficrency is vahd for three years, after which 
~t is subject to mslon Energy efficiency requlrements idenbfied m the standards of enterpnses 
are a basis for an assessment of the effecbveness of the measures on improving energy 
effic~ency 

Mcle 18 Energy Effiaency Indexes CeM~cation 

1 Each product or construcbon object subject to federal standards and norrnabve documents must 
have a certificate of conformity provlng correspondence of energy consumpbon Indexes to the 
norms and standards, talung rnto cons~derabon the reglons of operahon and other factors 
effectmg energy consumphon The nomenclatura of products and construchon objects which are 
subject to obligatory cemficahon is stated in the standards 

2 On the federal level, energy consumption cemficahon is regulated by the leg~slahon, 
controlled by the Federal Agency, and camed out by reg~onai Agencies 
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3 The Reglonal Agency organizes tesMg of COnStrUCtron models or objects by cemficatton 
centers, estimates and confirms correspondence to the standards and normahve documents, and 
issues a cemficate of confcrmity or a license for manufacture of a product If a product or a 
construcuon object does not correspond to the standards, no hcense may be issued 

4 Cemfication of the equipment or technolog~es for whrch there are voluntary standards 1s 
camed out on a voluntary basis These cemficates may be used in advertising manufactured 
products or obmning obligatory licenses for production of new equipment, implementation of 
new technologies, manufacturing of new products or economc pnviledges from management 
bodies Iministnes, local authontles/ 

T~tle V Emoauc Mechamsrns for Encourapg Energy Effiaency 

Arhcle 19 Federal and Terntonal Taxes for Purchasog Fuels and Energy 

1 With the purpose of encouraging energy efficiency, there are federal and temtonal taxes for 
purchasing fuels and energy wtuch are pad by enterprises, organizations and insbtutions 
regardless of property type, departmental possession and organuatlonal and legal forms, as well 
as pnvate persons purchas~ng fuels and energy The tax is identified in percentage of the fuels 
and energy pnce 

federal tax - 0 3 
terntonal tax - 0 7 

2 The exact amount of the taxes is ~denbfied by the Government of the Russian Federabon and 
the governments /authonhes/ of the republtcs, regions, distncts, autonoumous distncts of the 
Russ~an Federabon, and the clues of Moscow and St Petersburg 

3 The tax 1s Included m the retad pnce of fuels and energy and is separately recorded by energy 
supply companies 

4 Enterprises and organuauons exporbng fuels and energy from the Russian Federahon must 
make deduchons from the hard currency recaved for s e h g  fuels and energy to the non-budget 
fund of the Federal Agency m the amount stated by the Government of the Russian Federauon 
according to the tax rates for selllng fuels and energy 

5 Every three months energy supply cornparues must msfer the money received From taxes for 
purchasing fuels and energy from the consumers m the region to the non-budget funds of the 
Federal and Regional Agencies 

6 The money got from taxes for purchasing fuels and energy are only to be used for goals 
idenufied in Amcle 2 

7 The Federal Taxation Committee of the Russian Federation exercises control over payment 
of the tax for purchasing fuels and energy and the hme limits for payment to the energy 
efficiency fund 
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Arhcle 20 Dep-011 Benefits 

For energy consumphon control and regulahon devices, the depreciahon penod is shorter 
Therefore, the Government of the Russlan Federahon submitted by the Energv Effic~ency 
Agency, withln 180 days after the Federal Agency 1s created, ratdies the inventory of devices 
for energy consumption control and regulauon, the norm of deprec~atlon deduchons ~den~fied 
with conslderabon of the lifehme of these devices equal to one year, and also the Inventory of 
energy effic~ent equipment types and devices w ~ t h  a short deprec~atlon penod 

Arhcle 21 Federal F~nancral Support for Energy Efficxency Prqects 

Federal financial support for energy efficiency measures is prov~ded by the Federal Agency and 
regonal agencies from theu non-budget funds m accordance wth the provisions of tlus Law The 
funds thus obmned by legal and pnvate persons are not subject to taxabon 

Arhcle 22 Value-added Tax Benefits 

The value-added tax rates are 50 percent lower for products wth energy effic~ency charactenshcs 
exceeding the energy effic~ency requirements by 20 percent ldenhfied in the federal standards 
Th~s benefit is prov~ded by the Government of the Russ~an Federation upon presentation of a 
federal standard certxficate, providing the cemficate was issued or confirmed not earlier than a 
year before the applicabon 

Arhcle 23 Customs Benefits 

The Federal Agency shall annually present to the Government of the Russlan Federat~on an 
inventory of products and semlces whlch can significantly improve energy efficiency and, 
therefore, may eqoy customs benefits, and an mventory of products completely free of customs 
dut~es To these inventones shall be attached assessments of cost eficlency of customs benefits 
and methods of calculatmg these assessments 

Arhcle 24 Encouraging Fomgn Investments m Energy Effiaency Prqects m the Russan 
Federaboa 

