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Ukraine is in the process of restructuring ~ t s  electnc power industry This reformat~on is taking 
place agsunst the background of the reform of the economic and legal superstructure of the entlre 
country Ukraine is in the process of movlng from a central~zed, state-owned command and 
control economy to a market economy w~th  private ownersh~p Progress has been slow Ukraine 
is beset by corruption, a barter economy, ineffective bankruptcy laws and a myriad of other 
problems 

Hagler Bailly has played a crucial role in advising vmous sectors of the electnc power industry 
since 1994 During this Delivery Order, whlch ran from August 1997 through September 1998, 
Hagler Bailly advised 

The National Electricity Regulatory Commission in the full range of its activities, 
including retail and wholesale tmffs, organizational development, reporting requirements 
and, beginning in August 1998, the natural gas and oil sector 

Generation companies in the procurement of fuel 

Local Electnc Companies (LECs), including several LECs in focused efforts to improve 
cash collections, business planning and moving to International Accounting Standards 
(IAS), and all LECs through national conferences in cash collections and IAS 

Energomarket, including orgamzational and legal support 

The Financial Recovery Commission, pnmanly by producing a monthly report on the 
progress of the electnc power sector toward meeting the requirements of the Financial 
Recovery Plan issued by the Cabinet of Mimsters 

These tasks generally carry with them substantial requirements for implementation The design 
phase in Ukraine is over That said, however, any system of rules and regulations requires 
constant review and revision As a consequence, Hagler Bailly was also involved in design-like 
work such as revising the Energomarket Members' Agreement and recommending changes to the 
Energomarket rules 

By contrast, Hagler Bailly also worked dunng t h ~ s  delivery order on the reform of the natural gas 
industry and oil pipeline industry Because this restructmng process is in its infancy, Hagler 
Bailly's work in these industries was in the area of proposing basic structures and devising action 
plans 
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Major Results 

The major results of this tash are 

b The development of regulatory reporting forms, wth  associated filing schedule, for all six 
types of licensees 

t The development of analytical tools and underlying theory to evaluate the results of the 
Energomarket pool, and evaluations of results during the penod of the delivery order 

t Analysis of the filings made by oblenergos to change their regulated tmff supplier and 
low voltage network operator fees, and recommendations for further refinement m the 
method used by NERC to set those fees and to operate the license-based retail tariff 
methodology 

b In conjunction with the Legal and Policy task, active participation in the Energomarket 
Working Group to revise the Energomarket Members' Agreement 

Del~verables Requ~red by the Dellvery Order 

The contractually required deliverables for t h ~ s  task fall Into two categories, electnc and 011 and 
gas 

(1) Draft regulations on regulatory accounting standards, including regulatory reporting 
requlrements for accounting data submissions for the high voltage network, 
Energomarket, Low Voltage Network Operators and Regulated Tanff Suppliers, 
generahon compames and Independent Electncity Suppliers 

T h s  deliverable was accomplished by worlung ~ntensively with NERC staff over the year 
in an iterative process First, Hagler Bally prepared draft regulatory reporting 
requirements for a class of llcensee and subm~tted the draft to NERC staff, NERC staff 
analyzed the draft reporting requirements and somet~mes prepared w t t e n  comments on 
that draft, and then Hagler Bsully staff and NERC staff met to discuss the draft reporting 
requirements Based upon these meetings, Hagler Bailly prepared revised draft report~ng 
requirements, and the iteration began anew The most complex and t~me-consuming 

Hagler Ballly 
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reporting reqmrements to prepare were for the local electnc company licensees (LVNO 
and RTS), these reporting requirements went through seven drafts 

(2) A mechanism and schedule for perlodic license reviews by NERC 

Th~s  deliverable was accomplished in conjunction with deliverable number 1, as the two 
deliverables are so intimately interconnected The llcense review mechanism and 
schedule called for by this deliverable is to be used to process the draft regulations 
prepared for deliverable number 1 Accordmgly, Hagler Bailly drafted a mechanism and 
schedule along wth deliverable number 1, presented it to NERC stsf, and then revlsed it 
to reflect NERCYs comments 

(3) Recornrnendatlons and draft regulations as appropnate on NERC capability to oversee the 
performance of the Energomarket 

After meetlng with staff of the National Dispatch Center, Regional Dispatch Centers, the 
thermal generating compames, and NERC, Hagler Bailly drafted a position paper on the 
appropnate level of NERC oversight of Energomarket and circulated that draft paper both 
to the Consultants7 Coordinating Group and to NERC Hagler Bailly provided to newly 
bred NERC staff responsible for oversight of Energomarket a series of six workshops to 
present to them the basic theoretical understanding, analytical tools and methodologies 
necessary to oversee the Energomarket 

(4) Methodology on retail electricity and transmission tmff formulation and modification in 
llcenses 

This deliverable focused on the retal pncing system to be implemented according to the 
formula contaned in the Regulated Tariff Supplier licenses, under which a local electnc 
company's retad tmff for any customer equals the sum of the relevant LVNO fee, supply 
fee and cost of energy adjusted for technical losses Because the license-based pncing 
formula was not actually introduced in Ukralne until October 1, 1998, the day after 
Deliver Order No 18 ended, h s  focus was further refined to concentrate on the 
formulation of methodologies to evaluate the low voltage fee and supply fee NERC is 
severely constrained in terms of staff to process rate fillngs made by LECs Accordmgly, 
Hagler Bailly prepared benchmarlung analysis w t h  ass~stance and support of NERC 
staff, and presented the results to NERC staff The report also focuses on the necessity to 
move to a return on equlty system for determlrllng an acceptable level of profit and on the 
methodology of four voltage classes, rather than the two voltage classes contained in the 
RTS licenses 

