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The Power Sector Privatization Conference aimed to:

¢ Review and assess the results of power sector
privatization to date, and identify successful
approaches for future privatization in the region.

¢ Expand communication among energy and
privatization officials, utlity investors involved in
the region, investment bankers and international

financial institutions (World Bank, EBRD, IFC)

and disseminate the results of the conference. l ,SEA
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The World Bank

Energy Privatization in Central and Eastern Europe
and the Former Soviet Union
Political, Social and Technical Chalianges

Laszlo Lovel, Lead Energy Specialist
Europs and Central Asia Region

Conference on Power Sector Privatization
June §-8, 2000
Budapest, Hungary

Qutline

* Worldwide Trends in the Energy Sector

* Recent Developments in CEE/FSU

* Benefits of Competition and Privatization
* What Kind of Competition?

* ‘What Kind of Private Ownership?

* What Method of Privatization?

* Institutional Responsibilities

* Role of the Regulator

* Lessons Learned

Uhited States Agency for International Development // United States Energy Association
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. Worldwide Trends -- Qverview

* Vertically integrated state owned utilities are
being broken up and privatized (North America,
{atin America, Asia, Western Europe)

— The old rule: introduce private ownership into
generation/production first, preferably through
new capacity

— The new rule: start privatization at the
distribution level and then move to
generation/production

* More and more consumers can choose their
electricity and gas suppliers (North America,
Latin America, Australia/New Zealand and
Western Eurcope)

Worldwide Trends -- Overview (cont.)

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

* Power pools and gas flexibility mechanisms are
transformed into spot/balancing 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

United States Agency for International Development // United States Energy Association
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Recent Developments in CEEIFSU

A. In Central and Eastern Europe, requirements
associated with EU Actession are pushing
countries:

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

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

—To allow large consumers to choose their own
suppliers/producers

—To establish electricity exchanges

—To create small regional etectricity markets to gain
experience before the "big bang"” {e.g., Baltic states)

s )
Recent Developments in CEE/FSU (cont.)

B. In the FSU, the picture is mixed:

- Georgia, Moldova, Armenia have made good

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

Ukraine

—Russia, Kyrgyz Rep., Azerbaijan are considering
privatization of electricity distribution in order to
improve collection performance

—Overall, payment coflections and prices have
remained inadequate to ensure cost recovery

United States Agency for International Development // United States Energy Association
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Benefits of Competition and Privatization

* Efficient use of resources

* Pressure to innovate/modernize

* Availability of capital and know-how
* Good customer service

* Strong payment discipline

* Revenues for budget

4 Competition and Ownership

* Competition among entities with different
owners results in improved utilization of
equipment, materials, fuels and labor, leading to
lower prices and/or 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

= Competition without private ownership
produces little efficiency gains

United States Agency for International Development // United States Energy Association
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Private Ownership without Competition

* 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-optimat investment decisions, and costly
pail-outs by the budget and/or consumers

= Full benefits of private ownership wili not
materialize without competition

Regulation and Ownership

* Depoliticizing the regulation of electricity and
gas prices is a long and difficuit 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

= The integrity of the reguiatory process is
difficult to preserve without private ownership

United States Agency for International Development // United States Energy Association
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What Kind of Competition?

* Leveis of competition:
—competition oniy for the market {(notin 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

<0 Partial retail competition is the best choice at
this stage in CEE/FSU '

What Kind of Private Ownership?

* Privatization can help to ensure that the energy
sectoris

—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 ysed as a funding source for the ruting
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

United States Agency for International Development // United States Energy Association
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What Kind of Private Ownership? (cont.)

* When corruption among government officials is
widespread, ownership by managers/workers/
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

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

What 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 te 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 privatization

United States Agency for International Development // United States Energy dssociation
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Institutional Responsihilities

* 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 scheduie, and manage
process

¢ Inter-ministerial committee to ensure
coordination with Sector Ministry, Ministry of
Finance, Reguiator, 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 cross-ownership
(issue of equal network access)

—Describe market/network access rules
—Set minimum service quality requirements

— Stipulate stable, predictable methodology of
price reguiation that will attract private investors

United States Agency for International Development // United States Energy Association
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Role of the Regulator - During Privatization

* 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
confract:

—electricity pricing methodology
—service/supply quality requirements
—disconnection procedures
—temporary exclusivity provisions

— arbifration rules

<4 Lessons Learned

* Regulatory autonomy, basic market model, and right
to disconnect non-payers should be established in
the law

* Assats and liabilities shouid be ailocated very
clearly during unbundling to prevent disputes later

* Service/supply standards are more important than
investment requirements

* High minimum asset prices and investment
requirements will resultin high electricity prices

* Gas and district heat market model and regufation
matters for private investors in electricity

* Factors subject to regutation should NOT be used to
rank bids (but can be used to disqualify bids)

United States Agency for International Development // United States Energy Association
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Lessons Learned (cont.)

* Pricing methodology may need to be changed
“during negotiations with the winning bidder - be
flexible

* Investors need time to improve service
standards/collections - be realistic

* Privatization agencies need education in the
regulation of natural monopoiies and the
importance of competition

* Privatization in the FSU may fail unless

governments start taking their social protection
responsibilities seriously

=D If you don't succeed the first time, draw lessons,
make adjustments, and try again

United States Agency for International Development // United States Energy Association
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Av Privatization process

Overview of Privatization in Hungary

Miklos Andrasi

A’] Privatization process

* First phose:  Spontaneous privatization pnor lo political changes
« Second phase: Finding the way and means 1n the early mneties (1991-1994)
+ Third phase: 1995: privatization’s peak vear

= Fourth phase: Consolidation and the ongoing privatization process (1996-)

United States Agency for International Development // United States Energy Association
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AT

Sugation 0w high vovemiment decided 1o privatize the enenny industny -
Hiuh debt senice of Hungary

+ Process implementng market economy
« Old power plants, distnbunon network
-~ Imvestment nceded

» Need for new capaaty
~ Objectives of the Govemment

= [mplement market conditions o the energy industry i
"+ Reduce responsibilities of Government H
-+ Invite foreign capital to Hungary

= Income for the central budpet
.+ Increase efficiency, environmental protection of the energy industry

.+ Follow internauional trend (privatizatien and more competition in the energy
: sector}

o

based on government decrees of 1994-1995

A.J The main objectives for privatizing efectric power assets

»  Guidelines for privatization of energy supply companies
- First stage: sale to strategic partners avg. 47%
- Sccond stage: option to get majority role for stratcgit partaer followed by an IPO
+  Guidelines for privatization of power plant companies
- First stage: salc to gig p {avg. 34-49%) impoding capital increase an
them '
- Sccond stage: optian t¢ get majority role for strategic partner
< Guidelines for privatization of MVM R,
- First stage: 24% sale to streutegic partaer with an eption to get 3 further 25%+1
vote H
- Second stage: another 15%-1 voic to be sold [o strategic partners, the rest1o besold !
to retail investory and for compensation coupans i
o Introduction of preference share to protect state interests
«  Guidelings for open tender procedure
v Other Matters

United States Agency for Imternational Development // United States Energy Association
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A.] Privatization process of electric power sector between 1996-
1699

+ 1996
- Sale of shares  ¢mployees
- Sale of shares to mumcipalities

- Sale of shares of electnc distribution co s for compensation coupons {8%a of
registered capital each)

1997
- Grants in 0% share ownership of registered capital of ¢lectnicity distrbutionco s
and mincrity share of three power plant £o 5 to social security self govemment
- Sale of shares in ELMU and EMASZ for compensation Coupons,
- Sale of shares in Peesi and Bakenyl power plants to strategic panners
fe 1999

- Secondary offering of remaining stake in electricity disribution ¢o s at the capital 1:
H market ;

[

A.J Methods and techniques

Typical sale procedures
« Public and closed tendering, “\5
« Public auction,
+ Public bidding, r—
+ Public offering, , Didding
* Private placement
+ Contract for sale via stock exchange, _ -

L + [n exceptional cases: without cornpetitive bidding.

