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The Government of Armenia has made significant progress in restructuring the electric power 
sector. The primary goal of sector restructuring sought to address the sector's financial crisis by 
creating a legal, regulatory and economic framework conducive to investment. This goal is 
beginning to be realized following the passage of a national Energy Law and the creation of an 
independent Energy Regulatory Commission (ERC) in 1997. Structural changes, such as the 
separation of generation and distribution from Armenergo, were carried out in order to localize 
decisionmaking and increase management accountability within the sector. At the same time, the 
Ministry of Energy worked toward improving sector cash flow through increasing the rate of 
collections and allowing distribution enterprises to cut off nonpaying customers. Power supply 
improved dramatically and today 24 hour supply is the norm in most parts of the country. 

As of January 1, 1998, all sector distribution and generation enterprises, and Armenergo, were 
converted into closed joint stock companies. Each company has its own corporate charter and 
bylaws and its own Board of Trustees, comprised in part by representatives from Government 
ministries. Over the next 18 months distribution companies are scheduled to be privatized 
through international tenders involving strategic investors. It will be important to work closely 
with the relevant ministries and target corporations in order to help facilitate successful 
privatization. 

Most recently, the Government issued Resolution 55 1 which outlines plans for the financial 
rehabilitation of the sector and shifts the primary focus from sector to enterprise restructuring. 
The resolution outlines several concepts aimed at improving the sector's financial condition, 
including the need to establish financial principles of rehabilitation, implementation of 
internationally accepted accounting principles, reduction of power losses, regulation of cash 
flow, tax treatment of bad debts associated with the sale of power, improved cash collections, 
and loan and debt restructuring. It also identifies several potential sources to help improve the 
sector's financial condition, including the use of cost-based tariffs, improvement in the collection 
of accounts receivable, various forms of debt and tax relief, and debt restructuring. The concepts 
presented in Resolution 55 1 are timely and appropriate. The challenge, of course, will be whether 
the Government follows through on the ideas presented in the resolution. 

While important restructuring tasks have been accomplished or are underway, several 
fundamental issues have not received sufficient attention. Failure to act on these matters will 
mute the impact of many other important restructuring developments. The most urgent 
outstanding restructuring tasks, listed in order of importance, are highlighted below: 



• Financial Settlements. Improvement in the transparency of the financial 
settlements process is the most important restructuring task yet to be seriously 
addressed. The establishment of a transparent financial settlements process is 
essential to the rehabilitation and development of the sector. Failure to establish 
and enforce such a process will result in the continued insolvency of generation 
companies, opposition to Armenergo carrying out the dispatch function, a 
potential marginalization of the ERC, and a lack of investor confidence in the 
sector. It is imperative that the Inter-Ministerial Financial Settlements Working 
Group convene and begin discussions on settlement options. (The creation of an 
Inter-Ministerial Working Group on Financial Settlements is required by the 1997 
Memorandum of Understanding between USAID and the Government of 
Armenia.) 

b Regulation. The creation and subsequent development of the ERC is arguably the 
most successfirl aspect of power sector restructuring to date. Regulation plays a 
central role in or has direct implications for virtually all aspects of sector 
restructuring, underscoring the need for continued progress on the many 
regulatory issues yet to be addressed. These issues include a permanent source of 
hnding for the ERC through use of license fees, greater opportunities for public 
involvement in the regulatory process, enhanced development of regulatory 
reporting such as power flows and collections/cash flow reports, and issuance of 
rulemakings with respect to wholesale market structure and regulation of 
Armenergo and its dispatch function. 

Wholesale Market Structure. The wholesale market structure needs to be better 
defined in order to attract investment and help facilitate power sector 
privatization. Completion of sector unbundling and passage of the Energy Law 
were important steps to lay the groundwork for the wholesale market, but little 
progress has been made since with respect to market design and operation. In the 
near term a "single buyer7? approach in which all generators sell under contract to 
the transmissioddispatch utility is the most likely option. The Energy Law, 
however, allows for generators to contract directly with customers and distribution 
networks and mechanisms to facilitate these transactions within a single buyer 
market model need to be discussed and developed. Over the longer term, as the 
sector's financial crisis diminishes and opportunities for cross-border wheeling 
arrangements emerge, the market structure should be revisited in order to assess 
the appropriateness of more competitive structures such as those that incorporate 
supply bidding and allow for the use of financial instruments to mitigate price 
risk. 
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P Separation of Transmission and Dispatch. Armenergo currently carries out both 
power transmission and dispatch functions. The Energy Law requires that the 
transmission and dispatch functions be separated by June, 2000. In November, 
1997, Hagler Bailly prepared a report, Armenergo Management and 
Organizational Review, critiquing Armenergo's overall management and 
organization capabilities. This work touched on transmission and dispatch and 
acknowledged the need for additional study of structural options. It is 
recommended that additional analysis be carried out to assess how Armenergo 
should be reorganized and to develop a timetable for its reorganization. 

Commercialization. Initial commercialization efforts are underway but financial 
and operational independence of many joint stock corporations from the Ministry 
of Energy is lacking. There is evidence that the Ministry remains directly involved 
in the managerial and operation decisionmaking within sector corporations. This 
practice is not in compliance with the Energy and Joint Stock Company laws and 
must be discouraged. It is quite possible that the only way to address this 
continuing problem is through aggressive privatization. 

b Distribution Consolidation. Further consolidation of the distribution sector, from 
1 1 independent networks to as few as three or four, is suggested in order to realize 
efficiencies of scale and to create companies of sufficient size to warrant investor 
interest. 

P Corporatization. A flurry of activity was carried out in the last weeks of 
December, 1997 in order to meet the deadline that all energy sector enterprises be 
converted into closed joint stock companies by the beginning of 1998. 
Armenergo, along with each independent generator and distribution network, 
adopted this new corporate organization. As closed joint stock companies, each 
company adopted a corporate charter, by-laws, and is in the process of appointing 
a board of trustees. Given the speed at which this conversion took pIace, it is 
likely that the concept of corporatization is not fully understood by the 
management and directors of each corporation, much less by their employees. 
Continued technical assistance on corporatization and corporate governance is 
highly recommended for power sector management. 

Through its actions the government has demonstrated its commitment to power sector 
restructuring and many crucial changes have been realized as a result. Restructuring remains 
incomplete in many important areas, however, and additional reform tasks need to be carried out 
in order to fully realize the goal of sector rehabilitation and development. 
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This report has been prepared with the support of the U.S. Agency for International Development 
(USAID) as part of the energy sector privatization and restructuring technical assistance provided 
under contract CCN-0002-Q-00-3 152-00. The purpose of this report is to briefly assess the status 
of power sector restructuring in Armenia. Given that resolving the sector's financial crisis is a 
strategic objective of USAID and a stated objective of the Government of Armenia (GoA), this 
report describes the issues that must be considered to complete the outstanding sector 
restructuring activities and to facilitate restructuring at the enterprise level. 

This report provides a review of the power sector restructuring activities taken place to date as 
well as those proposed in Resolution 55 1, the Government's most recent policy statement on 
sector restructuring issued in December, 1997. The report assesses the impact of restructuring 
activities and prioritizes outstanding recommendations in light of current sector structure and 
needs. 

This is a companion document to the report entitled Armenia Power Sector Restructuring: 
Recommendations for Reform, issued in April, 1996. This report is intended to identify the next 
steps required to help complete power sector restructuring in Armenia. 

1.2 9"aE NEED FOR CONTINUED POWER SECTOR RESTRUCTURING 

Armenia has made considerable progress in the areas of power sector restructuring, regulatory 
reform and commercialization. The former vertically-integrated state-owned utility Armenergo 
has been unbundled along the functional lines of generation, transmission/dispatch and 
distribution. There exist six independent generation companies as well as several privatized small 
hydroelectric stations. Eleven distribution utilities were created in 1997 corporatized at the 
beginning of this year. By mid-2000, the dispatch and transmission functions are required by law 
to be functionally separated. 

Although much progress has been made, important restructuring tasks - including development 
of a transparent financial settlements process, definition of the wholesale power market, and 
acceleration of sector commercialization - still need to be carried out in order to capitalize on the 
progress made to date and to enhance the sector's attractiveness for private investment. 
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1.3 ORGANIZATION OF THE REPORT 

This report is organized into a series of chapters. Chapter 2 briefly characterizes the condition of 
the power sector in the pre-restructuring period and describes the objectives of power sector 
reform. The chapter also reviews the project team's restructuring recommendations. Chapter 3 
summarizes the current status of restructuring, identifying sector restructuring activities 
completed to date and their impacts. Chapter 4 concludes with a series of suggested next steps 
for USAID's consideration that outline the possible areas for continued assistance with 
Armenia's power sector restructuring efforts. 



Armenia faced a severe energy crisis from 1992 through mid-1996. Electricity supply to most 
customers was generally limited to two hours per day and natural gas use was restricted to power 
generation rather than residential heating, forcing most people to survive the cold winters by 
burning wood and other combustible materials. Armenia, which is almost completely dependent 
on imported fuel for its thermal generating stations, relied more heavily on domestic hydropower 
for electric generation. When hydro production became constrained, the country responded by 
increasing natural gas imports (and therefore accumulated a large gas debt) and, in 1996, by 
reopening the Medzarnor nuclear power plant. 

During the height of the energy crisis, collections plummeted to less than 20 percent of delivered 
supply. The low level of collections, combined with retail tariffs that did not cover the cost of 
supplying power, inadequate metering, poor investment planning, and excessive centralization of 
decision making all contributed to the sector's financial crisis. In addition, non-payment in the 
industrial sector was complicated by government intervention on behalf of strategic industries.' 

In order to address the problems facing the sector in 1995, Hagler Bailly, in conjunction with 
Armenian policymakers, identified a number of restructuring objectives. Key objectives are 
summarized below: 

P Improving the technical performance of the power sector and ensuring adequate 
and reliable power supply. 

Improving the financial performance of the power sector including higher levels 
of bill collection and reduction in commercial losses and theft. 

' For a detailed discussion o f  the Armenian power sector, see the following Hagler Bailly reports: Armenian 
Power Sector Restructuring: Recommendations for Reform (April, 1996); and Development of a Privatization Strategy 
for the Armenian Power Sector (August, 1997). 
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w Creating a market-oriented power sector that encourages competition wherever 
feasible and which offers financial incentives for performance improvement. 

Enhancing the conditions for private investment. 

Significant progress has been made over the past two years. Still, additional work is required in 
order to fully accomplish these ambitious objectives. 

Throughout 1995 and 1996, Hagler Bailly presented to the Government of Armenia a set of 
power sector restructuring recommendations in recognition of the fact that Armenia's vertically- 
integrated, state-owned monopoly structure was incapable of meeting the country's energy needs. 
The goal of restructuring was to more efficiently meet Armenia's power requirements and 
improve the sector's financial condition2 

Based on the objectives identified above, a number of recommendations were developed. A 
summary of the most critical recommendations ahd status of implementation are as follows: 

w Complete sector unbundling. Sector unbundling was recommended to help 
improve accountability within the sector by localizing decisionmaking and 
making transactions among sector enterprises more transparent. 