( 5 )  Action plan for NERC to address abuse of market rules 

Hagler Bailly 
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The Energomarket rules have undergone only minor revisions since they were first 
adopted in 1996 The pool has been paying generating companies pnces determined 
according to those rules only slnce April 1998 Until late summer 1998, NERC did not 
make any comprehens~ve effort to oversee the operations of Energomarket, at that tlme, 
NERC hlred two new staff persons to begin active oversight of Energomarket NDC and 
Mlnenergo actively Intervene in all steps of the operation of the pool, Including b~ddmg, 
schedulmg, d~spatching and pricing, generally these intervent~ons are minor but 
cumulatively they add up to s~gnificant interference Given all these factors, NERC's 
movement to begin to regulate the pool should be taken carefully according to a well- 
cons~dered plan Therefore, Hagler Bailly prepared a report whch outlines an action plan 
for NERC and Energomarket Board for evaluat~on and revision of any elements of the 
Energomarket rules and procedures that distort b~dd~ng  incentives and reduce product~ve 
effic~ency m the Energomarket The report ~dentifies vmous techca l  aspects of 
Energomarket rules dealing wth  bidding, generation scheduling, and settlements, whlch 
require a comprehens~ve revlew for further clmficat~on or revlsion In the preparat~on of 
the report, Hagler Bailly held in-depth &scussions w th  numerous personnel from 
generating companies, NDC, NERC and other consultants A draft of the report was 
prov~ded to NERC in advance of the final report 

(6) Legal assessment of NERC authority to perform ~ t s  pnnc~pal regulatory functions, 
including setting and oversight of tmffs and monltonng market fraud 

The requirements of t h s  deliverable were met in many different ways Perhaps most 
~mportantly, Hagler Bmlly part~c~pated act~vely m the Energomarket Worlung Group 
formed to amend the Energomarket Members Agreement (this was also lnvolved in the 
Legal and Policy task) T h ~ s  involved, among other things, attend~ng Worlung Group 
meetmgs an average of two times per week for SIX months, prepmng comments on new 
draft EMAs, and cha~nng a senes of meetings held by NERC to expla~n the draft EMA to 
vmous segments of the industry, Including LECs, generating companies and IESs 
Hagler Bailly also provided memoranda and seminars on numerous legal aspects of the 
wholesale and retail tmff pncing systems 

(7) Methodology and requirements for public participation, and a plan for public 
participation 

NERC IS, for Ukraine, a progressive, transparent and open regulatory body However, by 
Western standards, NERC's procedures are flawed The requirements of t h~s  deliverable 
were met by preparing a plan for publ~c part~clpatlon recommending to NERC changes m 
~ t s  publ~c h e m g  procedures, and by discussions wth the Cha~rman, Comm~ss~oners and 
staff Ths  deliverable was also closely related to the Orgamzat~onal Development report 
prepared for NERC (see below under "Other Task Activities") 

Hagler Ba~lly 
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(8) Final report on key regulatory issues and recommendations to resolve them 

This deliverable, which has no associated items under the Statement of Work, was met by 
the preparation of a report w th  three chapters Chapter 1 discusses the requirements of 
bilateral contracts under Energomarket Energomarket requires all electrlc~ty generated 
by plants greater than 20 MW to be sold to Energomarket and all suppliers to purchase 
their energy from Energomarket, direct contracts between generator and supplier are 
forbidden However, even under this structure, financial contracts between generator and 
supplier would be useful as a means of pnce assurance would be perfectly in accord with 
the Energomarket rules Chapter 2 discusses micronets the literally thousands of small 
and large LECs in Ukraine whch are not associated wth  Minenergo This chapter 
recommends solutions to the problems raised by micronets Chapter 3 recommends that 
the nght to purchase power from IESs be restricted to large customers wth  tlme-of-use 
meters Today, any non-residential retail customer may buy power from an IES Ths  
unrestricted freedom is causing profound problems, mostly related to the data processing 
requirements which IESs impose on Energomarket and the LECs Without any 
restrictions, these problems will only worsen 

(9) Biweekly report on the status of the market, including analysis, conclusions and 
supporting data, and identifying any matenal deficiencies and recommending a preferred 
course of action to correct those deficiencies 

This deliverable was met through the preparation and delivery to USAID, NERC, NDC 
and others of three types of bi-weekly reports (a) the results of the Market Funds 
Procedure, (b) the System Settlement Admimstrator and (c) detailed compmsons of bids 
by different generating companies and different types of generating stations 

Natural Gas and 011 DelzverabZes 

Delivery Order 18 was modified to include matters related to natural gas and oil in August 1998, 
leaving two months to complete all of the deliverables In August, NERC had no employees 
working exclusively on natural gas and oil, and even by the end of September had only two 
employees dedicated exclusively to natural gas and 011 Therefore, Hagler Bailly held meetings 
w th  entitles involved in the natural gas sector, including representatives from Ukrainian 
government institutions such as the Ministry of Economy and the State 011 and Gas Committee, 
from Western comparues such as Shell and Bntish Petroleum, and from NERC, and at the end of 
t h ~ s  penod completed a report whch Included all of the deliverables and contract reports The 
deliverables included 