United States Agency for International Development // United States Energy Association
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] The role of advisors in deseloping strategy and conducting
A ’ e proauzation

Two types of advisory role:

- Advisors sponsored by Western European, the US Government,
and the EV

- [nvesiment bankers and other privanzation (¢ g Legal.
accounting) advisors working i rzal market conditions, wking part

; m determnng privatization siategies and possible schadules.

preganing the evaluations of ditterent compames

- A.] Social and labor issues related to privatization

+ Claims of municipalities in abolishing state ownership was based on:
~ Their aights as foundecs
~  Their stake in the land where the state companies were situared when
trapsformed into incorporated companies
- 25% of assets was due 1o them afier the privatization of electric power
SeLior companies

+ Compensation claims of earfier owners and these whose assets had
been confiscated by the State in the past

+  Claims of workers in the electnc power sector who were at 2
disadvantage due to privatization

United States Agency for International Development // United States Energy Association

WA



Proceedings of the Power Sector Privatization in Ceniral and Eastern Ewrope and Eurasia Conference

POWER SECTOR PRIVATISATION
CONFERENCE

ALLAN WALMSLEY

GENERAL MANAGER
CSEPELL EROMURT
POWERGEN INTERNATIONAL

6 JUNE 2000

PowerGen Organisation Structure
AN

POWERGEN

Robust vertically Leading, dynamic  Vertically
integrated international asset and integrated
utility businessin the g{lojed development  utility business
eSS based in K entucky
&VYirginia i

nginiegy ated dedliicily and gas husingsses

United States Agency for International Development // United States Energy Association
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POWERGEN IN 2000

*Generating output 47 TWh (16% of UK)
«Consolidated, ihtegfated UK position

«1999 Sales £3.746 bn’': (Buro 6.2 bn) o
*1999 PAT £0.720bn ... (Eu bn)

+Major US Acqﬂisiti_dn a'g'reéd.'_

6 GW internatic}nal 'projeét poﬂfoho :

+7,700 employees in _l,fK:and i.n'temationaliy

PowerGen International

Current investmen!
6 GW internationa

United States Agency for International Development // United States Energy Association
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Hungarian Market
* Market opportunity - a precondition

* Good track record over last decade
* Country Credit rating improving,
* EU accession planned,
* Inward capital investment highest in region
* Competing well for funds in the world

* A good position if maintained

* Conclusion - A long term high cest project in this
market at this time must be backed by firm
enforceable long term contracts to define cash’ -
flows. :

Hungary Acquisition

Potential to buy Csepeli Eromu Rt - public ufility
serving a defined industrial estate, South Budapest
Negotiations thru 1994

Acquired mid-1995 for Si0in plus exclusive right
to negotiate on a CCGT station on adjoining site

Csepeli Eromu Rt since extensively resiructured
Csepel [1 CCGT 389Mwe and 140Mwt

— PPA and financing concluded in mid-1998

— construction almost completed

— commercial operation due November 2000

United States Agency for International Development /¥ United States Energy Association
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Learning Points
FOCUS ON ONE OR TWo KEY ISSUES

PUT IN A STRONG TEAM AND DEVELOP A
PLAN EARLY

DON’T UNDERESTIMATE THE DIFFIC UL TIES
OF DOING BUSINESS IN A SECOND .
LANGUAGE R

ALLOW TIME AND PATIENCE:

Csepel [1 CCGT

* Plant
* 2 GE Frame 9E GT's
* 1 GE Steam Turbine
* { Aux. Steam boiler
* 4 Hot Water boilers

* CCGT mode
* 389MWe, 900 Wih,
50% efficiency
* CHP mode
* 3653We, 130MWth, -
63% efficiency

United States Agency for International Development // United States Energy Association 19
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Csepel II Project Structure

H PC i
Connection & - | ..
Qperation F

‘Malateance Contract

Csepel I Project Finance

80%> Debt

. 20% Equity

USD250m-

-

Long
erm

- Banks Gt
Credit Lyonnais - ar
Credit Swiss FB yoars)

United States Agency for International Development // United States Energy Association
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Csepel II Project Financing

The consequences of Project Finance are that
project cash flows must '

* repay capital.
* fund interest repayr_nents..."'- :.

* meet operating costs.

* provide retum to Investors.. -

Uinited States Agency for International Development // United States Energy Association
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Csepeli Eromu Rt
- The Basics

located an Csepel Island

Skm south of Budapese,
Hungary.

100% owned by
PowerGGen,

230 industrial and
catnmercial custemers
with s rrmover $13m pa

hot water supply to
11,040 domestic flats and
houses

300+ seaff

Csepeli Eromu Rt
- The Assets

43 MWeand 280 MWYth CHP
hish pressure “Sulrer™ boilers,
2 PTVM boilers, 5 turbines and
industrial water production
plant.
- 600 hm clectrical
disariburien network,
T2 eeansfonmer houses,
13 %aE steam network.
20 hm drinhing water
network,
- 20 km sewage network,
16 zas pressure stations
- 8 ki zas network,
48 ham road and street
tighting neinark,

United States Agency for International Development // United States Energy Association
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Csepeli Eromu Rt

Primary products are
hot water, steam and
electrical output
throughout the local
industrial park

plus supply of 170 MW -
of hot water for a
District Heating Scheme
to L1000 homes on
Csepel Ishand.

120 GWh electricity
supply and distribotion
Fuel Supply: LI Gus and
Heavy fuel oif

United States Agency for International Development // United States Energy Association
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]

Silk Road

Vitaly A. Lee

Budapest, Hungary

United States Agency for International Development // United States Energy Association
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AES is one of the largest power companties in
the world:

125 businesses in 16 countries
Generation: 44,000 MW
Distribution: 17 companies
54,000 AES business people
Market Cap: $21 billion
Phiced Financing: $8 billion
1999 Net Income = $377 million

AES people ure committed to a set of shared
principles/alies:

Integrity
Fairness
Social Responsibility

And “Fun”

United States Agency for International Development // United States Energy Association
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AES Silk Road Plant Locattons

s mt

United States Agency for International Development // United States Energy Association
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1996: 4,000 MW Ekibastuz GRES 1

— 35 year PPA with NES-KE, investment
obligations to upgrade to design capacity

— Lasted 2-3 months

— Now merchant plant

— 300 unreliable MW at takeover
— 1,200 reliable MW today

1997-1999: 1,300 MW Altai Power
—20 year concession for 2 hydros
-4 CHP

~ Management contract for one heat and
two electricity distribution companies

Electricity reform and denationalization

Strong power system

Rich hydrocarbon basis and fossil fuel base
Readiness to transit to market economy

Strong local expertise and technical knowledge

Challenge to make a difference

Belief in the strong future of Kazakhstan

United States Agency for International Development // United States Energy Association
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Technical and financial conditions of the
assets required specdy privatization

No vision or structured program leading to a
discrepant process

Full information available

Improvement in the process each year

Now Government has a detailed privatization

plan for remaining distribution companies
with the help of an international advisor

Backwages and social payments

Social and communal ¢ntitics (schools.
kindergartens, etc.) were imposed on new
OWNCIS

Post-Sovict legacy - overstatfed entities.
nceessitating a reduction of personnel
through Voluntary Severance Selective
(long. hard but beneficial in the long term)

Trade unions and personnel development

United States Agency for International Development // United States Energy Association
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Antimonopoly Agency (AMA) in fieu of truly fund
Independent Regulator

Fierce competition in generation drove

wholesale electricity price down, GenCos are g
no longer regulated

Transmission and Distribution are monopolies

-

Inefficient & unstable tariff setting regime

Tariff methodology which is not conducive to

effective investment _ -

Recent movement toward more stability by

AMA e
ind
w
ki

Government of Kazakhstan privatized 80% : i

of generation, roughly 40% of distribution

Major power sector reform has occurred w

Key to non-payment - REC privatization
Key to cffective REC privatization - shift to _
a stable tariff methodology which allows el
positive investment flow

Independent Regulator

Kazakhstan Electricity Association - voice
of the industry

United States Agency for International Development // United States Energy Association 29
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PRIVATIZATION FOR THE RESULT AND NOT JUST FOR ThE PRIFATIZATION"