Status: In December, 1995, the Minister of Energy announced a plan to 
restructure the power sector. The plan functionally unbundled Armenergo, 
creating three generation enterprises and more than 50 distribution enterprises, all 
of which remained completely state-owned. Annenergo maintained responsibility 
for transmission and dispatch and retained some generating capacity. The 
separation of remaining generation from Armenergo occurred in mid-1997. In its . 

current form, Armenergo is responsible for transmission and dispatch functions 
and plays a key role in financial settlements. 

b Achieve passage of a comprehensive Energy Law. An energy law was needed 
to create the legal framework and regulatory principles governing the sector. 
Importantly, the legislation needed to define the authority (and limitations) of 

The introduction of price-based competition into the generation subsector was not an explicit goal of 
restructuring given Armenia's power sector characteristics. The limited number of generators coupled with the heavy 
dominance of nuclear and hydroelectricity and prolonged fuel constraints effectively precluded price-based competition 
in the generation subsector at the outset of restructuring. 

Hagler Bailly 
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various institutions involved in the sector, to advance sector financial 
rehabilitation by reducing the uncertainty associated with sector investment. 

Status: In June, 1997, the National Assembly passed a national Energy Law 
which established the legal framework governing the ~ec tor .~  

Establish an independent regulatory body. The creation of an independent 
regulatory agency was needed to limit political and ministbrial interference in 
sector planning and operation. Further, independent regulation was expected to 
play a central role in introducing stability and predictability into the sector through 
a rule-based system and a process for appeal of regulatory decisions. Although 
price-based competition in the generation sector is not an option in the short term, 
a performance-based regulatory scheme was suggested that would offer incentives 
to generators to improve performance, based on a series of established 
performance criteria. It would also be used to regulate the transmission and 
distribution sectors based on explicit performance and productivity benchmarks. 

Status: In April, 1997, a Presidential decree was signed, establishing the Energy 
Regulatory Commission, which is responsible for tariff approval, contract 
approval, quality of service and licensing. The Commission was further codified 
by the passage of the Energy Law in June, 1997. 

c Consolidate the distribution sector into regionally-based utilities. Distribution 
consolidation was recommended as a second phase of the restructuring process to 
take advantage of economies of scale and to make distribution utilities more 
attractive to private investors. 

Status: Over the course of 1996, the number of distribution enterprises increased 
to more than 60. In early 1997, the first phase of distribution consolidation was 
completed, reducing the number of regional distribution enterprises to 11. The 
USAID/Hagler Bailly project team has argued from the outset for additional 
distribution consolidation (to three or four regional utilities), but at present there 
are no immediate plans to do so. 

Adopt a joint stock company form of organization for power sector 
enterprises. A state enterprise method of organization is an inadequate form of 
corporate organization and governance in a commercialized industry setting. The 
benefits of corporatization include improved clarification of ownership and 
managerial responsibilities, stronger removal of the Ministry of Energy's role 

See Hagler Bailly Memorandum summarizing the Energy Law, dated June, 1997. 
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fiom day-to-day operation and management, and improved incentives for 
efficiency. 

Status: As of January 1, 1998, most sector distribution and generation enterprises, 
and Armenergo, were converted into closed joint stock companies. Each company 
has its own corporate charter and bylaws and its own board of trustees, comprised 
in part by representatives fiom three government ministries (Privatization, 
Finance/Economy, and Energy). Over the next 18 months distribution companies 
are scheduled to be partially privatized, ideally through international tenders 
involving strategic investors. 

As this chapter demonstrates, over the past two years the Government has successfully 
implemented a number of these recommendations in whole or in part and the sector's 
performance when viewed on a number of factors, including power supplylreliability and 
collections, has improved significantly. At the same time, several other key recommendations 
have yet to be fully implemented and there still exists a great deal of opportunity to improve 
sector efficiency. Chapter 3 will summarize the current state of reform in the power sector. 
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In December, 1997, the Government issued Resolution 551 which outlines plans for the financial 
rehabilitation of the sector and shifts the primary focus from sector to enterprise restructuring.' 
The Resolution outlines several concepts aimed at improving the sector's financial condition, 
including the need to establish financial principles of rehabilitation, implementation of 
internationally accepted accounting principles, reduction of power losses, regulation of cash 
flow, tax treatment of bad debts associated with the sale of power, improved cash collections, 
and loan and debt restructuring. It also identifies several potential sources to help improve the 
sector's financial condition, including the use of cost-based tariffs, improvement in the collection 
of accounts receivable, various forms of debt and tax relief, and restructuring. 

With respect to collections, the Resolution states that the average level of collections (without so 
called "overplanned losses") will be 86% in 1998 and 93% in 1999 and that starting in the year 
2000, full payments for electric power will be achieved. The Resolution does not indicate how 
these percentages were derived or the incentives and penalties that will be implemented to help 
meet these targets. 

Despite its many positive aspects, the Resolution is not without its shortcomings, the most 
notable of which is the confusion regarding references to a "Financial Sustainability 
Rehabilitation Program" for the energy sector. It is unclear which entity (or entities) is 
responsible for implementing the Program and which entity is responsible for ensuring 
compliance with the financial discipline and transparency measures established by the 
Resolution. Also, much more detailed information is required to assess what effect the Program 
might have on a particular energy entity. 

Overall, the Program is fairly comprehensive (despite areas identified that require further detail) 
and has the potential to establish an environment in which significant improvement can be 
achieved in the financial viability of the energy sector. The Resolution demonstrates that the 
government is well aware of the problems facing the energy sector and that it has identified a 
generally sound approach to addressing these problems. 

See attached Hagler Bailly Memorandum summarizing Resolution 551, dated January, 1998. 
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USAID/Hagler Bailly has been recognized by the Government of Armenia for playing an 
instrumental role in promoting power sector restructuring. The project team provided technical 
assistance on restructuring policy formulation and implementation and was directly involved in 
every aspect of significant restructuring developments, including passage of the Energy Law, 
creation of the ERC and development of its scope of activities, and execution of sector 
unbundling. In addition, the project team supported restructuring activities through training 
seminars and study tours on regulation and privatization. Importantly, every major restructuring 
recommendation put forth by the project team has been or is in the process of being 
implemented. 

The restructuring of the electric power sector has made a major contribution to the restoration of 
electricity on a 24-hour basis throughout the country. Even though the total amount of energy 
generated in the country on an annual basis has fallen slightly compared to 1993, the availability 
of power has been restored from approximately two hours per day to 24 hours per day. Better 
organization and management of the sector is being credited with these resultse2 

While power supply reliability has improved dramatically relative to 1995, the sector still faces a 
host of problems. The sector's financial condition is still poor and its debt burden continues to 
grow. The rate of retail collections, which averaged about 60% in 1997, is below forecast levels 
and non-payment from state-owned industries continues to be the leading contributor to the 
collections problem. Tariffs, which were increased by the ERC in 1997, are still not sufficient to 
cover costs. Further, many sector managers do not have a clear understanding of cost concepts 
(average costs versus marginal costs) and have insufficient information on their cost structures. 
Payments from Armenergo to generators are not consistent and do not follow a transparent 
process. Finally, consensus has not yet been reached regarding the structure of the wholesale 
power market. 

Exhibit 3-1 compares the status of the power sector prior to restructuring with its current status. 
This comparison is made with respect to a number of criteria such as reliability of power supply, 
regulation of the sector, financial management, and unbundling. 

See, for instance, the comments of the former President's spokesman, Mr. Zurabian, in Noyan Tapan, May 7. 1997, ... 
"now Armenia can produce more electricity than it actually needs due to reforms and restructuring in the power sector ..." 
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Exhibit 3-1 
The Armenian Power Sector 

Power Supply 

Pre- and Post Restructuring 

Power was only available up to two 
hours per day for most customers. 

>:. -,, , - 
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Illegal distribution system operated 
throughout Yerevan. 
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I 
Power is typically available on a 24 hour basis. 

The illegal distribution system has been largely eliminated. 

Regulation Regulation was handled by the 
Ministry of Energy (and later by the 
Tariff-Setting Committee). 

Sector characterized by little 
accountability and transparency. 

Energy law is passed establishing legal basis for Energy 
Regulatory Commission and principles of regulation. 

Energy Regulatory Commission assumes responsibility 
for tariffs, licensing, contract approval and performance 
monitoring 

Tariffs Lack of cost-based tariffs. 

Uniform national tariff requirement 
distorts transfer prices. 

Legal basis for cost-based tariffs is now in place for 
noncompetitive functional areas. 

Tariffs at least now cover operation and maintenance 
costs. 

Uniform tariff requirement still in place. 

Financial 
Condition 

Control of financial resources 
resided within the Ministry of 
Energy and Armenergo. 

- - 

The sector remains under capitalized but its financial 
status and prospects have improved relative to 1995. 

Ministry of Energy focuses on policymaking but still 
maintains an excessive amount of day-to-day operational 
control of the power sector. 

The financial settlements process still lacks sufficient 
transparency. 
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Exhibit 3-1 (cont.) 
The Armenian Power Sector 

Corporate Sector consisted of Armenergo, the 
Organization vertically-integrated state monopoly. 

11 Generation Generation was housed within 
Armenergo. 

Closed joint stock companies have been established. The 
fact that the Board of Trustees of these firms will include 
equal representation from the Ministries of Privatization, 
FinancefEconomy, and Energy is a positive step. 

Armenergo's direct involvement in sector operations has 
diminished relative to the level of involvement prior to 
restructuring. However, the Ministry of Energy still 
maintains excessive control, but the groundwork has been 
laid for this to change through the corporatization and 
privatization process. 

Hrazdan Thermal, Yerevan Thermal, and Vanadzor 
Thermal Power stations, the Sevan-Hrazdan Cascade and 
the Voratan Cascade, and the Metzamor Nuclear Power 
Plant are closed joint stock companies. 

Several small hydroelectric facilities have been 
privatized. 

Transmission/ Complete operational and financial 
Dispatch control of sector exercised by 

Armenergo. 

11 Distribution I Distribution was carried out by 
Armenergo. 

Armenergo is responsible for transmission and dispatch, 
regulated by the ERC. 

Energy Law requires functional separation of 
transmission and dispatch by mid 2000. 

Reorganized into 1 1 corporatized regional distribution 
networks. 

3.3 FINANCIAL REHABILITATION AND PRJYATIZATION 

Financial rehabilitation and privatization of the sector rank among the government's top policy 
goals. Restructuring has had positive effects with respect to both areas. In terms of financial 
rehabilitation, restructuring has resulted in an increased rate of collections (although collections 
still need to improve), the emergence of cost-based tariffs and new pricing structures, increased 
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scrutiny by the ERC of sector financial flows, and a stronger commercial orientation throughout 
the sector. 

In the area of power sector privatization, restructuring activities have helped facilitate 
privatization through the development and definition of the sector's legal and regulatory 
framework. The passage of the Energy Law and creation of the ERC reduce the amount of 
uncertainty and risk investors face. To the extent restructuring activities reduce uncertainty, 
investment will be encouraged. Further, restructuring activities have resulted in greater 
transparency in sector decisionmaking and have provided more information about sector 
operations and investment needs. 

Exhibit 3-2 lists, in summary form, the major restructuring activities completed to date and 
describes their impacts on the financial condition of the sector and the sector's investment 
climate. 

Exhibit 3-2 

Energy 
Legislation 

Energy 
Regulatory 
Commission 

Armenergo 
Unbundling 

Established ERC and principles for tariff- 
setting and improved collections. 

Provides legal framework for development 
of independent power. 

Cost-based tariffs result in improved 
price signals. 

