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Worldwide Trends -- Overview 

Vertically integrated state owned utilities are 
being broken up and privatized (North America, 
Latin America, Asia, Western Europe) 
- The old rule: introduce private ownership into 

generationlproduction first, preferably through 
new capacity 

- The new rule: start privatization at the 
distribution level and then move to 
generationlproduction 

More and more consumers can choose their 
electricity and gas suppliers (North America, 
Latin America, AustraliaINew Zealand and 
Western Europe) 

- 

Worldwide Trends -- Overview (cont.) 

Long-term contracts for producers with volume 
and price guaranteed by the government or the 
national utility are being re-negotiated1 abandoned 
(Asia) 

Power pools and gas flexibility mechanisms are 
transformed into spotlbalancing markets with 
parallel bilateral contracts for physical delivery 
(North America and Western Europe) 

Forward electricity and gas markets are operated 
by standardized commodity exchanges (North 
America and Western Europe) 

+ Gas and electricity markets converge towards a 
common model 
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O R e c e n t  Developments in C E ~ F S U  

A. In Central and Eastern Europe, requirements 
associated with Ell Accession are pushing 
countries: 

-To speed up the process of unbundling generation. 
transmission, dispatch, distribution. and supply 

-To sell majority stakes to strong private investors in 
order to make electricity and gas companies ready 
for cross-border competition 

-To allow large consumers to choose their own 
supplierslproducers 

-To establish electricity exchanges 
-To create small regional electricity markets to gain 

experience before the "big bang" (e.g., Baltic states) 

Recent Developments in CEElFSU (cont.) 

6. In the FSU, the picture i s  mixed: 
-Georgia, Moldova. Armenia have made good 

progress towards full electricity privatization 
-Privatization has slowed down in Kazakhstan and 

Ukraine 
-Russia, Kyrgyr Rep.. Azerbaijan are considering 

privatization of electricity distribution in order to 
improve collection periormance 

-Overall, payment collections and prices have 
remained inadequate to ensure cost recovery 

- -- 
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Benefits o f  Competit ion and  Privatization 

Efficient use of resources 
Pressure to innovatelmodernize 
Availability of capital and know-how 
Good customer service 
Strong payment discipline 

Revenues for budget 

Competition a n d  Ownership 

Competition among entities with different 
owners results in improved utilization of 
equipment, materials, fuels and labor, leading to 
lower prices andlor better service for 
consumers 
Competition among state owned entities results 
in half-hearted efforts since potential winners 
know that they will be asked to bail out the 
losers in the end 

L3 Competition without private ownership 
produces little efficiency gains 
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Private Ownership without Competit ion 

Privately owned monopolies typically operate 
with higher efficiency than state owned ones 

Award of non-natural monopolies leads to rent- 
seeking (costly lobbying efforts and corruption) 
Markets and prices guaranteed by the 
government lead to a false sense of security. 
sub-optimal investment decisions, and costly 
bail-outs by the budget andlor consumers 

Full benefits of private ownership will not 
materialize without competition 

w Regulation and  Ownership 

Depoliticizing the regulation of electricity and 
gas prices is a long and difficult process 

Initially the regulators are junior partners to the 
sector ministries who represent both the owner 
and the policy maker 

The role. professionalism and autonomy of 
regulators grows as privatization moves ahead 

.3 The integrity of the regulatory process is 
difficult to preserve without private ownership 

" 
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O W h a t  Kind of Competition? 

Levels of competition: 
-competition only for the market (not in the 

market) 
-competition among producers who are obliged to 

sell to a single buyer (no retail competition) 
-partial retail competition (for sale to large 

consumers and distribution companies) 
-full retail competition (all consumers can choose 

their suppliers) 

Moving to a higher level produces efficiency 
gains but requires more and more sophisticated 
technical and institutional mechanisms 

"3 Partial retail competition is the best choice at 
this stage in CEEIFSU 

M W h a t  Kind of Private Ownership? 

Privatization can help to ensure that the energy 
sector is 

-not used as a substitute for a missing social 
safety net 

-not used as a tool to support loss making 
industrial and agricultural activities 

-not used as a funding source for the ruling 
political party 

-operated subject to strict financial discipline (no 
subsidies to energy companies, no directed 
credit, no tax forgiveness) 

But  not all ownership structures produce 
positive results 
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D W h a t  Kind of Private Ownership? (cont.) 

When corruption among government officials is 
widespread, ownership by managerslworkersl 
domestic investors maintains informal ties to 
government that are likely to be abused 

When legal protection of minority shareholders 
and input suppliers is weak, disperse ownership 
structures encourage wasteful activities and 
result in poor performance 

'> Ownership should be concentrated in the hands 
of foreign investors whose identities facilitate 
promise fulfillment (i.e.. who have a reputation to 
protect) 

- 

H W h a t  Method of Privatization? 

Sale to investors selected by management or 
government officials in a non-transparent 
manner leads to reduced legitimacy of 
ownership 

Sale through public offerings of shares leads to 
dispersed ownership structure 

Sale of large blocks of shares to investment 
funds fails to create the long term commitment 
and identity needed to improve corporate 
governance 

+ Competitive sale of majority stakes to well- 
known, experienced foreign investors is the best 
method of privatizat~on 
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m l n s t i t u t i o n a l  Responsibil it ies 

Parliament to approve general privatization 
framework (objectives, methods, constraints, 
responsibilities) 

Cabinet to set firm deadlines and hold 
government officials accountable to meet these 
deadlines 

Privatization Agency to hire experienced 
adviser, develop detailed schedule, and manage 
process 

Inter-ministerial committee to ensure 
coordination with Sector Ministry, Ministry of 
Finance, Regulator, etc. 

Role of the Regulator - Pre-privatization 

Advise the government on industrial structure 
and market model 

Assist with preparation of tender documents: 
-Set constraints on horizontal cross-ownership 

(issue of market domination) 
-Set constraints on vertical crossownership 

(issue of equal network access) 
-Describe markeffnetwork access rules 
-Set minimum service quality requirements 
-Stipulate stable, predictable methodology of 

price regulation that will attract private investors 
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O R o l e  of the Regulator - During Privat izat ion 

Be available for consultation on market rules, 
pricing methodology and service quality 
requirements with potential bidders 

Do NOT take key role in  selecting the winner 

Provide advice to the government negotiations 
team when establishing key parameters in  the 
contract: 
-electricity pricing methodology 
-semicelsupply quality requirements 
-disconnection procedures 
-temporary exclusivity provisions 
-arbitration rules 

HLessons  Learned 

Regulatory autonomy, basic marLet model, and right 
to disconnect non-payers should be established in 
the law 
Assets and liabilities should be allocated very 
clearly during unbundling to prevent diiputes later 
Se~icelsupply standards are more important than 
invesbnent requirementJ 
High minimum asset prices and investment 
requirements will result in high elecbicily prices 
Gas and district heat market model and regulation 
matten for private investors in elecbicily 
Factors subject to regulation should NOT be used to 
rank bids (but can be used to disqualify bids) 
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U L e s s o n s  Learned (cont.) 
Pricing methodology may need to be changed 
during negotiations with the winning bidder - be 
flexible 

Investors need time to improve service 
standardslcollections - be realistic 
Privatization agencies need education in the 
regulation of natural monopolies and the 
importance of competition 

Privatization in the FSU may fail unless 
governments start taking their social protection 
responsibilities seriously 

~3 If you don't succeed the first time, draw lessons, 
make adjustments, and try again 
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/ A'J Privatization process I 
Overview of Privatization in Hungay  I 

I iVIiklos Andrasi I 

/ Privatization process 

i ' Firrrphose: Sponlanmu pnvalual~on pnor to p l~t !cal  ehanqcr 

I - Secondphosc. Findmnglhe \%a) md mcanr in the early n,na!cr (1591-1594) 

1 7hirdpluue: 1995: privatizauon'r pe* )eat 
i I . FouthpIprc: Comolido~ion(~ndthc ongorngpm.orrorronp10~~111/996~ 

w 
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- Gianllln iOer rh.rcon"arrhlp oriryi..rcdcapira,ofriccmcirydlsrnb"r,en~o s 

and rninarl l~ rharcai lhrre power planlcor lo rwial ieiunl) lelfyorcmmenl 
- Sale olrhnrosin EL\IU and E\1&SZ Tor ~orn*naasanCoupon~. 
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I 

Mehods and techniques 

Typical sale procedures 
I 

Public and closed tendering, -, 
. Public auction, 

I 
Public bidding, 

i 
,>;,y"y 1 

Public offering, 
. Private placement 1 

1 . Contract for sale via stock exchange, -/ . In exceptional cases: without competitive bidding. 

7 
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Proceedings ofthe Power Sector Privatization in Central and Eastern Elfrope nnd Ezrrrrsia Confe~ 
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PR!Vli:ZATION FOR ThE R E S U L i i N D  NOT JUST FOR i n E  ? 1 ! 7 A i i Z ; : : 3 1 : ~  

MINISTRY OF STATE FROFERTY MANAGEMENT OF 
GEORGIA 

PRIVATIZATION OF LARGE-SCALE 

I STRATEGIC ENTERPISES 

@ M8mqaf  StBeF%s3iyMargerenlolGeasa 

MAIN OBJECTIVE: 

FOUNDATION OF TECNOLOGICAL INNOVATION IN 
ENERGY, TRANSPORT. TELECOMMLISICATION. WATER 
SUPPLY AND SEWERAGE SECTORS AND LARGE-SCALE 
ENTERPISES 

0 ATTRACTION OF STRATEGIC INVESTORS 

M O D E R N  MANAGEMENT 

ATTRACTION OF INVESTblENT 

FOUNDATION OF TECHNOLOGICAL II\%'OVATlON 
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Prnceed i~ i?~  r i l i l i e  P o ~ r r r  Sector Priv~irrrnrron in Crnrrnl ond Eu.srern Eirrooe nlld Elrrn.rjri ('onf&e,7cr Me 

.&x Vsrirlmy 01 S l a I e P r - m  h4s;qirenfof Gmrgla 
s?, 

\ < " i IOYST\KE> BY'THE COVERS\IEST: 

.POL.IlIC,.\L DESIRE 
ADOPTION OF L.:\W O TI IF SECTOR 

4 EI.ABOR.ATIOX OF THE I'RIVATIZATION STRATEGY ON THE SECTOR 
EST4BLISHClENT OF THE IUDEPENDENT REGULATORY COIVIMISSION 
EST.ABLISHLIENT OFTHE bVtlOLE SALE MARKET I N  EUERGY SECTOR 

TRAYP-IRENCY 
4 SELECTIOU OF IXVESThIEST BANS THROGGH THE TENDER 

PREPARATION OF 1STERN.ATIONAL TENDER BY .ASSISTANCE OF 
INVESMENT BANS AND EXSPERTS 
ASSISTANCE ACCEPTED FROM THE INTERNATIONAL. IYSTlTUTlONS . (WE. IZIIF. USAID. EC. EBRD. etcl 

H I G H  SKILLED TENDER COaV.IMISSION 

i 

- 

& M ~ r u ~ o f S t a i e P ~ M ~ ~ t t I G a , ~ d  

PROBLEMS REGARDED PRIVATIZATION PROCESS: 

* COMPETITION ON WORLD INVESMENT MARKET 
l TARIFF ISSUES 

PROTECTION OF SOCIALLY UNSECURED POPULATION 
D E N T S  ISSUES, INCLUDING WHOLE ENERGY SECTOR 
*SITUATION IN REGION 

ECONOMICAL SITUATION 
ACCELERATION OF PROCESS CAUSED BY BUDGETING 

PROBLEMS 
P O P U L I S M  AND DEMAGOGY 
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PROBLE3IS .ARISE IV EXERG\ SECTOR BEFORE 
PRIV.ATIZ.ATlOS: 

l DEFICIT OF ELECTRIC1 IY 
l CORRL'PTIOY 
l P R O B L E ~ I S  COSCER\IXC~ coI.I.r~crIoys 
l DEBTS 
L . - \ C K  OF \ I . - \S . - \GE~IES~  
l L:\CK OF IX\'EST\IESTS 
8 L;\CK OFTHE SEW TECSOI.OGY 
l PROBLEbIS OF POPCL:\TIOZ 1 E\penses for aood. gas and for 

j other heaters. also for feeders and cables I 

4% M ~ n r 4 o l S l d e f v W M ~ t o f G w d  

PRIVATIZED ENERGY UTILITIES: 

"TELASI"ELECTRIC1TY DlSTRlBlTLON of TBlLlSl 
(PRIVATIZATION. 370 000 CUSTOMERS) 

"GARDABANI" TPP UNITS 9 AND 10 
(PRIVATIZATION, 600 MW) 

0"KHRAMI I" & "KHRAMI ZHPP 
(25 YEAR MANAGEMENT RIGHTS (I 12.8 AND 220 MW) 
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RESULTS AFTER PRIVATIZATION: 
0 FiZD OF CORRIJI'llOV 

DEBTS GROL\l.tl LV:!S STOPPED AXD P:lR.r OF  THEM 
WHERE REP.'\ID 

*THE PROBLEM OF ENERGY DEFICIT WAS SOLVED 
IMPROVEMENT OF FEES COLLECTION B Y  INVESTOR 

0 ISSUES CONCERYING ECONOMY OF ELECTIRCITY 
0 EXPORT & RE-EXPORT OPPORTUNITIES ARE IMPROVED 

TAX PAYbIEUTS A N D  COUNTRY'S INCO!VE IS INCREASED * ESERGY-CARRIERS .ARE BEING PL'RCHASED BY 
IVVFSTORS -. 

*SECTOR REHABILITATION PROCESS CARRIED OUT BY 
INVESTOR 
USAGE OF NEW CREDIT RESOURCES TO IMPROVE 
EXPORT POTENTIAL UTILIZATION 

4 LOANS ISSUED BY FOREIGN CREDIT INSTITUTIONS 
ARE ACTIVELY USED AND LIABILITIES OF THE 
GOVERNMENT ARE TRANSFERRED TO INVESTORS 

4 PAYMENTS FOR SUPPLIED POWER AND 
INVESTMENTS SAVED SAVED THE WHOLE ENERGY 
SECTOR 
THERE IS A WIDE RANGE OF INVESTORS IN THE 
SECTOR - TOGETHER WITH AMERICANS, FRENCH 
AND RUSSIAN INVESTORS BECAME VERY ACTIVE IN 
THE SECTOR, WHAT OF COURSE IS A PREREQUISITE 
OF HEALTHY COMPETITIVE ENVIRONMENT 
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Proceedinns of the Power Sector Privati~otion in Central and Eastern Ercrope and Etrrarra Confrrence 

. . . . .  . . 
.:. . i- i. . , 

. . 
- 

. A E S TELASI, TBILISI, 
GEORGIA. 

. . .  . . .  . . . . .~ . - 
.:.. . ;  I. - .  colin-d&ny: . " 

. .; 
, . 

~egional ~anager ,  ~ ~ ~ k ' e l a s i  
' Whne'20m.ea.aWl' , 

~. . . 

" .... 

. - '.G.mrgia~-power . . . .  .... secprsal?: 
; : . - . . .... . . .  . - . . - -  .-, . . .  . . .  . . . . .  .~ - - 

> 
;-: - - s Political desire and will to sell 

.i i z "Hands off' approach to electricity 
business by government 

.: Responsible regulatory authority 
-1 . 4 impartial information:memorandum by- 
. . .  advisors Merrill Lynch, 

-- . 
9 Prbr KZ ex'periencedrove AES to bid 

.: for a distribution company 
2 
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iu 

Y r  

'e 

u 
- ' ; Effective control and majority ownership 

13 Comprehensive Sale and Purchase 
agreement . . 

:: lnfoimation memorandum drawn up by  
impartial advisors Kantor IMerrill Lynch 

:, Prior experience drove AES to bid for a, ., 

-1 distribution company. 
.. 

overloaded and subject to faults 

tq 6 kV / 0.4 kV Transformers subject to , ., 

frequent faults, fuses bridged.causing 
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. . 

.: :. Assets' purchased. ' 
. . ! ' 

.; Loss of heatnets created system 
overloads, creating demand that 
exceeds the design capacity 

- -P Frequent power outages creates further 
, stress on system and triggers faults 

Customer meters missing or broken in 
60% of customer premises 
Existing meters 5/17 amp. Inadequate 
for customer demapds , 

I 

- Assets pwchased .,. ..., ;" -.+. :. . ,. , i. . . '-1 . . . - 
- - ;a Buildings for staff and equipment 
.:' ' included about 1,400 transformer ' 3 .  

structures 
. . 
. - - s Transfer of all Telasi property still in 

j 1  ,-> process # .  . 
s vehicles and equipment generally in 

. . need of replacement 

.: 

, . ,.. 
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W 

.. . , 
. . 