(1) Policy assessments to a d  in the design of Commission policy 

Hagler Ba~lly 
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This deliverable was met through the preparation of two policy assessments, one on cost 
of service pricing and the other on balancing requ~rements associated wlth transportation 

performed by dlstnbution companies 

(2) Position paper on the appropriate level of NERC oversight of gas marketing and gas 

supply 

In order for the open access method of regulation to work properly, the industry needs to 
be unbundled and there needs to be competition in sales of gas l b s  deliverable was met 
through describing the methods of regulation necessary to create competltion in gas sales 
in Ukraine, as such competltlon does not exist today The best, and probably required, 
methods to Introduce the required competltion are to free entry into exploration and 
production and to deregulate pnces for domestic production of natural gas 

(3) Action plan to aid in the restructung of the gas industry 

This deliverable was met through the preparation of a suggested schedule of actlons for 
NERC to take to aid in the restructuzlng of the natural gas industry and through 
d~scuss~on m the report of underlying prerequisites to the performance of the scheduled 
actions 

(4) Report on action plan to regulate oil pipelines 

As with the natural gas restructwng action plan, this deliverable was met through the 
preparation of a suggested schedule of actions for NERC to take to regulate the oil 
pipeline industry and through discussion in the report of underlying prerequisites to the 
performance of the scheduled actions 

( 5 )  Action plan to monitor and enforce transportation and dlstnbution regulations 

As wth  the natural gas restructuzlng action plan, this deliverable was met through the 
preparation of a suggested schedule of actions for NERC to take to monitor and enforce 
transportation and dlstnbution regulations and through d~scussion in the report of 
underlying prerequisites to the performance of the scheduled actions 
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Other Task Activit~es 

Additional activities undertaken dmng this task are the following 

Work on Electrzczty 

F Report describing minimum requirements of IAS accounting package 

Thls report was prepared in conjunction with and as part of the same process as NERC 
Deliverable No 1 (Draft regulations on regulatory accounting standards), and was also 
prepared in conjunction wth  LEC Deliverable Nos 1 (A Model Actlon Plan on llmited 
IAS, standardized reporting and controls implementation as requlred by NERC) and 3 
(Documentation on a defined limited scope of IAS and financial reporting system 
implementation) 

F Market Funds Procedure report 

Hagler Bailly actively participated in Market Funds Procedure Worlung Groups 
established by the Energomarket Board, met wth  NERC staff to discuss the pros and 
cons of vanous proposed changes to the MFP, and prepared a report discussing the MFP 

t. Report and action plan on alternative market stabihzation mechmsms 

Power plants around the world generally receive two-part (fixed-vanable) prices In the 
Energomarket pool, thermal generating companies receive payment both in the form of a 
System Marginal Price (SMP), calculated hourly on the basis of the bids submitted by the 
generating compames, and an Availability Pnce (AP), calculated hourly on the basis of 
the capacity margin m that hour Neither of these pnces takes the form of a fixed pnce It 
is therefore impossible for the owner of a power plant to predict with any certa~nty the 
revenues that the plant will receive Hagler Bailly prepared a report addressing this and 
other problems with the current AP system, and proposing alternatives to that system, and 
held meetings with NERC and NDC staff to discuss the AP system 

b Report on and develop action plan on ancillary services 

Hagler Badly prepared a report addressing ancillary services and held meetings with 
NERC, NDC and genco staff to discuss ancillary services 

b Report on NERC departmental staffing levels, funcaons, qualifications and plan for 
strengthemg local offices 
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Hagler Bally prepared a report on the Organizational Development needs of NERC at 
this crucial time in its history NERC has been in existence for several years, wlth the 
same organizational structure, and has never taken a comprehensive review of alternatlve 
organizational structures Now NERC is has been assigned the responsib~lity of 
regulating natural gas and oil Hagler Ballly undertook a comprehensive review of 
NERC's organizational development needs Hagler Bailly held a series of meetings with 
the NERC Chairman, Commissioners, and senlor staff, prov~ded a report suggesting an 
alternatlve structure, and then held another series of meetings with additional NERC 
personnel and provlded an ~n-depth report on NERC's orgmzational development needs 

Work on Natural Gas and Ozl 

b Initial design of audit procedures related to gas transportation and distnbution system 
costs 

Hagler Bailly included in the natural gas and oil report a chapter providing guidelines to 
follow in auditing natural gas compames wth  respect to, among other things, pnce 
change filings and penodic (but ifrequent) management audits 

b Develop position paper on the unbundling of gas production, transportation and 
distnbution facilities 

Hagler Badly included m the natural gas and oil report a chapter discussing the 
requirements for and benefits of unbundling Unbundling is necessary for open access 
transportation to function properly, but in turn there are other requirements that must be 
met m order for unbundling to work properly 

This work wth  Local Electnc Companies (LECs) under this delivery order was comprised of 
five sub-tasks (1) support of improvements in collections and financial systems, (2) assistance m 
the implementation of retail tanffs, (3) improvement of management and planrung systems, (4) 
establishment of customer relations and demand-side services, and (5) support of independent 
electricity supplier business development 

To cany out these sub-tasks, Hagler Bailly provided focused technical assistance to 2-4 LECs in 
Ukrmne, except for the tasks associated mth implementation of Internat~onal Accounting 
Standards and Improvements m Cash Collections In these two cases, Hagler Bailly also 
provided genenc guidance to all Oblenergos throughout Ukraine in industry-wde forums and 
reports The imtial work c m e d  out in the areas of energy efficiency, busmess planning, and 