I Increases transparency of financial flows. Increases investment opportunities within I the sector. 11 

Regulatory licensing specifies investor's 
rights and process for dispute resolution. II 

Regulatory reporting seeks to improve 
financial settlements. 

Encourages investment by protecting 
investor interests. 

Increases private sector interest in 
investment in distribution. (Further 
consolidation would likely result in 
increased investor interest.) 

Distribution 
Consolidation 

Improves financial viability of 
distribution companies. 

Facilitates benchmark competition. 

The final chapter identifies areas in need of further restructuring and proposes recommendations 
on how to bring about necessary changes. 

Corporatization 

Hagler Bailly 

Improves management accountability for 
financial performance. 

Limits government's involvement in sector 
operations. 



While it is clear from this report that important restructuring tasks have been accomplished or are 
underway, several fundamental issues have not received sufficient attention. Failure to act on 
these matters will limit the potential for financial rehabilitation and private investment into the 
sector, issues identified as top priorities for both the Government of Armenia and USAID. The 
most urgent outstanding restructuring tasks, listed in order of importance, are highlighted below:' 

b Financial Settlements. Improvement in the transparency of the financial 
settlements process is the most important restructuring task yet to be seriously 
addressed. The establishment of a transparent financial settlements process is 
essential to the rehabilitation and development of the sector. Failure to establish 
and enforce such a process will result in the continued insolvency of generation 
companies, opposition to Armenergo carrying out the dispatch function, a 
potential marginalization of the ERC, and a lack of investor confidence in the 
sector. It is imperative that the Inter-Ministerial Financial Settlements Working 
Group convene and begin discussions on settlement options. (The creation of an 
Inter-Ministerial Working Group on Financial Settlements is required by the 1997 
Memorandum of understanding between USAID and the Government of 
Armenia.) 

P Regulation. The creation and subsequent development of the ERC is arguably the 
most success~l  aspect of power sector restructuring to date. Regulation plays a 
central role in or has direct implications for virtually all aspects of sector 
restructuring, underscoring the need for continued progress on the many 
regulatory issues yet to be addressed. These issues include a permanent source of 
funding for the ERC through use of license fees, greater opportunities for public 

- involvement in the regulatory process, enhanced development of regulatory 
reporting such as power flows and collections/cash flow reports, and issuance of 
rulemakings with respect to wholesale market structure and regulation of 
Armenergo and its dispatch function. 

' Increasing retail collections remains essential to the tinancial rehabilitation of the sector. It is assumed, 
however, that privatization of the distribution sector, rather than sector restructuring, is a more effective approach to 
dealing with this issue. 
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t Wholesale Market Structure. The wholesale market structure needs to be better 
defined in order to attract investment and help facilitate power sector 
privatization. Completion of sector unbundling and passage of the Energy Law 
were important steps to lay the groundwork for the wholesale market, but little 
progress has been made since with respect to market design and operation. In the 
near term a "single buyer" approach in which all generators sell under contract to 
the transmission~dispatch utility is the most likely option. The Energy Law, 
however, allows for generators to contract directly with customers and distribution 
networks and mechanisms to facilitate these transactions within a single buyer 
market model need to be discussed and developed. Over the longer term, as the 
sector's financial crisis diminishes and opportunities for cross-border wheeling 
arrangements emerge, the market structure should be revisited in order to assess 
the appropriateness of more competitive structures such as those that incorporate 
supply bidding and allow for the use of financial instruments to mitigate price 
risk. 

c Separation of Transmission and Dispatch. Armenergo currently carries out both 
power transmission and dispatch functions. The Energy Law requires that the 
transmission and dispatch functions be separated by June, 2000. In November, 
1997, Hagler Bailly prepared a report, Armenergo Management and 
Organizational Review, critiquing Armenergo's overall management and 
organization capabilities. This work touched on transmission and dispatch and 
acknowledged the need for additional study of structural options. It is 
recommended that additional analysis be carried out to assess how Armenergo 
should be reorganized and to develop a timetable for its reorganization. 

t Commercialization. 1kitial commercialization efforts are underway but financial 
and operational independence of many joint stock corporations from the Ministry 
of Energy is lacking. There is evidence that the Ministry remains directly involved 
in the managerial and operation decisionmaking within sector corporations. This . 

practice is not in compliance with the Energy and Joint Stock Company laws and 
must be discouraged. It is quite possible that the only way to address this 
continuing problem is through aggressive privatization. 

b Distribution Consolidation. Further consolidation of the distribution sector, from 
1 1 independent networks to as few as three or four, is suggested in order to realize 
efficiencies of scale and to create companies of sufficient size to warrant investor 
interest. 

Corporatization. A flurry of activity was carried out in the last weeks of 
December, 1997 in order to meet the deadline that all energy sector enterprises be 
converted into closed joint stock companies by the beginning of 1998. 
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Armenergo, along with each independent generator and distribution network, 
adopted this new corporate organization. As closed joint stock companies, each 
company adopted a corporate charter, by-laws, and is in the process of appointing 
a board of trustees. Given the speed at which this conversion took place, it is 
likely that the concept of corporatization is not fully understood by the 
management and directors of each corporation, much less by their employees. 
Continued technical assistance on corporatization and corporate governance is 
highly recommended for power sector management. 

The Government of Armenia has made significant progress in restructuring the electric power 
sector. The primary goal of sector restructuring sought to address the sector's financial crisis by 
creating a legal, regulatory and economic framework conducive to investment. The concepts 
presented in Resolution 55 1, the Government's most recent activity related to restructuring, are 
timely and appropriate. The challenge, of course, will be whether the government follows 
through on the ideas presented in the Resolution. 

This status assessment attempted to make the case for additional reform efforts in order to 
maximize the effect of restructuring steps taken to date and to facilitate subsequent progress. 
Adoption of the restructuring recommendations presented above will advance the overall goal of 
financial rehabilitation. Likewise, failure to aggressively implement these recommendations will 
continue to jeopardize the sector's financial viability. 
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TO: R .Archer. G. Wcynand. 11'. Smitli. IrS.4lD 

FRO.~I: John Rabaglia and Brian Kick 

CC: 11. Keith, D. White. M.  Ellis 

D ~ T E :  Jiunuary 8 ,  1998 

SL'BJECT: Government of Armenia Resolution 55 1 

On December 2. 1997 the Government of Armenia put forth Resolution 55 1. which outlines 
plans for the financial rehabilitation, financial controls and subsequent privatization of the 
Armenian energy sector. This memorandum summarizes key aspects of the resolution and 
discusses strengths and shortcomings of specitic concepts presented. 

Energy Sector Privatization 

The reso1u:ion indicates that energy sector privatization is a high priority of the government and 
that the government views privatization as a Lvay to attract private capital to the sector. The 
language in the introductory section to privatization - "the methodologies of sale include the 
significant role of the strategic investor of privatization through international tender in order to 
maximally optimize the prospective of investmentm.- endorses the concept of strategic investors 
and is consistent with the project team's recommendations' in terms of the goals and methods of 
privatization. While the government's endorsement of strategic investors is a positive 
development, the resolution does not provide much detail with respect to how privatization will 
be carried out in practice, underscoring the importance of and continued need to work closely 
~vith the Inter-Ministerial Privatization Working Group called for by USAID in the 1997 
blemorandum of Understanding related to natural gas delivery. 

The resolution calls for privatization of the 1 1 distribution networks of the electric power sector 
through international tender beginning in 1998. followed by the sale of the thermal and hydro 
generation plants. In each case, 5 1 percent of the shares are offered to a strategic investor. The 
scope of the privatization program involves the sale of all energy sector companies by the year 
2000. except for the Metzamor Nuclear Power Plant. Armenergo, the national transmission and 
dispatch utility. and the Institute of Energy. each of which the government plans to hold. 

.'Development of a Privatization Strategy for the Armenian Power Sector." Hagler Bailly, August, 1997. 
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Financial Rehabilitation of the Energy Sector 

With regard to financial rehabilitation. the resolution is important for se\.eral reasons. First. i t  
pro! ides a ccindiii rlssessnlcnt of  the cncrgy scctor's financial prablems and the reasons ti)r them 
and calls for se\.eral nleasures to create an environment of finar~cial discipline and transparency 
within the sector. 

Second. it outlines several concepts ainled at improving the financial condition of the sector. 
including the need to establish financial principles to rehabilitate the sector, the importance of 
accounting mechanisms. the reduction of power losses, regulation of cash flow, tax treatment of 
bad debts associated with the sale of power. efforts to improve cash collections, loan and debt 
restructuring. and tariff policy. 

Third. the resolution identifies several potential sources to help improve the sector's financial 
condition, including the use of cost-based tariffs. improvement in the collection of accounts 
receivable, various forms of debt and tax relief. and restructuring. In addition, other potential 
sources of h d s  such as the proceeds from energy sector privatization and tax forgiveness cf  
sector companies are mentioned throughout the resolution. It is important not to overlook 
privatization proceeds as a potentially significant source. 

Fourth. with respect to collections, the resolution states that the average level of collections 
(without so called "overplanned losses") will hopefully be 86% in 1998 and 93% in 1999 and 
that starting in the year 2000, full payments for electric power will be ascertained. It is unclear 
how these percentages were derived or what incentives and penalties will be implemented to help 
meet these targets. 

Despite its many positive aspects. the resolution is not without its shortcomings, the most notable 
of ~vhich is the confusion regarding references to a "Financial Sustainability Rehabilitation 
Program'' for the energy sector. It is unclear which entity (or entities) is responsible for 
implementing the Program and which entity is responsible for ensuring compliance with the 
financial disciplines and transparency measures established by the resolution. Also. much more 
detailed information is required to assess what effect the Program might have on a particular 
energy entih. 

Overall, the Program is fairly comprehensive (despite areas identified that require hrther detail) 
and has the potential to establish an environment in which significant improvement can be 
achieved in the financial viability of the energy sector. The resolution demonstrates that the 
government is well aware of the problems facing the energy sector and that it has identified a 
generally sound approach to addressing these problems. The real test. of course, will be whether 
the government follows through on the ideas presented in the resolution. 
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.A point by point review of the resolution and a disc~~ssion of areas requiring Fi~rther clarification 
is attached. along with a copy 01. the resolution and its attachments. 
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Point by Point Review - Financial Rehabilitation Section 

Page 3. number 3c): The resolution requires that an "equal number of authorized representatives" 
from designated mil~istries ser1.e on the Board of Trustees of a newly corporatized energy-sector 
cornpan>,. This is an importatit de\elopnient in terms of limiting the po\ver of the llinistr! o f  
Energy in the management and o~ersight of energy compa~~ies. Prior to this requirement. control 
over sector enterprises was in large part the exclusive domain of the Ministry of Energy. 
Allowing the Ministry of Finance and Economy and the Ministry of Privatization to have a voice 
in the governance of energy-sector corporations is a positive initial step. In order to accelerate the 
commercialization of these corporations. the government should require that a minimum number 
of Board seats be reserved for "external" Trustees. that is Trustees drawn from outside 
Government, the ministries or the entity itself.' Further. this requirement should be reviewed in 
light of the new Privatization Law in order to clarify the minimum share ownership required to 
obtain a blocking minority. 

Page 6,  number 8b): Within the context of establishing norms, the reference to "commercial 
losses" is unclear given that commercial losses typically refer to unbilled or otherwise 
unaccounted for poLver. The only appropriate norm penaining to commercial losses is to 
eliminate these losses. 