.. :' The'privatizatipn ..., process 

a Vendor clearly wanted to sell 

' 1. :? Information memorandum adequte 
:E The sale and purchase agreement is 

the foundation of the privatization 
. : . process 

: Good access to system and cooperation 
from Telasi and Gov't 

, , 

: .a Long negotiations necessary to meet 
. needs of buyer and,seller , .- ,.- , 

., . .. , 
. . , . . .. ,.,. . . . . 

. - 
/ . .  

'; . '.- ,, : . ; . + ~ , g ~ e ~ c $ i f ~ t ~ b & , m ~ ,  ,,i;. .: ' 

'3. '  .: " 2. '?P 7 s > , ~  ::. ; ,>'.< , I I .Î  , . .A, : - ;a ,' , . . . . 
5" . '..&co,lecti~i.ls .... L ... .. , , ' . . .  / '  "" 

2- <., 
-: 5 
.; i a Metering inaccessible.. 

... 
.I Meters missing or damaged 
=. Disconnections difficult 

i ,  B Disconnections running at 2,000 per 
:I 

day, 5,000 customers targeted, 2,500 
, . 
- ,  pay immediately 
' s Illegal connections frequent 
. ( i  

sj Fliudulent ., meter readings 
. . . . . . , . . ., - ' ., * 

, 

United States Agency far International Development // United States Energy Association 38 



Proceedin~s olrhe Power Secror Prirati-arion in Cenrral and Eosrern Eirropr und Eitrcrsi.~ C ~ t i m n c r  

.: Apartment,: 
jun'ctionbox 

A difficult 
disconnect 

- 

-i . - . . . . .  Social,and ,. . .:. . ..,. labour . 
, . issues ..: 

.?i .. .... - .. - -.. . . 
; - .,~ 
-. 5 a Georgian law allows for redundancy 
..~. ~. 
:: under business reorganization .> 

3 ~edundancy payments. are defined by .-- .. 
-. . 
5 

Georgian law 
. . .  

-: .+ Telasi had not paid wages regularly  for^ 

. . some time before AES takeover 

- 7 Back wages were paid under terms of 
: AES acquisition 

Wages were very low at AES takeover 
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rr 

.. - : .s Telasi employees had lost morale 
,.:!,' :a Nonpayment of bill~.created impossible 

working conditions at Telasi 
^ rs Lack of funds led to Telasi people being 
1: unable to get materials for maintenance 

,: No computers but a TV in most offices 
. .  . 

numbers not known 
Telasi staff numbered 2,200 at 

reorganization 
iri Improved payments raises need for 

employees initially .. 
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Banking and engineering 
. . -.' . . &lationships 
:i EBRD provided letters to AES for 

. .. support at time of offer to vendor 
.$t Continuous advice from our legal 

counsel during the negotiations 

.; :. Local Georgian banks very helpful, but 
have have limited lending resources 
Review of system condition by 

i .: engineering consultants prior to offer 

1. I, 

.. .. s. .. 

; Telasi informati~n availability . .  . 
-i ,. , , ..;I . L .  . . . . . . .... . . . -.. - .~ . . - . . . 

2 - 
- :  2 il Telasi management cooperated well . 8 

.$:- ol Assessment ofsystem condlion could . . 

. not identify full extent of problems 

.I ~. 
- ' a Systemdata not adequate in 

information memo 
, Asset condition not detailed nor extent 

of neglect understood 
.; B Extent of winter power availability worse 

than expected; 50% of demand only. ,, . . - 
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, . Telasi infqrmatipn availability- 
, .* .: - <  . , .  . .,. . . . "~ , . .  . . '' '. :. '. 

*z Collection information not accurate 
. -9 Soviet cash accounting records, no 

accruals or IAS 
--3 No central customer list - actual number 

of customers and total debts not known 
:i. Collection and billing process subject to 

fraud 
x ii Labour laws reasonably effective and 

clear 
I3  

.. . , - 

a 'Telasi-informatiqn availability .L I' r. ; . .5  
. .. , ..' . . 

' ., 
, .. -; ;ka Social and economic information from 
s' - many agency reports. - .,x. . , . .. .. , 

is Power shortages created frequent ' . : 
i_' 
- ,  : ." outages in Tbilisi distorting economic 
. . situation andgrowth 'expectations -5. 

s. .. 
" 

. . 

. . .,. 
I..., .. . . . . . ' .  

P 

. . , - :, 16 
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. . - . ' .Ownership ~ . 
. ;. ... . . . .  . ,L. . . . .  . . . . 

- 75% of company stock sold to AES 
. 25% retained by gov't, of which 5% 

allocated to employees 

.. . .  AES have overall operating 
: responsibility 

.:The AES Telasi supervisory board 
includes one member from the 
government 

I> 

.. . . .. . . . . 

- % Investment commitments . : ... 
A ' .  . . . . . .  . :. . ,. . . . ... ... - ..... .~ - . . . . 

.. 
-. :. ns Investment of agreed amounts of 
., 
2 money into the system each year 
-3 

a A  commitment to the "Obligat/on to 
... 
- .  serve" 

t ;  rr Agreement to install new residential and 
bulk metering systems to improve 

- .  payment discipline 

. . 

IS 

- ~ ~- ~~ ~- ~~ ~ 
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... ~. 

. .:-Finance. . .  
. .: : ; , . , , .I. .; , 

, . . ., , .. , 
' . -: Major lender is EBRD 1 IFC who have 

:.. agreed to provide $60,000,000 
-4 AES must meet stringent EBRD lending 

' - . conditions 

. :i 
: ,- 
-, . 

., 

. , . . I9 

Proceedrnns of the Power Sector Prrvatratlon in Central and Eastern E ~ i r o ~ e  and E ~ l r a ~ ~ a  Conference (I 

U 

w 

M 

,, * . . 
. . ... . . ~ 

. . . . .  . . 
.,. :A , . . I '. - . -Opqrational . . . . . . .  needs.- . , . ' . . r . - . 

. . . .  . , :, . .  , '  . . ..: . . ., . . 
... ...... . . . .  .?. - - - . . . . 

. .- 
. - - Constructing billing process '- Rebuilding customer list . . .  5% 

5 ,  . . 
- Establishing bill delivery process :..:;: , .  

' - 2  * 
. , .  , . Re-creating accountin'g.proces's 
.7' 

- ~ u i l d i n ~ .  system operating management. 
. . process 
-, . 
,: Collection management process 

Introduction of environmental procedures ,. 
, . 

. . .- y . ,  
'. . ., . . zo 
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. ' AES TE,M-SI . 
; . . 

. .. 
End 

:I 
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REPUBLIC OF MOLDOVA 

I4 
PRIVATIZATION OF THE 
ELECTRICITY SECTOR 

Power market already re-structured along 
internationally accepted guidelines 

Resource providers 
3 CHPr (privaliral!an launched in March 2000) 
IPP (Sugar companisr. alczady p ~ r a l e )  
Hydroplans (lo remain r r a t - o ~ m i )  - Imported supply (Romania Ukraine. Tranmauia) - Transmission 
Moldudnwlccuo (to remain smtc-o~~mi)  - Distribution 
T h e  a m .  Nonh. Cenual and SouUI (UIc I s m  2 \\ere 
privalised in Februa~ 2000. tlx henonhem a m  \rare-launched 
in March 20) 
Indepndenc suppliers (pivalely oaned) 
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Today's structure of the power sector 
. . .U"~P"~. I I I~" , Di.rnh","" 
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Main data on the distribution companies in 1998 
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A sound regulatory framework already in place I 

The Larv on Electricity (1998) defines the respeclive roles I of 
Ihe Government ( lkp .  of Energ).. h lo ldvanw l~oo)  
the Reputator (the ANRE) 

. theelectrieirycompJnres 

The Regulatov Agmc). - ANRE - was set up in August 
1997 (Go\.. Decree) 

Elecucir) %tor 

' T h e m l  Energ).Secror 

Natural Gas Sector 

The Electricity Law ensures the independence o f  the 1 
Regulator I 

The Regulator's - ANRE - budget is defined according lo 
the Law and approved by the Gorernrnenr 

Directors of ANRE are appointed by Ihe Government for 5 
Y- 

A Director may be dismissed by the Government & in 
the limited cases specified in the Law 

ANRE presents annual repon to Ihe Parliament and the 
Government. 
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The Regulatory Agency has well defined tasks and 
duties 

Licensing . Tariffs 

Promotion of Competition in the energy markets 

Protection of consumer rights and interests 

... and rights: 

Controls the observance ofthe conditions stipulated in the 
licenses. 
Suspends or terminates the licenses. 
Enforces the principle of minimum costs. 

Approves rules and regulations to insure the performance 
of licensees duties in the most efficient way. 

Exacts fines. 
Reviews licensees documents concerning regulated 

activities. 
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The Regulation on  Licensing was passed in 1998, 
since then A N R E  has issued licenses t o  power 

companies 

13 Independent Electricity Supply Licenses: 

5 Regulated Electriciiy Supply Licenses: 

5 Regulated Licenses for Distribution of Electricity 

4 Licenses for Production of Electricity at Regulated 

Tariffs: 

I License for Dispatch ActivitL.: 

I License for Transportation Activity 

Tar i f f  methodology for  the sector defined by ANRE 

Based on pass through criteria for distribution and 
generation. 
Including calculation ofexpenditures plus a reasonable 
profit for the operaton. 
Allocating expenditures and profits between electric and 
thermal energy production in combined heat & power 
plants. 
Aimed at promoting reliable supply o f  electricity at 
reasonable costs as aell as eflicient utilization o f  the 
production capacities. 
The tariff methodology has been revised in negotiation 
with Union Fenosa for the distribution privatisation. 
The Tariff Policy is transparent and predictable for 
companies and investors 
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W 

Major  tariff adjustments have already taken place 1 
.oe 

I Tsnffincrcarcd re 51IcrkWh in March 2000 I 

Moldova 's  power  sector heavily relies o n  import 

The right bank has a power deficiency of approximately 700 

MW out of 1,050 MW used. 

Resources structure: 25% - local power plants; 
35%- imports from Ukraine; 
30% -purchase from Transnistria 
power plant; 
10% - imports from Romania. 

Competition takes place only among suppliers that bring 
energy from Ukraine, Romania and Transnistria. 
But, new projects are currently being contemplated. 
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Power market rules to encourage competition I 

. Power Market is composed o f  Bilateral Contracts Market 
and Balancing Power Market (spot market). 

Distribution companies conclude Bilateral Contracts with 
resource providers (since January 1. 1999). 
Dispatch Center is responsible for the Balancing Power 
Market operations. 
Market Rules are currently elaborated and will be 
approved after public hearing. 
Customers are not permitted to sign direct contracts for the 
deli\.er?. o f  power. 

Privatisation I 
j 

Well under way and heavily supported by lFIs i 
3 of the 5 Discos privatised in February 2WO to Union 
Fenosa o f  Spain 

. P U C C ~  price : USD ZSmn . Cornmilred invertmew: USDMhnnobtr 5 yean - New miff m c W o g y  regMiaIcd - Tender for the nonhem distribution package re-launched 
on March 7,2000 - Gencos to follow until September 2000 

. Announcement oCGcncm pivatisation on March 7 . 2 W  . EBRD to co-invest in Discos . World Bank Group to provide finance and guarantees. 
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Privatisation to Union Fenosa 
A well balanced rehabilitation programme 

Proposed investment plan: $100mn over 5 years . Committed investments: $60mn 
Main focus of investments: new metering to reduce 
commercial losses. Major replacement programme in first 
2 years . Technical investments (new cables, etc.): more limited in 
scope and mostly over years 3-5 

Reasonable tariff and state-of-the-art tariff 
methodology 

. New tariff methodology negotiated with ANRE . Allowed return based on return on investment 

Tariff period 7 years . Year I is a transition period with review at year end 
leading to a new tariff based on actually achieved costs . Starting tariff 5. IScikWh, revision after 3 months to enable 
pass through of actual power purchase price and loss levels . Any shortfall due to inadequate provision for operating 
costs in first year tariff to be recovered through the tariff 
over the rest of the tariff period 
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1 

Privatisation to Union Fenosa: Tariffs 

Tariffwill be adjusted during the tariff period to reflect 

- fluctuations in power purchase price 

- inflation rate 

- fluctuations in the exchange rate 
- decrease in technical and commercial losses allowed to 
be passed through in tariff 

- annual cosr indexation linked to inflation and other 
facton and subject lo deduction of a cost efficiency 
factor 

Next steps i 
. Privarisation of the remaining 2 distribution companies 

- June targeted for transaction closing 

- Privatisation o f  the Combined Heat and Power Plants 

- Experienced management company rrquired for 
Themwom and Themwomenergo. the heat 
distribution companies 

- 70% of the shares (blocking minoriv at 33%) for sale 

- Transaction closing targeted for July 
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REPUBLIC OF MOLDOVA 
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Power Sector Privatization in the Republic of Armenia 

By David Vardanyn 
 minister of State Proper@ Management of the 

Reprrblic of Armenia 

Dear Ladies and Gentlemen - Conference participants, 

Before commencing the discussion of privatization issues, is it worthwhile to present you with a 
short overview of the Armenian power system. 

Overview of the Power System of the Republic ofArmenia 

Currently, the power system of Armenia has an installed capacity of nearly 3,200 MW (not 
taking into account Unit No. 1 of the Metsamorsk Nuclear Power Plant.) The projected peak 
load is expected to reach the level of 2,100 MW by 2010. 

The electric power is generated in the Republic on the basis of heat and power plants, 
hydroelectric plants, and the Metsamorsk NPP. The heat and power plants are located in Erevan, 
Razdan, and Vanadzor. The district heating installations (with capacity of up to 100 MtV) 
provide for the combined generation of heat and electric power. Armenia does not possess 
natural fuel reserves, with the exception of certain coal reserves, and the entire volume of fuel 
requirements for HPPs is provided through imports. 

Following the December 1988 earthquake, the Metsamorsk NPP (whose capacity is 880 MW - 2 
units, 440 MW each) was shut down for the purposes of safety assurance, even though the plant 
had suffered no damage. Following a complete overhaul and implementation of additional 
earthquake resistaace measures, the operation of Unit No.2 of the Metsamorsk NPP was resumed 
in 1995, in order to provide for the national power supply independence. 

The only local power generation resource in the Republic of Armenia is hydropower. The 
overall installed capacity of hydroelectric power plants is approximately 1,000 MW, including 
530 MW on the basis of seven plants of the Sevan-Razdansk cascade, 400 MW on the basis of 
three plants of the Vorotansk cascade, and 60 MW based on small hydroelectric power plants. 

The high-voltage power grid in Armenia was designed as a component of the Transcaucasian 
power system. The overall length of the high-voltage transmission lines equals approximately 
4,500 krn, these lines being connected with the neighboring countries of Georgia, Iran, 
Azerbaijan and Turkey. The throughput capacity of the high-voltage transmission system, which 
permeates the entire country, is more than enough to support the projected loads. 

Currently Armenia is an exporter of electric power, with the 1999 export volumes to Georgia 
equaling approximately 240 million kwh of electricity. 

The national power grid is managed by the dispatch center located in Yerevan within 
Armenergo. The communications with all the power plants and nodal substations are through 
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telecommunications channels; however, the existing system is somewhat outdated and requires 
upgrading. 

The Privatization Program, its Goals, and the Purposes Behind Power Facilities Privatization 

The privatization of state enterprises in the Republic is carried out in accordance with the Law, 
"On the Privatization Program." Currently, the 1998-2000 Privatization Program is being 
implemented in the Republic, which is aimed at the second, "monetary" phase of state assets 
privatization. The priorities under this program include: development and extensive application 
of the privatization methods (primarily constituted by competitive bidding) which promote the 
inflow of investments and the sale of enterprises to strategic investors; increase of the state 
budget income from privatization proceeds; etc. It should be noted that just like in the case of 
several Central and Eastern European countries, the first.phase of privatization involved the 
issuance and use of privatization certificates/vouchers. The privatization vouchers were used as 
means of payment only with regard to acquisitions of small-scale privatization enterprises and 
facilities, and they expired on 1/1/99. 

The existing privatization program includes large and medium-size enterprises and facilities of 
the power industry, mining industry, chemical industry, radio-electronics nianufacturing, 
construction materials industry, transportation, agriculture and other sectors of the national 
economy. 

The current privatization program also encompasses the main facilities in the sphere of electric 
power generation and distribution, such as the Razdansk heat and power plant (HPP), Yerevan 
HPP, hydroelectric power plant of the Sevan-Razdansk cascade, hydroelectric power plant of the 
Vorotansk cascade, and others. The privatization of the distribution system shall be carried out 
in accordance with a separate law regulating the main principles, terms and conditions of the sale 
of these facilities. These and a number of other enterprises are slated for privatization within the 
framework of the 1998-2000 Privatization Program, and in the event of an extension of the 
privatization timeframe, they will be included in the subsequent Program, or else the term of the 
existing program will be extended. 