MINISTRY OF STATE PROPERTY MANAGEMENT OF
GEORGIA

PRIVATIZATION OF LARGE-SCALE

STRATEGIC ENTERPISES

Ministry of State Property Management of Georga

MAIN OBJECTIVE:

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

@ ATTRACTION OF STRATEGIC INVESTORS

® MODERN MANAGEMENT

® ATTRACTION OF INVESTMENT

@ FOUNDATION OF TECHNOLOGICAL INNOVATION

b

United States Agency for International Development // United States Energy Association



Proceedings of the Power Sector Privatization in Central and Eastern Europe and Eyrasia Conference

.
ggtk Mimistry of State Property Managerment of Georgia

ACTIONS TAKEN BY THE GOVERNMENT:

& POLITICAL DESIRE

& ADOPTION OF LAW ONTHE SECTOR

& ELABORATION OF THE PRIVATIZATION STRATEGY ON THE SECTOR

® ESTABLISHMENT OF THE INDEPENDENT REGULATORY COMMISSION

@ ESTABLISHMENT OF THE WHOLE SALE MARKET IMENERGY SECTOR

® TRANPARENCY

# SELECTION OF INVESTMENT BANK THROUGH THE TENDER

® PREPARATION OF INTERNATIONAL TENDER BY ASSISTANCE QF
INVESMENT BANK AND EXSPERTS

& ASSISTANCE ACCEPTED FROM THE INTERNATIONAL INSTITUTIONS

® (WB. [MF. USAID. EC. EBRD. ¢tc)

® HIGH SKILLED TENDER COMMISSION

@ Ministry of State Property Managerment of Georgia

PROBLEMS REGARDED PRIVATIZATION PROCESS:

® COMPETITION ON WORLD INVESMENT MARKET

@ TARIFF ISSUES

® PROTECTION OF SOCIALLY UNSECURED POPULATION
@ DENTS ISSUES, INCLUDING WHOLE ENERGY SECTOR
@ SITUATION IN REGION

® ECONOMICAL SITUATION

@ ACCELERATION OF PROCESS CAUSED BY BUDGETING
PROBLEMS

@ POPULISM AND DEMAGOGY

United States Agency for International Development // United States Energy Association
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i ~
’:_g,?\ Memery of State Properly Varagamert o Swega

PROBLENMS ARISEN IN ENERGY SECTOR BEFORE
PRIVATIZATION:

& DEFICIT QF ELECTRICITY

& CORRUPTION

& PROBLEMS CONCERNING COLLECTIONS

& DEBTS

& LACK OF MANAGEMENT

® LACK OF INVESTMENTS

& LACK OF THE NEW TECNOLOGY

® PROBLEMS OF POPULATION {Expenses for wood, gas and for
other heaters. also for feeders and cables )

.@ Ministry of State Properly Maregerrent of Gaorgra

PRIVATIZED ENERGY UTILITIES:

@ “TELASI"ELECTRICITY DIiSTRIBITION of TBILISI
(PRIVATIZATION, 370 000 CUSTOMERS)

@® "GARDABANI" TPP UNITS 9 AND 10
{PRIVATIZATION, 600 MW)

@ “KHRAMI 1" & “"KHRAMI 2"HPP
(25 YEAR MANAGEMENT RIGHTS (112.8 AND 220 MW)

United States Agency for International Development // United States Energy Association



Proceedings of the Power Sector Privati=ation in Central and Eusiern Europe

(ﬁé} Mirratry of State Property Management of Georgia
RESULTS AFTER PRIVATIZATION:
& END OF CORRLPTION
® DEBTS GROWTH WAS STOPPED AND PART OF THEM
WHERE REPAID
@ THE PROBLEM OF ENERGY DEFICIT WAS SOLVED
® IMPROVEMENT OF FEES COLLECTION BY [NVESTOR
® ISSUES CONCERNING ECONOMY OF ELECTIRCITY
® EXPORT & RE-EXPORT OPPORTUNITIES ARE IMPROVED

@ TAX PAYMENTS AND COUNTRY 'S INCOME [S INCREASED:

® ENERGY-CARRIERS ARE BEING PURCHASED BY
INVESTORS

® SECTOR REHABILITATION PROCESS CARRIED OUT BY
INVESTOR

® USAGE OF NEW CREDIT RESOURCES TO IMPROVE
EXPORT POTENTIAL UTILIZATION

@ Ministry of State Property Managerment of Georgia

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

@ 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

und Ewrasic Conference

United States Agency for International Development // United States Energy Association
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A E S TELASI, TBILISI,
GEORGIA.

" AT e -~

Colin Denny

Reglonal Manager, AES TelaSI
' smmzeoo&wa oL

‘i‘i t g Pohtlcal desnre and wnll to sel!

-

-

Georglarr power sector sala

U o) -

2 “Hands off”’ ap_proach to electricity
business by government

R Responsible regulatory authority
4 = Impartial information:memorandum by

~ advisors Merrill Lynch

4 Prior KZ experience drove AES to bid
for a distribution company

PAS

United States Agency for International Development // United States Energy Association
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ris T - ™ -
.- E «
parss

- s Effective control and majority ownership
= Strong government support for sale

% Comprehensive Sale and Purchase

k agreement ’ '

Informatron memorandum drawn up by

~ impartiai advisors Kantor /Merrill Lynch-

- .. = Prior experience drove AES to bid for a

g distribution company:

" Georgian power sectorsale

s Assets purchased
% m All-wires and equment wuthm the
;:3_ ' busmess area, 110 kV and down

ﬁAppropnate parts of 110 kV system
oy Over 6/10 kV system satlsfactory
P . s6kVand 0.4 KV in poor condition,

‘ overloaded -and subject to faults

T HBKV/ 0.4 kV Transformers subject to _
frequent faults, fuses bridged-.causing -
failures of cables and transformers .

United States Agency for International Development // United States Energy Association
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- Assets purchased

- i Loss of heatnets created system

overloads, creating demand that
exceeds the design capacity

- # 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 demands

3

’

., Assets purchased

ot A
ped

- @ Buildings for staff and equipment

included about 1,400 transformer
structures .

- a Transfer of all Telasi property still in

process

" 2 Vehicles and equipment generally in

need of replacement

United States Agency for International Development // United States Energy Association
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The prwatlzatlon processf -

@ Vendor clearly wanted to sell
} o Infqrmatuon memorandum adequte
% The sale and purchase agreement is
_ the foundation of the privatization
Sy process _
= Good access to system and cooperatlon '
from Telasi and Gov't

4 Long negotiations necessary to meet - ’
needs of buyer and-seller .. - - .. -

-

. - S h -

wm——— T — L RTINS

_ : - Me_terlng inaccessible
** - 2 Meters missing or damaged
= Disconnections difficult ,
o Disconnections running at 2,000 per
day, 5,000 customers targeted, 2,500
pay immediately

= |llegal connections frequent
T ow Fraudulent meter readings

~ DAY VA T e * s
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junction box

. disconnect

¥

Apartment:

A difficult

Sy

” T
pabel 13

R

Social.and labour issues

-t Georgian law allows for redundancy

under business reorganization
1 Redundancy payments are defined by
- Georgian law

" m Telasi had not paid wages regularly for.

some time before AES takeover

* = Back wages were paid under terms of
AES acquisition

- Wages were very low at AES takeover

United States Agency for International Development // United States Energy Association
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SOClaI and Iabour lssues

" Telasi empioyees had lost morale
% 1 Non payment of bills.created impossible :
. working conditions at Telasi
s Lack of funds led to Telasi people being
unable to get materials for maintenance
= No computers but a TV in most offices

7

Socral and lapour lssues

g Serlous health & safety wolatlons
27 several deaths each. year; actual n
" numbers not known

¢ wu Telasi staff numbered 2 200 at

L0 acquusatron ‘

" % Serious over-manmng and need for

-7 reorganization

% Improved payments l:éises need for .
employees initially, . -

United States Agency for International Development // United States Energy Association
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Banking and engineering
..~ - . relationships
-+ EBRD provided letters to AES for
support at time of offer to vendor
= 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
engineering consultants prior to offer