Page 8, Principles Section. b): Tariff principles, rather than actual tariffs, are specified in the 
RoA Energy Law. 

Page 8, Principles Section. f), last bullet: This statement is vague. It is unclear what 
"commodities, material assets, and available funds" are being discussed. Also. tax relief and 
proceeds received upon the privatization of energy entities (which should be specifically 
dedicated to the purpose of financial rehabilitation of the sector by this resolution) should be 
considered as a potential resource. 

Page 1 1, last sentence: This statement is important in the sense that it sets the precedent to 
earmark monies raised through energy sector privatization, in this case the creation of the joint 
venture Armrosgazind from Haygazard, to fund energy sector rehabilitation. 

Page 12, Regulation Section: This section seems fine in principle. but it doesn't specify how any 
of the concepts presented will be implemented (e.9.. n.ho is responsible for developing the 
procedures for the reservation of bad accounts receivable). Also. the reference to the "reserve 
fund'' needs to be defined. 

' The government should also consider capping the total number of  Board members to a manageable size, such 
as seven or nine members. 
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Page 14. tirst parasraph: Armimpex Bank is entitled to "complete control over the cash flclws 
nithin the energy sector." Is the bank respur~sil~lt. for the "regulation" of cash llows as defined in 
this section? Also. the issue of bank set-off  gi gin st loans to energy enti ties) needs to be clearly 
resolved. In general. the broad involvenicnt c7r'llle banking sector in the collection process is a 
positive de\ elopnie~~t. 

Page 15. Tariff Policy Section: Tariff setting falls under the exclusive domain of the Energy 
Regulatory Commission (ERC). as established in the Energy Law. Care must be taken to ensure 
that the tariff policy articulated in the resolution does not infringe upon the ERC's mandate or 
independence with respect to tariffs. 

Page 16. Structure Section: This section sets deadlines for the licensing of power sector 
' companies. Again. care must be taken to ensure the independence and autonomy of the ERC with 
respect to licensing. 

Areas Requiring Further Clarification 

Note: page 2 skips from number one to number three. 

Page 2, number 3a): This statement introduces an element of conhsion with respect to tax 
treatment of bad debt. Specifically, it is not clear whether power sector enterprises are obliged to 
pay VAT tax on bad debt owed to them by customers. Also, this section refers to "stock- 
taking/inventory" of bad debts but does not identify how the list was complied or which 
enterprises are included. This may be a reference to the work performed in Q1 1997 by Intellect 
state enterprise. 

Page 3, number 3b). second bullet: What assets are referred to in this bullet and what is the so 
called "charter hnd." 

Page 3, number 3b), third bullet: This section does not identify potential long-term creditors. 

Page 3, number 3d): What are "state share bonds" and which energy sector enterprises hold 
them? 

Page 3. number 3d). second bullet: What are the responsibilities of the ministries referenced in 
terms of settlement of account flows for he1 and financial resources within the energy sector and 
what will be the role of the ERC in this process? 

Page 3. number 3d). third bullet: Will these audits be in compliance with International 
Accounting Standards? 

Hagler Bailly 

m/ 



['age 3. number 4: To iiI~;i t  does the term "interestedlincentive" ministries refer? 

Page 4. number 6n): N o  definition is pro1 ided for the terms "target funding" and "budget credit." 

I'age 4. numbers 6 c )  ruld bt): What is the meaning of the word '-fairsw'.' I n  general. these sections 
seem to grant some fomm of financial forgiveness or relief to energy entities. 

Page 4. number 6d): There is a need for clarification of the term "overplanned losses." Does this 
refer to physical or financial losses? 

Page 5 .  number 7 a) 22 b): It is unclear how these sections relate to the o\.erall financial 
rehabilitation plan for the sector. The tax treatment described in this section appears to be 
consistent with the tax treatment described in section 3a) and in turn this section and 3a) both 
appear to be inconsistent with section 6b) on page 4. 

Page 6. number 9: Should the word "rehabilitation" actually be --revaluation"? 

Page 6, number 10. first bullet: What are "interlinked" shipments? 

Page 8, Principles Section: Who is responsible for implementing the Financial Sustainability 
Rehabilitation Program (FSRP)? 

Page 8. Principles Section. a): The references to accounts payable and accounts receivable are 
vague. The accounts of which entities are being discussed here? 

Page 8. Principles Section. d): How do these mechanisms relate to the mechanisms proposed in 
number 8 a) & b) on pages 5 & 6? 

Page 9, item f): Tax relief and the dedication of proceeds received from the privatization of 
energy entities should be included in this list. 

Page 9, Evaluation Section. first paragraph: Is this the same inventory referred to on page 2, 
number 3a)? Also, the last sentence refers to an appendix which was not attached to the 
resolution. 

Page 1 1. second bullet: With whom have "Multi-lateral agreements" have been signed? (Iran, 
Turkmenistan and Russia?) 

Page 1 1. third bullet: This bullet mentions a $7 million low-interest loan but fails to identify the 
parties to the loan. 
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Page 12. Regulation of Tax-Related Consequences Section: What are "circulating assets" and 
what is the "reserve t'und"? 

Page 12. Collections Section: How were these collections percentages derived and ~vhat is the 
ration.~le for settling for 60?41 and 704'0 payment to ~enerritors in ($4. I9C17 and Q 1 .  1998. 
respectively'? In general. collections should be rclrenced to power actually delivered (uhether 
billed or not). 

Page 13, a) &: b): Loans provided by whom? Also. will Armrosgazind assume these loans as 
successor to Haygazard? 

Page I-!. first paragraph: What entity establishes the rules governing the bank's dispersement of 
funds? What does the statement that Armimpex Bank will have "complete control over the cash 
flows \vithin the energy system" mean in practice? To what extent I\-ill the bank be able to act on 
its o n n  discretion with respect to management of energy sector cash flows? To what extent will 
its actions be dictated by rules governing sector cash flow management? 

Pages 14 & 15. bullets: What entity will be responsible for enforcing the regulation of cash 
flows? 

Point by Point Review - Privatization Section 

Page 18. List of Enterprises: All future references to the list of energy sector enterprises 
scheduled for privatization should reflect the fact that all of these enterprises have been 
converted to CJSCs. 

Page 20. General Provisions. third paragraph: This sentence is misleading. Electricity shortages 
in neighboring countries have the potential to increase the value of Armenian energy sector 
enterprises. However, increased value is not a given as the sentence implies. As w~itten. it is a 
highly suspect assumption that investors' due diligence would quickly show to be a gross 
overstatement. 

Page 2 1. third paragraph: This sentence is misleading. As w~itten. it implies that privatization in 
and of itself will improve collections. Privatization has the potential to improve collections onlj- 
to the extent that government allows private owners to disconnect customers in the case of 
nonpayment. This is also true with respect to reduction of losses. Private owners will need to 
have more reliable and detailed meter data on power delivered to their networks in order to 
significantly reduce losses. 
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Page 2 1. fifth paragraph: This section discusses the sequence of power sector privatization. 
which appears to begin uith the distribution networks and be followed b> the sale of power 
plants. I t  says that distribution privatization should result in improvement in collections to at 
least a rate of 90-9590. after iihich "power plant privatization will become fc;lsible." Setting the 
collections rate as a prec~~tiditini~ to privati7:itinn of the generation subscct~~r 1~rntidt.s an eas? out 
not to privatize pouer plants it'collections do not reach the threshold Ie\el. I'here is need for 
additional clarification of ichcrther minimum collections targets will be required as a precondition 
to privatization of generation stations. 

Page 2 1. Privatization Riodes Section: Although the resolution allows private investors 5 1% 
ownership of enterprises. this level of ownership may be insufficient to "control" the Board of 
Trustees and effectively deal ivith minority shareholder initiatives. The Corporate Charter and 
Bylaws of the enterprise under consideration iviil elaborate on the issues pertaining to the rights 
of minority shareholders and veto power. Undoubtedly. a potential in\.estor ivill need to review 
the charter and bylaws. as well as review the new Privatization Law. 

Page 2 1. Privatization hlodes Section: The use of international tenders as the principal mode of 
privatization for distribution networks appears appropriate assuming the tender process requires a 
minimum set of qualifications from potential bidders. This requirement will help improve the 
likelihood of attracting qualified strategic in\.estors and will help to facilitate objective 
evaluation of the bidders. 

Page 22. Arrangements Section. fifth paragraph: The statement "prior to privatization. the 
financial viability of the sector entities should be rehabilitated and their complete solvency 
should be recovered" is problematic because it may be in conflict with the goal of power sector 
privatization and may be at odds with the spirit of risk and rewards associated with private 
investment. It is in conflict with the goal of power sector privatization in so far as privatization 
itself may be viewed as a means to improve the financial condition of the sector; any requirement 
that precludes insolvent enterprises from being privatized by definition counteracts the goal of 
privatization. Further, private investors should be allowed to incur the risk of acquiring an 
insolvent enterprise. The investor should have the opportunity to bear the financial risk and be 
entitled to the financial reward (or lack thereof) of the investment decision. A more appropriate 
policy would require that the economic, legal. regulatory, and technical factors associated with 
the sector be organized in a way to ensure the solvency of the sector as a whole. giving assurance 
to private investors that they ha\.e the abilit). and an equal opportunity to succeed within the 
prevailing business, economic and legal environment within the sector. 

Areas Requiring Further Clarification 

Page 16. Structure Section: What is meant by "regulatory utility"? Does this refer to dispatch? 
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Page 22. first sentence: To what does the "vacant portion" of the privatization cost of enterprises 
re kr '? 

Page 22. Arrangements Section. fourth pa rag rapt^: LVhat is the need for "normati\.e procedures" 
and are thew proce~ii~res the same as the proct.cii~r?s describtd on page 6. section 8h? I f  not. ho\ \  
do these procedures differ and who is responsible for developing and iniplementing them? 

Page 22. Arrangements Section. final paragraph: \that is the relevance of the amendments to the 
Energy Law to energy sector privatization? 

Page 23. number 1): This sentence quantifies the debt of Armtutrade owed to Turkmenistan at 
$34 million and transfers this debt to the Ministv- of Finance and Economy (MoFE). In order to 
determine the net effect of residual debt owed by .Armenergo and Haygazard (or its successor) 
after debt transfer to the MoFE. it would be helpful to specifrv outstanding debt of all enterprises 
listed on this page. Also, the resolution does not discuss how the transfer of "control" of energy 
sector cash flows to the banking sector will affect debt transfer. 

Page 23, number 2): Are debts owed by Armenergo and Haygazard to Armtutrade now owed to 
the MoFE? 