As of now, 13 small hydroelectric power plants have been privatized in the Republic; however, 
they only solve local power supply problems in certain regions of Armenia and have no overall 
influence on electric power generation within the scope of the Republic. The competitive bidding 
for the privatization of small hydroelectric power plants also involved the participation of foreign 
investors, for example, two plants, Vokhchi-2 and Vokhchi-3, were acquired and are currently 
operated by a French firm, "Kapan Energie". 

As for the purpose behind the privatization of power facilities in the Republic of Armenia, the 
following goals should be noted: 

to attract foreign investments into the power sector in support of improvements and 
modernization of assets whose costs can not be covered out of the state budget or out 
of the profits of the sector itself; 
to improve the collection of payments from power consumers (both residential and 
industrial) and the financial vitality of the power sector, as well as the financial terms 
of suppliers (in particular, those providing fuel for power plant operation); 
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to prevent further accumulation of debts and to promote the solution of problems 
related to debts accumulated to date; 
to assist in the modemizationJupgrading of the power sector through the provision of 
additional management and new technologies expertise: - 
to promote the inflow of domestic investments into the power sector of the Republic; 
and 
to provide for long-term investment resources for social security purposes. 

The Preparation of Entities for Privatizution (Privatization Process Scl~edule) 

The role of government in the privatization process consists of the determination and 
implementation of the privatization policy, which includes the formulation of privatization goals, 
the identification of enterprises subject to privatization, the creation of the legal and regulatory 
framework in support of the process, the determination of privatization methods and 
implementation timeframe (for each individual facility), the formulation of winning bids 
selection criteria (in case of privatization based on competitive bidding procedure), the provision 
for the transparency and clarity of the process for all parties involved, and so on. 

The preparation of an entity for privatization involves the implementation of a complex of 
measures preceding the actual privatization, and encompasses the following steps: 

restructuring of state enterprises into joint-stock companies (corporatization); 
unbundling, separation of joint-stock companies, as well as their unification and 
mergers with other companies; 
audit of the financial and economic activities of an entity subject to privatization; 
restructuring of the debt of the joint-stock company in question; 
development of the program of activities (business plan); 
revaluation of assets and liabilities of the company; 
preparation of new stock issues, as well as valuation of shares; 
revision of licenses, if the privatized enterprise engages in licensed economic 
activities and the license needs to be revised; 
implementation of measures for entities who have expressed their desire to participate 
in the ~rivatization Drocess, in order to familiarize these entities with the financial and 
economic activities of the company; and 
publication of information on the activities of the privatized joint-stock company. 

The content and time schedule of preparatory activities and the agencies responsible for their 
implementation are established by the Resolution by the Government of the Republic of 
Armenia. 

It should be noted that the entire range of preparatory work is required for those privatized 
facilities which play a strategic role in the national economy of the Republic. Strategic facilities 
include enterprises which meet the following criteria: 

enterprises which provide the majority of products/services for the corresponding 
national economy sector and which therefore influence the overall development of the 
corresponding sector; 
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enterprises which are called upon to provide for the requirements of the general 
population in a certain sphere; 
enterprises which enjoy a monopoly in the market for certain types of 
products/services, including natural monopolies. 

The power sector facilities are included among these enterprises, and it is not by chance that their 
preparation for privatization is afforded so much time, effort, material and labor resources. 

The privatization transaction will be considered completed and closed only upon singing of the 
agreement for the purchase and sale of shares and upon the issuance of the corresponding 
licenses, property rights documents and other documents required under applicable laws of the 
Republic of Armenia. It is too early at this point to talk about the completion schedule with 
regard to the distribution system facilities privatization, since the Parliament of the Republic is 
now in the process of passing a separate law regulating the terms, conditions and procedure of 
privatization of these facilities. 

The Role of Advisors in the Privatization of Power Industry Facilities 

As for the distribution system facilities, the Government of the Republic of Armenia has already 
taken concrete steps in preparation for their privatization. For instance, a contract has been 
signed between the Government of the Republic of Armenia represented by the Ministry of 
Economy and Finance, Ministry of Energy and Ministry of State Property Management of the 
Republic of Armenia on the one hand, and the consortium of companies including Raiffeisen 
Investment AG, and Austrian Investment Bank and Ben Shahar Associates (BSA), concerning 
the provision of agency (consulting) services in support of the privatization of the distribution 
system facilities. 

Pursuant to the contract, the role of the privatization consultant consists of the following: 

development of recommendations on the preparation for privatization (based on 
detailed study of the structure, operations, and financial and economic status of 
privatized companies); 
holding competitive tenders for the pre-qualification of potential investors (including 
publicizing/promotion and management of the pre-qualification process, provision of 
documentation and comprehensive information to the participants concerning the 
distribution system facilities, etc.); 
development and provision of bidding documents on the distribution system facilities 
to potential investors who have been pre-qualified and admitted to further 
participation in the privatization process; 
consultations pertaining to the negotiation of the contract for the purchase of shares; 
and 
provision of other services necessitated by the client. 

The compensation of the advisor for its services also takes the form of performance payments, or 
"payment for success", calculated as a percentage of the privatization transaction value. 

The pre-qualification criteria for potential investors had been established by the Resolution of the 
Government of the Republic of Armenia and were as follows: 
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1. The annual income of bidders must be at least US$ 150 million; 
2. The bidder must be an operator in the power industry. with the annual income derived from 

these activities equaling or exceeding USS100 million. 

The pre-qualification of bidders was performed with a slight deviation from the established 
schedule (it was delayed due to domestic problems) and resulted in the selection of the following 
bidders who were admitted to further participation in the privatization process: 

1. AES Silk Road (USA) 
2. ABB Energy Ventures (Switzerland/Russia) 
3. Electricite de France (France) 
4. Union Fenosa Acex (Spain) 

The pre-qualified potential investors were granted open access to all the required information on 
the privatized facilities - financial, technical, social, and labor related. The required information 
was provided by the privatization advisor (consortium) both in the form of prepared specialized 
materials and at the request of the clients. 

Furthermore, in February 2000, an international conference was held in Yerevan with 
participation of potential investors and other interested parties, the purpose of which was to 
discuss the issues pertaining to the upcoming privatization, as well as the privatization 
approaches. During the conference, the participants had an opportunity to meet and discuss the 
issues of interest with governmental officials (i.e., representatives of the Ministry of Energy, 
Ministry of State Property Management, Ministry of Economy and Finance, Energy 
Commission, etc.), and to visit the facilities in order to learn first-hand their technical condition, 
examine the financial and economic records, learn about the labor resources and the overall 
economic situation in the Republic. 

The Government of the Republic of Armenia has also engaged a legal government consultant, 
who can help draft legislation which will enable the government to proceed with the 
privatization, including the revision of cunent laws and regulations which set forth ownership 
relationships, property rights and corporate management arrangements. 

The legal consultant develops the following recommendations, among other things: 

I .  The restructuring of distribution system facilities, including: 
the recommendations concerning the elimination of gaps/omissions in the legislation 
which could potentially become a barrier to privatization; 
the development of founding documents for the privatized enterprises; 
the recommendations concerning the allocation of property rights; 
the study of the liabilities of the privatized joint-stock companies (including 
environmental liabilities) which could negatively affect the parties in the future, as well 
as the development of measures aimed at their settlement. 

2. Social security measures, including: 
the development of labor agreements -taking into account their potential effect on the 
operations of the distribution facilities; 
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the clarification of the potential obligations of the privatized joint-stock companies under 
labor agreements, which could emerge in the process of privatization, including social 
assistance payments to employees; 

w the clarification of the relations between the employees and the labor unions; 
w the development of the draft collective agreement (between the executive body of the 

enterprise and its employees), including the rights, responsibilities, and obligations of the 
parties to the agreement; 
the inclusion in the purchase and sale agreement of standards taking into account the 
rights of consumers, as well as the requirements for the provision of the operations of 
life-line social sphere facilities. 

3. The functions of the legal consultant also encompass the following: 
consultations on credit agreements in effect for the privatized enterprises and 
identification of obligations to be taken into account during company restructuring; 
study of the distribution company license issuance procedure, as well as the license 
compliance oversight procedures, and, if necessary, the development of recommendations 
on these issues. 

4. The legal consultant is also involved in the preparation and implementation ofprivatization, 
and, in particular, it: 
w provides for the development of all the privatization documentation (and, if necessary, 

participates in the development of this documentation). These documents could include, 
among others, licenses, agreements for the purchase and sale of shares in the privatized 
companies, draft agreements between power suppliers and distributors, etc. 

w provides legal assistance to the Government of the Republic of Armenia during 
privatization transaction negotiations; 

w resolves issues pertaining to the assurance of energy security of the Republic and the 
inclusion of these requirements in the corresponding agreements and other 
documentation; and 

w performs a number of other specific tasks. 

As can be seen from the above description, the organizational issues pertaining to the 
privatization of distribution system facilities are resolved with the help of both an agent and a 
legal consultant. In this, the functions and responsibilities of each party are clearly outlined, with 
the legal consultant being charged with the task of providing a legal framework for certain social 
and labor related issues. 

Social Aspects: On account of the upcoming privatization of the distribution companies, there is 
a feeling of mistrust toward the future transaction on the part of the citizens of the Republic. 
Given the conditions of low income levels and high unemployment rates, the public is concerned 
with electricity rate increases. 

For instance, the results of the sociological study performed by the Armenian Sociology Society 
jointly with SIBLEY International and with USAID assistance in March of this year, 
demonstrate that 66 percent of survey participants are convinced that the rates charged for 
electricity will go up as a result of privatization. Fifty percent of survey participants believe that 
current rates for electricity are too high, and that the main cause of non-payments is the 
insolvency of the population. 
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Rates and Tariffs: The role of the regulator who establishes the rates for electricity and grants 
licenses for engaging in operations in the power industry in the Republic is performed by the 
Energy Commission of the Republic of Armenia. Irrespective of whether a given entity is state- 
owned or private, it must adhere to these rates and operate within the framework of the licenses 
issued by the Commission. 

In the process of distribution companies privatization, the difference between the power sale and 
power purchase prices (i.e. margin) shall be fixed; it shall be guaranteed to the investor by the 
Government of the Republic of Armenia and must be adhered to by all investors; the length of 
time during which this condition will be in effect shall also be fixed. Of course, these points 
shall be covered in the bidding documentation. 

Privatization Approaches: In the process of preparation for privatization, 1 1 regional 
distribution systems were reorganized by way of mergers into 4 expanded joint-stock companies, 
which currently provide for the distribution of electricity throughout the Republic. The merging 
of enterprises into larger entities allowed to increase their manageability and to consolidate 
assets and liabilities of individual subdivisions. 

In accordance with the preliminary measures taken to prepare the distribution systems for 
privatization and to identify potential participants in the privatization process, the Government of 
the Republic of Armenia envisions the following privatization pattern: 

51% of shares in each distribution system are planned for privatization through 
competitive bidding, via sale to pre-qualified strategic investors. This share package 
will grant the right to make decisions on all the key issues of joint-stock company 
operations, including the issues of profits distribution. Pursuant to the shares 
purchase and sale agreement, the investors shall have established capital stock 
investment obligations, which have been estimated at USS160 million for the four 
companies; 
the European Bank for the Reconstruction and Development has expressed interest in 
acquiring up to 20% of shares in each of the distribution systems; 
5% of shares in each distribution system will be offered for sale at the stock 
exchange; 
4% of shares in each distribution system is planned for distribution among the 
employees of the joint-stock companies - through direct sales, which can become an 
incentive to improve the performance and can offer a solution to some of the labor 
problems; 
20% of shares in each distribution system shall be retained by the government. The 
possibility of the Government of the Republic of Annenia obtaining a "golden share," 
which grants veto rights on certain issues, may also be considered. 

The Problem of Debts of Privatized Companies: The problem of debts of privatized companies 
remains one of the real priority tasks requiring speedy resolution. It should be noted that there is 
no defined single approached to the solution of this problem for all the enterprises, and there is a 
reason why. The problem of the indebtedness of each privatized enterprise is discussed during 
the preparation of the enterprise for privatization. The solutions will depend on the size of debt, 
its structure, repayment ability, "bad debt" status, and other factors. The debts carried by the 
privatized enterprises generally pass over to the new owners; however, in certain cases it is 
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possible that they will be repaid, the payment schedule extended, debt restructured, or another 
solution found, and with regard to a number of enterprises, the Government of the Republic of 
Armenia has taken such steps. 

As regards the debts of power sector enterprises, it should be noted that significant problems 
have piled up in this area, keeping in mind the fact that the number of electricity users is so high, 
while their financial positions are so different, and certain cases require thorough consideration. 
The accumulated debts (both payables and receivables) will be reviewed in detail -by individual 
power enterprises and debtors during the period of preparation for privatization. 

I would like to note that the approaches to solving the problem of company indebtedness will 
also be considered within the legislative framework, i.e. through amendments to the laws of the 
Republic of Armenia, and on an individual basis, i.e. through negotiations with interested parties. 
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Leoniya Kalniclzenko 
Deputy Head 
State Property Fund of Ukraine 

On the Progress of Power Companies Privatization in 2000 
(Presentation Summary) 

The reform of the Ukrainian power sector along the lines determined by the principles of 
establishing a market environment, which began in 1994. The issues surrounding power 
companies privatization have played an important role in the overall reform program. Prior to 
actual privatization, eight interregional power associations consisting of power plants, power 
transmission trunk lines and distribution lines, broad auxiliary facilities infrastructure, substantial 
social sphere facilities, etc., had undergone restructuring. As a result of this effort, the following 
entities were created: 

7 power generation companies: Energoatom, on the basis of five nuclear power 
plants, four companies with large organic fuel power plants (Dniproenergo, 
Donbasenergo, ~akhidener~o,  and ~entrener~o) ,  as well as two companies with 
cascading hydroelectric power plants on the Dnieper and Dniester Rivers 
(Dniprogidroenergo and Dnistrogidroenergo); 
27 power distribution companies, to match the number of political subdivisions: in 
the Autonomous Republic of Crimea, in 24 oblasrs and in the cities of Kiev and 
Sevastopol; 
Ukrenergo State Company, which included 220 kV and above power distribution 
trunk lines, as well as dispatch, operational and process control centers of the Single 
Power Grid of Ukraine; 
a company established as a separate subdivision of Ukrenergo, having an independent 
balance sheet, for the purposes of providing services to the wholesale power market, 
which at the present time has been reorganized into a fully independent company on 
the basis of the Resolution by the Cabinet of Ministers of Ukraine; 
the National Energy Regulatory Commission (NERC) was established, charged with 
the task of overseeing the activities of power market participants in order to balance 
different rate policy approaches and to senle other issues involving Ukrenergo, 
generating companies, power distribution companies and numerous end-users. 

The first stage of power companies privatization (preferential sale of shares to employees and 
sale of various share packages through competitive bidding and stock exchange auctions) was 
completed in 1998, resulting in the transfer to the new owners of controlling interest (over 50% 
of the authorized share capital) in seven out of twenty seven power distribution companies. The 
number of shares sold in the remaining companies amounted to 25%-25% of the authorized share 
capital of these companies, except for two companies, in which 49% of shares were sold. 

Based on the analysis of the results of the first phase of privatization, the main rules governing 
the,procedure of bidding and share package sale were substantially adjusted on the basis of the 
Decree by the President of Ukraine No. 944 dated 08/02/99, "On Certain Aspects of the 
Privatization of Power Industry Complex Entities." The new competitive bidding procedures 
make substantial use of the international experience pertaining to power sector privatization, as 

~ - -~~ 
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well as advice and suggestions offered by international organizations, investment banks and 
potential strategic investors. The key differences of the new regulation, which has been 
approved by the joint Order of the State Property Fund, Minenergo, Antimonopoly Committee, 
and the State Securities and Stock Exchange Committee and filed with the Ministry of Justice, 
are as follows: 

the share packages offered for sale represent a higher-than-controlling interest; 
the share packages are sold pursuant to the instructions of the privatization advisors 
selected through a competitive bidding process out of prestigious foreign investment 
banks possessing considerable positive experience in the area of power companies 
privatization; the first round of competitive advisor selection for the group of seven 
power distribution companies has already taken place -out of six candidates, Credit 
Suisse First Boston Bank emerged as the winner. The next round of bidding for the 
selection of the privatization advisor will be announced in the near future, following 
the adjustments to the existing procedure with the aim of bringing the rules governing 
the competitive bidding process as close as possible to the general European 
standards; 
participation in the competitive bidding for share packages shall be open to pre- 
qualified strategic investors with power company management experience; 
in the process of bids preparation, the participants shall be allotted an adequate period 
of time to conduct due diligence with regard to power companies offered for sale; 
the competitive bidding preparation and implementation process shall be open and 
shall be widely publicized in mass media, including international mass media, and 
through the Internet; 
the terms and conditions of holding competitive bidding, as well as bidding results 
shall be coordinated with the Cabinet of Ministers of Ukraine, since we anticipate 
that parallel to the privatization process, different governmental agencies will work 
on resolving various aspects of power companies operations related to production, 
financial and economic activities. 