) -

"L = Telasi management cooperated well

-

’,,_'Té!asi' inf_pnﬁati_pn aVéHab"ifY

R S - -

. = Assessment of system condition could
 not identify full extent of problems
- % = System data not adequate in
- information memo
+ Asset condition not detailed nor extent
of neglect understood

@ Extent of winter power availability worse
- than expected; 50% of demand only-

1]
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: Telas: rnformatton avarlabrhty

Yo Collection informatlon not accurate

= Sowet cash accounting records, no
accruals or |IAS '

= No central customer list - actual number
of customers and total debts not known

# Collection and billing process subject to
fraud

% Labour laws reasonably effective and
clear

Telasr mformatron avaﬂablhty

L m Soc:al and economlc mformatron from
many agency reports _ _ ‘
“u Power shortages created frequent
outages in Tbilisi distorting economic:
situation and growth éxpectations

United States Agency for International Development /7 United States Energy Association
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i L ;1@Wne§$hib

< 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

-

L-.,
- serve”
% & Agreement fo install new residential and

e

< lnvestment commitments -

" = Investment of agreed amounts of
2~ money into the system each year

- = A commitment to the “Obligation to

bulk metering systems to improve

-~ payment discipline

United States Agency for International Development // United States Energy Association
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Fmance

Com Ma;or iender is EBRD / IFC who have
agreed to provide $60, 000,000

< AES must meet stringent EBRD Iendlng
conditions -

T —T "

Operatlonal needs
Constructlng bllimg process
Rebulldlng customer list

. Establlshmg bill delivery process

..Re creatmg accounting process

Bulldmg system operatmg management

. process

" Collection management process.
Introduction of environmental procedures

o . o . . .
IS R e . Fo . T ‘20
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" AES TELASI -

End
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REPUBLIC OF MOLDOVA

5B

PRIVATIZATION OF THE
ELECTRICITY SECTOR

Power market already re-structured along
internationally accepted guidelines

» Resource providers

* 3 CHPs (privatisation launched in March 2000)

+ IPP (Sugar companies, already private)

+ Hydroplants (to remain state-ovwmned)

« Imported supply (Romania, Ukraine, Transnistria)

+ Transmission

» Moldtranselectro (to remain state-owned)
Distribution
+ Three areas, North, Central and South {the latter 2 were

privatised in Febreary 2000, the northern area ware-launched
in March 2000)

+ Independent suppliers (privately owned)

United States Agency for International Development /f United States Energy Association

46



Proceedings of the Power Sector Privatization in Central and Eastern Europe and Eurasia Conference

Today’s structure of the power sector

Resuwene Provider
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Main data on the distribution companies in 1998

RED RED  HED RED RED
Chisinau  Centru  Notd  Nord-Vest  Swd
Tetal Populallon BT T O 710 e s s
n Senvice Arca
PR
Customers ATMY N00x 165510 165219 162350
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A sound regulatory framework already in place '
]

= The Law on Electricity (1998} defines the respective roles
of
+ the Government (Dep. of Energy, Moldiranseleciro)
* the Regulator (the ANRE)
» the electricity companies

* The Regulatory Agency - ANRE - was set up in August,
1997 (Gov. Decree)
* Electricity Sector
+ Thermal Energy Sector
* Natural Gas Sector

The Electricity Law ensures the independence of the
Regulator

* The Regulator’s - ANRE - budget is defined according to
the Law and approved by the Government

= Directors of ANRE are appointed by the Government for 5
years

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

« ANRE presents annual report 1o the Parliament and the
Government.

United States Agency for International Development // United States Energy Association
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(==
it

The Regulatory Agency has well defined tasks and -
duties
e Licensing o
& Tariffs
s Promotion of Competition in the energy markets
™
¢  Protection of consumer rights and interests
i
... and rights: '
o
+ Controls the observance of the conditions stipulated in the
licenses.
e Suspends or terminates the licenses. s
» Enforces the principle of minimum costs.
*  Approves rules and regulations to insure the performance
of licensees duties in the most efficient way. H
+  Exacts fines.
e Reviews licensees documents concerning regulated
activities.
-
-
"
bt
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The Regulation on Licensing was passed in 1998,
since then ANRE has issued licenses to power
companies

e 13 independent Electricity Supply Licenses:

* 5 Reguiated Electricity Supply Licenses;

* 5 Regulated Licenses for Distribution of Electricity;

* 4 Licenses for Production of Electricity at Reguiated
Tariffs:

¢ 1 License for Dispatch Activity:

* | License for Transportation Activity

Tariff methodology for the sector defined by ANRE

*+  Based on pass through criteria for distribution and
generation.

* lIncluding calculation of expenditures plus a reasonable
profit for the operators. -

= Allocating expenditures and profits between electric and
thermal energy production in combined heat & power
plants.

*  Aimed at promoting reliable supply of eleciricity at
reasonable costs as well as efficient utilization of 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

United States Agency for International Development /f United States Energy Association



Proceedings of the Power Sector Privatization in Central and Eastern Europe and Eurasia Conference

Major tariff adjustments have already taken place

v BTSN B hgerdudt tanmumare g AN oarimen

Tanff increased to 5.15¢/kWh tn March 2000
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Moidova’s power sector heavily relies on 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 frorn Ukraine, Romania and Transnistria.
s DBut, new projects are currently being contemplated.

United States Agency for International Development // United States Energy Association
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Power market rules to encourage competition i

» Power Market is composed of 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 ar¢ currently elaborated and will be
approved after public hearing.

« Customers are not permitied to sign direct contracts for the
delivery of power.

Privatisation
Well under way and heavily supported by 1Fis

+ 3 of the 3 Discos privatised in February 2000 to Union
Fenosa of Spain
= Purchase price . USD 25mn
+ Committed investments; USD 60mn over 3 years
= Mew tariff methodology negotiated
« Tender for the northern distribution package re-launched
on March 7, 2000
» Gencos to follow untii September 2000
+ Announcement of Gences privatisation on March 7, 2000
+ EBRD to co-invest in Discos

« World Bank Group to provide finance and guarantees.

Ay
[
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Switi
s
[
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 b
2 years
« Technical investments (new cables, etc.): more limited in
scope and mostly over years 3-5 . i
u
i
had
) : o
Reasonable tariff and state-of-the-art tariff
methodology
+ New tariff methodology negotiated with ANRE
« Allowed retum based on return on investment
+ Tariff period 7 years
sl

+ Year | is a transition period with review at year end
leading to a new tariff based on actually achieved costs

» Starting tariff 5.15¢/kWh, revision after 3 months 10 enable ‘
pass through of actual power purchase price and loss levels b

+ Any shortfall due to inadequate provision for operating
costs in first year tariff to be recovered through the tarift
over the rest of the tariff period
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Privatisation to Union Fenosa: Tariffs

« Tariff will 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 cost indexation linked to inflation and other
factors and subject to deduction of a cost efficiency
factor

Next steps

« Privatisation of the remaining 2 distribution companies
— June targeted for transaction closing

« Privatisation of the Combined Heat and Power Plants
— Experienced management company required for
Thermocom and Thermocomenergo, the heat
distribution companies
— 70% of the shares {blocking minority at 33%} for sale
— Transaction closing targeted for July

United States Agency for International Development // United States Energy Association
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& UNION FENOSA
-

@ UNION FENOSA

PRESENCIA INTERNACIONAL

.
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ION FENOSA

A CONTINUOUSLY GROW]

ASSETS

BUSINESS ENTITIES

l' RESGURCES I ! CORPORATNE '
M T

P v g s T MANAGEMENT ;

i FROFESSIONAL ! mnummt‘ : " INGUSTRY, MINRG
'{(.EENE?A.TION! !“DISTI‘R.IBUTION__ T TSERVICES ¢ 1, INVESTMENTS * | TELECOMMUNIATIONS] 1o sl erhre |
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FENOSA

SOLUZIONA

15022

HIGHLY TRAINED PEOPL

1895 1996 1997 1998

MAIN DATA FOR THE FINANCIAL YEAR 1999

HBUSINESS FIGURE (MPl1as.)
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E