Page 23, number 3): Does this aIlow the MoFE to offset the debts of the named entities to 
Armenergo and Haygazard against the debts of Armenergo and Haygazard to the MoFE? 
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-TRY OF ]ENERGY OF THE IR]EIPDWC OF ARMENLA 

TO THE DIRECTORS OF ALL STATE OWNED ElYEEWXSES 
OF THE n O Y  SECTOR OF 131E REPUBLIC OF ABMENM 

The Govemm'em Rcsohtion No. 551, daid 02.12.97, 'On thc Actjvitjes Aimed at ths 
ofthe Facial SunahMity of the RbA Energy Sworn is attached, . . 

as an infkmioa and a p-d9nee. 
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DECEMBER 5 I997 
S d  of the Cafiinei of the RoA %dent 

! ROA GOYERPJFDENT RESOLmON 

NO. 551 
dated Drrrmber 5 1997 

City of Y crrvrn 

O n  Activities Aimtd at the Reidditaihn af Financial S d a b a i t y  
of the RoA Ed- S d r  

In order to the Jafe operatio% the ckvdoprnenf tbe balmtion afthe 
. .. -+im 

pmccsr a d  h'5nahcid mdababiZity of the RaA Energy Scctm, as well as mmolauc the 
-04 ofdm RoA En- Law req- and to mmirme the process of 
refbrmda of rhe energy sector, the Ggvvnmeat o f  Armenia rtsohrcs- 

I 

1. To wort the conrpkx of activities (attachad) aha3 as the rehabilirntion of the 
k c i d  ~ u ~ t u ~ l i r y  of the RoA Energy S-, 

3. To detqbine rlue 
I 

a) r)le cost-price of the mmrnodity production reIevarn to the bad debts for 
dccPic;fu, thumd power and natud gas supplied to r.hc Armenian cm-pks, 
ind-es, ~~ and other canmmtrs by the RoA power system entities, and 
identiiied in the d t  af s t o & - b k i & i i ,  as of Dcoanber 1, 1997. h l d  
be disd@rgdwitxm a& on account of eatity losses Cm carnphsce ro vmich the 
nlut wed tax calculated on the ufsupplicrs s h d d  be I e g d Z d  as a loss). 
and proporticma1 tcz &at, the cornspoxding acccaunts payable should be 
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off arduding &e -on af applications in the size of 
debts anncted by the creditor entities subordinate to the RaA M i y  of%-. 

b) The resources t)rat may help to resolve the h c i a l  m-sis m the RoA 
p o w a  sector (resmdmhg of the accounts payable md rkivable of the RoA 
pawa system errtiries did not bdp) spaified in this Rmiution are as foUowr: 

I 

tbe paict ofgas which has ban provided m Armenia as a humanirarinn aid by rht 
U.S. g o v ~  in 1997 and rrriIized fbr the needs af the RoA powcr systan at 
tk cosr of gas enclosed in the tatiff fin elecuicity; 

I 

6 ass= to be emurn- d h g  tbt f o d o n  of the chartu f%nd of rhe 
ARMROSGASZND joint-stack company; 

a I--ter& cndirs, and 

- ~ + e l e m i ~ i t y , ~ t h c m ~ p o w ~ n a t u n l ~  

c) It is &ory tbar an equal number ofamhorited rep- $-urn the RoA 
M % k q  &Energy, RoA MkisWy of Fance and Econoq-, and RoA Minimy af 
Priuatizdt;an bc sdaabd in thc Board of llnrstees of the state-owned joint stock 
wmpdcs ofthe RoA En- Stctor, 

I 

d) Beghming &om January 1,1998, the RoA power sqstcm c~.t;des holding m e  s h e  
bands should submit the fbllowing reparting: 

+. a n t ~ & a f t h e i r ~ c r l y a a d ~ a c c o ~ ~ r t s t a  t h e ~ o ~ ~ i n i s t r y a f  
Fhmce8and Economy and anorher copy of the same to the RoA Mmistry of 
Enagy, i 
~ ; r e p a n s r o ~ ~ d ~ ~ u f F ~ n c t d ~ a n d R o A ~  
a f E w g y I  RoA State Sthtisticq and the State Register rrnd Analyses BpwtmenG 
in order to atsure the dear sehlcrnent of amount flaws for the en- fuels, 
hancial,rc30wces, dtbton and a-cditors in the fonna;t and order as confirmed by 
the a b k  entire; 

I 

atmud &om of the RoA Energy sector &-es for 1998 a d  nd ft~owing pars, 
which are subject to audits prior to their publidon or p r d o n  to the 
addnssee. 

To the 'ROA M i n h y  of F i c e  and Eoonorxry: in c o o p d o n  with thc 
i n t a ~ i t i v t  rpinjsbies, and m d m a n c e  with the A g r c ~ n e m  signed on 
19 A k c h .  19%. betwe4 the Gmmmncats of Turlmreniiann and Armenia, also, 
b a d  04 the fics affmul&g rhe $34.023 d o n  debt af the ARMTURTmE 
statmm-bed enterprise of tht RoA b a g y  Secbr  s o d  Th-s fan  as an 
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accumulkcd by thc NAUUT Joint Stock C6mpaq- of h RoA Minisbry of Industry 
md Trade; &e H A P m C K O Y O W i  stak-wmnd antaprigt of the RoA 
Minksty' of C i d  Coarrtruction; the Yatvan m G K O Y O U G I  s x a t c - o d  
cnkqrkq and the M Y . Z Z W  Smt~Wned e x u u - p k  &sped J JgoScance of 
the RoA Mjnistry af Agriculture (pmcdwes are d a d ) .  

5. The RoA Govanmcnt Rtsohrtion No. 243, dated August 8, 1996. "On Allocation 
of Bud& Losns to Some oftbe RoA hterrpriser'' should be ra;o@ invalid. 

6. hshuc&ons to the RoA W q  of Finance and h o r n y ,  and to the RoA 
B L h i s l &  0fEnCrgy 

a) . the sedit loans, rectived firom -3e Russian Fedmation for the purposes of 
wop&on md s s f q  improvcmmt ope~ations at thc Ammian ~ c 1 e a . r  Power 
Plant (ANPP) during 1994-1997, should be fonnuIated as target funding &om the 
RoA state budget for the Joint Stock Can-, 

W h  a one-month period the s;redir loans reoeived'ftom thc Ru&an Federan'on 
%r &e ,proauanent af nuclear h4 rm provisions spedki by the idtcrstate 

. contraas for the ANPP JSC, &odd be fommIated as budget anfif acM& 
thosc p&s of the loans where the mSt of the purch8H fid is not induderi in [he 
w-Es. TIx cost of the nuclear fuel not included in miffi should be fomndxced as 
twg=t fmdhg fur thc ANPP 3SC h m  the RoA stnta budget 

b the d&s, accvmukted againn &.e dectrkal and t h d - p o w e r ,  nsnrral 
gas mkgy firalp far heaxing pqmses m.usumed by the budget artifits fimdcd 
16om the RoA statt budge& a d d  be rep-rid as tax amcars of thc RcA power 
system &tities towards thc RoA 5tam budget, as ofDecember 1. X 997. 

c in compliance with Iran ?(a) of  he pnsart resaMm, the ROA power 
system v-cies should be aaapt of paying penalties and f%m agakr  the unpaid 
budget credits (loans) cakuIaiad as of DaPnl>er 1, 1997. 

d) tht expenas of the averplanned losses d k e d  in the b a h c e s  of the 
ARMEVERGO owned emteqxk of the RoA Minisery of Energy and 
HAYCdZARD state concern and emaged during the em on of the 
eleclrkkty and eas, and calculated in accordance wirh the tsfablished procedures as 
of Decebber 1, 1997, should be fo&fcd as b s c s  of the A&WXERGO state 
owned enterprise and MYG- st& concern.. 

c) snhmit a p m p 4  on -tion fkm the unpaid pardtics and faim 
calcd+d against tbe outstanding d e b  of  the RoA power sysrnn entities as of 
DccPnbs 1.1997, to the Board ofTruszees oftbe RoA P&on and Empioymart 
F u d  &I tho &A Saciel Searrify Fund. 
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I 

f) in compliance with M c l c  9 of rhe RoA Energy Law, and by Jarmary 1,  
1998, submit to the RaA Govemmmr a draft decis'on on mnfirming the fist of 

(with d rdevant dsrails) of a l d c i t y ,  thmmd power and natural gas 
supplied: to them on thc RoA Govermneat guuamc#. 

g) by 1 Jmuay, 1998, preffnt a progxam to fit Govanmart of Arm& on 
the w o n  of the cash prpnarts fbr clbctridty, thermal powtx and rratural 
gas h r n  tbe poplation through tht b& of Armemia Make an oi3k m the 
C& Bank of A n n d  to p~rricipate in rhe &vclopmam of the above progrram. 

7. hm&ns to the RoA Ministry of Fmance and Economy and to the RoA 
Ministzy of a e r ~  in wapwtidn  wi& the Tax InspectorafcJAclministrstion of the 
Fkpb'tic of Armenia, by I5 Dactlllba, 1993, snbmit w the Gowmmerxt, of 
Arm& (according to the d W e d  p r o c d m s )  pro@ on tbt foXiaw;llg: 

a) kemption fbrn the caldated and w p i d  f%s of taxes towards &a RoA 
power system m e s  as Df Decwbcr 1 1997, iddi i jkg YM penakks and fhb, 
c a l d  as of Dscsmber I ,  1997 agahu thc debts ofthe budget athies funded 
Born the RaA sarc bud@ and amu'es having consumed energy QRiexs based on 
fhe RaA Gavanmsln pammees, should not be: qmmd.  

b) exemption of the C i W  (tax impectors) *eying the privilege af dismunt 
paymans far ehdridy 4 July 1, 1997, of paying incame, pro* and value 
added taxes (eycluding the taxes calculated and aptmai as ofDecember 1, 1991). 
i d e g  Chat tbe finds which hgM nnt beea r a d  i h m  the UaA sntc 
budget and have been included in the commodity production as of October 1, 
1 9 9 7 , b i n a t d ~ m t h a t i 1 1 d ~  

1 

c) p c e d u r e s f b r t h c ~ m o f b a d r ~ I c a a ~ ~ 1 1 l t ~ f b r i m p o ~  
t m n s p w  and &TS of namd gas: and for gemmators, a d  
veadors. o f  electricity and thama power; 

d) procedum for the formuhtion of the d u e  added tax in - of 
the dater debts of the rwerve h d s  while dculatjng the 3 d k r i c ) n  p r o w  
6- according to the regismdon merhod. 

a) by Jamrary I, 1998, in mopemion with the i ~ c r t s t e d / m ~  minigrics 
and in cmdb- wirfi the RaA E q  Law, pruemt to rhe RoA Government 
the Mowing d- 



w Rules ofEIhdty Usage; 
a Rules & T h d  Power Usage; and 
I Rules ofNzm.ual Gas Uoage. 

a project of-cation aDd rehW-tation of gas suppb m Armcniq togetha with 
tba RoA g a v a o m  and Y c m  thy mayor and in mardidation with the RoA - - 
E r r e r g ~ R c g u l a t o r y ~ m :  

I b) by 15 Fdnuary, 1 9 8 ,  prb~dt to the Gcvcnnnenr of Anncnia the project of 
red* the energy l o s s :  

the revised norms of the technicd and cornmcrcial losses of the energy carria as 
wdl as orpemes of the energy carriers utilized for the intenral needs of the e l d c  
power plrmts, devdoped by clrralificd orupnkdous, in wordinadon with the RoA 
Energy Regulatory t3xritdkn.  

9. To the &A Ministry of and ROA Minisby of Privarimtions in coordinsaion 
with tk RoA Ministry of Fiance and Economy and the RoA Energy Rep lu tq  
Cimaision, meat the d& d&-on on the rehal8kuian pmcedurs of the 
e e d  assets of* RoA E n a ~ y  *or. by Ikcemba 2s. 1997. 