1 Foreign Investors implementmg energy efficiency projects on the terntory of the Russian 
Federahon have a nght, according to the obhned savings of a cemn energy camer, to 

a) buy an equal amount of the same energy m e r  for internal pnces, 
b) get a hcense for exportahon of h s  amount of the same energy carrier wthout export 
duties 

2 This license can be sold by the legal person which has implemented the project to any other 
legal person 

3 W~thm 60 riays after ~ t s  fornabon, the Federal Agency develops and coordrnates the order of 
realization of th~s nght Then it presents the draft decree for ratificabon by the Government of 
the Russian Federauon 
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4 To ~denhfy the amount of energy saved, a legal or pnvate person having a Federal Agency 
cemficahon must carry out an energy lnspecbon before and after the project implementation, or 
to ratlfy standards of enterpnses for energy efficiency technolog~es for all elements of the 
Implemented project in the central bodies of the Federal Committee for Standards and 
Certification of the Russlan Federatlon before and after project ~mplementabon 

Protocols of energy ~nspechons or ratified copies of the standards of enterpnses for energy 
efficiency of technologies are presented to the Federal Agency whch must be considered w~thrn 
10 days If the decision is poslhve, the Federal Agency issues a certificate confirrmng the energy 
savings of the project ~rnplemented by a foreign investor 

Title VI Energy Inspec~ons and Energy Consumpbon Regmaboa 

Arhcle 25 Energy Consumphon R m n  6 ~ ' \ 6 R \ d  G 

1 Regional energy commlsslons in cooperation w~th Reglonal Agencles wlthin SIX months after 
thls Law comes into effect, must consider and rat~fy a plan of providing all legal persons who 
are energy buyers with energy consumpbon reglstrauon devices and Identify a date from which 
the amount of purchased energy IS ~denbfied as indicated by reglstratlon devlces 

2 The requlred minlmum for registrabon devices for different categories and groups of 
consumers is ~denhfied by the central and local branches of the Federal Committee for Energy 
Inspectlon 

3 The rules of installation of reglstrahon devrces, cerbficahon, the commerc~al d~scount and 
reading the indications are developed by energy supply cornpanles and rabfied by the Federal 
Committee for Energy Inspecbon and the Federal Committee for Standards and Cemficanon of 
the Russian Federatlon 

4 Each Regional Agency within a year after its formabon, must develop and implement a 
program for idenbfymg posslbdmes for and the cost effiaency of regskinon devices and heatmg 
consumption regulat~on devlces, and also methods of payment for heat~ng supply for 

a) individual houses, 
b) mulb-story houses 

5 It IS forbidden to collect payments for heahng by lndlcabons of reglstrabon devices m case 
the residentla1 consumer IS not equipped with a heahng energy consumphon regulatzon devices 

Arhcle 26 Energy Impect~ons 

1 Within six months after th~s Law comes ~nto effect, the Federal Committee for Energy 
Inspectlon shall develop the protocol form and methods of control energy efficiency at the 
Inspected object 

2 Dunng regular lnspecuons by the Federal Committee for Energy Effic~ency its auditors must 
fa m tlus protocol It can contam recommendahons on ehmabon of the found violabons of the 
standards for energy effic~ency, and also imposlng fines in accordance w~th the procedures 
determined in these standards and other normatlve documents 
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3 The director of the enterpnse signs the protocol together with the inspector of the Federal 
Commrttee for Energy Inspecbon and has a nght, if he does not agree with the 
recommendabons, to wnte down a special opinion If the director of the enterpnse refuses to 
sign the protocol, ~t is signed by the inspector alone and to it a motrvated explanahon of the 
refusal is attached 

4 The inspector of the Federal Committee for Energy Inspecbon must leave one copy of the 
protocol at the enterpnse Another copy must be given to the Head fo the Regional Agency 

5 Inspecbons must not interrupt the normal technological regime of the enterpnse 

6 A year after this Law comes into effect, legal persons interested in revealing and 
implementmg measures on improvmg energy efficiency can make an order for energy lnspechon 
whch can only be m e d  out by legal or pnvate persons whch have got cerhficahons from the 
regional or Federal Agencies 

Arhcle 27 Federal Ekammahon by Experts of the Energy Effiaency Pqects 

1 Prelim~nary, pre-project and project documents on the objects to be constructed on the 
terntory of the Russian Federabon are subject to obltgatory federal examtnahon by experts 

2 Under the aegis of regional Agencies there are groups of federal energy efficiency experts 
Tasks, functions and powers of separate sechons of the examinatxon are tdenhfied by the 
Provision on the federal energy effictency examination by experts developed by the Federal 
Agency and ratxfied by the Russian Government 

3 Reviews of the federal examlnabons by experts are obligatory for all legal and pnvate 
persons A negahve concluston of the federal energy efficiency exammahon by experts provides 
grounds for redevelopmg projects m accordance wth the rewew of the exammahon by experts 