It is anticipated that subsequent bidding will involve two groups of power distribution 
companies, with a single advisor competitively selected for both groups of companies. 
Privatization of power generation companies will begin upon the completion of oblenergo 
privatization. 

M 

The main goal of power companies privatization is to provide income for the state budget and to 
obtain resources from strategic investors in support of the Ukrainian power sector modernization 
and upgrading, with the introduction of state-of-the-art technologies and advanced management 
techniques, which will in turn provide a real opportunity for the integration of the Ukrainian 
power industry into the pan-European power system. As of today, the international 750 kV 
power transmission trunk lines connecting Ukraine to its Western neighbors remain virtually 
unloaded. 

Based on these goals, and proceeding from the analysis of the most recent strategic investor 
experience in other countries (such as Hungary, Kazakhstan, Georgia, Moldova, etc.), we expect 
revisions to be made in May, 2000 to the aforementioned Presidential Decree, "On Certain 
Aspects of the Privatization of Power Industry Complex Entities," which will involve a 
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significant increase in the size of share packages in power companies to be offered for sale 
through the competitive bidding procedure. The purchase of such share packages will grant the 
strategic investors full ownership rights with regard to the corresponding company. 

We would like to express our particular gratitude to consultants from donor countries and 
international financial organizations. for their help in the process of preparing for and 
implementing the privatization of the Ukrainian power sector. This assistance has been highly 
qualified in nature and quite adequate in its scope. even though now and then we still encounter 
unsolved issues and misunderstandings primarily due to the differences in legislation between 
countries. In such cases, it is always possible to reach a reasonable compromise, which will 
result, as we hope, in the successful completion of the Ukrainian power companies privatization 
process. 

-- ~~ ~- 
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O.V. Ryabchenko 
Head, Special Supervisory Commission 

on Privatization 
Supreme Council of Ukraine 

Privatization of the Ukrainian Power Sector 

In the economy of any country. power industry serves as one of the key sectors \vhose 
efficient performance assures stable functioning of the entire economic system. Of particular 
urgency in this context are the issues of denationalization of the Ukrainian power sector. 

The Ukrainian power sector is currently going through hard times. Such phenomena as 
power outages, financial constraints of power companies, lack of working capital, 
misappropriation and corruption have become a part of everyday life. The power sector finds 
itself in a serious crisis of non-payments. The debt for electric power consumption keeps on 
growing: as of May 19, 2000, it has reached the level of 9.6 billion grivnas (including 2,894.376 
million gr. due to privatized Oblenergos; 640.659 million gr. due to Oblenergos under the 
control of the local administration; and 6,080.253 million gr. due to state-owned Oblenergos.) 
The situation is exacerbated by the low level of cash payments for the consumed power 
resources. Thus, in April of 2000, the average collection of cash payments amounted to merely 
20.8% of consumed power. In addition, the technical condition of key generation facilities 
dramatically declined in the previous year. 

The government lacks adequate financial resources needed to take the sector out of the 
crisis. Therefore, far-reaching denationalization and privatization of power utilities, along with 
m h e r  development of market mechanisms and modem management approaches, are seen as the 
primary path towards the rehabilitation of the Ukrainian power complex. 

The starting point in the Ukrainian power sector privatization was defined by the 
Presidential Decree, "On Ukrainian Power Complex Restructuring", dated April 4, 1995, on the 
basis of which 33 public utilities were established (27 power supply companies and 6 generating 
companies), and by the November 15, 1995 Resolution by the Cabinet of Ministers of Ukraine 
No. 91 1, "On Priority Measures in the Implementation of the Program of Action by the Cabinet 
of Ministers of Ukraine for 1995 - 1996," which provided for the beginning of partial 
privatization of power companies in 1996 (with the government retaining the controlling interest 
in the privatized companies). 

The process of power sector companies privatization can be conditionally broken down 
into three phases. The first and most active phase lasted through April 1998 and was 
characterized by a relatively high interest toward the stock offered for sale. During this period, 
the State Property Fund sold a total of 22 share packages to portfolio and strategic investors at 
stock exchanges and PFTS, which amounted to 99.1 million gr. The mean factor by which the 
selling price exceeded the offering price was 1.54. 

In the course of the privileged privatization which took place during the first phase, the 
employees of power utilities acquired from 10 to 34% of their shares in exchange for 
privatization certificates and for cash. These privileged sales yielded 88.8 million gr. 

In 1997, 18 commercial tenders for power utilities share packages were announced. Only 
9 tenders were actually held, resulting in the execution of share purchase and sale agreements 
worth 191,941 thousand gr. In addition, the new owners took upon themselves an obligation to 
invest by 2003 a total amount of 324.8 million gr. and 13.3 million dollars. The selling price 
exceeded the offering price by a factor of 1.63. 

-- 
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The total amount of cash proceeds from the privatization of power companies into the off- 
budget privatization fund was 379.8 million gr., or 36.9% of the overall inflow of privatization 
revenues into the off-budget State Privatization Fund in the 1992 - 1999 period. 

By combining the shares purchased through tenders and in the secondary market, private 
owners have obtained a controlling interest in seven power distribution companies and a 
blocking interest in two additional distribution companies. 

In their preparations for the sale of the corresponding share packages in Oblenergos, 
governmental authorities were counting, first and foremost, on the participation in the process of 
established industrial investors, with power industry operations background and adequate 
financial resources for resolving the existing problems. 

The actual experience has shown, however, that within a short period of time, the share 
packages which had been sold turned up in the hands of a number of affiliated offshore 
companies, so that instead of interacting with industrial investors, the government had to develop 
the tactics of dealing with financial investors. 

Correspondingly, the approaches to interacting with investors had to be somewhat 
modified. The majority of issues to be addressed were related to the mechanisms of payments on 
the Power Market, to payment procedures, and to rate development, whereas the issues of 
technological upgrading, rehabilitation of power facilities, increased power supply self- 
sufficiency of Ukraine and reduced dependence on imports of inputs and processed materials 
were forced in the background. 

The main cause for this state of affairs was the unwillingness on the part of the government 
to sell its controlling interest in Oblenergos through tenders. The new owners of the stock 
purchased through tenders were not responsible for the performance of the enterprises, even in 
situations when they managed to secure the controlling interest via the secondary market. In this 
setting, the government did not perceive the privatization process to be either transparent or 
sufficiently effective. 

The second phase of power companies privatization was commenced in June of 1998. The 
guidelines related to the privatization of power facilities in 1998 were established by the April 
18, 1998 Resolution by the Cabinet of Ministers of Ukraine No. 508, "On the Approval of the 
Plan of Financial Revitalization of the Ukrainian Power Sector," which specifically provided for 
the completion in 1998 of the privileged sales process and for the execution by January 1, 1999 
of tender sales of shares in 15 Oblenergos. 

As a result, the State Property Fund made plans for the sale of 16 share packages in power 
distribution companies, with the overall par value of 39.9 million gr. However, the Cabinet of 
Ministers of Ukraine (CMU), in view of the financial crisis and the corresponding decline in the 
market value of the shares offered for sale, suspended the sale (Par. 7 of the "Additional 
Instructions" of the Extract from the Minutes No. 23, June 18, 1998 Session of the Cabinet of 
Ministers of Ukraine). The state-owned share in the authorized capital of power distribution 
companies was raised from 25% to 50% + 1 share. 

The practice of transferring state-owned shares to local administrative bodies was 
widespread at the time. Unfortunately, off-tender transfers to commercial entities, as well as the 
dispersion of management rights between regional and sectoral authorities, did not facilitate the 
attraction of strategic investors to the power sector, nor did it help in securing revenues for the 
public budget. 

The second phase was characterized by a discrepancy in the positions of the Power 
Industry Ministry and of the State Property Fund as to the direction of the revival of the power 
companies privatization process, and also by the uncertainty on the part of the Power Industry 
Ministry concerning the mechanism of sector denationalization. 
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The commencement of the third phase of the Ukrainian power sector privatization w a s  
associated with the passing of the Presidential Decree, "On Certain Issues Related to the 
Privatization of Power Complex Facilities" No. 944 dated August 2. 1999, which stated. among 
other things, that tenders primarily involving the sale of controlling interest in power companies 
will require the participation of hired advisers, and that share packages could be sold only to 
entities which possess prior experience of managing power complex facilities and of operating in 
the power market. 

In the execution of this Presidential Decree, the State Property Fund, jointly with the 
Antimonopoly Committee, State Securities and Exchange Commission, and Power Industry 
Ministry, prepared Bidding Guidelines for the Acquisition of Shares in Power Companies. 

In December 1999, the State Property Fund announced the bidding process for the 
selection of an adviser to provide services in the preparation for and holding of a tender for the 
sale of shares in seven utilities: Kievoblenergo (50% + l), Rivneoblenergo (50% + I), 
Zhitorniroblenergo (50% + l), Sevastopolmiskenergo (45%), ~Mikolaivoblenergo (45%), 
Khersonobienergo (40%), and Kirovogradoblenergo (26%). CS First Boston Bank emerged as 
the winning bidder, with whom the State Property Fund of Ukraine signed on May 23, 2000 a 
Consulting Services Agreement. The sale of shares in the aforementioned group of Obienergos 
is planned for December 2000, and it is expected that at least 600 million gr. will be received, to 
be cashed in 2001. 

On the basis of its Order dated February 21, 2000, the State Property Fund has resumed the 
sale of power companies shares at stock exchanges and through PFTS tenders. 

It is expected that a Presidential Decree will be passed soon, eliminating the constraints 
associated with the state-held shares in Oblenergos. 

The passing of the Law of Ukraine, "On the National Privatization Program," was a step 
forward in the progress of privatization. The most important feature of this Law is that unlike 
the Programs of the previous years, the new Law extends the term of the current Program to 
three years (2000 - 2002). The Law includes the provisions for the privatization of public 
property exclusively for cash. This privatization program designates a change in the priorities, 
which involves a move from massive privatization to more individualized approaches, fully 
taking into account in the denationalization of enterprises their unique characteristics, the market 
conditions, the demand for specific facilities, and so on. Furthermore, a new approach to the 
grouping of the privatized facilities has been introduced, along with a more efficient and 
transparent procedure of securing public ownership of VAT shares, a new approach toward the 
sale of controlling interest to industrial investors without mandatory investment commitments, 
the elimination of privileges related to free transfer of shares to company employees, a refined 
procedure of preparation of enterprises for privatization, the engagement of domestic and foreign 
advisers, independent consultants and experts for the assistance in the process of preparing 
companies for privatization. 

The Law sets forth the goal of the total privatization in 2000 of 1,094 medium and large 
enterprises, with approximately 600 additional facilities privatized in 2001 - 2002. The plans 
include the generation of privatization revenues for the Ukrainian national budget in the total 
amount of 2.5 billion gr. in 2000, and an equivalent of US $1.5 billion and US $1.0 billion in 
2001-2002, respectively. 

The plans also include the provision of additional funds for the Ukrainian budget during 
the same period from the privatization of power sector companies through the involvement in the 
sector of industrial investors. It is M e r  hoped that the industrial investors would revitalize the 
economic situation in the sector. 
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At this stage, potential foreign investors view participation in the Ukrainian power sector 
privatization processes with a certain degree of wariness. This attitude on the part of the 
investors is influenced by a number of factors, such as instability and imperfection of the current 
legislation, government interference in the financial and economic affairs of private entities, 
incomplete sector restructuring, and so on. 

Thus, the need for changes and improvements in the sector is still great. Nevertheless, 
denationalization of the power sector of Ukraine continues. Today, all the prerequisites exist to 
support further progress in this area, provided appropriate changes are implemented. 

The reform of the Ukrainian power sector is only one of the elements of the country's 
overall economic transformation. Privatization processes are a decisive force in the effort to 
build an effective market system in Ukraine. There is no alternative to well-managed large-scale 
privatization of medium and large enterprises in Ukraine. 
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POWER SECTOR PRIVATIZATION IN ROMANIA 

Dr. Eng. Nicolae Liciu 
Ministry of Industry and Trade 

I. General Framework 

Electricity and heat sector is a key element of the Romania economy. 

Privatization philosophy and objectives for Romanian power sector are, generally speaking, the same as for 
other different branches of our national economy, naturally with specific features of the sector. 

Recently, Romanian Government with other numerous specialists has elaborated a Romania's Medium 
Term Economic Strategy, which was sent to the European Commission in B N S S ~ ~ S .  

The crux of this project is the creation of a smooth functioning market economy, consistent with EU 
principles, norms, mechanisms, institutions and policies. 

In this framework, a special Commission has elaborated a document named "Energy and Energy Policy", 
and an "Action Plan for Governmental Programs for the year 2000 and 2001-2004 period." 

These documents show that financial needs, the achievement of competition capability on the market at the 
EU level, inter alia, make a necessity to privatize some activities from the energy sector. We consider that, at the 
level of 2005 year, an important share of energy activities, excepting those realized via public propeity, must be 
made in the private sector. 

The pace and privatization methods must take into consideration the need for obtaining a high price for the 
selected energy assets proposed to the sale, simultaneously with the energy reliability and fulfillment of post- 
privatization objectives (infrastructure modernization, increasing of financial viability and of competition capability 
for economic companies on the market.) 

We think that it is important to attract for privatization process representative and Sbong companies, acting 
on the EU market, preferably from holding type big companies, which are born today, through mergers, and which 
probably will dominate EU power market. 

Also, we consider essential that obtained funds from privatization to be in majority reimbursed as 
investments in energy sector. 

Privatization process must not neglect the possible contribution of Romanian capital, including interests of 
local communities, and of employees. 

Privatization process through capital investments could find a solution for financing investments. 
development of corporative governance, and of a modem management, penetration on third markets. 

Recovery o f  the private invested capital could have as a consequence, however, in the first stage, an 
increase of tariffs, and needs state guarantees (at least, in the case of an insufficient counny rating). 

If the economic feasibility is demonstrated, must be stimulated capital investments in joint-ventures for 
ending investments project started before, and stopped or with a little progress of works. 

As we have shown before, the pace and privatization methods must be tailor-made for each part of the 
power sector. 

One way will be private investments for realizing for the beginning about 200 MW as independent power 
producers (IPP). 

Also, some cogeneration plants or thermal plants could be sold, as well as other installations from thermal 
energy field. 
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We take into consideration to offer as concessions many hydro-power plants started before 1989, but 
unfinished due to our lack of funding. 

In this stage, we think to maintain the transmission network in the state property. 

For the distribution network, the optional ways for attracting private capital will be adopted after a specific 
PHARE study, in progress now, will be finalized this fall. 

All this evolution is based on Governmental Decision no. 13812000 regarding the further development of 
restructuring process in CONEL (National Power Company), in Romania, and on progress made in alaborating new 
legislation, especially secondary one, in which an important role had and has the two years ago founded National 
Authority for Regulation in the Energy Field (ANRE), making many of necessary power market regulations. 

For instance, this year we have introduced eligible customers and we have open power market, for the 
beginning with a little percent, but so we could examine the consequences and to promote the best ways for further 
liberalization of power market. 

Before starting to present specific features of our thinking in attracting private capital in defferent parts of 
power sector, let us introduce some data about our national electricity system (Figure 1-3). 

As it is known, the National Power Company emerged based on the Governmental Decision no. 36511998, 
stating the reshape of the former RENEL (National Electricity Authority) by spinning off the nuclear sector and 
design and research activities and by splitting off its own subsidiaries as joint stock commercial companies, having 
the status of legal persons: S.C. termoelectrica-S.A., S.C. Hydroelectrica-S.A. and S.C. Electrica-S. A. 

11. Further Restructuring and Privatization in S.C. Termoelectrica - S.A. 

Termoelectrica is yet one of CONEL'S subsidiaries, a joint stock commercial company, an independent 
legal person whose sole holder is, for the time being, CONEL. 

The main activities developed by Termoelectrica are generation and selling of power and heat produced in 
fossil fuel-fired power plants. This company is also involved in heat transport and distribution to the district heating 
systems which it manages. 

Termoelectrica owns 20 power branches including 40 thermal power plants, I I thermal plants and 6 small 
hydro-power plants, spread over the whole country. 