10. To the RaA Mitnistry ofFmoe and Economy: tclgerher with the RoA Minisny of 
Power and RoA Ministry of Izuiahy and Trade, and by January 1,1998, m t  
tothtRoAGavamnenttht&UgP2;41g 

L a propa+ on datamining the economic afthe inter-~tc intcrlinkcd 
&ipmsr;tr clming 1 '>94-95; 

o &sion'of the nxiprocal sectlernems benvea~ ARMCON2R4CT narc owwd 
ardcg of ?ht RoA Ministry of Xndusmy mid Trade 4 ARMTORWE srarc 
owned thy ofthe RoA Ministry of -, 

m regdaidn of the fimnckd relations, as of December 1, 1997, betwesn 
ARMCONlXfCT m e  o w m l  d t y  of the RoA Ministry of Industry and Trade 
and AM?P JYC; bctwcea 2ZEGUjS sfare n#ity of specid signttltance of rhe RoA 
M3iistryiof hdustry and Trade and AtWP AX'; as well as bnueea mher crcxiitors 
and debtors d t h c  RoA power sector aniiries 

2 1. To the ROA kthktry of RDA Miniwy of Civil Construction and 
Yerwan, Cjr  (each by its relevant h): by Deoaaber 1 S, 1997, pr+lm 
to the RoA Gwernmcnt projects tm zhe financial mstorariion nfrhe Mgation and 
dr'mkiry w t t e r  systems, providine ~IC pa- af debts emerged against the 
C O - M c i t y .  

I 
I 
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I 

12 To the RoA Minisuy of I?iulance and  nom my and RDA h4jnkuy of l h x g ~ ~  
together' with &c incentive minisbiq rtvicn aacb qua-tul~ period of of 
the present Rcsohrtion and q o r t  the rtPults to th~ &A m a n .  

13. ~ h a p r $ e m ~ c e o l u ~ i a n b e c o m e s ~ ~ ~ ~ 1 1 , 7 .  

R KO- 
Prime Ministp of the Republic of Armenia 
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PROGRAM 
! 

ON TH3E COMPLEX OF A- 
AXMl3.D AT TEE R E E A E ~ A T $ O N  OF TEE FlHANC'LAL SUSTurU15BILTTY 

OF TEE ENERGY SECTOR OF REPUBUC OF ARMENIA 

l?ie reforms, &naed out in thc cncrgy -or of the Republic of Armenia, and the 

I rcopaning of the Annenian Nuclear Power Plarrr (ANPP) have recovered rhe pamMent 
c~ocbic power :mpply to the sah,mt customers in the Republic of Armenia. A pomtivc 
p r o m  in the collections of payments for the suppried eiecbiaty is also obsen,d 

I - 
Howtvcr, fie c&is of the past yews has l& ite deep scars an fht s-r. The 
energy system has Mned out ro be in an extremely d i f f i d t  e c i d  b r i o n  due to the 

- supplies of dccbicity and thetmd emrgy to the populatiq E h m p p d q  Sditis and 

I 
mdustd eMerpriscs at unbaIanced and as-inefficient due to  the inmsse ofprices 
far snergy ficls, high en== losses, and inadequate accounting of elatrk 
p- (h 6 a d y  none for the te&idastiaI cudomen) dining the pdod of 1992 - 
1997. 

R E ~ A B I L l T A n o P  PROGRAM t-FStP1 

I a) immediate &mm of -mu payable, at the ma of thc sales fhds and real 
accomts receivable; 

b) pr&m ofcart recovery for the supply o f e l d c  powff, tbamal eaargy and mAual 

I g a s i n a c & h c e w i t h t h e ~  *&in t h e ~ o ~ E n e r g y  Law, 
C) m c h w b j g  of debts fbr the supplies of d & ~  power, M mergy and natural 

gas Cmduding supplies to thc residemid custpmas), and writing bad debts off, 

I .  d) dtxdopne& ofmafranisms for -- is- mnoxning bad accouTs mdvabie 
and associated tax arrears and p d q  

e) i m P 1 e m d c m  of cow- measurs to h-cnize uew bad debts_ . 

I f? the ~~ gaps in the powet -or a the wst of sppmpriatt 
tesources,~as:  

* lmmmhmm aid; - state budget: oftbe Republic of Armenia; - long-termloans; 

- ?  7 "I 
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colIaaion of rdiabje aamuntf die; and 

g) e o n  okc~ear and m c r  -urns ~ d ~ h  can- provision ~ f m m s p u s y  
and supe&ion f ir  accorrrrt flows; and 

h) seg-gn ofthe Mans of W state policy developmw, emnomic aaivitics; and 
rcgula-tory activities. 

I 

EW-AI,UATIOmP TBE FTNANCIAL CRISIS IN TEE POWER SECTOR 
I 

Accordkg to the Wmid Bank second credit program of strucanal rcfdrrns, within the 
&amzwork o f  t);c * a n d  recovery progntm af the energy systaq in acFordanct wirh the 
agreemart concluded with the fbfbrmcr Ministry of Economy of the Republic of Amen&a 
wirh tlrc W d d  Bank app- and based on the iuvato~y and nvision of debtor and 
aeditor dibts -ed o u t b y t h e ~ s t a z e o w n e d  entcrprk ofthe Ministry of 
E;nergy of the Rkpublic of- as of April 1, 1997, the exisact of a financial gap ia 
the magy was offidany coxrfhmd (Sce the Appendix). 

Tbe au;ounting,d evaluxian ofthe M a 1  crisis in the energy sedor -rises were 
cam'& out bath: fbr crc&m and debtor d c b q  d paymerx pnx;ads and ap- o f b  
energy qsem as a whole, as wcdl as fix each individual econamic entity. 

h additioq %idden" gaps in the form of a w d ~ e c i  wuu and tear af fixad assrp b e  
also &en ~ v c r c d ,  due to the ex@ve qioiterrion d absena of h a m i a l  means in 
the energy s y d m  during the peaiod of 1992-1997. 

3 Gina 1992 tho Republic of Armmb kas paid bard -9 ibr imporad magy 
fbels, rn& and eqaaipment necessary far the opemian of the cnegy system- 
The cxchgc rate d the hard currency and the Ann& Ikm devaluation have 
not practically been rcpaid by thc corresponding tariff for aleuric powq 

PACE la 
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b) the obligatory sale of d&bicity for unbalanmd (1-14 Drams) tsrifEn during the 
period of 1992-1996; 

I 

c) the debts of the major comumtas of energy &sls in -ous industries (such as 
h r - J S C ,  the drinking d kigatim wua ~y~eam;,  district heat* bud- 
mganizmions, and b h s t d  m e )  and other msi*; 

6) the Ioss'es which occurred due to discourn payments far datrfcity by dtbm 
40yingsodal sewityprivilegtr, 

e) t h ~  debts against energy fu* aaumuiatd by eaterprisw $upplying thwd 
aa- ibr bificc bsthg ia the city of Yawan and 0th- r s i d d  - of the 
Republic of Annenia; 

I 

M f) the shoit rerm loans and their high in- rates, as wdl M the d d i r t q w ~ ~  baa 
hhwesti a c c u m u k e d i n y a r i o u s C O m m C r c i a f ~ t ~ I o a a s ~ g  aimcdattfie 

I .  
payment of natural gas importd Znfo the RcpubSc of Armeuia in or&cr to pmvide 
q y  intcmke, butbasicay.sdb o p d o n  of& energy systan; 

g) the debts of Eq~Xared enraprists and organ&ribn~ t ha~  bad practicaUy na legal 
m-rs, as wtn as the dtbts 03the insa1vm.t e d q r k s ;  

h) the undependable 6nmcial r c l r r t i e  with tAe dubtom and craiitors of the 
power m o t  eam-priscs af tfic Republic of Ann& 

i )  the norkppe=mce af fimds fm meters and other devices infended for rhe 
impm Yema?t ofthemetering, inthedfFq 

a th. hcr& of technical losses aqei by M d e n t  leading oftbe energy system, 
imperfbct operadon regimes and d m  coedn; zad 



The opersrions htuigncd to r c p q  the u#nmts pqable will be u;ccrdlpmied by n c c u s a y  
msmsmhg ( d o n )  of anzounrs m&~ab1e. Thus. 

- as of Apd 1: 1997, tfie 515,445,600 debr for m!ud gu iolporfed imo the RqubIic of 
Annarrin 1996, ia the dwnt ofcammdity werage kas b c a ~  r c s t r u d  into a 
anrancy d& of S'17.048.600, af which the outsradding dfbt of 510,943,000, as of 
Scptrank 1, 1997, has bacn -caved and &out S 4.0 r a o n  d& wyment bas 
b c a ~  extendid until Ixmary and Ftbruary, 1498;'d 

w d a r m a l  ag-s have basn signal to s n t  paying for the naavd gas impoxd 
i n t n t h c ~ ~ l s p u b l i c o f ~ r h v i o g  1997and tobeimporteduntilthnd ofthcyur. 
On out band., these agrumum #rin allow to avoid dabts to tht I2734 Cqomrim 
(lUEA24iW Starc Cansun - ITiSY ~ ~ n t i o n  - Turbcabam - Iran - $20. 
~ K Q ~ S t a t e ~ - ~  C ~ r ~ b n - ~ ~  S 3 0 d t m ) ,  
a n d a n ~ & h a n d , w 9 d l o w t ~ ! ~ u s ~ r t ~ t r g h r m e ~ c o ~ t i e r t o t b e  

eatorptisea, paying parriaLIy by c c u m m d h g  the in- d&ts fix 
d e c a r i ~ p @ , n a n r r e ~ a ~ a n d ~ c d b y ~ a a d ~ ~ t h c r e p a y m d  
d d K  rCnnining p m  d J e - m  of1998 md htk- 

I 

Sinca there ha>+ beat I%O p e d a n t s  of such agmemmq same objextivc problems may 
aritaTmtbiaiProwcertlridacprhtvtbekktn-hscrensionoftb 
arnnactr with tbe Iraaian and Tubmian gartie: 

tbeS7miLlionlaw-iamacst~~alyactpcnlod&3years,hnsbecnacquirrd,ab 
the RoA Ciowmmtm gummtats. The S 7 million ddiquart debts Pnd ima-arr of &c 
power sector en--rises a$ of September 1,1997, have been 

* tba 6-7 bgiqn Dram debt of thcANPP3SC to tha R u s h  suppEm ofnudear &d win 
b e r e p ~ i i I 3 3 ~ , w i t h a n a v c s a g t a m r u a l p r o p o d ~  

ThrimpIananMhn of -above steps will orJy partly Stigsrethe aarnrtf%ancisl 
defIadncy in the 7 sactot. So, additional h d a l  ijdons would be na;e9azy to 
~ F h e ~ ~ ~ d t o ~ t f i t ~ a c l t t z a f r b e c n t q n i e e s .  

Izr the f k t  p t d  the cost of gas provided by the US Govefnment as a 7 
. . aid m 

Armary h u I d  be fotmukcd as a nan-rdimdable fd~~ ta the RoA Eaargy Sector 
emupria at the price &gas included m tha d d d t y  tatiflk- 
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In order to presirve the circulatinj; assets ofthe rn- -ern arterpriscg it i~ nscessary 
to rtsak the pioblcms of jxnplemmtation of c o m p n z h e  mcasms for CWQing the 
-g &uincial crisis of the a=onoanic d e s  m rhc chain D&+buior - AlMEWBGO 
rtate oumd tmpr.prise - Gemmior - NATG- Stotc Con- - -7R40E 
sate awned entu-prisq as well as address the tax-relazed isrues may arise in the 
process of rcfo&-ng (yielding) tha debts. It is aiso Mstntial M dewclop corrtspundmg 
procedrp.es for nservation of bad au=ounts recdvable and, in case of utilizing the resave 
fun4 fbr the fohuSarian ofthe valua-added aax (associhtd with the sp&c fkaturw of 
the q p & d e  ;PrOb~m), fw the importers, transporterg generazors and disuiibufors of 
nahrraI gas; d fix garezators, tzzamhm and distribam of decrricity and r h d  
power. 