199%

TORMATANLL FECHNGLOGY 2
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RESQURCES STRATEGE:
GRS

R AN,
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& UNION FENOSA ACTIVITIES ENVISAGED FOR THE YEAR 2000

e ———r s i T O —

INTERNMNATI ijAL INVESTMENTS

DEVELOPING PROJECTS;
AFRICA MSE GHANA (80 W)
SOUTH AMERICA CONECTA (GAS URUG.), STO. DOMINGO (180 Mw)
EUROPE MOLDAVIA (753.000 CUSTOMERS)

PREPARED PROJECTS:
GENERATION
ASIA SAUDY ARABY
AFRICA MCROCCO, KENIA
SOUTH AMERICA MEXICO, ECUADOR, COSTA RICA, URUGUAY
DESTRIBUTION
ASIA VECO PHILIPPINES
AFRICA TANGER, TETUAN
SOUTH AMERICA EMELEC-GUAYAQUIL, NICARAGUA

& UNION FENOSA

THE BASIS OF THE GROWTH

United States Agency for International Development // United States Energy Association
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& UNIONFENOSA

REPUBLIC OF MOLDOVA
PRIVATISATION OF THE ELECTRICITY SECTOR

\\\\\\\\\\ \\\\\\‘&x‘ \

@

;.,\

&\ * - \ \'-:; \\\.\‘ v \
\\ &

\\ \W\\\i\\\ \\ \ %‘\ \‘Q“* s

& UNIONFENGSA

DU RMARRETAHAE W RESTRUC T RE D AIQONG
INTERRNAT A N ARG TR CH R NS

) ¥3 CHPs {to be privatized first hatf of 2000}

¥ PP (Sugar companies, already peivata)
* Hydroplants {to remain state-owned)

¥ Imported supply {Romanta, Ukraine, Transnistria)
Transmission System
Moldtransalectro {to remaln state-owned)
Distribution

Three arsas, Horth, Central 2nd South (the latter 2 wers privatized in
Fabruary 2000}

Independent supplisce {privately d)
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& UNION FENOSA

Remuice Provide v

Trananisuen Systdn
Bhomitubib

Distviburicn
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& UNIONFENOSA

MAdN DT O T DI BTRIR TN COMANES

RED RED  RED RED RED
Chusnau  Ceatru Mord  Mord-Vesr  Sud
- Tocal Populmion 00 990 720 FE) 3
e in Servico Aros
C0001)
Customere 207029 310000 265.51% 165219 162550
Energy 1254 4 535 334 03
Dismbutod
(GWh + metered
e CORSURPHAR)
e Sales (000 58,174 22093 23,689 151335 13362
- usDy
Y% of ealos o 3 5% 6% 1% 389
randeanal
CRLtoMmeIs
Gross (L308)  (N0L8) (6.339)  (A.798)  8.958)
Profit'floss}
Teghnical Losses 51 1038 150 190 1z
&)
Tommercial 08 43 194 w2 @Y
Logses (%)
Smployees 513 1327 e 509 a0
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& UNIONFENOSA

PRIV QA TION; wedliundes: way andiheawly suppasteeiby 1Fls

On 7th of February, 2000 3 of the 5 Ristribution Compardes wera
privatized to Unien Fenosa

Purchase date: 22nd of February 2000
Puschase price © USD 25mn .
Commitied investments: USD 60mn over S years

« New taritt methodology negatiated with ANRE, modon 21 dlldl
2000 and published in “Monitorul Oficial™.

The CCF acted as a Govemement cofrsulting bank in ﬂn m of
privatization,
« It was a tegal and honest process,eficiendy managed by the W
of Privalization of Moldova Republic,
+ This process was deeply guided and overseen by EBRD and ths Waorkd
Bank. -

& UNION FENOSA

Proposed investment plan: S100mn over S yems
. Committed investmenta:  $60mn

T Main focus of investments:
» new mefering (o reduce ccmmercm'!olsa
>magjor replacement programme in first 2 years

- Technical investments (new cables, etc.):
»more limited in scope and mostly over
year 35
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& UNION FENOSA

By the time when the three enterprises RE Chisinau, RED Centru, RED
Sud have besn purchased they were in a very bad financial situation:

heirlg the Stmlh and tha Center for more than7 years -

Look for new power suppli

Recommence the relations with the suppliers broken alang of
accumuiated debts

‘ To contnbuta to the capital of the' thras etwntks up o the..

installation, substa
maintenance pian
. Start up the Management Improvement Plan: implementation
the systems OPEN SGC, SGA,SIE,SGO
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Power Sector Privatization in the Republic of Armenia

By David Vardanyan
Minister of State Property Management of the
Republic of Armenia

Dear Ladies and Gentlemen — Conference participants,

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

Overview of the Power System of the Republic of Armenia

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 MW)
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 resistance 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 km, 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 manufacturing,
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:

e to attract foreign investments into the power sector in support of i 1rnprovements and
modernization of assets whose costs can not be covered out of the state budget or out
of the profits of the sector itself; '

e 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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s to prevent further accumulation of debts and to promote the solution of problems
related to debts accumulated to date;

+ 1o assist in the modernization/upgrading 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 Privatization (Privatization Process Schedule)

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 privatization process, 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.

. & v o & O

The content and time schedule of preparatory activities and the agencies responsible for their
implementation are established by the Resolution by the Govermment 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:

e 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;

United States Agency for International Development // United States Energy Association 69



Proceedings of the Power Sector Privatization in Central and Eastern Europe and Enrasia Conference

e enterprises which are called upon to provide for the requirements of the general
population in a certain sphere;_ '

e 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 aiready
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:

e 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.);

o 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;

e consultations pertaining to the negotiation of the contract for the purchase of shares;
and _

e 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 US$100 million.

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

AES Silk Road (USA)

ABB Energy Ventures (Switzerland/Russia)
Electricite de France (France)

Union Fenosa Acex (Spain)

el e

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 current laws and regulations which set forth ownership
relationships, property rights and corporate management arrangements.

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

1. The restructuring of distribution system facilities, including:
e the recommendations coricerning 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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e 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;

o the clarification of the relations between the employees and the labor unions;

e 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;

o 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 of privatization,
and, in particular, it:

s 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.

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

¢ 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

» 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 concemned
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 Approeaches: In the process of preparation for privatization, 11 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:

e 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 US$160 million for the four
companies;

o the European Bank for the Reconstruction and Development has expressed interest in
acquiring up to 20% of shares in each of the distribution systems;

e 5% of shares in each distribution system will be offered for sale at the stock
exchange;

o 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;

e 20% of shares in each distribution system shall be retained by the government. The
possibility of the Government of the Republic of Armenia 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.

United States Agency for International Development // United States Energy Association , 74



Proceedings of the Power Sector Privatization in Central and Eastern Europe and Eyrasia Conference

Leoniya Kalnichenko
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 facilitie$ infrastructure, substantial
social sphere facilities, etc., had undergone restructuring. As a result of this effort, the following
entities were created:

e 7 power generation companies: Energoatom, on the basis of five nuclear power
plants, four companies with large organic fuel power plants (Dniproenergo,
Donbasenergo, Zakhidenergo, and Centrenergo), as well as two companies with
cascading hydroelectric power plants on the Dnieper and Dniester Rivers
{Dniprogidroenergo and Dnistrogidroenergo);

e 27 power distribution companies, to match the number of political subdivisions: in
the Autonomous Republic of Crimea, in 24 oblasts 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;

¢ acompany 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 settle 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

United States Agency for International Development // United States Energy Association 75



Proceedings of the Power Sector Privatization in Centrgl and Eastern Europe and Eurasia Conference

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;

o 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;

e participation in the competitive bidding for share packages shall be open to pre-
qualified strategic investors with power company management experience;

o 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;

o 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.