Hagler Bailly 
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customer relations, was further restricted to two Oblenergos, so that more intensive work could 
be focused on lmplementatlon of specific cash collection recommendations at Khrnelnitsky 
Oblenergo during the final three months of the delivery order 

Major Results 

This project has sigmficantly contributed to the achevement of several major results 

The oblenergos received extensive support and training in the implementation of 
International Accounting Standards (IAS) The oblenergos today labor under the burden 
of Soviet accounting standards, whch are opaque at best and misleading at worst The 
current accounting standards are not suitable for attracting foreign investors, as their 
opacity raises the risk of investment in Ukraine and lowers the pnce strategic investors 
are willing to pay, and they are only the bluntest of management tools A great deal more 
work is required for the oblenergos to fully implement IAS, but h s  task provided an 
important first step 

b The worst problem facing Ukraine's power industry is in collections Barter is prevalent, 
cash collections are low, and non-payment is nfe While the predominant solution to the 
collections problem is sheer political will from the heights of the Government of Ukraine, 
there are other, lesser solutions that can assist the LECs to improve cash collections now 
and to Improve customer relations now and in the future when collections do finally 
improve Hagler Bally provided focused assistance to three LECs -- Lviv, Zaponzhia 
and, especially, as it was the most eager for assistance, Khrnelnitsky -- and held a Cash 
Collections Improvement Conference for LECs throughout Ukrane 

b Hagler BallyICMPI engaged in a number of activities related to energy efficiency 
Ukrane today wastes an extraordinary amount of energy, the potential for energy saving 
is vast In its work wth  three Oblenergos on energy eficiency activities, Hagler 
BallyICMPI was able to excite them to further activities such as conducting free energy 
aud~ts of their customers Hagler Bailly/CMPI also worked with IESs, which supply 
energy to many of the largest energy consumers in Ukraine today IESs in Ukraine tend to 
think of themselves narrowly as merely sellers of electncity, and are misslng the 
opportun~ty to functions as full service energy service companies Hagler BaillyICMPI 
therefore held a seminar attended by representatives of 14 of the largest and most viable 
IESs in Ukra~ne and worked with IESs to prepare a report on their energy efficiency 
activities 

Del~verables Requ~red by the Dellvery Order 

The contractually required deliverables for t h s  task include 
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(1) A Model Action Plan on limited IAS, standardized reporting and controls implementation 
as required by NERC 

This deliverable requirement was met by ass~sting the LECs in developing appropnate 
accounting and financ~al reporting mechanisms based on IAS whch would allow them to 
present accurate financial statements and tariff filings to the National Electricity 
Regulatory Cornrn~ssion as well as to prospective future investors 

Hagler BalllyICMPI assembled a team of Ukrainian and Western accounting experts to 
review and restate the 1997 Financial Statements of Lviv and Khrnelnitsky Oblenergos 
into International Accounting Standards They completed two reports entitled 
Internatzonal Accountzng Standards, one for Lviv Oblenergo and the other for 
Khrnelnitsky Oblenergo Draft reports were presented to both Oblenergos, and were then 
modified after discussions of the reports w t h  the oblenergos In addition, these reports 
formed the basis for presentations made to accounting experts from throughout the 
Ukraiman energy industry at a seminar conducted by Hagler Ba1llylCMP1 in conjunction 
with the Institute for International Education and the Ministry of Energy on September 
17-18, 1998 

We established and maintained offices in Lviv and Khrnelnitsky to provide logistical 
support for the activities of the Ukraiman and Western advisors involved in the 
accounting and collections activities, as well as other USAID-sponsored activities camed 
out by Hagler Badly consultants and staff The full-time staff member located in Lviv 
also provided significant support to USAID, directly, in the form of coordination of 
meetings and logistical arrangements including arranging for local translation and ground 
transportation, as well as malung meeting arrangements for both Congressional and 
USAID staff visits to the City of Lviv and to Lviv Oblenergo 

(2) Draft Termination Procedures and Debt Rescheduling Procedures for delinquent 
customers 

This deliverable requirement was met by the development of a series of draft guidelines 
and procedures for the proper billing and collection of energy debts, and a procedure for 
worklng with debtor customers These guidelines and procedures were presented to the 
Oblenergos for their consideration In addit~on, Hagler BaillyICMPI completed a report 
entitled Draft Termlnatzon and Debt Reschedulzng Procedures Ths  report provides a full 
set of procedures and forms whch reflect Ukrainian standards and operating practices, as 
applied uhliung modern professional management techques 

Hagler Badly 
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(3) Documentation on a defined limited scope of IAS and financial reporting system 
implementation 

A throughout review of current accounting practices and computing capabilities was 
undertaken at three Oblenergos -- Vimtsia, Lviv and Khrneln~tsky -- which represent the 
spectrum of implementatlon of automation throughout the Industry in Ukrarne Based on 
the available hardware (including that provided by USAID under Dellvery Order 10 of 
this contract), an in-depth examination of ava~lable accounting packages for "off-the- 
shelf' purchase was undertaken and recommendations were made to each Oblenergo as to 
whlch accounting package would best suit their needs in the transition to IAS These 
recommendations were also presented in a conference for industry accounting 
professionals held September 14- 18, 1998 