?3SSENTU2.  MEAS'I[I'RES -G COIJXCITONS FOR 
~ ~ C X T Y ,  'JXiiZ- POWER AlYD NATURAL GAS SCPPI30ES, 

-G - TBE 'LOSSZS 

I t i s p l ~ e d ~ t t h e p e r ~ o f ~ ' b u t i o n ~ r ~ ? 5 % i r , & e ~ q u a n # o f  
1997, and 80 % in the second quart# & 1998. Our goal is to haeasc the payments UJ thz 
genaatlng &:es (dculatd w q e  fbi all the errterpriaes] up to 60 % in the aorth 
quanet of 1997,lsnd up to 70 */6 in tbc second q m e r  of 1998- 

Since about 75 % of d gas imported into rhe'RepubEc of Armenia is bdag used to 
produce energy,i the improvexnerrt of the shution with payments ra z€ie generators wiIZ 
 allow^^ State Conam to increase the cu11cdon's in awragc up ta 7% in ILe 
fourth qumes of 1997 at the leasq and up to 75 % in the sew& quarter af 19%. 
~ o m w  pay&ems for d d c  power colrYrmed during the period of 1997-1998 will be 
hit tdruZS%, zmdfor n a ~ ~ ~ i i l g a s t w  30%. 

By mockmizing' the aczzo- sptem for &&City with means Of the loans to he 
provided by the WQTM Bank and the Japanese Cmvemmtnt far rmmstmctiw of electric 
power networks, and by d r c a r ~ e a t  of f&e R O A  Ebergy Law and adqxion of 
corresponding sub-lcgisWw aaS as well as othcr wmplar midies related to rht 
dimburion, ma* and contct i~ ,  the t~vc-0 14 of o ~ n c c r i ~ n ~  
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ovaplanned lo-) win hopd3Uy bc 86 % in 1998, and 93% in 1999. Starting the yezr 
2000 fidl payrnh  fbr the suppEed el--c power d be oscstnintd. 

lo d m  to p r t h e  a legal h e -  corresponding to &e -cm. af the RoA 
Esegy  Law, tlie %d cdirinf: of the Hecfricfy Usl3ge RuI-  lhmmd P- U- 
R* d n d ~ P t m r r l ~ ~ ~ ~ - ~ u ~ c s ~ t h ~ ~ ~ ~ h ~ ~ ~ h y ~ d e r g y ,  d a n d d -  
for the Govcrmnent qpmval bas became imperative. 

I , 
The m d m k t i o n  of the electricity metering will be carried out on a step-bysrep basis 
during 1996-20$0. Thc cost ofthis project is estimated by mtemmiiona.1 a c p r ~  to be 
about 5130 miIlion. Thc project  win be fimdcd msinIy by loans from the World Bank and 
the Japa#se ~vunxnan.  

REST'RUCI7JRING OF L O A N S  
!OBTAINED BY TBE ENERGY SECTOR EXllTEs 

T m  of'& stepwise nattrn of resolving the hmcid  &is, it is necessuy to 
higU&t &c h&rwing yroaxdings while obminirng and repfrying the loans 

a) to negukate on the extension of the paw p a b d  (22 NO-ba 1997) oftbe 55 
d o n  ban provided on 22 Navem'ba 1996 to HAYGAZ.QRD State Concan. lrrrtil 
1999; 

b) to x g d i a e  on the extension of the grace periods (1999) ofthe % 4.5 million and 
$5 million loans, provided in 1996 to HAYGdZ4W State Concern and 
AJm2mzRGO state owned eotffprise. rqeuivety, until 2001; 

I 

cJ to a d d  barnwing l&b-&est loam from connnerdal bPalcq w%ere the inrered 
cues exceed the interest for 1- reflected in Hp 

I .  a to bm&w loans nninly fir promtc  ~ e s  mi inwsmcats (fix ccmp~e. 
+&an of ps m&m, restoration of gas wppIy to ws&ntiaI areas. ac-) in 

I case of'- af substantiated L~us&s-plans: 
I 
I 



REG-ON OF CASE FLOW 
I 

Tht ftnctians of electricity generation, d s a i o n  and distn'buoion. a d  natrual w 
import, transpp and d i m i o n  have beeti scpamtd, and arc carrid out by 
cor;rwpo* c m d c  entiries - state enterprises; economic and legal rclzu5~ns between 
these swe as tqx ises  sre nqylated by agnemum based on the kms of the RylubIic of 
Armenia "On ~ n u - g y  System" and 'On Enterprises and Enrcrpnnausbip", as weII as 
other regutations- The panmat and sales of the above are carried om on the basis of 
mutual of&% of quantity and sums. In order to -ce zhe 1om and w miugatt the 
factor of risk asocislred with .obtaining loans ¶3om forcign hanks dmugh the A m i w  
Bank on the RoA Gavemmedt guarsaey a d  in accordance with the ageeman signed 
between the Minisay of Energy of the Republic of Ann& (with an auzlzoetion Eram 
rhe cmqxim) and the ArntSqxx Bank &c a c c o ~  of ARAGWRGO State Entcrprisc, 
h 5 f Y G m  State Chmm, ,WMZWNSGfi State Errttrplist, AWEAS State 
Enterprise and Mmz Ekz+ic N e w r e  stare mwxl arcapnses are Pansftrnd to the 
c x l ~ a i n g  6ranches of the h i m p e r  &ak. 7% -unts of the power sector 

are. scmiced by oxha banks of the cuunrry (Am5hMmk. Agrobzk, 
H q w c - h d )  based an agrsements signed unda the sqe+sion of Amnbrper h d c ,  
w)lidr win d e  compIct% control 4 ~ h .  the cash flows w-&h the uzergy system. 

I 

At mf when thc "psyctro1ogicaI" habit dm paying 'sums to be eiimhad wirh om 
P O ~ W  and tbe process fix wgpIied d d c  power becrtmes more an6 
more c~nUoIbblt, dong with the technical nmdcmhfiaa of the banking sydcm in ttra 
country, it is wp- that paymaits for d e . c  p o w ,  thermd energy and llarraal gas 
be dm tbr& the camtry's banks on a competitive b a - q  In amrdarrce with a 
practdun s p G d  and supewked by the CkurolBumt ofthc ReQubfic of Armenia 

Re@atioa of cash flaw incfude8: 

- - ofrhk payma& residgnriat cuaomar for dkncity zkmugh the banh of 
the Repubtic of Armenia; 

I - t a r g a - o r i d  use o f  proceeds Ii-orn electric power d c  und ptaisian of minimum 
o p c m h n t ~ ~ ~ ~ l ~ f ~ ~ t h f h t e n t r g y ~  

I - impfemmtarion ofactivities speeding up the cirdaiion afcirctrfutiq asxu; 
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r offhmsid  means towards paymtnts fbr impomd nahlral gas as a highest 
priority, in oorda to p r m  oc~urrenee of new fmcijp d&ti% 

1 - r q p h i o n  dinranal and acmmd debts  of the energy ssctur ent-sea; 

resuuciuri& of old debts and implsnm-on of aakities prcwmiq of 
new debts; e d  

I 

-21 && ofthi en- roan's accounts payable and mxbnblc. 

Ln order to improve the control and regulation of wh flaws and to cmy om tariff 
darlationr, qmrtbg and b c i a I  analyses, the USAlD fimds and thc 
second Wodd Bank loan designated firr structzltaI reforms in the mrrgy sector, it is 

a to dwdop a f x n d  madd of the uxqy sector ef l tqrise~~ 

- to instan an acmudag softwart and to develop m u w s m s  fbr coqlece a u m m h g  
andintsndcornlwitbinentexD~;  

I -  f 

* ~ p h n t h c ~ t i d n o f r ~ s o f t w ; w m - n ~ m ~ ~ ~  
acceytod acamdng Mandaz'ds, in order to out tariefcnlhllati- and &idkg 
asdEYrdysis ~ u a a s p r r r r n t h c i a  rep-; and 

- to pmvidc trabbg sessions fbr accountants. 

Within wo ofthe adoption of xhe RoA Energy Law, the RoA R e g ~ h o r y  
Comrnissionwlll'serche~far~~ity.rhctmaIpbwcrmdnanPalgasinsuefrawffy 
as to prfwide saf& and e83cht operatian md mainxmancc fm b cornphnt with 
the -0nAf Pandardq and ta encure &e rcimbursemart a d  pra- rrf the 
depm&~hn allocations of tbe r e - e v a f d  bdma cast of zhe asser~ rcnovrm'ons, 
capitaI a ' and loan service ooft~.  The tmSa s h a u  a h  indude the 
m-- s~s~datcd wkh tbs exteatSon of the debts (debt and lam &) 
~ b y ~ e ~ c i a l r ~ h a b ~ ~ ~  
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8 I THE STRUCTURE OF EPIERGy 
I 
I 

?ht rcmuctusing of the arargy aystun entapriocs shouId o v a  by 1 January, 1998. BY 
that time all the anqrises should be regismad as joint mck cumparrM w31 1000. 
g- participarion. 'Lhe qaran wiIl comprise sk generating &ties, one m h d  . . 

and regul~ory urii&. md 11 dirtnbuting d t i e s .  The 0-oos of the 
l'l2EK.M ELECTRIC AEWURK stat40wnai enterprise w9 be I i c e m d  in the scope of 
zhe ncw Icgal regulation Ixfbrt 1 AgrJ 1998, and the rest of the power cntqr ises will be 
I i d  by 1 OQoba- 1998. 

g R T V m Q & -  OF TEE ENERGY SYSTEM 

The Go-& of ~tmeaia &ail develop add adopt a prkatimtiw s~arcgy h r  tht 
power sector - 

by 1 December, 1997- T b  Gwenmait shali ddermine the 
vrixrthat~tabcpdrPLs4ar4nsthrmeeDtofprindraoqthsWe 
of property t)Qt d nmain w& the Stafe, tbe u~hodo1ogies of sales md the prkxhtion 
8chadrJe The :jmdhdologies of sake shan include the s i e c a n t  role of % std4c 
m v a a f  Of'pri-on through w - o n d  tcadu m order to mYcimnlly optimize the 
prospective o f  ~ n v e n t m a  the ex&angt ofexpcrdsc and tecbnologics. Given the objective 
afatmchg p r i m  q i t a l  at the most ben&dal w-ms, the Gorcrnmant of ArrnCnia shall 
~~E=ILP~ to sigq' cantracts with hamatiOnal5nandal consulting &es to represent the 
h t m s m  of tha RoA Gavemmedr throughuuc the i m p I d o n  of the pr'Mstintion 
w. 7 3 ~  -on of thc powcr secror. cnteqxks w4 connnence in 1993, a d  
wiJl hopdUly end by 2000. . . 

~ h c  d o r i a n  *ci . j  czisis w i ~  make the p e r  system rnora amsain and will 
&mue k q  value 

IXI the m& thc pri " tion af tht energy qmun wiU @y adwaxace thc 
wmtexbalanodd solution of rhe currw Gnanaal problems within the po- becror, d 
w i l l p l x m l a t e ~ m t o .  