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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0.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 whose
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
further development of market mechanisms and modern 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. 911, “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 mputs 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 (blenergos 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 was
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% + 1), Rivneoblenergo (50% + 1),
Zhitomiroblenergo (50% + 1), Sevastopolmiskenergo (45%), Mikolaivoblenergo (45%),
Khersonoblenergo (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 Oblenergos
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 unfike
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 further 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
legisiation, 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 weli-managed large-scale
privatization of medium and large enterprises in Ukraine.
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Power Sector Privatisation n Central /
Eastern Europe and Eurasia: Results and Future Plans

DIRECTIONS OF POLISH ENERGY
SECTOR PRIVATISATION

Budspast, Hungary, ki 8 - 8, 2000

GENERAL AIMS OF POLISH ENERGY SECTOR PRIVATISATION

Privatisation processaes, which have been Implemanted throughout the entirs
transtormation pariod in Poland, sim 4t

+  improvement of management in privatised entites

= [ncrease of competitivensss of companies on domestic and foreign markets with the
view to the unification with the Eurcps and giobak

= deveiopment and strangthening of the domestic capital market

Currently the Polish snergy sector consists of three subssctons:

+ genarztioc: 17 power plants, 33 GWY of instalied powsr capacity, 101 Tt of ysarly
production

» transmission; 1 company, PSE S_A; T50kv - 114km, 400KV - 4552%m, 2205V - T8b4km,

10KV - 2Tem
« distribution: 33 companies; <110kY - 506 0%6ian
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STRATEGIC OBJECTIVES OF POLISH ENERGY SECTOR PRIVATISATION

strategy:
= Consumer protection by creating a free energy market

+  Maintenance of ensrgy security ¢f the Stade

realms of integration with tha European Union
» Optimisation of social security of employeas of the sub-sector

+ Optimisation of incoma from privatisation

There are rﬁllowing primary strategic objectives of the Polizh energy sector privatisation

= Cresation of an appropriate capltal base for a rational level of investment within the

POLISH PRIVATISATION EXAMPLES {heat generation plants)

ELEKTROGCIEP: OWNIA KRAKOW S A - FIRST POLISH COMPANY FROM ENERGY SECTOR
WHICH WAS PRIVATISED .
ELEKTROCIERLOWNIA JKRAKOW® 8.4, i

1, T kdivatry of Sute Traasury received seven offars for sequiving EC Krakdw n 1998
2. Thise potectialinverors were chosen in 1599;

- Constal Power

+ Runa

. of pobwtinl Attba baginreng of 1997
4 EOF obtavwd axclushily fof negotistions

5. Ministry of Stv Treatury 3ig E6F in Sutsber 1997
8. Transaction wan completed in kay 1598, EdF scquued S5% staha in EC Krakdw

Transaction: .
1. Trarsaction v YD TN mitien 3. Price par 1 KW ot + kAl usp 787
2. Prica par share us0 248 4 Prics pac 1 W (WNe) USD 3154
mvestor Obligation

5. EdF b obbed b £4hg USD § Millon on madernization of tw company
| 3 e 1 b by by USD
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POLISH PRIVATISATION EXAMPLES {power preducers}

ZESPO, ELEKTROWNI PATNOW ADAMOW KONIN S.A. - FIRST PRIVATISED POLISH
POWER STATION vy

{ ZE8POL ELEKTROWN PATNOW-ADAMOW-KONINS.A. |

Schadute

12.09.1997 - pudc inwtation to negotmnans
24.10.1997 - Nata a1 Powdt, Kondorgjumt EUm, Cal Entigy inc. and AES Elcirc LIQ Datdud tha stabimunafy ofiers
3 1998 - Natoral Faver 1nd Koasorcjum Efkirm (which conists of amang others, Cal Enigy Inz, a3 Miarsicy of State Trewsury agread)
Made i olfars AES walrdtur ot (e procass
2009 :m-n.mn.wm?.eu-mu tha axchuaivey for negotstians wnd than withdtaw Irom URRSACLON. |3t DHOMS Sigreng BN 3gHAMEl
OT.01.195% tal d bty fel
30.03, 1959 - SRning privatanlion sgrasmam
30.09.195% - Transaction wes gompleted Elekinm took avat 20% stake in ZE PAK 5 A

~awr LR

Transaction

1. Tranasction vaha USD 87.% malion 3 Prica par § KW (WAl kWY uSsD 13236
2. Price par shara us0esg A, Price par } KW (kWed USD 16054

Investor Obligation
H % Elektien i obhoad 1o maka vva gmants vorh USD 1 biliang wathan nexl 13 years i

| 2 Evktrimisreaurad 1o Incranse aqucy by USD 100 mtions ! e
{3 Eoebarim n obbgrd b rauvs 3t chpat Gined Tren saling company a5sats ;

POLISH PRIVATISATION EXAMPLES (powsr producars)

ELEKTROWNIA M, TADEUSZA KOSCIUSZII $,4, - POLISH FOURTH BIGGEST POWER
STATION IN TERMS OF INSTALLED CAPACITY

Elektrownla im, Tadousza Kodsluszhl w Potadou 3.4 1

Schadule - |
. Miustry of Stale Tea nsury iovited potential invesiors lo de folisticns in August 1969

2, Drtadthng lof making binding oere wes sl for 4.10.1999 :
3. 3hont im, that was created in Octobar 1999, consisted of such poterral invesors us: Tractebal, AES. Esgtam Powsr and Erargy

S, Privetsalion Sgreseit wis Higasd on 604 2000 .

8. According Yo signed sgreamant Tractebal took aver 25 % stake plus ane share in Elitiownm Polaniec w
1 Ewra 87,6 2.9 milion) 3. Prics per | W USD 180.38

2. Prics par share o SOUSD 45}

1. By the snd of 2005 nvestments wil amourt ko st east Eue 43 milkon and by the erd of 2010 = Ews 336 milon

2. ivesior will incran e equity by Euro 61.8 milion within 2 - 2.5 years
3. Employess have guarsntee of smpioymanl for tha next 10 yeas1. Thay will also gl privatisation pramium
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[ ]
THE IMPORTANT ELEMENT OF THE POLISH ENERGY MARKET VALL 8E POLISH POWER
EXCHANGE, WHICH IS OWNED PARTIALLY BY THE STATE TREASURY AND PRIVATE
COMPANMES
.
| Polish power sxchangs swnership structuny:
| The State Treasury (30%) GZE S A (energy distribution compary, 6%)
) | Endessa (10%) Energa S.A_ [tnergy distridution company, 5%)
=™ { Elektrim S.A. [10%) STOEN S.A {energy distribution comparry, 2%)
* Polish Power Grid S, (10%) ESeiirim Vort {Tour wnargy Sistitators, 1%)
i Warsaw Stock Exchangs (10%) Bargen Energii {1%)
DEL Opele (power plant, 7%) Polish Railways (1%)
| ZE PAK (pover plant, 6%} DM Penatrator SA_ {stockbrokar, 1%}
i
|l The company was ragistered in December 1999 after the 4 months tender procedure |
| organised by the Ministry of State Treasury, On May 24%, 1999 the Supervisory Board of }
Power Exchange S.A. aceupted the first vearsion of the Trade Regulations. The first
i ! transactions are planned for the end of June 2000
i S #
it
-

HEAT GENERATION PLANTS PRIVATISATION

. Zaspdi Eitrociepionnt Hybaste SA w Gdakeiny
i omef Tha Ministry of State Tressury hatthe 3houbd bk 3w 1 Aane 2000, Curranty i
ﬁ &wmnﬂclmmShunmmm[mEf-G@)-nubﬂmdhww
The detsied regotation of the $ocied DaCKEge wih. th wOrENS MFEMNTITW S had bedn fnadssd The dethis of e
cetract 308 Uit vanfication g Spptoval process by both pirdes

Elektrodiepiownia Delons Gors S.A.
Tha Mindstry of Stade Transury sdsuimers Bl the prastoation BJreeent shoukd be s by B end of 20007
baginning 2001 The prvatisston salagy has not baen decoed yot

Tioe Minsatry of Stath Testiuey axsurmis Il P priatssion S5rwerant shoukd ba 1gned i the second el of Txs
Yoo, The avahuation of the Dolrtiel rvesions oiers whe st Snmasnsd K $3 ivitston Dubinned nASL wil be
mhm
Dekireciopioenia Tycly S.A
. hwwmm—amdbjmﬂxmm Tha Mavstry of Stale Trkdsucy by scoacied sl
. i-lx feperts. The sirdtegy wit be decaied N Jone