At the 31" of December 1998, Tennoelectrica had an overall installed capacity of 13.9 GW, of which 61% 
coal firing (lignite and hard coal) and 39% hydrocarbons-firing. 

Of the installed electric power, ca. 48% is represented by the cogeneration units and 52% by the 
condensing units. 

Termoelectrica owns also installed capacities for heat generation amounting to more than 11,500 tih for 
steam and 18,200 GcaVh for hot water. 

The age of these units is as follows: 
- 0 - 5  years 6% 
- 6 - l o y e a r s  10% 
- l I -  20 yean 37% 
- over 20 years 47% 
One of the main problems is that Termoelectrica faces is the high installed capacity excess as against the 

power and heat demand which has been seriously decreased after 1989. 

We had therefore to take out of operation a great number of power units which are now under conservation 
and, function of the demand evolution, the ones being under the poorest condition and having the lowest 
performances will be decommissioned. 
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Additionally, there are also capacities amounting to ca. I G W  which had to be decommissioned at their 
standard life time elapse, but due to lack of funds, this activity could not be carried out, so far. 

The general framework in which the company is developing its activities is characterized by the following 
political and social factors: 

government legislation policy; 
electricity and heat tariffs policy promoted by the newly set up National Authority for Regulation 
in the Energy Field. as rezards, the relationship between the entities within CONEL, 
Nuclearelectrica and other independent producers and the end-users as well; 
government suppon for the restructuring process; 
trade unions actions. 

At present, Termoelectrica is competing on our power market with Hydroelectrica. Nuclearelectrica, and 
with some small independent producers (the most important being the former thermal power plants of CONEL: 
Govora and Tr. Severin). 

In a close future, new independent power producers will be set up and. according to the information 
received from some industrial consumers, they are willing to invest in small and medium -size power generating 
units which should provide the energy necessary for developing their own activities. 

Regarding heat market, at present Termoelectrica heat weight is ca. 40% ofthe whole heat delivery and ca. 
60% of the heat amount delivered to the residential consumers. 

Two components occur on this market: 

steam supply, where there has already occurred the trend of some consumers to invest in their o w  
capacities in parallel, generally with a serious consumption diminishing; 
hot water for heating and domestic hot water preparation, where there are also some cases of urban 
consumers who want to create or even have already created some individual heat sources. 

In order to develop its activity on a highly reliable commercial ground, based on the forecast studies 
concerning the Romanian power and heat demand and on the optimal load distribution so  far developed, 
Termoelemca has already proceeded to some optional restructuring-oriented solutions. 

Based on the technical, economical, and financial analysis on the present situation, in order to set the 
specific measures urged for the company economical reinvigoration, a strategy has been drawn up concerning the 
future of the thermo-power plants included in the present patrimony of Termoelectrica and which have been grouped 
by categories as follows: 

1 .  Thermal power plants or parts of them that are of utmost importance for the National Power 
System (NPS) operation, which are remaining in a power and heat generation company being 
under the direct state control. 

As regards this power plant categov, the option to attract private investors is Temoelec~cacapi ta lmt ion 
by issuing stocks to be sold, but maintaining the state control as a majority shareholder, in a first stage (less than 2 

Mention should be made that concerning the lignite-fired power plants and the hard-wal-fired ones, we 
foresee the oppomnity of setting up some holdings with the mines supplying coal to these power plants. 

2. Thermal power plants or pans of them which due to their attractiveness, efficiency, and a relative 
constant heat market as well as due to the requirement of some important investment achievement, 
are proposed to be the Termoelectrica's participation quota in the new joint ventures-independent 
power producers. 

3. Thermal power plants or thermal plants which due to their local importance are proposed to 
become independent commercial companies or to be transferred, based on governmental 

United States Agency for International Development// UnitedSfates Energy Associafion 91 



Proceedinas o f  the Power Sector Privatization in Central and Eastern Euroue and Ezrrasia Conference 

decisions, to other economic agents being under the municipalities subordination. These thermal 
power plants future operation is not needed to cover the NPS load curve, they are only necessary 
for ensuring the heating of some towns. 

4. Thermal power plants or thermal plants which due to their poor financial condition or their 
physical and moral extended wear, are proposed to be sold (entirely or by parts.) 

111. Further Restructuring Process and Attracting Private Investors in Hvdro-Power Subsector 

The restructuring process for Hydroelectrica will be followed and the company will be consolidated 

As we have mentioned, there are started before 1989 about 900 MW, with about 1.3 TWhIyear electricity 
output. 

It is presented in the table "investment project proposed for financing to foreign potential investors," in 
which there are mentioned project cost updated in 2000, and we can discuss about main features of each project. 

In the care of hydro-power plants we take into account the concession procedure. Also, we try to introduce 
in our legislation a procedure BOT with "sunk costs." 

Also, a hydro-power plants (ca. 1000 MW), with pumping - storage capacity in Tamite is envisaged 
(eventually for only 500 MW). 

We have started the rehabilitation process for our biggest hydro-power plants (Iron Gates I), with a 
consortium led by Sulzer SA. 

IV. Electricity Distribution Network Restructuring and Privatization 

Now, Electrica - SA has 42 subsidiaries. With a PHARE project, we try to find the best solution for 
restructuring these in 8-14 legal independent companies, to consolidate these new ones, and after a time to privatize 
two of them for the beginning. 

It is important to mention that in the strategy for the period 2001-2004, it was precised as an important 
objective to privatize each year a minimum of two generation companies, and two distribution companies. 

In conclusion, the restructuring and privatization process of power sector in Romania is in progress, and we 
could give many other details in the discussions. 
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INVESTMENT PROJECTS PROPOSED FOR FINANCING 
TO POTENTIAL FOREIGN INVESTORS 

Name of the projects 

production and transport 
of the thermal energy 
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Appendix I 

INSTALLED POWER IN ROMANIA AT 

- according to the UCTE methodolo,oy - 

IM W 
Total 17570.9 

from which: 
I. TPP 10,900.2 

From which: 
In condensing power plants 6190.0 
Combined electro and district heating power-plants 4710.2 

11. H.P.P. 
111. N.P.P. 

From the total: 17570.9 
a) National Company for Electricity (CONEL) 15879.0 

from which: 
In condensing power plants 6 190.0 
Combined electro and district heating power - plants 3755.0 
H.P.P. 5934.0 

From total termo CONEL: 9935.0 
Coal - fuel 5934.0 - . .~~ .- .. 

Hydrocarbonate - fuel 4011.0 
b) Self-producers: 585.4 

from which: 
Hydrocarbonate - fuel 555.2 

c) I.P.P.: 1106.5 
from which: 

N.P.P. 
Combined elctro and district-heating power plants 
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Appendix 2 

TRANSPORT AND DISTRIBUTION LINES 

Tension - kV Length - kin 

750 154 
400 4392 
220 364 1 
110 17996 

1-60 1 19884 
under I 168342 

Total: 314409 

STATION AND SUBSTATION 

- 1999 - 

750 
400 
220 
110 

1-60 
under 1 

Tension - kV 
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NATIONAL POWER COMPANY 
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Figure 3: ElatriciV Sector structure after the first restructuring stagc 
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WWER SECTOR PR~VATIZATIOS 
IS CESTRAUEASTERS ECROPE A S 0  ELRISIA RESLLTS AXOFLTCRE PLAZS 
B d l p ( l  iwc61. :%XI> 

PRIVATIZATION IN THE 
ROMANIAN 

POWER SECTOR: 
A CORPORATE POINT OF VIEW 

Rman Purdila 
Director of Strategy 

CONEL - SA 

A new strategic vision proposed for the power 
sector in Romania 

- In 2010 Romania will be a Full member in EU, having internalized 
.'13aquis communautaire" and having successfully completed the 
main structuml adjustments; 

The electricity market will be pan of the EU internal energy marker, 
a market dominated by competition and eligible m o m e n ;  

Tle majority of the generation, disvibution and supply activities will 
have to be carried-on by private businesses, not by state-owned 
companies; 

Significant activities in the power sector will belong to the private 
international group of companies (mainly from EU), now in a 
frantic process of repositionin& M&A; . Tradingand risk managemenlvrill represenr key knowledge awes 
for successful companies in Ihe power sector 
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Main strategic objectives for privatization and 
capital investments 

. Till 2005 an imponant part of the power activities must be carried- 
on in privately owned companies; 

To attract in the privatization process major utilities acting on the 
EU energy market; . To sell at the highest level possible and to use the obtained financial 
amounts For needed projects in the power sector: 

To facilitate the contribution ofthe local capital and to take care of 
the interests of local communities and the employees; 

IPP's and joint ventures in selected investment projects with proven 
economic feasibility. projects which today today are other 
suspended or continuing with a minimum of financing 

ROMANIA'S MEDIUnM TERM ECONOMIC STRATEGY 

EWROYS6TOR M L l C l  

. , 

? 

t 

SIR*IEGYOTT& AUDIT 

P B S O W C E  CW*W 

United States Agency for International Development // United Slates Energy Associalion 100 



Proceedinps of the Power Sector Privnrization in Cenrrol ond Eastern Euroue ond Elrrosia Conkrence 

UPS AND DOWNS IN THE REFORM 
PROCESS 

. lo shr last )nrr cnclg) pultc cr hmr a e n  msrked by drc~llattonr. 1i::mcn~t~on 2c.i 

d rpurer. the rclarm h3s ~Iwmated in p r  cds ofrwgnatron and pe rms  oirlatr 
PIO~CII: several polilical qndrome* - In consequence the legal and inrtitullonal cnvironmen~ despxe many progr-. IS 

still incomplereand unswble: 

I - Example. the t i r r t  drah o i k  elecnicity law has k e n  e l a h l e d  >n 1993: ur 
might end probably the year 2000 without a proper law. dircusred and appowd 
rn Parliamenl. from the Emergency Ordinme no. 63nS 

. For a longtime priwlilalian has not been conlemplatd as a rrue priority: . Corprate strategies have been "captive" to political decisions: 

- Eleenicity a slow paradigm %hi* ifom "a sacred mission" to'mdinp a commodity': 

A corporate reality 

- In a complex and shifting environment, it has been very di%cult for 
RENEUCONEL to develop and properly execute corporate strategies 
and business plans; 
-Many pmjss have not been kept in  budgel time and pcrfonmnce indicators; 

In fact corporatiition is a welcomed but late discovery; 

In the Ian two years, CONEL hw faced several problems, difficulties 
and even crisis, both internal and external: 
- An identitycririr: 

- A  msnagcmntC&lr: 

- A  marks and carbflow crisis: 

- A  communicationctirir. both with aulhocitia.clicnumd - - M i a :  

, 
- 
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/ R E N E L  - RA 1 

1 MANY STAKEHOLDERS I . political panicr and lradc unions . ~tacauthoriticn: GOR.MIT. MOF. SOF. losal sufhoriticr: 
< . Regulator: ANRE . ~ ~ ~ t ~ ~ ~ ~ :  and eligible. indurl"a1 and rcridsnrial. . ~ r n ~ l ~ ~ e r r  a~socistians, NGOr. . and local rupplicn for the industry: . Poantial investors, foreign and local; . ~ ~ e c u t i v c  msnseernent; . ~ ~ p l o y e s s  and their tradcuniw; 

PRIVATIZATION . ~if fercnt values and pnccptionr: INTHE ROMANIAN . ~i f fc r rn t  ~~dsnlandings and infersrrs: POWER SECTOR 

. ~if fcrsnt pl ic icr  and poritionr: 

. LSVCI of sonsenation: low: . ~ ~ b s b i l i ~ y  ofconflict: high: 

. LcveI oflobbying: high; 
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* CLER.COIIPLETE.COHEREIT.ASDSTABLE 
LECLEYVIROSI1EYT + 

\-.- ~,. ~.. . ~- ~ ~~ .. , 

T H I Q V ~ T ~ O T  '~,, 'I, m r * o r w * n  '-. + 

T H P U E r n I  > '> or- , 
/ COYEn."&%cE , , >UIACE\IIST '' ' 

. . O.CAIIUT,OI*L .... 
,' , CCLTLRS 
--~.-~.--/ L.. _ . ~- . ~. .. ,. ~. ~ -. .~~ .. ~ 

Privatization: no opportunity far c a r p o n s  pcrforrnsnce I 

.. .. 
L... --.[ EXTrRNAL BUSINESS FACTORS 1 
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r 
Privatization: an opportunity is not a certitude; 

dilemmas still exist; 
a certain number of conditions must be met 

Market liberalization and privatization: rebalancing the rwo processes, - Privatization: a last resort to crisis or institutional construction; the big difference: 
credibility impactingon price and market structure: . Restructuring by atomization of the power sector: how stable and adequate such a 
solution could be in terms of real constraints and challenges? 

-Small companies would be "siaing ducks" for foreign competition on the 
internal market; 

-Justified costs and lransactions costs; . How much restructuring before privatization? . How to gain the confidence o f  clients, employees and trade unions? 

Significant improvements !n commercial regulation, 

. Privatization: when and how? 

CONCLUSION 

Privatization could be the single, most 
important feature of the reform process 
in the Romanian power sector; 

It must be accepted; not as a "lip 
service"! 

It must be prepared; in proper balance 
with market liberalization; 

It must be executed "on the crest of the 
wave" with speed and resolution 

~ 
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POWER SECTOR PRIVATI 

nvo REFORMS ~ W O . & T R U ~ R I N G S )  w r r ~  
PRIVATE P~&TI$IPANTS 
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E . . .  r 
SITUATION IN WHICH GOVERNMENT DECIDED TO 

PRIVATIZE THE ENERGY INDUSTRY: 

KIGH DEW SERVICE OF EUNGARY . PROCFS I M P L E ~ ~ N G  MARKET E'CON 
OLD POWER PIUYI$ DISTRlBrmON 

- INVWThlEMNEEDED 
NEED FOR NEW CAPACrPl 

OLfJEcTlVES OF TKE GOVERNMENT: . IMPLEMENT MARKET CONDITIONSIN TKE PleRGYINDUSIRY 
REDUCE RESPONSIBILFnES OPCOVERNMEhT . rn m m G N  CAPITALTO HUNGARY 
mconm m R  THE nmc+L BUDGW 
INCREASE EFFICIEYCY, ENVIRONMFiVi'AL PROTECnOEi O F m  
ENERGY m u m y  

' FOLLOW m A T I O N A L  TREND RlVAl7SATION AND MORE 
COhWETTtlOh. IN THE ENERGY &STRY) 

I 
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THREE BASIC APPROACHES OF REGULATORY 
PROCESSES (1) 

M EACH REGULATORY APPROACHTIIERE SHOULD BE A 
BALANCE M; 

COMMWKISOOYPAIR"REGULATORYPROELY(SPETY 
O F P ~ ~ A T E  r n m o m )  . CONSIIllJTIOWALFROTECTlON AGAINST ADM&WSlRATIM 
EXPROPRIATlON 

R e C m r n R Y  APPROA- . US- SME: PUBLIC U l l L I I Y C O . ~ I O N  
(NOTTOO DETAILED LEGISUTION: SFRWG AND 
AUIONOfifOUS PUCS WIICR W Y  R E C U T E  O 

TIUNSPAREMDECLFION-MAKMG PROCLSS) 
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I HUNGARIAN APPROACH OF REGULATORY PROCESS 

. CONTINENTAL IAW - DETALLEDLDCLSUTION B W  ON THE 07HBI( 
HANDVERY DETAILED LLCFZiSESlSSIJEDBY HE0 - LACK OFRKGUUTORY .4UTONO.W, PREEWbl SET BY U W  (NO 
PRICE SETl'INC) 0 HE0 CANNOT SET RULES - HIGHIMORMALREGUUTORY POWER - LICENSES WITHOUT PRICNG RULES - ~ L U I I O N S O P  HEO&IKE LICENSFS)C(XILD BECHALLENGED . m u u r n R Y  PRACTICES PICKED UP R(OM OT~RCOUNTRIES 
WITA DLPPERKNT RKGUWTORY APPROACBES auBuc BEARING 
PRICE CAP, QUARANTEED SERYICE. CUS~OMER s.msmcnm 
MASUREMEhT, ...) . annTf-PuRposE 'LmGmAmRR FORGAS ELECTRICITY, D ~ C I  
HEATlNGi (XYE PERSON 

I1  
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fd 

DFFICULTIES IMPLEMENTMG REGULATORY PRACnCE OF 
THOSE COUNTRIES WHICH HAVE MORE EXPERIENCE IN 
MARKET ECONOMY. DEMOCRACY. PRIYATE 

AND UTILiTY REGULATION 

- COST W I E W  0 HIGH NfNTUTION BUT LACK OF ASSET 
REEVALUATION (ACTORDNO T O T E  ACCOWG RULES) 

USQJG PRICE W P R I C N G M E I H O D + N N I  FORUGN. PRI 
OWNERS 9 D R A h U T l C C W C L t I T W  0 SUWLY QUALllY a. 
OUTAGFSU - GUAR4M'EED SERVICE 0 CUSTOMERS DO NOT BELIEYE THEY 
HAVE RIGHTS (DO NOT ASK FORCOZIPENSATION) 
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TIMING OF NEW REGULATION 

FOR MORE COMPETlTlON 

HOWTO OPEN I?&~.~RKETI - AS F R O M F E B R U A R Y ~ ~ P ) A U ~ ~ I S T A ~ . H U S T ~ P P N ~ T  
. LEISTLSJ7% OFZRE,WXLTII )FREE C O m m o N  '' - m l ~  ~ P ~ M R ~ s ~ L A R E ~ ~ ~ u L C U U R D  ON 
. . 2 D G W  RZSULTmCWAPFROX,ll+ (mrd33XblW3J 

, . * .. . ,., - MHUNG*RY; . ~ r .  ,, . . . . 