This requirement was also met with the issuance of a report entitled FznanczaZ Reportzng 
Systems This report reviews the hardware and computing capabilities of LECs in Ukrane 
and describes three levels of accounting systems which might be considered by the 
Oblenergos as they incorporate IAS into their regular management and regulatory 
account~ng practices It makes specific recommendations for implementatlon of 
moderate and low-cost packages based on exlsting technology and expertise 

(4) A draft Business Plan 

A thorough review of busmess planning methodolog~es was undertaken wth the 
Oblenergos in Khmelnitsky and Vinnitsia, and guidance was provided to these 
Oblenergos in how to develop a modern, internationally-recognizable Bus~ness Plan 
which could be used to approach potential investors or lenders In the case of Vinnitsia, 
the outllne and sample Bus~ness Plan which was provided, formed the basis of their 
contract~ng wth  a local Ukrawan Investment Adv~sory Service to help them write a final 
Business Plan of their own In Khmelnitsky, Hagler Bailly's technical advisors worked 
with the Oblenergo's General Director and Strategic Planning Department, and 
coordinat~ng wth the work produced by the advisors involved in the restatement of 
accounts per International Accounting Standards (Deliverable I), developed a Draft 
Business Plan for Khrnelnltsky Oblenergo 

m l e  a slngle draft Business Plan was called for in the specific deliverables for t h ~ s  
project, in fact a senes of outlmes, genenc guidance and an actual draft Busmess Plan for 
Khmelnitsky Oblenergo have been prepared and included in a report entitled DraB 
Busmess Plan 

Hagler Bailly 
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( 5 )  A draft program for investment planning 

A review of current investment planning processes and programs was undertaken and 
provided the basis for development of an Investment Planning Program for Oblenergos, 
which has been translated and delivered to the three Oblenergos in Vinnitsia, 
Khmelnitsky and Lviv Thls program includes both a set of instructions and an Excel- 
based computer spreadsheet tool that Oblenergos can use to evaluate either income- 
producing or cost-saving investment opportunities, and that can then be used to obtain 
loans from international investors at such time as the economic climate of the Ukrainian 
energy sector allows for foreign investment 

A report entitled Drap Investment Plannzng Program, providing this guidance and 
methodologies, was delivered to the three Oblenergos 

(6)  A report and action plan providing an assessment of demand curtailment options and 
recommendations for DSM implementation 

and 

(7) A status report on the demonstration of voluntary demand curtailment and demand side 
measures 

These requirements of deliverables 6 and 7 were met with the issuance of the report 
entitled Demand Curtazlment and DSM Thls report reviews the current status of 
implementation of energy efficiency and Voluntary Demand Curtailment at the local 
customer level in Ukraine and provides recommendations for future activities to help 
realize the potential energy savings that are available During the period of this delivery 
order, field work was carned out with three Oblenergos --Zaponzhia, Khmelnitsky and 
Vinnitsia -- to evaluate the opportunities for developing a customer service program 
designed to assist in the implementation of energy efficiency technologies at the local 
customer level Work with Vinnitsia Oblenergo led to its becomlng the first Ukrainian 
Corporate Sponsor of the Ukrainian Chapter of the Association of Energy Engineers, and 
its establishing a formal program of energy efficiency reviews of industrial customers, 
conducted without charge by Oblenergo staff The summary of this work is provided in 
one of the project deliverables Follow-on recommendations for additional work at the 
Oblenergos and at the national level (NERC) are also Included in the project deliverables 

(8) An Action plan in support of IES energy efficiency activities, evaluation of IES 
activities/results 

The pnmary objective of t h ~ s  task was to develop a working relationship with the newly 
emerging business sector of the energy industry represented by the Independent Energy 

Hagler Badly 
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Suppliers, and to attempt to provide them with information that might encourage their 
recognition and participation in energy efficiency activities as a potential business 
development opportuIllty 

Activities undertaken during thls task included establishment of a working relationship 
with the Association of Independent Energy Suppliers in Ukraine, and coordination with 
them on the development of a training program for their membership that can lead to 
long-term business development opportmties and elevation of the importance of energy 
effic~ency in Ukrainian business sector 

On June 30 - July 1, Hagler Bailly, in conjunction wth  the Association of Independent 
Energy Suppliers, presented a seminar to representatives of 14 of the largest and most 
viable IESs m Ukraine This seminar was conducted by experts fkom the Ukraine and the 
US who have been or currently are engaged ln providing energy efficiency services as a 
busmess, or who could provide appropriate techcal,  regulatory and legal background to 
this topic as it presents Itself In Ukraine today Included in this seminar were 
representatives of several energy-efficiency technology manufacturers who provided 
demonstrat~ons and techca l  explanations of their equipment and its uses 

We issued a report entitled Ukrazne Independent Energy Supplzers - Busmess 
Development and Energy Eficzency Actzvztzes This report provides a full background on 
the development of Independent Energy Suppliers in Ukrsune as well as the detaled 
information on the development of the seminar provided to the members of the 
Association of Independent Energy Suppliers on June 30-July 1, and a summary of the 
outcome of thrs seminar 

(9) Documentation on effective LEC cash collection programs as a result of the national 
Cash Collections Conference 