The Ministry of Stats Treasury assumes that i the naxt few years 3 to § companies (from this
subsector] will be privatisad annually, so that the heat genecation plant privatisation process
could be finished In 2002

s e 0

-

-
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i
POWER PLANTS PRIVATISATION
™
Lignite Mine Beict W P pl &
In Apfit 2000 The Miaisty of State Treasury finished the privalisation advisor selaction -
process for Kopalnia Wggla Brunatnego Beichatdéw S.A. lignite mine and Elekirownia
Salc.haluwSA {tha hrgast ngmte»opera!ed pawar plant in Poland, 4,320 MW), which should
make their privati tble in 2001 (] duction of ihe same sirategic investor or bisting
en the Warsaw Stock Exchange) Tha advxsor for the privatisation of both companies has just
been seiected
e
Seuth Energy Company
The p dure for the consolidation and futurg privatisation of *South Energy Company S$.A."
has been accepted by the Ministry of State Treasury. This company will consist of Jaworzno
1ll, taziska, Halemba, tagisza and Siersza brown coal power producers. The consckdation )
will start in Juna and the privalisation advisor for this group should be selected in this year. u
Tha markel potential of this group is significant and it will have the big impact on Polish
anecgy market in this regian. New carepany will opaeata about 4 500 My
Sie 11 ]

ENERGY DHSTRIBUTORS PRIVATISATION

Staskie Zakiady Energetyczne S.A. H
Process of tha 58RO and hagotiations with the potentis) vesiors for GZE S A, i Giwice Snouk be fnalised in the
3Q of 2000. The contract o the sale of 25% shares is planned for 40 of 2000, GZE S.A. is the biggas! singhe povwer
distributor with app. 8 % of Polsh market

The group of 8 distributors {EDCs) form North.West Folend

Tha pfivatisation advisor started its work in May 2000. The draft reports are planned for the and of August 2000. The
approval of the reports is planned for the 3Q of 2000. The exact privatisation siralagy and the sancuncament of the
negoliation procass for the potentiat investors 18 planned in the beginang of 4Q of 2600. The who'e group of these
companies {Koszalin, Stupsk, Energa, Olsztyn, Efblag, Torut, Kalisz and Pleck) will avéntually be sold a3 a one
packaye. The sale of minonty package of shares is planned for 10 of 2001

STOEN $.A,
The grocess for the salection of the advisor for STOEN S.A. in Warsiw has just starte. The sale of the fiest paciege of :
stuaned will taks place not aatlier Bran in 2Q of 2001 -|

The group of 4 distributors form South-Esst Poland:
The process for the selection of the advisor for B group of 4 eneigy distributors in South-East Poland wik start 10,
Thekr privatisation is planned for the second half of 2001

Privatisation of Polskie Siec Elektrosnergetycine S.A, (Pelish Powar Grid} will begin in 2002 W

Soe 12
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CONCLUSIONS

Privatisation procedurs is aimed to be as ciear as possible and it
should ensure an oppertunity to anyons to participate in this process if
the requirements of the Ministry of State Treasury are met

Privatisation through Invitation to negotiations shauld give an Investor
a sufficient lavel of confid that privatisation process will be run
Fansparently, 0 that investor |y abie to Invest safely new capital

Energy Law, which is compatible with EU directives and the
Indepandent ragulator {URE) created falr condiions for investors on
the Pelish energy market

Poland belng one of the most attractive markets in Cantral and Eastern
Eurcpe creates promising prospectives for eneigy sssior compartios
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POWER SECTOR PRIVATIZATION IN ROMANIA

Dr. Eng. Nicolae Liciu
Ministry of Industry and Trade
L 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 Brussels.

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 property, 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 retiability and fulfiliment of post-
privatization objectives (infrastructure modemization, 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 strong 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 modern management, penetration on third markets.

Recovery of 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 country 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 wiil 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. 138/2000 regarding the further development of
restructuring process in CONEL (Nationa! 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. 365/1998,
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: $.C. termoelectrica-S.A., 8.C. Hydroelectrica-8.A. and S.C. Electrica-S. A.

II. 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
fegal 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, 11 thermal plants and 6 smali
hydro-power plants, spread over the whole country.

At the 31% of December 1998, Termoelectrica 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 t/h for
steam and 18,200 Geal/h for hot water.

The age of these units is as follows:

-0 -5 years 6%

-6-10years 10%

-11-20years 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. | GW which had to be decomeissioned 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 regards, the relationship between the entities within CONEL,
Nuclearelectrica and other independent producers and the end-users as well;

- governtment suppoit 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 imporiant 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 smalf 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% of the 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 own
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,
Termoeletrica 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 conceming 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 2 power and heat generation company being
under the direct state control,

As regards this power plant category, the option to attract private investors is Termoeiectrica capitalization
by issuing stocks to be sold, but maintaining the state control as a majority shareholder, in a first stage (less than 2
years).

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

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

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

IL Further Restructuring Process and Attracting Private Investors in Hydro-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 TWh'/year 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 legisiation a procedure BOT with “sunk costs.”

Also, 2 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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MAIN PRODUCTION OF PRIMARY ENERGY

Year 1998 in % regarding

Year 1997
| Total | Production | Import Total _ | Production | Impont
- - physicai units -
Coal (thou tonnes) 29990.4 26124.3 3866.) 76.8 773 73.7
Crude Oil {thou tonnes) 12126 4 6286.8 5839.6 25.0 96.5 93.3
‘| Natural gas (Mil. m¢ 15°C) | 18664.1 i14008.9 4655.2 93.3 922 96.8
Hydroelectric energy. !
Nuclear-electric energy and
imported electric energy
{Mil. KWh) 25365.3 24184.1 i181.1 105.9 105.6 113.8
Imported petroleum
_products (thou tonnes) 2715.1 - 2715.1 69.4 - 69.4
- thou tonnes conventional fuel (equivalent coal 7000 keaVkg) -
Resources total 55100.7 35108.8 199919 88.7 90.4 85.8
out of which
- Coal 9530.0 7229.8 23002 75.9 76.7 73.7
- Crude oil 17064.5 8719.8 8344.7 95.0 96.3 | 935
- Natural gas 21538.0 16184.3 5353.5 93.3 92.2 96.8
- Hydroelectric energy.
Nuclear-electric energy and
imported electric energy 31200 2974.7 145.3 105.9 92.2 113.8
- Imported petroleum
products 37526 - 3752.6 69.4 105.6 69.4

ENERGY ELECTRIC BALANCE

Mil. kWh
Year 1998 Year 1998 in % regarding year 1997
Resources — total 53666.5 52,2
Production 52485.3 91.8
Import 1181.2 113.8
Destinations — total 53666.5 922
Qut of which
- Final consumption 46213.7 90.8
* economy 37657.8 89.0
o public lighting 397.7 1130
* population 7858.2 99.8
- Own technology consumption in
networks and substations 67374 104.0
- Export 715.4 87.5
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INVESTMENT PROJECTS PROPOSED FOR FINANCING