O I P L M G ~ .  IS&&U&$/ 53.5% 
O w 4 0 G W -  B&.w&!-~ 15% 

Ow20GW&, 95e&-a&'':$ 24%. 

O w 9 G W .  2 l l W : :  29%; . . 
O w l d G W l j y m  4Wd-+: 33% - TARGET STARTFOR MARKET OYNMG: I JANUARY ZMI 
(we DID NOT ASK mu DEROG&~,NI  .. . I5 ., .j .. 

Players in the new Hungarian Electticity Model 
(energy flow, money flow) 

Public Sem'ce Public Service 
Whoksales Supplier(s) Public Swvice 

1 t - j (.aPtured-I 
Cuslmefs 

Transmitter i Disbibulors 

--4 

i i Uigibie 

Trader (s) . -. 
+-0 
-_I---- . -~;. -.-.----... "... *- . . -a-- - 

x 
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Electricity Supply chain in the new 
Hungarian Electricity Model 

Public i 
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A. Kucherenko, First Deputy Chairman of the Committee for Fuel and Energy Complex, Nuclear 
Policy 'and Nuclear Security of the Supreme Rada of Ukraine 

The Special Features of Ukrainian Power Sector Privatization 

Privatization if one of the most important factors assisting in the implementation of 
reforms in the Ukrainian economy, and it is in fact the only chance we have today for the 
restructuring and technological retooling of the domestic industry. The level of efficiency 
and adequacy of its implementation by the current govenunent will to a large degree serve as an 
indicator of the attainment of market reforms in Ukraine for western entities. The results of 
privatization will to a significant degree determine the level of assistance offered by international 
organizations and foreign governments in support of the transformations camed out in our 
country, as well as the depth of cooperation in the economic arena. Which, in turn, is extremely 
important form the point of view of creating a politically and economically stable and globally 
respected Ukrainian nation. 

As for the power sector of our country, today it is in urgent need of new technologies, 
modern management techniques and, most importantly, significant resources for the 
modernization and restructuring of the industry. For that we need a serious strategic 
investor, and it is for this very of attracting such investors that we are so pain~&ingly 
perfecting the mechanisms and main principles of privatization implementation in Ukraine. 
International organizations are active participants in this process, and we welcome their 
participation. 

Over the past six months, quite a hit of work has been accomplished toward carrying out 
the process of power companies privatizztion. The State Privatization Program for 2000-2003 
has been approved, the Resolution, "On the Privatization of Power Enterprises" has been 
adopted, and the first bidding for the selection of :he advisor for the privatization of the first 
group of power distribution companies has taken place. Following a pause in the privatization 
process which lasted over a year, as well as the avalanche of criticism regarding the outcome of 
the first unsuccessfid attempt at power distrihtion entities privatization, one can say that we 
have managed to channel the orocess in the direction of the oositive. It is true that the " 
mechanisms utilized today need further improvement, but in general, by their fundamental 
characteristics, they are in line with internationally accepted standards. 

Therefore, what I would like to discuss today is a different issue, which is not actively debated in 
the context of power companies privatization. It is the issue of the macro-conditions, the 
existence of which determines the success of the privatization efforts and in absence of 
which the privatization will not yield the results expected by us and our foreign parmers - 
potential investors, even if the most ideal mechanisms are used. 

I would like to emphasize that the outcome of privatization depends not only on the 
principles and mechanisms of its implementat.:on but also on the macroeconomic factors 
and conditions in which it progresses. The role of macroeconomic effects is particularly 
great during privatization within the power industry. Lack of realization of this role can 
erase any and all expected positive changes, no matter how effective the mechanisms and 
approaches that we utiliie. Without the assurance of a stable national economic policy, 
creation of the environment conducive to the development of private enterprise, improvement in 
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the tax laws and the budget system, and streamlining of the system of market relations, it would 
be nave to count on privatization being an effective instnunent in the transition to a market 
economy. If the situation in the country were to chauge'in the nearest future, the new 
power company owners, no matter how hard they try, will not be able to fully realize their 
potential, and the expectations placed by Ukraine on privatization will not be justified. 

When I talk about rapid changes in the economic environment in the country, I don't mean the 
change of living standards, or improvement in the technical, financial or economic performance 
characteristics - these cannot be achieved overnight. Economic systems are cumbersome and 
tend to be plagued by inertia. By changes on the macro-level which would enable the 
creation of adequate conditions for the effective implementation of privatization I mean, 
first and foremost, the following: 

The establishment of the national strategy of power industry reform and phases of its 
implementation; 
The existence of a realistic plan of measures aimed at revitalizing the power sector and the 
economic situation in the country as a whole; 
The establishment of an environment in support of streamlining business practices and of 
assuring transparent and clear requirements to entrepreneurs on the part of the government; 
The determination of principles for the improvement of tax laws; 
The establishment of a system of privileges and benefits and the determination of the sources 
of their financing; and 
The streamlining of power markei relations. 

Unfortunately, all the enumerated conditions are absent as of today. The governmental 
"Concept" for the reform of the electricity and gas markets is still being finalized and discussed; 
significant complications emerged in the process of discussing the Law, "On the Main Principles 
of Wholesale Power Market Organization," adopted in the first reading; the tax code is in the 
process of preliminary discussion, and so on. All of these factors significantly complicate the 
circumstances surrounding power industry privatizztion. 

An uncoordinated, fragmented approach to the laws and regulations pertaining to the 
power industry and lack of a single, generally accepted understanding of how and based on 
what principles power and gas markets should function, lead to a situation in which 
potential investors find themselves incapable ?f evaluating and estimating their prospects 
of entering Ukraine as owners of power distribution companies, which consequently causes 
them to approach the privatization of Ukrainian power enterprises with extreme caution. 
In such an environment the value of shares in power companies drops significantly and, as a 
consequence, both the state and the power companies do not obtain a fair share of hinds which 
they otherwise could derive in the conditions of stability and certainty. 

Therefore, the goal of developing a comprehensive and consistent legal framework in the 
power sector deserves the closest attention today. 
The "piecemealing" and our uncoordinated attempts to solve individual tasks within the power 
industry have lasted way too long. It is time for us to switch to systematized, coordinated 
and sound approaches. 
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It is the realization of the latter that prompted our Committee (Committee on Fuel and Power 
Complex, Nuclear Policy and Nuclear Security of the Supreme Rada of Ukraine) to establish an 
Interagency Working Group on the Development of the Concept of the Ukrainian Energy 
Laws. The Group consists of ten People's Deputies - Committee Members, representatives 
from the Office of the President, Cabinet of Ministers of Ukraine, National Energy Regulatory 
Commission, Ministry of Fuel and Energy, Antimonopoly Committee, Committee on Energy 
Conservation, Ukrainian Union of Manufacturers and Entrepreneurs, as well and other executive 
branch officials, representatives of non-governmental organizations and analytical centers. We 
are convinced that the development and endorsement of the Law, "On the Fundamentals of 
the Ukrainian Energy Policy" (which is the first step on the agenda of the Working Group), 
as well as the establishment on its basis of the Ukrainian Energy Laws Concept will play a 
key role in the improvement of the investment climate and will significantly raise both the 
attractiveness of power companies slated for privatization and the potential capabilities of 
their future owners with regard to the technological and managerial development of the 
acquired companies. All of the above measures, implemented as a set, will create the basis for 
the stabilization and development of the national power sector and the overall national industry. 

I would also like to inform you of another initiative put forth by our Committee, which emerged 
out of our desire to make public the process of Ukrainian power industry privatization, to 
increase the level of confidence in our country on the part of investors, and to follow the 
implementation of the power industry privatization process with the goal of timely 
correction of any mistakes. These issues are dealt with by the Interagency Working Group 
on Monitoring the Privatization in the Fuel and Energy Complex, created by the Committee. 
In addition to the earlier enumerated governmental organizations and institutions and the 
Ukrainian State Property Fund, the Working Group also includes representatives from 
international organizations such as USAID, EBRD, World Bank. etc. as well as potential 
strategic investors in our power industry (AEC, British Energy, EDF). We believe that the 
representative composition of this body along with its regular painstaking efforts to 
implement the tasks with which it is charged will enable us to carry out the privatization a t  
a high level and to attract serious professional investors to the energy complex of Ukraine. 
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Power Privatization Policy Framework 
in Ukraine & Moldova 

Presented to USAID Forum: 
Power Sector Privalization in CentrailEastern Europe & 

Eurasia: Results and Future Plans 

Presented by: 

I Fraser Morrison 
Deloirte Emerging Markers Group 

B u d a p a ~  Hungary 
Woithbuda 

Tdunatgl 
June 8 - 9.2W 

A 

Outline 
Privatization Objectives 
Power Sector Frameworks 

Tender Management 
- Investment bank tender 
- Dinribution company tender 

Barrier Management 
Government Decision Makes 

International Privatization Participants 
Results of Privatization Programs 

Conclusions orJcit&w 
?&uahU. 

A 
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Privatization Objectives 
The objectives of the UkraineIMoldova power privatization are to 

expand the application of democratic free market principles in 
the EEiNIS; These objectives are driven by the donors and key 
Ukrainian and Moldovan government leader. Key objectives 
are: 
. Topromote Plonspreney and internotional rtondords in ,he bidding, 

regutotory, dnd market operalionproeerr to increase competition end 
mau'miie tht market's value; . TosupportltgoL regulatory, ond market reform in the pouerrector that 
will inereare cash eolleetion~ commercial viobili@, ondlhc volue of these 
OSSeU 

The plan has been to suppon the privatization of first power 
distribution followed by generation over a two year period in a 
way that attracts long-range strategic private investors which 
will catalyze the formation of competitive power markets. 

mlmbuda 
lbhlmu 3 

A 

Power Market Frameworks 

Moldova Ukraine 

- Population: 4.5 million Population: 50.5 million 
Capscily: 318 MW. Capacity: 54.000 MW 
Power i m p o m  -70% Poworimportr: >3% 
Power =tor originally vertically . Power sector originally vertically 
integrate now unbundled into integrated; now unbundled into 
3 Geneos, Moldtranselretro, and separate 5 Energos. 
5 Discos: Encrgorynok, and 27 . Independent reg~~ator:  ANRE. Oblenergos: - ~ , ~ ~ ~ ~ b i #  -&, "a in dud^ such 8 1 1  lndepondent regulator: NERC 

m.w,,m Il."."b,<# b ,'8'8'8dnl'" i r n ~ P ~ d  

w T 8 u d r  
lohtwl 

n 
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Ukraine Wholesale Electricity Market 
SOWER CTPlEsU7lNC COMPUIIIS 

IIIITrinn mc.." I 
* 

.--,..-. ----".. -...-"..-- -..-.- 
i M,-yk ="UU ----................. 
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Power Market Sales Frameworks 

Moldova Ukraine 

5 Discos & 3 Gencos are for . 20 Discos and later 5 Gencos 
sale: are up for sale: 7 discos . Discos 100% state-owned already privatized; 
prior to privatization, Discos partially-privatized 

100% Discos for sale to with 7 majority private: 
strategic investors. 25'- 70% of Discos for sale 

lo strategic investors. 

~ T w d w  
TDhrnatru 

Privatization Framework Issues 

* Resolution of differences between domestic and 
international best practice tender processes; 
Prioritization strategy: tariff minimization versus 
investmentldebt coverage maximization; . Company sales packaging plan: 
Prioritization of companies or packages for sale; . Percent of companies for sale; 
Anti-monopoly issues; 
Donor and local government coordination. 

O d d t t s M  * . T o m  
A 
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Tender Management: Investment Bank 
Investor expression of interest (EOI) invitation * 
Shortlist finalization * 
Evaluation process definition 
Preparation of RFP 
Issuing of  RFP 
Bidders' meeting * 
Bid Acceptance & Evaluation . Winning bidder negotiation 
I Bank contract signing 

' shonlirting proecrr hss bcrn no, pan oiUkramlan rcplaaonr hsr pmwm a 
D d O i t h m r  diffc~ncc !a rcconc8lc w t h  tn lcr~ l~onal  lrndcr pracducr 

Tdtnasu 
A 

Tender Management: Discos 
Technical due diligence 
- engineering 
- environmnml 
- y1ci.1 - Financial due diligence 
- legal ounemhlp 
- tinanczalstalemcnu . Information memorandum prepanlion . Bid evaluation criteria & procrss delinilion - Shortlisting process implemcnlalion rm an cknm replan-r . RFP preparation and issuing 

Data room preparalion . Bidden' conference and road show organization - Bid acceptance and e\alualion . Winning bidder negotiation 
Ddoitbmtracr  signing 

?4bn& 30 

A - 
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Barrier Management 

Identification of key barriers to sale of 
Discos/Oblenergos; 

Strategy formulation for addressing barriers; . Identification of responsibilities with donor/advisory 
community for overcoming obstacles; . Implementation of priority actions to achieve sale; 
Monitoring of progress through periodic donor1GoU or 

GoM roundtable meetings. 

r n l p u d e  
bhmbu 

n 

I Privatization Barriers 
Power market and privatization legallregulatory framework 
- legal: new daft wholesale elecuicity market law: privatization and 

tender process legal framework 

- regulao'y: NERCIANRE market rules. licensing, and tariffpalicy: 
tender W P s s  regulations 

- fianeial: translt account policy 

FinanciallEconomic management 
- restatements o f  DISCO financial statements 

- debt resrmcturing and asrumptian 

- bankruptcy law consideration 

- transparency and efticieney of  Ukrainian Stack Market 

- Disco share trading and liquidity 

- privileged consumer subsidy management 

mTrm&non-payments problem reiolution 

Tohmatsu 2 
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Privatization Barriers (continued) 

. Contractual legal framework 
- In>,erlrnent bank & LnYcrror conlac1 neptlations 
- conflicl reralulion & 1nlcrnal8o~l arblwuon - Property ownership 
- transfer ofslate sharer from GoV M GoM lo pri~are onnership 

- right of may accers for po\%er lie mainlenancc & melenngbdl~ng 

Public education & training 
- enera sector worken 
- po\$erer ratepayer 
- Dircag rnanasemenl 
- po1ic)rnakers 

WoithTPuchc 
Tohmstru I, 

0 

Ukrainian Government 
Decision Makers . President 

. Cabinet of Ministers 

Verkovna Rada Comminee for Fuel & Energy Complex 

State Propeny Fund (SPF) . National Electricity Regulatory Commission (NERC) 

. Ministry o f  Fuel & Energy (MinTopEnergo) 

Anti-h,lonopoly Committee - State Commission on Securities and Stock Market 

WdthldM 
wmi%n I. 