Implementahon of projects on construcbon and reconstructxon of objects without a posihve 
conclusion of the federal energy efficiency examinahon by experts is forbidden 

Tide VII Educahon and Personnel Tramng 

Article 28 Obhgatory Teachmg the ABC of Energy Effiaency 

1 To get the minimal knowledge necessary for the formation of energy efficiency slulls, in all 
secondary and high schools, regardless of their speclahzahon, it is necessary to introduce 
obligatory teaching the ABC of energy efficiency as a part of the course "Basxc Ecological 
Knowledge and Culture" 

2 The Federal Agency, Ministry of Educatxon and Ministry of Science, High School and 
Techcal Poky must develop educahonal programs, text-books and orgaruze personnel trammg 
within a year after this Law comes into effect 
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Article 29 Regional Programs and Programs of Increasing the Level of 
Professcmal Knowiedge. 

1 For implementabon of educahond programs and programs of improving professional shlls 
of the leadmg workers and speclaltsts m the field of providing enterpnses and organmetons wth 
energy and holding seminars and conferences, each regional Agency, within a year after ~ t s  
formation, forms a department with the following functions 

a) developing and implementing regional educational programs and programs of 
improving professional slulls of the leading workers and specialists in the field of 
providing enterpnses and organuations with energy, 
b) organuing demonstrabons of energy efficient technologies and equipment, 
c) organizing work on providing informabonal services on energy efficiency to energy 
consumers in the region 

Withm a year after h s  Law comes Into effect, the regional Agency develops a plan of cemfymg 
people responsible for providing energy to enterpnses and organizabons for knowledge of the 
ABC of energy efficiency Such cerbficahon is made once m three years 

Title VIII Internatronai -on on Improving Energy Effiaency 

The Russian Federabon takes measures on developing and strengthening mutually profitable 
complex lnternahond cooperahon on energy efficiency improvmg both m relatrons wth separate 
countnes and by talang part in the achvities of mternational orgaruzatrons The Government of 
the Russran Federabon creates most favorable conditions for mutually profitable exchange of 
energy efficient technologies, as well as pmcipahon of Russian speciahsts in internabonal 
projects of developing such technologies 

Arbcle 31 Fomgn Investments Insurance 

To attract foreign matenal and financ~al resources, advanced foreign technics and technologies, 
and management expenence to the objects connected with energy efficiency on the terntory of 
the Russian Federahon, along with the current federal guarantees the following order of the 
above-menhoned foreign investments insurance is set 

Foreign investors, whose matenal or intellectual investments allowed to improve energy 
efficiency on the temtory of the Russian Fedembon and who slgned an msurance agreement with 
the Multilateral Agency for foreign investments, have a nght to apply to the Federal Energy 
Effic~ency Agency of the Russian Federation for compensahon of the insurance contribuhon 
value m accordance wth the above-menhoned agreement The foxeign Investors must present all 
the necessary documentahon to prove the energy efficiency effect they have got 

Within 90 days after the application of the foreign investor, the Federal Agency must elther 
compensate to the investor the value of his insurance contnbution, but the amount of the 
compensabon must not exceed the actual econonuc effect got from energy conserva~on, or give 
a motivated explanahon why such compensabon is impossible The insurance contnbution 
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a cornpensatlon IS made In the currency pad by the rnvestor The Insurance contribution 
compensation is free of charge and does not bnng out any changes In property nghts on the 
insured Investments 

Article 32 Intemabonal Cooperabon m the Fleld of Stan-on 

Within a year after th~s Law comes into effect, the Federal Committee for Standards and 
Cemfication must develop a program of harmonizahon the federal system of energy effic~ency 
Indexes standartlzabon wth prOgreSslve mternahonal, nahond and regonal standartuatlon system 
of other countries, and also develop procedures of mutual rahfi~abon of the cerUficahon results 

The Federal Agency shall annually present to the Government of the Russlan Federabon an 
analysis of internahonal cooperahon efficiency and proposals on ~ t s  strengthening 

Arbcle 34 O b m t t o n  of Commercial Secrecy by Offi& of the Federal and Reg~onal 
Agenaes and hspectors of the Federal Commttee for Energy Iaspemcm 

Officials of the Federal and Reg~onal Agencles and Inspectors of the Federal Committee for 
Energy Inspechon have no nght to use to thelr own benefit or make known the data whlch 
consbtute commerc~al secret of a legal person who takes part m ~mplementrng energy effic~ecy 
programs or carnes out energy aud~ts 

Article 35 Setthg Controvercles. 

Controvercies connected w~th energy efficiency lmprovlng acbvitres are settled by the court or 
arbitration in comphance w~th theu junsd~chon 

If internahond treabes of the Russian Federation or the former USSR contam other mules than 
those stated In the Law on Energy Efficiency of the Russlan Federatron, the rules stated in 
internabonal treatles have an advantage 