This deliverable requirement was met in two ways First, work carried out under Delivery 
Order 10 in the area of cash collect~ons improvement was presented May 19-20, 1998 at a 
national Cash Collect~on Improvement Conference that was jointly sponsored by USAID 
and Minenergo Nearly 200 utility industry representatives attended the conference 
D u n g  h s  conference, individual representatives of Minenergo and Lviv and Zapori&a 
Oblenergos presented information on the lessons they had learned fi-om the work camed 
out by the Hagler BallyICMPI Representatives fi-om several NIS and Eastern European 
countries made presentations on vmous optlons which had been effective in their 
countries Hagler BaillyICMPI presented the set of recommendations developed as a 
result of thew work with the Oblenergos in Lviv and Zaponzh~a 

As a follow-up step, a pilot project was implemented w~th  Khrnelnitsky Oblenergo where 
nearly all of the Oblenergo-level recommendations presented at the Cash Collection 
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Improvement Conference have been fully implemented and a long-term approach has 
been taken by the Oblenergo to attempt to ensure the success of these activities 

We completed a report entitled Efectzve Cash Collection Programs Th~s  report includes 
an overview of the flow of credit and collections throughout the energy industry, as well 
as a summary report of the effects of the Ukraiman Financial Recovery Plan on 
collections throughout the industry In addition, it provides a full review of all 
procedures implemented at Khmelnitsky Oblenergo, and the results which were obtained 
by the implementation of these procedures It concludes that the collection activities 
controllable at the local level are ach~eving cash collection rates of upwards of 40% A 
sigmficant amount of "collection activities7' take place at the national level in the form of 
tax offsets or national-level barter schemes, and result in non-cash transfer notices which 
Minenergo instructs the LECs to accept on behalf of their customers 

An analysis of the flow of debits and credits throughout the energy industry, both within 
and outside of Energomarket's Market Funds Procedures was undertaken to provide 
perspective to the information being gathered from official sources concerning the level 
of collections and the percentages of cash collections T h ~ s  information provided 
substantive input to the development of new energy sector work in the area of fuel 
procurement, as it was learned that much of the collection act~vities that take place at the 
national level are converted to non-competitive fuel purchases on behalf of the industry 

(1 0) Bi-weekly reports on the status of LEC Privatization 

These reports were prepared and delivered to USAID on a bi-weekly basis beginrung in 
May of 1998 A summary report entitled Ukraznzan Local Electrzc Companzes - 
Przvatzzatzon Status Reports provides copies of all of these reports as well as a summary 
graphic of the value of stock pnces for Oblenergos and other energy sector stocks in 
Ukraine dmng the penod of the reports 

(1 1) A Status Report on the activities of the Ukrainian Chapter of the Association of Energy 
Englneers m the year 1998 

Ongo~ng work and support of the Ukrainian Chapter of the Association of Energy 
Englneers has resulted in a business-like Chapter that has a growing membershp of over 
90 ~ndiv~duals and three corporate sponsors from wtlun the Ukraman energy industry, 
and fledgling affil~ations w th  techmcal unlvers~t~es and Oblast leaders 

The requirements of t h ~ s  deliverable were met with the issuance of a report entitled Status 
Report - Ukraznzan Chapter of the Assoczatron of Energy Engzneers - 1998 This report 
reviews the hstory of the development of the Ukraiman Chapter of AEE from it's 
inception in 1996, its legal registration as a Ukraman legal entity at the start of 1998, and 
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its work throughout the fiscal year 1997-1998, including the results of three training 
programs for Certified Energy Managers 

Other Task Actlvltles 

Four additional activities were undertaken dmng t h ~ s  task 

F Support to the Financial Recovery Program for the Energy Sector of Ukraine required 
significant effort on the part of the advisors and Ukrainian techtllcal staff on a regular and 
extensive basis, as each month a significant effort was made to obtain and interpret 
informat~on provided to us by the Energomarket's Market Funds Procedure, the National 
Dispatch Center and the Mlnistry of Energy In addit~on, regular management reviews of 
the data, as well as the subjective, but none the less important information gathered from 
on-sight meetings with Oblenergo management, NDC, Energomarket Board meetings, 
energy sector news sources, and other official and non-official sources were an important 
part of the work and contrsbution of the LEC advisory staff dmng th s  penod 

Hagler Badly's regular participation in and support of the USAID Energy Efficiency 
Work~ng Group contributed to the publ~cat~on of a Policy Paper on Tmff Formation 
designed to promote energy efficiency at the national level 

Retazl tarzflzmplementatzon The prlmary objectsve of this task was to advise the 
Oblenergos on implementat~on of tmff methodologies contained In their regulated tanff 
supply and low voltage network operator licenses, and ass~st them in reviewing cost- 
based lscense parameters, as well as to coordinate with the Natsonal Electricity 
Regulatory Comm~ssion m implementation of market-based tanff structures A pilot 
implementat~on of market-based tmffs at four Oblenergos began m October 1998 The 
LEC team, in conjunction wth  NERC staff and Hagler Badly's NERC team, conducted a 
workshop for the four pilot Oblenergos on September 22, 1998 A training program and 
spread-sheet computer tool were developed for use by any Oblenergo and are 
incorporated in a Project Report entitled TarzflFormatzon and Methodology 

The pnmary objective of this task was to provide assistance to thermal generating companies 
(Gencos) in the area of fuel procurement Task activities undertaken included evaluating the 
current fuel procurement strategy and practice techques being employed, evaluating issues 
concemng fiee-market development in the fuel sector, identifymg mefficiencies, developing a 
concept to develop competitive methods and improve market relations between the power and 
coal sectors, developing support for the concept at the Genco, Minenergo, power plant and coal 
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mine levels, furthering competitive calorific contracting concepts, des~gning a pilot program to 
demonstrate new procurement techniques, advising and assisting Gencos w~th  international fuel 
procurement standards, evaluating specific fuel procurement practices in the power sector and 
providing recomrnendat~ons for change and traning for procurement 