A 
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UKRAINE GOVERNMENT DECISIONMAKERS 
IN THE POWER SECTOR PRIVATIZATION 

( P~l..nli.l*".,"i.t",*.n I 
: "Id,.., ,IIYL ,I& i 

.,*"/n,'lRI/~ 

I.~y'",I(i,,3u.oL" , I4 , 
I I"I,~,~~Y,Y,"I I 

-~ ~~~~ ~~ ~ 

~~~~ 

IC.i.IC""lNIC".ni.qmun I ' 
&4iniscco< , Minislrio, Il8lrPmlrrlr 

P~.ll,.,i"nl..u 1 
"'V.~.V,". R... I 1 '-lA-l 'Sl El _ 1 Y s t i o n d E l o O ~ . i 0  

01eLsd~b*~,*-.~.4 ! ~ 
4 ..p..nsn..i.,a 

IL 
C~""I.l.vCommicYo. 

1 M I U 1 I C h i h l . ~  
,, I rrd.%rChim.n - i*nu.onoilbiin I 

! I Ddoi t tsT~~&~ raw .,cm8 tww, 1 
mmisi .--.,dun, 

- - 

Moldova Government 
Decision Makers 

- Prime Minister & President 
Presidential Advisors on Privatization 
Tender Commission - Parliament Committee on Privatization 
Ministry of Industry & Energy 
- Depament of Energy 

Ministry of Economy and Reforms 
- Depanmenr of Privatizallon 

ANRE. regulatory agency 
. .. 

~ : a b w h  
Tchaisu 10 

A 

United States Agency for International Development N United States Energv Association 129 



Proceedinps ofthe Power Sector Privoti:ation in Central and Eastern Euro~e  and Eurasio Conference 

- 

International Privatization Facilitators 

Powver Sector Task Force (Ukraine) - Porr,er Sector Working Group (Moldova) - European Bank for Reconstmction & Development (EBRD) 
World Bank 

U.S. Asency for International Development (USAID) 
European Community (EC) 

USAlD lesal. regulatov. market. and privatization advisors 
- Delolne & Touche. prwaliranon advlror 
- Hunlan & Williams (Uiralne). Hagler Baill?(Moldo~) - EC TAClS advisors 
- Commerr Bank. Flern~og. BNP Bawu (ljkrame) 
Investment Bank: Credit Suisse (Ukraine). CCF (hloldova) 

WoitEabucba 
TDbmatru , I  

0 - 

Donor Role in Ukraine Oblenergo Privatization 

.~~~ 
frnmvork 

Education 
O r b W s M s  

J&& "t R m t i s i m F d k -  Tln&.Weq- " 
0 
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Moldova Results Achieved 

- 3 Discos were sold to Union Fenosa for $25 million in 
February 2000 wtth promised investments o f  at least $70 
million over 5 years. 
Union Fenosa from February to April has improved 

' reliability from about 12 - 15 hrs o f  outages per day to less 
than 2 hours, collections are improving. 

Tender for the sale of 3 Gencos and remaining 2 Discos is 
out with bids due June 19th and 12th respectively. 

8 international investors shortlisted for Gencos, 3 for 

~ ~ ~ 0 ~ ~ 0 ~ ~  
Tohnatnu I9 

/\ 

Moldova Privatization Of Discos (Phase 1) 
Schedule of Event 

*Contract rigned with the Investment Bank 
Credit Commercial de France May 31 1999 

*Tender Announcement August2 1999 

*Press Canferenee in London 
for amacting expression o f  interests & bids - August 10 1999 

-8 pre-qualified bidden September 10 1999 

D 3  bids submitted tinally November21 1999 

*Union Fenosa announced as winning bidder December 7 1999 

DNegatiation with Union Fenara December 7-February 7 2004 

DContact signed with Union Fenora 
far purchase of 3 discos February 7 2000 

lkidtblbuda 
TDhrnatru 2II 

0 
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Ukraine Results Achieved 
- Seven Oblenergos privatized in 1998 ria over the counter stock sale 

rather than to strategic investors: this approach is generally riened by 
donors as not k ing  the \hay to continue: . GoU commitment to a schedule far privatization to strategic investors 
established in law and ~bilhin the RADA. Council ofMinisten, and 
the State Propeny Fund (SPF): . Investment Bank. Credit Suisse, conMct with SPF signed and starling 
to implemenr the sale ofthe first 7 Oblencrgos with bids due by 
Novemkr. 2WO; Second lnvesunent Bank tender for remaining 13 
Oblenergos to bc announced in June: 
Donor community and the GoU working closely to address range of 
issues from rhon-term cash collections to overall market reforms 

Ddo i t t awssa ry  for privatization 
TDhmstru 21  

A 

Ukraine Oblenergos to be Privafized 

OcloilhTeocb 
ldsda D 
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Conclusions: Critical.Requirements 
- Confidence in the power market has had to be established 

through a sufficiently clear legallregulato~y framework. 
regula!or authority. market rules. and investment framework; 
Investors are able to work within various power sector models: 
what i s  important is that they have some certainty o f  the model 
structure and accepted laws & regulations in Moldova and 

Shortlisting criteria critical to preventing investors 
participating that could undermine the market by not bringing 
world class expertise, capital, and management: 

Marketing to investors through a well-prepared information 
o, press coverage, and road show has been needed to 
op investor interest in a region with high risks and 

Conclusions: Critical Requirements 

. Due dilieence: Key areas o f  due diligence were financial 
restatements, land surveys. asset boundary clarification: 

Privatization Advisory Support, the ability ofthe GoM DoP 
and the GoU SPF to implement without a privatization advisor 
and investment bank was limited: targeted support for due 
diligence, info memo preparation. marketing, barrier 
management, and limited public information was clearly 
needed; . Donor Coordination between IMF. World Bank. EBRD, 
USAID. and EC has been critical to communicating a clear 

D s b i t t s m s a g e  to the GoU and GoM regarding power sector and 
Tohmatlzation priorities. 21 

A 
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ARPAD BAJKAY 

AD VISORS AND OWNERSHIP 
STRUCTURE OF THE HUIVGARIAIV 

ELECTRICITY SECTOR 

.%DYISORS 

FIT.-\SCIAL SCHRODERS 

LEC.AL - STIKE\I.\\. ELLIOTT 

C C O I ' S T . A S T  - DELOITTE & TOl'CIIE 

TECHSIC.AL ESBl 

DID THEIR BEST 

- ccTR4SSL.4TTIOS,, OF POLITIC.AL ISTESTIOS IS FISASCI4L .ASD 
LECLTERZlS 

-STRl'CTIRISC ISFORZI\TIOS \IE\IOR4SDA 

- VEGOTIATIOSS \VITH ISYESTORS FROM 1 A S Y  COCYTRIES 

- SYSTHESISOF SECOTllTlOSS 

-0PERATIOS.AL EXECCTIOS 

Litired Sfares .4genq./or lnrervotiorlol Derelopnlmr :; Li~ired Stores E~nrrgv .-lssocioriun 124 
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OWNERSHIP STRUCTURE OF THE HUNGARIAN 
ELECTRICITY SECTOR OFFERED FOR SALE 

C O N P . & \ ~ E ~  SHARFSO\VYCD B\ 
\>\!.! R8 (O i l .  h$L\l<!? \P\ R i  

.+" 
~ ~--L 

BaLcmn!m ERC ;a <,tJ :$> c,! 1 1 0  32llii 

Budupc\(# ERr. ( t3 $ 4 8  I t 4,) 

Dun.mmtl LRt. 5 0  I 11 I X  )<I 

\,nr:,i CHI. i* 2, ?j  I2 I li ? X I 1 0  

Pcrsm LRI. i.7X2 iijl ? 21 111 '1, 

Ti.rli FRI. 5 0  (1111 LC, 71 
3.i Pi i l l  ,I9 Vcnvli CRC. 0 7.i 3% II : 

EDISL Rt. i l l  ? $5 ,735 , 
DEDASL RI. i l l  2 7 6  , 4 7 2 4  
DL11ASL RI. i i i  . . ? t l2 ! ii,>* : 
EII*SZ R,. i / l  I , , I  1 4 x 8 ,  I 
TITASZ RI. I<>  . . . . . . .  ~ 

t i 7 7  , 492;  I 
ELVURI. ill . ~ j.ir ~.!. 4 6 I t  - ;  . ~~ 

\,VM RZ. I8 I *  " $> 

POWER PL:\STS -73 bi l lHUF 

SVPPLY COMP4SIES  - I l l  bill HUF 

MVZl Rf. - 219 bill HliF 
2 
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Privatization of Electricity 
Companies 

The Implementation Phase 
Selected Isszies 

Vladislav Vucetic 

World Bank 

Objective 

To do it right. and do it right the first time 

- Mistakes could be costly 

To have successful transactions. if possible 

To learn and adjust the approach. if 
necessary 



Proceedmy.s of'rhe Po~t.er Secror Privatizufion in Central rind Eosrern Ezrrope and Elrrasia Confirmce 

Pre-privatization Activities I 
. li,duary structure unbundled. corporatized. assets detincd 

Coinpetition po l i c~ r r  stated retail'' F u l l l p a n ~ a l ~  Whsn (at the 
earliesrilatest)? 

evolr ing 

. Privatization strategy adapted and endorsed by pail ia~nenr and government 

. Manags~nent o l t he  privntizat~os process organized. responsib~llries and 
procedures defined 

. lnvertinrnt advisors in place (marketing. legal. accoonting, engincerlng) 

Marketing 

To investors: 
- Ormonr!raied and sustained political wil l and commirmen~ - the best 

~~iarkering tool 

- Woik~ng in problem-solving rather than prablem.creating or ecuse-  
looking mode 

-Adveniscmenlr. direct coiltacts, presentations. el f  inlpanailt. ofcourse 

To the public: 
-Set the right erpcctatio~~s - 18, ,man). o f  tlic cou~ttiicr, electricin. business 

is not profitable 

- 'Tbe largcrc benslitr an: s\ oided costs ofprogresrr\e sector declillr. 
rorsen~np clcctriclty rhonager. conriralnls on cconoln~c de~etopmcnl and 
ilnpact on well-beme of people 

United Stares Agencyfor lnternarional Developmenr N UniredStares Energy Association I37 
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Pre-qualifications 

Credible. proven strategic investors 

Long-term commitment lo  the industry - esperience. 
assets. perlomance - Demonstrated linancial. technical. and managerial 
capability 

Successful operational experience and perfbrinance [rack 
record i n  managins a,mparahle assets 

Financial statements auJi!ed b! reputable independent 
auditor 

Bid Solicitation 

- One-stage or two-stage bidding l"lr.chn!cal proposals. 
financial proposals) 

Evaluation criteria should hc clrar. both to cslablish the 
"technical" responsi\eness and ibr rankine bids 

- Two stage bidding 

-The first-stage ("technical"1 proposals should not contain 
ranking elements 

--More complc lo  manage: conlidentinlit? and iaimess 
more difricult to prescr\c 

United States Agenqvfor lnrernotionol Developnre~a L iirrecl Srrrre.~ E ~ i r r ~ q  .-lssociario~i 1;s 



Proceedings ofrhe Poner Sector Privarizotion in Central on0 Eastern E i t ro~e  rrnd Elfroria Confirence 

Elements of the "Technical" 
Proposals 

'Tariff proposals (il'tarifl's regulated) 

Performance commitments (loss rcduction. collections. 
reliabilit! of supplyla~ailabilit) o f  production assets) 

Business plan 

- investment plans 

-environmental perlirrmance 

- labor plans. includin2 training 

Investment vs. Performance 
Requirements 

. Investment requirements should not be set directly 
(investment costs are passed through tariffs) 

Performance requirerncnts: 

-should drive the in\,estnleni plans 

-should be realistic 

Investment needs could be indicated (not required) in physical 
terms as part o f  I M  

Investors will invest. i fcn\ ironment is risht 

. 
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Bid Ranking Criteria 

I Cash price should be dominating. if not sole ranking criterion 

I . Other: incentives to bid for less attractive packaxes 

I Do not include in the ranking criteria the elements which are 
regulared. they can and should be used to accept or reject bids 

I Do not use debt or other liabilities for bid ranking 

Schedule and Sequencing 

Long enoqh l o  allo\v ordcrl? process 

- Shon enough to limit thc period ofunccnaint!. and use of 
resources and time of pcoplc in\olvcd 

Prequalificarions - biddinx: 3-4 months 

. Bid Etaluation: I month. but could be shoner or lonser. 
dependingon the number orbids 

- Negotiations: 2-3 months 

Stan ~ i l h  distribution. but then could k mixed 

~~p 

United Sfares ;lgenq./or Intern<rr;un(rl Derelopr~rr~~r L'rrrrcd Stlurx Er7qq .-ls.~oc;1rrior7 1-10 



-~ ~ ~ ---- ~- ~ ~~~ 

Proceedines ofihe Po11.e~ Sccior Priuotixrtion in Cefilrol nnd Erisrrrn Ezi~.oue ond Erirasin Confsrence 

Some Pitfalls and Open Issues 

Responi~b~lirirs and rlghtr olparliament. government. pilvalizailon 
agency. tender committee. regulator 

Dlv i r~on ofasrefs (35-11 10-kV nenvork, land and stiucruresl 

Arliglllnclll ol~liab~l,c~cn. mle and itgilts olcredirors. broader sector 
l iab~l i t~es (apsn fraln drbrs ofenlitles being pnvnt~zed) 

Too few b!dderr 

Rqlfctci,g bldn because o f  lo\\, pilcc 

. Too prescriptive and ~nllenible prlvatimllon law - lost market 
oppanilnltiss 

Conditional bids (accepon% bid requirements subject to condatons) 

,I> 

Main Message 

Privatization can be done right first tlme, assuming: 

Political consensus and commitment. proper 
planning, preparation, and e x e c i t t i o n  

Unrred States Agencyfor Inrernational Development // Unrred Slates Energ). Assocrar~on 141 



Privatization of existing companies/assets to 
strategic investors 

Open. transparent. competitive tendering, 
which protects confidentiality of bids. and: 
- should lead to successful and defendable oulcomes 
- is rhe leas1 prone lo abuse and corruprlon (real or 

suspected) 

- is publicl? most acceprablc 
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ARPAD BAJKAY 

TENDER RULES AND 
EVALUA TION PROCESS 

TENDER RULES 

OPES - CLOSED I 
-- ESTESDED 

\\ ITH COSDITIOSAL BIDS? 
XEGOTlATlOS 

? , . - .  ., ESTESDED EVALI'TlOS PERIOD 

Cn~n,red Stares .4genq for lnrer~?ario~tal Developnrera : Lhr~ed Stares Energy ;Issoc~af~on 14: 



P ~ o c e e d i n s  oi117e Poi!.er Secror Pri~.irri: irriu~i in  C'ei?rro/ (mi l  Eustern E~,ror)e unn' E!rrir.\iu ('oi7lerence 

PACKAGE OF SHARES TO BE SOLD 

50% r I >ole - mrjority 

25% , I O t l  f qurlifird minority 

DECISIOV: -18'R 
TIVE - - z l .  - I i o l o  . 

,2:;,/19n7 

SOPHISTICATED SYSTEM O F  AGREEhlEYTS 

PURCHASE & SALE r 

SHAREHOLDERS' ALLOCATION OF MANAGEIIEYT RIGHTS 

C\LL SHARES FORSO% I role 

backed up by 
SHARE LICWASGE 

CALL OPTION 2 
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ARPAD BAJKAY 

I PRIVA TIZA TIO!V - THE 
IVEGOTIA TION PROCESS 

? 

31ETHOD 
JL'STIFIED BY THE PRACTICE 

ISFOR\I .ATlO \IE\IORASDI\I 

I S C L l D l S C  

DRAFT PI'RCH.ASE S D  SALE .ACREE\IEST + 
VEGOTI:\TIOS + 

.A\IESDED D R W T  + 
-- 

BID 
EI\,>"..LBID 
B L I I \ L S S P L I I  
I I T I A L L L O P I I  -- 

E S S  ASDTR.\.SSP.AREST E \ - A L I T I O S  

United Stares .-lgenc?./or Inrernorional Der.eloptnenr Lirired Srares Enerp  .-lssociarion 1-15 



ROLE OF 
THE EXPERTS OF ELECTRICITY SECTOR 

1SDl:STRY COI.l.;\BORATIO\ IS CRUCIAL  

- PROVIDISG \ I - \TERIAL FOR INfOR\I . \TION JIE\lOR.ASDA 

- COOPERIT ION I\ D I E  D lL lGESCE 

P "  \ I V I  

.\D\'ISORS: 
.. ~ ~ 

cOIIPAx, . FI\A*CIAL 
YROSPECrI\'E - 
BIDDERS r I Y  PRI\:ATIZ\TION : ::$: .xT,by CY - 'TECHSICAL 

BODIES OFTHE GO\ERS\IEST: 

\IISISTRY OF ISDUSTRY ASDTRADE 

SIIZISTRY OF F t n h c e  

MINISTRY OFENVIROSIIERT 

HUYGARIAS ESERGY OFFICE 

TRADE LNIOSS 

EMPLOYEE ISSUES 

- OWSERSHIP O F  SHARES 

- ISS lES  I S  PCRCHASE S D  SALE G R E E \ I E S T  

collectire agreement (3 years) 

salary inereaw (3 years) 

. welfare arretr 

. retraining 

- GOVERNLIEST - CS IOS .AGREE\IESTS 

Unired Stares Agencyfbr lnrernarional Develop~nenr N UniredS~ates Energy .4ssociarion 146 



Proceedir~ps ofrhe Po~t.er Sector Pri~ntiration in Calrrol orzd Ef~ .~ ter !~  E~irrme frrtd Eru-r,.siu ('o,lli.reilr.r 

TIMING 

OF ELECTRICITY PRIVATIZATION 

D m b  7 1992 Cor. Rcrolvtion 

July 2. 1995 .Ad\iror) g r n m r n r  

July 31. 1 9 5  Soticc 

Ocrober9. 1995 Info Zlemo 

Sovrmber30. 1995 Bids 

December% 1995 Signing 

Drcrmberll. I995 Closing 

July 4, 1996 Remaining 

September 12. 1996 Ccnrralian 

December 23. 1997 Companies 
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Prin~li~ation 

Investor \VBS 
t;lrpctedl 

WIIS tllerc u 
prcliirencc fix 
donieslic or 
i i ~ t c n ~ ~ ~ l i ~ ~ ~ ~ u l  
~n~estors'? 
Wllicl~ assets 
were 
~?rjvi~trzed 
llllllnlly- 
qy!Ieru111?~1 or 
< ~\lrihiil~on 
1111d \ ~ I l l l I  \VlIS 
llic p~ l i cy  on 
I I : I I I S I I I ~ S S ~ ~ I ~ ' ~  

norms for sector 

consumers consumers 

investors 

.. .. .. 

.. -~ 
- -~ ~. 

No. 6ot; ~ 

~~ 

NO,~IIIII 
I I I I L ~ ~ I ~ U ~ I U I I I I I  ii1lemu1ioi1111 
inveslors wcrc inveslors werc 

Ten smsll 

f"'K'SS ""W. 
I'r~r~~smission owilcd, 

~ i l I  rernuin 
slrlc-o\vnetl. 









miieTi~ ~ ~ --. 

po\,'c,mnlcnt 
Clltltles 
p;1111cip;tled in 
lhc selection 
pn)ccss? 

preliminary 1 
ne~otiati(ms . - 

- 
Tender AI'V 111. 
Commission 