The Est oftb3~RoAEezrlgy Scctor enterprises waiting tu be p r i n M  during 1997-1993 
isstadd. . 

V I - I ~ V W  N H O ~  8 T S S  ' I L L  COC XVd 0S:TT  LB/OC/ZT 
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Tht covaagt bf a c i a i  indcbtEdncss with tha means of a complex of act%& 
(ududing the posS%lFty uf a dradc increase m the taifk for cnergy fuels) wilf nor only 
bendif the fbmic$I rcbabiIitatioa proass  of the powrr sector enterprises, but w5il also 
create hvorable; dramsaxts fix the ddoprnent of those sedors in economy where the 
cost of enern f u d s  within the cost of production is prevailing Uses, it will arsure thc 
fuaaiasing of ithe RoA Energy Sector in accordance 'with the principle of cost 
mb&htbn, starting the fourth quarter of 1999. 

Tfre i m p l d o n  of ihe Finandal S~~ -on Program shdI bc a paint 
af jfot chc b A  h&dry  of En-, and the RoA M n k y  of F~nnob and 
Economy- It will be supembed by the Government of Arm& 

I 

The RoA Ministry of Eaa-gy, and the RoA Minisky af Fmarra and Economy shall 
gmvide .tht ~ ~ e r d ;  ofArmenia with paiadic tepairs on the implemcdstion of tbe 
Ptogram Rcporta will also @ KO the W d d  Bank, in order ra ensure the n~u-j 
W v e  on, various p - i  deviations, as wall as to praaeed with a d d 3 t i d  
m m e w u q  if-ary, to hi adqu;ae soltbians to the problems ofrehbhdm of the 
M a f  wstainabi3ity afthe power sector, as agreed with the W W  Bank. 

i 
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I 
~ a c - 2 2 - 9 7  ~ n . a r a  PRON.HACLER -ILLY I D - r i  S B e 2 1 6 1  E 

?HE LIST OF Tms STATE o m  ElYrmPRlsEs 
OF TBE ROA lNE.RGY sECN3R 

FORWARDED FOR PRIVAlQATION DURMG 1997-199s 

x997 - 
I. RXW@GAN;DROGW -0- ataprise; 

I 

2 .  H A ~ G R K ~ ~ O R O G I I M ,  sratc owned wterprisc; 

5. -0ROGW stare owed sntupisq 
! 

4 T A V O & ~ ~ R ~ ~ C ~ O R K .  --FA acrpr iy  

3. KOTRLRTMRRZEECiRIC ,523WOS stare own& mterprise; 

6 A R A G A ~ ~ V . ~ ~ ~ C ~ U R R :  state owned entaprise; 

P A C E  3 
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8. S a m L I K ~ ~ C ~ O ~ s t a t t ~ e d ~ .  
I 

9. G ~ M A R Z E L E C T R I C i E 7 T F U X n a t e o w r r c d d ~  

I 10- S N N I K ~ ~ C r n r n O R K ,  sxte awned mtqxise; 

I 1 -  m Y m M d R Z ~ C h m O R K .  statt o w n d  cntcrprist. 

12/22/97 13:38 TX/M NO.1382 P. 004 I 
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I 0 ~ ~ - 2 9 - - 7  1 2 . 4 ~  FWY.HACLKR BAIUY I D t 4 1 S E ~ 1 G l I  PACE 5 

Appmvd w 

I 
the RoA Gavunmcnt Rcmhxtion No. 5% 

datd D a c m b e  Z 1997 

PRIVATIZ4TION STRATEGY 
i FOR 'JCHE: ENERGY SECTOR OF 

I Due to the fsa that the domestic demaud fir dazbicity d t b m a l  power has reduced, 
and there is practically no export of energy to the des m the close neighborhood (rhe 
anrnrnl produdm of electricity now is about 6 2  biEon kwh, as a p p d  to thc 13 biilja 

I - kwh in the 198bs) tha t a p d e s  of& ma&v system of Armenia are unddoaded. 

~tside~,  a ~gificam prt &the k c d  uxo is my and madly 

I . In! orda to  rebbSme aad devdop those assets about two W o n  dolIars 

I 
H-, dung with the devdopmcnt of aconomy m the country, the ~~ of the 
hmd -city markct and the shortage of electricity Za the -riag cotm-wks wiiI 
si@cantly k c k s e  the privatircation d u e  of the Enagy Sector amties in tbe 
near 6 t x ~ q  which is subtidal in conrGtians of the small state budget dike RxpubTic of 

~ ~ t h e f ~ r n g ' m t o  account, itisneccwqto cmxkr~~rhcpraa~nfrtu . . tohxuease 
tht p r h t k r k x  Mhze of the RoA power secmt udeqrise fbcusing on the &daqr and 
&5ty oftbe system. These goals are possible to reach with the help of a shq+c imrstor- 

I I 

M tbc ~ I ? D I  d t ? ~  M WjCd t0 PfiW&dOU, f b ~  m p :  - 
ARMENERGO 'statt owned emarpriq being the ane and only nansllining entity 

I 
in the GO- and the ont engngcd in the t d c d  e o n  of tht.procss; md the - nYsZT&Z% OFENERGY Etate awned cnt#prise. 
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D E C - 2 1 - 9 7  1 2 n . r @  FRO?l.wAGLER 6 A I U Y  I D r 4 1 S H E 4 P l B 3 O  PICE 6 

The @ d o n  process needs to be completed as soon as possible, but no Inter thrm the 

t h t p a a ~ t r ~ i n ~ p o o r . m ~ e c t i a n s , t f i e ~ l a s s e s m t h t n e c w ~ m d t b e  
d d e q w e  d rnetahg dd-city, it is rcason;rblc to start with 10 regional (Man) 
and one Ymzvjm d i s t d d i m  d a ~ ~  m a d  anrwes. consider in^ each of them as a 
b a m p r e x a f ~ .  

1 
I 

The p ' " --Lon afthe disa3bti0~1 axtcrprixJ will drasbcally improve thc situation with 
poor cdcctiod ahd a c e s k  lo-. Tbc prwxss s h d d  co-cncx in 1998. 

I t  would also rtasonable ro privarize the i&atmaun erhcrpriscs of the sJntcm 
( i i  p r d d o n ,  d a i s  and const~uction a ~ q x j s s s )  in XSr98. 

EfEaivc 1999, after the p t v a t k d c n ~  of the &bution nerworks, wfraz the coIJections 
go up to at! least 90-95'36, fhe rddonships between can- distributors. 
ARMZWXGO,! and gebaa!un will qr;#licaay be based on contrrctrral &tzi md 

I obiipZi008 (with dkthct Ihhc ia l  r a w s ) .  Privalhtion w9 provide mrnual legal 
end ..alml ind~- Eor tfac 2llin-isby (the body executing the poIiau m the scam), 
e c d  d u  (mterpriseo) and the n;e3atDry body Q3ugy Rtgulrrto~ Comrni&), . . 
md pdOn d e l d c  Q O W  p h  b-~ fe'bfe. 

I f 

ARMGA~UGECT and ~ G G P N E T I Q O R ~ P R O J E C T  w i ~  be privatized within 
f h b ~ Q f 2 3 " P G A W ~ e c b n a r n a n d ~ G O ? a a r e d ~ -  

TO the RoA B & g y  Sector body: cafly om a n o ~ r c f i d a b l e a b p r i ~ m  operation at rhe 
pawcrnlentRandothamtaprisesoftfreenergysacbr,~10%0f~t~tlll~.b~taftfro~f 
entcrp&s. 1 
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The vacant portiDn of the prhmhdbn mst of mkqxkes sbould be mid by the method of 

I open &are subscriptsoq at& caw mrkct. 

T h o x r b r r e r d s a r u t a o t ~ m m k t ~ o d  rmdahrrbesccondtime, rhourd 
be aold by the &od of opcn share subscriptioh 

Those en&qrks that a m  not privlrtizcd in an i n t - d  tender or by the method of 
opm sban: subsuiption should be banded out fbr authoriad mrnagemm leaso or 

For the purpose afmrzmq arrangancms fbr rfie p r h h d c m  of the RoA Energy Sector 
entities n$pmh?e ind +d intmazional agmdthg firms should be dected witb 
arppan h r n  the World Bank 

A special tinandnl- network should be designed. For that purpose, tix annual 
accounting baIanccs ofthe semr cmttprkx should undergo indegeadem and d m  
issslandstory. 

A r p d  accmrh &auld be daign& br d consum-, ddwx and &tor to - the 
1-cy wd controt over rbe cash tlow. 

S a d C a n y  j&Xed nonnative pracdwes W d  be dewdoped fb+ the speci6c 
c o ~ o n  of k l  in the pnxiy~tioa of electricity, and technical loses of electrichy 
d u r i n g t h : p h a s e s a f d ~ ~ m b y t h e p o w c r p ~ f o r o w n ~ p b a s t s o f  
nmmissiob. and dkihtion. 

Prior *to pfiari;tation, the heal vialdhy of the seaor d e s  should be . . 
and their ampIcte s o k w y  shcmld be recovered. 

A pgram of gm%id tmsibfmafim &auld be dwclopcd towards the urmppitivt markn 
modulq m the Lieu ofthe perator-of-clectiicity to a singlePurchasa module. 

The NationaI A s c d I y  afArm& should 6t p r t s w t d  &&.ofthe tsscntinl amcndmems 
t o t h e R o A E P i r g y t S w ~ t h e ~ o f h ~ o r r  of&- importtd and 
c?qrortcd quarrtiFiC3 ofekcmciry- 
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f- 
I AMlRIT joint stock company, 
: K Q Y ~ ~ G R x O E P ~ ~ ~  or*ncd --p&c, 

~kavPn-m0~17~6nrgtc-d ~nteqri ic,  urd 
r n Y J ' s t s t e  awned enterprise of sp& sfgrrifiancc 

I I .  The RoA bk&y o f F i  nnd %nomy shaU a- h m  AliMWRfADE the 
534.023 -on of d&r thatRRM7ZrRTADE owes to Tmhnarjstan fbr the n a m d  gas 
supplits ~I@JI~ the period of 1994-1 995. 

I 

1. At the: s h e  arrwum, rhe debrs of ARMENEXGO nnd K4- to 
P E  shan be c o r n i d 4  repaid and t a a d k d  to the RoA Mhistry of 
F- d,Ecommy. as a mzlskaabe dtbL 

3. ~ t t h s - ~ m q r h e d e ~ s o f ~ W a n d E I R Y ~ t o t b e ~ a f  
F i  d Economy shall be amsidarcd repaid a p k t  the dt4m of NXIIUT', 
r n Y l i ! m d o ~ r n G R I ,  r- &nZRMu~OMIGm and to 
/ilwmmq andAAYGcum, rth-g dlose f ids  as the debts afNAUUT, 
~ Y ~ U t / ~ O Y ? J G ~ ,  Y i r m  E R M ~ O Y U G H I  and MY- to 
the RaA Miihtry dFm~ncr: and Econamy. 

4. T h e ~ M ' ~ o f F ~ d E C w 0 m y s b a f s i g n d s b t ~ ~ c o w r a a s ~ w i t b  
N M .  i W I ~ O ~ O Y U G l C l l ,  Y- J 5 R i W U ~ O ~ ~  and 
AAYXEREW withagraceperiedof5ycrrr 

I 
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