Major Results 

We developed the Power Coal Program, which envisioned improved marketing relationships 
between the coal and the power sectors, the gradual increase of cash payments by Energomarket 
to Gencos, and the increase of coal quality to plant specifications This program focused on 
domestic fuel supply problems to increase coal production and reduce natural gas consumption 
while solving crucial sectoral problems Thls work later focused on DerzhComReserveYs 
involvement In coal procurement in Ukraine to provide another way for Ukraine to develop a free 
market in the domestic coal market Our work identified major shortfalls in the procurement 
used by DerzhComReserve, which used budget funds to procure coal for Gencos' State Reserve 
coal inventones We also identified how DerzhComReserve involvement was a detnment to 
improvement w t h n  the coal sector 

On a second major task, we conducted an audit of the fuel procurement practices by the 
Z ~ d e n e r g o  Genco In this work we established strong relationships with senior management 
to facilitate the audit, interwewed plant procurement offic~als in depth and analyzed verbal 
answers, reports, data, and contracts We then provided Z&denergo wth  a detailed report of 
findings and recommendations followed by appropnate tramng at the Genco level and furthering 
of the Zakhidenergo's analytical and data management capabilities The work was established to 
be instrumental in developing Zakhidenergo as a leader in the fuel procurement capability in 
Ukraine by building upon their international expenence 

Deliverables Required by the Delivery Order 

The contractually required deliverables for this task include 

(1)  A reportlaction plan on fuel procurement, strategy, practices and fuel utilization 
procedures based on analys~s of current practices 

This deliverable requirement was met by the completion of the report entitled 
Independent Report on Fuel Procurement at Zakhzdenergo In addltion to the report to 
Zakludenergo, we developed a genenc report whch excluded the specific references to 
Zddudenergo and, wth Zakhidenergo's pemssion, provided t h s  report to the other 
thermal Gencos m Ukrane 

(2) Report on the design of the Power Coal Program 
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This deliverable requirement was met by the completion of the report entitled Power 
Coal Program - Concept Report, dated February 1 ,  1998 In add~tion a report entitled 
DerzhComReserve Reform to Accomplish FRP Objectives dated September 25, 1995 was 
prepared and submitted 

(3) Periodic reports on the status of implementation of the Power Coal Program, focusing on 
World Bank performance ~ndicators for the Financial Recovery Plan 

This deliverable requirement was met by the monthly submission of information to the 
Financial Recovery Plan Report that was prepared monthly by Hagler Bailly starting with 
May 1998 

Other Task Act~vltles 

We developed a model calonfic based contract and submitted it to Minenergo and each of the 
Gencos as a measure to initiate their support to employ t h s  technique of fuel procurement in 
Ukraine 

LEGAL AND POLICY SUPPORT 

The task had two objectives (1) to provide organizational and legal support to the Energomarket 
State Enterprise and (2) to assist the development and implementation of the power sector 
Financial Recovery Plan 

The first component deals wth prov~ding support in organizing the work of the Wholesale 
Electncity Market of Ukrane as the keystone of economic restructuring of the power sector 
Task activities undertaken included review of the Wholesale Electncity Market Members 
Agreement (WEMMA), including the orgamzation of the Wholesale Electncity Market operation 
in compliance with the Financial Recovery Plan of the power sector, assisting the Secretanat, 
Directors, Board and Executive Committee to develop organizational and procedural norms and 
rules, providing comments on the WEMMA draft changes and amendments, and bnnging these 
amendments to the WEMMA Into compliance with the law of Ukraine, prepanng legal 
procedures for Market Members to defend their nghts m the courts of arbitration of Ukrame, 
performing legal analyses of the WEM Board's decisions, providing legal analyses on 
restructuring debts between the Wholesale Electncity Market Members and budget funded 
enterpnses, in accordance with the Financial Recovery Plan 

The second component is concerned with the Financial Recovery Plan for the Power Sector of 
Ukrane (FRP) Hagler Bailly advlsed USAID and the World Bank on the initial development of 
the Plan which was approved by the Cabinet of Ministers on 18 Apnl 1998 Subsequent to 
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approval, we performed financial analyses of the policy options and monitored the plan to enable 
donors to assess progress and to idenbfy critical issues Impeding progress toward plan 
objectives 

Major Results 

Support to Energomarket resulted in organizing the Wholesale Electricity Market Members 
General Meeting in November 1997, where it was decided to establish the Worlung Group 
which would consist of representatives from the generating companies, NERC, Minenergo, NDC 
and advisors on initiating amendments to the WEMMA The major reason for creating t h ~ s  
group was the adoption of the law "On Electncity Sector" by the Rada, after October 16, 1997 as 
well as changes in tax legislation which have necessitated the review of the Agreement 

The working group headed by Mr Z Butsio, NERC Charman and Mr V Bondarenko, Deputy 
Energy Mlnister worked over six months to produce the draft changes and amendments to the 
WEMMA d~scussed at the Energomarket Board Meeting The final version of amendments to 
the Agreement is supposed to be adopted between October-November 1998 at the Board 
Meetmg, with its subsequent approval at the Wholesale Electncity Market Members ' General 
Meeting Additionally, we have worked out draft instructions on the preparation for and conduct 
of the Board of Directors meetings and claims and suits arrangements 