Ministry of 
Iinvironmcntal 
Prolection 

assets 
rivati7ation - 

f:ebn~~ry, 1999 
request for 
DIIIWS~IS 
dis~atchcd - 
May. 1909 
descriptive 
mcmirondum 

. unnounee 
tendcr roccsc 
( f o rn~u~ t i on  or 
clusters) - July. 
1999 
dcudljnc,li~r 
subm~ss~on 01' 
binding b ~ d s  - 
AII~IIS~, 1999 
deudlinc ibr 
closllln o f  

Ministry o f  
Industry and 
'I'radc . 1u:o 
c pnva~~zat~on 

rocess In 

electric company. 

upprorimalcly 4 
rnonlla. 

Tc.n.dci .. . 

Commission. 

Generally, lender 
was lssued one 
month nor to 
tcnder.yssuc 
contained lime for 
~nvestor to 
respond. to 
preparc due 
dil~gcncc and 
lcms o f  investors 
olTcrs. 
I h c  o f i r s  were 
considered and 
compt~rcd on 
emlcr directly. 

Privulin~lioa Co~~~mi t tec  of 
I1ge11cy (AI'V). Stale I'ropcrly sad 

l ' r ivu l i~~~t ion of 
I:ia~nce Ministry 
o f  l<c l~ lb l lc  of 
~s/ddhslinn, 

Investors were in- 
upply for prc- 
awllficallon bv 

Purchase und sale 
agreement si cd 
on i:cl~runry 
2000, l'ransection 
cxmclcd to close 

Dclu~rtn~enl o f  
I'~IVIIII/AI~~III, 
udv1sc1l 1,y the 
ANItI: nnd CCI: 

SIX to CI 1 weeks 
ancr rcc$vlng 
infomation ~~~~ ~~~~ 

memorandum 
potential investors 

hiligcncc. Binding 
offers wcrc due 3-4 
weeks Inter. 
followed hy 
nenotialions with 
inv'cslors with &st 
olTcrs, followed hy 
negol~ations 
lalwcen winning 
invcslor and 
Ministry 
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POWER SECTOR PRIVATIZATION IN 
CENTRAL AND EASTERN EUROPE & EURASIA: 

RESULTS AND FUTURE PLANS 

A forum for privatization and energy officials, regulators, utility executives and 
investors to share their experience and discuss the remaining challenges 

BACKGROUND 

Within most countries of the CentrallEastern Europe and Eurasia Region (E&E), the power sector remains the 
largest state owned asset. Confronted by declining public sector budgets and increased demand for capital to 
maintain and replace aging infrastructure. governments in the region are pursuing privatization by attracting 
strategic international investors as a strategy to ensure long-term sustainability. 

To support privatization, most countries in the region have passed energyielectricity laws and established a 
regulatory entity with varying degrees of autonomy and decision making authorit).. To encourage competition. 
most countries in the region have separated generation and distribution functions from the previous vertically 
integrated monopoly and have begun to define the structure and operation of new electricity markets. 

Hungary, Georgial Moldova and Kazakhstan have already privatized substantial portions of their energy assets. 
Other countries. such as Ukraine. Armenia and Poland are taking initial steps toward power sector privatization 
and most countries have privatization plans in place. 

The early experience with privatization in these countries indicates that a broad cross section of constituents 
including policy makers. legislators, privatization managers. utility regulators. utility managers and the public 
must confront a wide range of policy and technical challenges to ensure a successful privatization experience. 
Among others. these challenges include: 

i Developing the strategy and process for privatization: 
i Implementing power reforms including new electricity market arrangements; 
> Selecting investment bankers and privatization advisors: 
i Designing the privatization tendering process and evaluation criteria: 
i Determining associated social and labor policies: and 
> Reducing investment and regulatory risk perceived b> investors. 

This conference is designed to assess the power sector pri\.atizationexperience to date and plans under 
development. It  will focus on strategic privatization where international utilities have purchased power sector 
assets. Participants who have been or will be involved in the process are invited to attend this conference to 

- - 
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share their experiences in developing and implementing privatization policies. strategies and programs focused 
on anractjng strategic investors. 

OBJECTIVES 

The objectives of the conference are to: 

(1) Review and assess the results of power sector privatization policies. strategies and implementation 
efforts to date and. identifi successful approaches for future privatization in the region: and 

(2) Expand communication among energy and privatization officials. utility investors involved in the 
region. investment bankers and international financial institutions (World Bank. EBRD. IFC) and 
disseminate the results of the conference. 

ATTENDEES 

Anendance is limited to invitees with direct involvement in the privatization process so as to maximize the 
exchange of experience and the assessment of power sector privatization effons to date: 

> Senior officials from energy. privatization. finance and other relevant ministries: 
> Utilit?: regulators: 
i Utility executives: and 
i International financial institutions. investment bankers. private utility investors and privatization 

advisors. 

CONFERENCE STRUCTURE 

Day One will feature case studies of power sector privatizations already completed in the region and a set of 
presentations from countries outlining their approaches to upcoming privatizations. Building on the base of 
knowledge established during Day One. the second day will be devoted to comparing privatization strategies 
and implementation processes from a number of different perspectives. including those of government ofricials. 
investment bankers and private investors. The final day of the conference will be used to facilitate a group 
discussion evaluating effons to date and idenrib successful approaches to future power sector privatizations. 
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POWER SECTOR PRIVATIZATION IN 
CENTRALIEASTERN EUROPE & EURASIA: 

RESULTS AND FUTURE PLANS 

A conference for privatization and energy ofJicials, regulators, utility executives 
and investors to share their experience and discuss the remaining challenges 

Thermal Hotel 
Budapest, Hungary 

June 6-8,2000 

Sponsored by: 
U.S. Agency for International Development 

MONDAY JUNE 5.2000 

7:OO-10:OO pm Conference Registration in the Hospitality Suite --Park Room, Grand Hotel 
Register for the conference and enjoy /igh/ snacks in the hospitality suite 

7:30-8:00 pm USAID Officer's Meeting - Nador Room, Grand Hotel 

TUESDAY JUNE 6,2000 - YBL Room, Grand Hotel 

Plenaw Session 1 - u,elcoming/ keynote addresses,fbllou~ed by privatization case studies 

8:30 am Introductions 
Fred Guymont, Deputy Director, Office of Environment, Energy and Social 
Transition, Bureau for Europe and Eurasia, United States Agency for International 
Development . Bob Arclzer, Deputy Clzief; Energy and Infrastructure Division, Bureau for Europe 
and Eurasia, United States Agency for Itzternational Development 

. William Polen, Manager, Energv Industry Partnership Program for Eurasia, United 
States Energy Association 

L'S. A ~ ~ I I C I .  fur l,~rer,~'irro~inl Develop!,~n~i 1 
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8:45 am Kevnote Address -RESCZTS, IS.YCE.Y.4.YD .4PPRO,4CHES 
Speaker will provide a general overviekv of the technical. policq- and social challenges in the 
privatization process as a prelude to case study presentations on Hungan-. Kazakhstan. Georgia. 
and Moldo\~a during which these issues \?ill be addressed using real world scenarios 
Laszlo Lovei, Lead Enera  Specialist. Europe and Central Asia Region, The Il'orld Bank 

Privatization Case Studies - An overvie\\ of power sector privatizations in four countries \vith 
considerable attention to the process as \\ell as policy. strategy. roles of go\-emment agencies. 
investment bankers and consultants. timeframe. and lessons learned. 

9:00 am Hungar?. 
Presenter. iMililos Andrasi, Hungarian Privatization and State Holding Companj 
Commentator: AIlan Walmsley, General .Manager, Csepeli Eromu Rt, PowerGet? 

International 

10:OO am Kazakhstan 
Presenter; Oraz Jandoso~: Executive Director, Kazakhstan Electric Grid Operating 

Company 
Commenrator: Vitaly Lee, AES Silk Road 

I l:00 am Break 

1 1 3 0  am Georgia 
Presenrer: Michael Ukleba, .4finistr, of State Proper@ :Management 
Commenraror: Michael Sclroley, AES Telasi 

1230 pm. Lunch 

2:00 pm iMoldova 
Presenter: Victor Bodiu, Depuw Director, Deparlnzent of Privatization iro he c o ~ ~ f i r ~ ~ ~ e d )  
Comnlentaror: Ignacio Ibarra, Lrnion Fenosa 

Plenan. Session I1 -- Cpdares on approaches in cotrnrries with developedprir~ari~arionplans 

Country Approaches to Upcoming Power Sector Privatizations 
Representatives from selected countries \ \ i l l  provide an oven.ie\v of their policy frame\\-ork. 
strategy and implementation process for upcoming po\ver sector privatizations 

3:00 pm Armenia 
David Vardanyart, Minister, State Proper& Fund of Armenia 

3.30 pm Ukraine 
Leonid Kalniclte~~ko, Deprtv Clrairmarr. State Proper& F?tt?d of C'kraitze 
Alesander Ryabckenko, Cl~airman. S~tpreme Rada of C'kraitre Committee or? Privati;atiot? 

I S  .-lrr,~cr for I,ser,1ur,u17rii Derelu~tne171 5 11 
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4:00 pm Poland 
Grzegorz Gospkowski, Ministry of Treasury 

4:30 pm Romania 
il.icolae Liciu, Deputy Director General, Ministry of Industry and Trade 

S:00 pm Questions and Comments 

5:30 pm Adjourn 

7:30 pm Cocktail Reception and Dinner Hosted by the United States Energy Association 
Szeclzenyi Dining Room, Grand Hotel 

WEDNESDAY JUNE 7,2000 - YBL Room, Grand Hotel 

Plenan. Session 111 - Panel discussion examining the poiicy.fj~amework and strateg). designed to support rhe 
privarizarion implemenlafion process 

9:00 am Panel: Development of the Policy Framework and Strategy 
Panelisls: 
Gabor Szorenyi, Deputy Director, Electricity Licensing, Hungarian Energy Office 
Paata Tsintsadze, Commissioner Georgian National Energy Regulatory Commission 
AnatolSaracuta, Chairman, Moldova Energy Regulatov Agency 
Kiron Sarkar, CIBC World Markets 
Oleksei Kuclterenko, Deputy Cltairman, Committee on Fuel and E n e r ~ ,  

Supreme Rada of L'kraine 
Fraser Morrison, Deloitte Touche Tomatsu 

Policv Framework Issues 
i The objective of the power sector privatization and how it informed the privatization 

policy that was developed 
i How social considerations were incorporated into the privatization strategy 
> Special laws/government decrees required to enact privatization 
> ' 

Special provisions, if any. for dealing with power sector debt 

Power Sector Reforms 
2 Restructuringlelectricity market introduced? When? Impact on investor interest? 
> Importance and authority of energy regulatory body. 
i Tariff policies and pricingmethodologies before and after privatization 
> Key license provisions for new private owners 

Approach and Strategv 
i , 

Targeting the new owners - strategic investor. portfolio investor or mass pri.vatization 
i Preference for domestic or international owners 
i If strategic or portfolio investors which privatization implenientation strate$! Mas 

employed - competitive bid or negotiated contract 

L'.S 4pe17cylor lnrernal io~~al Derelopmenr 6 
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i The sequencing of privatization - generation or distribution first and polic! on 
transmission 

> The percentage of the asset offered through the privatization process - 100%. less than 
100% but controlling interest. minority o~vnership with management control. minor it!^ 
o~mership with no management control 

> If government consulted with potential strategic investors when designing the strateg>- 
and implementation process and. if so. how their concerns \vere managed 

10:30 am Break 

11 :00 am Panel: Preparing for Privatization-Investment Banker and Other Steps 
Panelists: 
Arpad Bajka~,  Hungarian Privatization and State Holding Companj 
Michael Ukleba, Georgian Ministy of State Property Management 
Victor Bodiu, Deputy Director, Moldovan, Department of Privatiiation 
Whether the privatization ministn employed the senices of an investment banker. and if so. how 
it was selected - competitive bid or negotiated contract 
> The criteria used to select the investment banker 
i Provisions of the investment bank contract and its scope of \vork 
> Other steps 

I Plenarv Session IV - Panel discussion exanlining the early stages ofi~nplententing [he 
privatization process 

1 5 0  pm Panel: The  Implementation Phase 
Panelists: 
Michael Ukleba, Georgian Ministy of State Proper@ Management 
Arpad Bajkay, Hungarian Privatiiation and State Holding Company 
Victor Bodiu, Deputy Director, Moldovan Department of Privatization 
Cvril Postel- Vinay, CCF 
Mado Vucetic, The World Bank 

I 

Selectine and Valuine Assets 
I Whether the investment banker had a role in selecting and packaging assets for 

privatization 
i Asset valuation methods: use of the valuations'? 

Plenan' Session V - Panel discrrssions on the process qfimplenler?ting rhe priraii:ario~l and 
negotiating the financial closing 

Marketing the Assets 
i Information Memorandum preparation and content- technical. financial. tax. and social 

policies. etc. 
i Pre-tender Marketing and blethods - newspaper announcements. international domestic 

conferences. visits 
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Prequalifving Potential Bidders 
i Process. selection criteria and timing and publicizing prequalification of bidders 
2 Minimum number of responses required to proceed? 

P Soliciting Bids 
i The contents and terms of the tender (draft buy-sell agreement. performance bonds. etc) 
i Where and how it was announced 
> Selection criteria clear? Price only? 
i Time frame given to bidders to prepare proposals 
4 Ability of respondents to conduct adequate due diligence 
i In-countv support provided for bidders due diligence 
i Process used to receive and record bids 
4 Process for communicatingiquestioning companies that provided proposals 
i Process of bid evaluation. who did it and how long did it take? 
i Selection decision - by committee. privatization ministry? 

3:00 pm Panel: The Negotiation Process 
Panelists: 
Arpad Bajkay, Hungarian Privatization and State Holding Company 
Michael Ukleba, Georgian Ministry of State Property Management 
Victor Bodiu, Deputy Director, Moldovan Department of Privatization 
Allan Walmsely, Managing Director, Csepeli Eromu Rt, PowerGen International 
Michael Scholey, AES Telasi 
Ignacio Ibarra, Union Fenosa 
Cyril Postel Vinay, CCF 

i Roles of government entities. Investment Bank. regulator. advisors 
> Process for negotiations 
i Proposed time versus actual time for negotiations 
> Resolution of special issues: 

o Labor issues 
o The use of performance based standards vs. specified future investment 

requirements 
o Tariff increases 
o Market power issues 
o Tax holidays and other incentives offered. if any 

5:30 pm Day Two Wrap-up and Adjourn 

7:00 pm Danube River Sightseeing Sponsored by United States Energy Association 

-- 
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THURSDAY JUNE 8,2000 - YBL Room, Grand Hotel 

9:00 am Conference Findings 
A summary offindings of the conference \t.iN be present. Conferetice participa~~rs will be asked 
to contribltte comments and questions to srinnrlate disczrssion. 

10:OO am Evaluations, Recommendations and Lessons for the Future 
Based on the previotcs presentation. the participants u.il1 assess.findings. propose concl~rsions 
and r-ecommendarions on what is needed-for s~rccessfulpo~ver privatizaarion reslrlri~tg in scrle o f  
assets to strategic internationa/ investors. 

12:OO pm Conference :ldjolrrn 
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