Additionally, in order to perform legal analysis of the above documents and develop 
methodological recommendations on the establishment of claims and suits process in the 
arbitration courts of Ukralne between the WEM Members, we subcontracted with the law 
company "Akt~ve" which has deep legal expenence in business, tax, finance and banlung law, as 
well as courts and arbitration practice Legal analysis as well as recommendations prepared by 
\\Aktive" have been submitted to NERC for implementation Draft instructions on claims and 
sults processes are expected to be considered at the Energomarket Board Meeting in October- 
November 1998 and shall be listed among schedules attached to the WEMMA Thls report 
includes draft instructions on the preparation for and conduct of the Wholesale Electncity Market 
Board, some sections from the draft WEMMA of Ukraine on the Board Meeting procedures as 
well as draft voting arrangements for the General Meetings of Market Members Draft 
instructions on Board meetmg preparation and conduct are expected to be discussed at the Board 
Meeting between October-November 1998 The sections of the WEMMA applying to the 
procedures of conducting the Board and General Meetings have been provided for the Worlung 
Group on reviewmg the WEMMA statements Recommendations on conducting the General 
Meeting have been implemented whle prepmng for the General Meeting of November 14,1997 

The major results of the efforts involved in the Financial Recovery Plan include its approval by 
the Cabmet of Ministers on 18 Apnl 1998 and the formation of the F~nancial Recovery 
Commission Each month, beg iung  in May, Hagler Bailly prepared a monitonng report to 
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measure progress (or lack thereof) toward the 23 Actions specified in the FRP This report 
provided both quantitative and qualitative measures to keep the donors appnsed of the current 
status The report was also translated into Ukrainian and given to the government for their 
monitonng purposes The August report highlighted the need for USAID and the World Bank to 
work more closely with Ukrainian officials to improve the rate at which progress was being 
made Financial analyses were performed and communicated to USAID which indicated that if 
the targets established in the plan were met, the sector would be solvent Alternative analyses 
were made reflecting the slow pace of recovery and indicating that the sector would continue to 
struggle if the pace of reform was not increased 

Dellverables Requlred by the Dellvery Order 

The contractually required deliverables for t h~s  task included 

(1) Draft instructions and procedures for the Energomarket Board and Secretariat 

This report includes draft instructions on the preparation and conduct of the Market 
Board Meetings, some sections from the draft WEMMA of Ukraine relevant to the 
General and Board Meeting procedures and also draft votlng arrangements at the General 
Meeting of Market Members Draft instructions on preparation for and conduct of the 
Board Meetings are expected to be brought for consideration by the Board between 
October-November 1998 The sections of the WEMMA applying to the procedures of 
conducting the Board and General meetings have been provided to the Working Group on 
reviewing the WEMMA statements Recommendations on conducting the General 
Meeting have been implemented whle prepanng for the General Meeting on November 
14,1997 

(2)  Documents on legal procedures of Market Members to defend their nghts in courts of 
arbitration 

This report was developed in cooperation wth  the law firm "Aktive", the subcontract law 
company Tlus report includes the section of the draft WEMMA prepared by Hagler 
Bailly advisors for the Worlung Group on reviewng the WEMMA statements 
Also,"Aktive" has developed the model of legal arrangements of Market Members rights 
defense in courts of arbitration of Ukraine and draft instructions on claims and suits 
processes in the WEM Draft instructions also include recommendations on the 
establishment of specialized arbitrary (state) courts for dispute settlement between Market 
Members 

(3) Financial and action indicators of performance for monitonng the implementation of the 
Financial Recovery Plan 

Hagler Badly 



NIS ENERGY INSTITUTIONAL BASED SERVICES 20 

Indicators of performance were developed to monltor progress on each of the 23 actions 
in the FRP and the Government of Ukrane adopted those indicators 

(4) Documentation on financial analyses of the pollcy optlons contained in the Plan to 
investigate the impact of the Plan in achieving solvency of the sector 

Financial analyses were performed and documented to assess the Impact of the plan in 
achieving solvency of the sector 

(5) Monthly reports for USAID, the World Bank, and the FRC on the status of Plan 
implementation and impact 

Monthly monltonng reports were prepared and distnbuted to the Donors and the 
Ukrainian government 

Other Task Acbvities 

Several additional activities were undertaken as part of t h s  task 

w Legal analysis prepared in cooperation with "Aktive" law company on the compliance of 
the draft WEMMA prepared by the Energomarket Workmg Group, wth  the legislation of 
Ukraine The legal analysis was performed on the alternative version of the draft WEMMA 
prepared by \'FactonalM at the request of NDC 

b Legal analysls on the impact of tax legislation of Ukraine on settlements between market 
Members The analysis based on amendments proposed to the WEMMA, namely to change 
settlements arrangements between the generators and NDC from the buylsell arrangement 
to the commission agent model Such changes follow from tax laws and should be helpful 
to avoid double taxation We also have studied legal issues on electncity debt restructuring 
between Market Members and settlements between budget funded enterprises and 
orgamzations 

b A research paper on the development of the draft law \\On the Wholesale Electncity Market 
of Ukrane" was prepared The Working Group includes representatives from the Rada, 
NERC, Minenergo, Ministry of Economy, Mimstry of Justice, and consultants 
Recommendations were provided as required for including into the draft law a number of 
statementsrelating to tax issues, and for dispute settlement w h n  the Wholesale Electncity 
Market Members Agreement 
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