TO POTENTIAL FOREIGN INVESTORS

Cod Remaining investment
project Domain company Name of the projects Project costs updated by MIT.
Order No. 16/2000 (in Dec. 98
rates) - M USD
Total Of which
external sources
123 | CONEL SA Cucuresti High voltage conversion
Production, transport and | AC/DC/AC “BACK TO BACK”
distribution of electricity | type in the 750/400 KV Isaccea
system production and substation 7 :
production and transport
of the thermal energy
92 92
1.24 CERNA RIVER ~ Stage 11 VAJA '
DAM and CLOCOTIS hydro
.| power station
Completion of construction 75.4 75.4
1.28 SURDUC - H.P.S. NEHOIASU
hydro power station
Completion of construction 425.6 425.6
1.29 STREI - SUBCETATE hydro 207.5
power station
Completion of construction 207.5
1.30 RUNCU - FIRIZA hydro power
station
Completion of construction 58.7 58.7
1.31 RAUL ALB hydro power station
_ Completion of construction 200 200
1.32 BORCA POIANA TEIULUI
Completion of construction 126.7 126.7
1.33 COSMESTI MOVILENI
Completion of construction 242.8 242.8
1.34 CORNETU ~ AVRIG
Completion of construction 285.8 285.8
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Appendix {
INSTALLED POWER IN ROMANIA AT
01.01.1999
- according to the UCTE methodology -
MW
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
II. H.P.P. 5964.2
IIEL N.P.P. 706.5
From the total: 17570.9
a) National Company for Electricity (CONEL) 15879.0
from which:
* In condensing power plants 6190.0
* Combined electro and district heating power - plants 3755.0
* H.P.P. 5934.0
From total termo CONEL: 9945.0
* Coal - fuel 5934.0
* Hydrocarbonate - fuel 4011.0
b) Sel-producers: 585.4
from which:
* Hydrocarbonate - fuel 555.2
c) LP.P.: 1106.5
from which:
* N.P.P. 706.5
* Combined elctro and district-heating power plants . 400.0
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Appendix 2
TRANSPORT AND DISTRIBUTION LINES
- 1999 -
Tension - kY Length - km
750 : 154
400 4392
220 3641
110 17996
1-60 : 119884
under 1 168342
Total: 314409
STATION AND SUBSTATION
-1999 -
Tension - kV No, Capacity - MVA
750 1 ' 2500
400 21 14563
220 46 16453
110 367 37720
160 64671 ' ' 23968
under 1
Total: 65606 95204
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Ministry of Industry & Trade
Department of Energy
Electricity Regulatory Authority

NATIONAL POWER COMPANY

National Nuclear Company

Transmission operator

System Operator Branches:

Commercial Cernavoda NPP
Operator Fucl factory

Investments

Branches

TERMOELECTRICA

Comp.

*  Generating
company with
thermal power HYDROELECTRICA Comp.
plants ¢ Generating company with
Subsidiary of the hydro power plants
National Power Subsidiary of the national
Company Power Company

Figure 3: Electricity sector structure after the first restructuring stage

ELECTRICA Comp. .
. Distribution Nuclear Regie for Nuclear

company Activities
Subsidiary of the
National Power
Company

Several companies for
support activities
. Studies, research,

design, engineering
Maintenance and other
services
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“One never notices what has been done,

one can only see what remains to be done.”

Marie Curie
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F POWER SECTOR PRIVATIZATION

IN CENTRAL/EASTERN EUROPE AND ELRASIA RESULTS AND FUTURE PLANS
udapest. June 6-R. 200

PRIVATIZATION IN THE
ROMANIAN
POWER SECTOR:
A CORPORATE POINT OF VIEW

Razvan 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
“I’aquis communautaire™ and having successfully completed the
main structural adjustments;

+ The electricity market will be part of the EU internal energy market,
a market dominated by competition and cligible customers;

» The majornity of the generation, distribution and supply activities will
have to be carried-on by private businesses, not by state-owned
companics,

+ Significant activities in the power sector will belong to the private
international group of companies {mainly from EU)_, nowina
frantic process of repositioning, M&A;

+ Trading and risk management will represent key knowledge assets
for successful companies in the power sector
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Main strategic objectives for privatization and
capital investments
+  Till 2005 an important part of the power activities must be carried-
on in privately owned companies;

« To atiract 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 secior,

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

+ [PP’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 MEDIUM TERM ECONOMIC STRATEGY

Ii DEVELOPMENT
STRATEGY OF THE
ENERGY SECTOR

MARKET
LIBERALIZATION
poLICY

PRIVATIZATION
POLICY
T

T - : e . f

l v +

- SECTORRESTRUCTURING STRATEGY . "+~
b - e

OWNER'S POLICY ON BUSINESS STRATEGIC
o er Cﬂbﬁ:&\:ﬂg"- STRATEGY OF THE AUDIT
CHANI PERFORMANCE ‘ COMPANY
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UPS AND DOWNS IN THE REFORM
PROCESS

+  Inthe last years energy policies have been marked by oscitfations, fragmentation and
disputes; the reform has alternated in periods of stagnation and pertods of slow
progress: several political syndromes:

+ In consequence the legal and institutional environment. despite many progresses. is
s1ill incomplete and unstable;

— Example: the first dralt of the electricity taw has been elaborated in 1993 we
might end probably the year 2000 without a proper law, discussed and approved
in Parliament, from the Emergency Ordinance no. 63/98;

+  Fora long time privatization has not been contemplated as a true priority:
+ Corporate strategies have been “captive” to political decisions:

+  Electricity a slow paradigm shift: from “2 sacred mission™ to “trading 2 commadity ™

A corporate reality

+ Inacompiex and shifting environment, it has been very difficult for
RENEL/CONEL to develop and properly execute corporate strategtes
and business plans;

— Many projects have not been kept in budget, time and performance indicators;
+ In fact corporatization is a welcomed but late discovery;
+ Inthe last two years, CONEL has faced several problems, difficuities

and even crisis, both internal and extemai;

— An identity crisis;

— A management crisis;

— A market and cash-flow crisis;

- A communication crisis, both with authorilies, clients and mass-media:
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MANY STAKEHOLDERS

+  Political parties and trade unions;
.+ State authorities: GOR, MIT, MOF, SOF, local authorities:

»  Regulator: ANRE -
+  Customers: captive and eligible, industrial and residential.

«  Employers associations, NGOs,

+  Foreign and local suppliers for the indusiry:

+  Potential investors, foreign and focal;

+ Execntive management;
«  Employees and their trade unions;

PRIVATIZATION
IN THE ROMANIAN
POWER SECTOR

«  Different values and perceptions;
+  Different understandings and interests;
+  Different policies and positions;

o Level of concentation; low;
+  Probability of conflict: high;
+  Level of lobbying: high;
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CORPOR.-\TE PERFOR\‘I.—\VCE =

A CLEAR. COMPLETE, COMERENT, AND STABLE
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Privatization: an oppartunity for corporate performance
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Privatization: an opportunity is not a certitude;
dilemmas still exist;
a certain number of conditions must be met
Market liberalization and privatization; rebalancing the two processes;

Privatization: a last resart to crisis or institutional construction; the big difference:
credibility impacting on 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 sitting ducks™ for foreign competition on the
internal market;

— Justified costs and transactions costs;
How much restructuring before privatization?
How to gain the confidence of clients, employees and trade unions?
Significant improvements in 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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Wonssmiin Burey Ormcy

SITUATION IN WH GOVERNMENT DECIDED TO
PRIVATIZE THE ENERGY INDUSTRY:
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THREE BASIC APPROACHES OF REGULATQRY

PROCESSES (1)

IN EACH REGULATORY APPROACH TKERE SHOULD BE &
BALANCEIN:

+  COMMITMENTS OF “FAIR® REGEIMTORY PROCBSS (SAFETY
OF PRIVATE INVESTORS)
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chmmny APPROACHES: - N
+ ' US-STYLE: PUBLIC UTILITY COMMISSION ~
(NOT TOO DETAILED LEGISLATION; STRONG AND
. AUTONOMOUS PUCs, WHICH REALLY REGULATE < -
TRANSPARENT DECISION-MAKING raocr:sm

LR R ICY R AL CILA NN

. rmmmunv \EMOCRACY; C.
TIGN; REGULATION THRO)

it ) GED}
i -

Proceedings of the Power Sector Privatization in Central and Eastern Europe and Eurasia Conference

United States Agency for International Development i/ United States Energy Association

109



Proceedings of the Power Sector Privatization in Central and Eastern Europe and Eurasia Conference

2 a&mn;’: BRAMATICAL PRICE mcmsss-: CAL
TROLOFPR! ESE‘ITING e AT

KA EXTREY D4

United States Agency for International Development // United States Energy Association

110



Proceedings of the Power Secior Privatization in Central and Eastern Europe and Eurasia Conference

m

HUNGARIAN APPROACH OF REGULATORY PROCESS

* MIXTURE OF DIFFERENT BASIC REGULATORY APPROACHES
~* " CONTINENTAL LAW - DETALLED LEGISLATION BUT ON THE OTHER
HAND VERY DETAILED LICENSES ISSUED BY HEO

R " LACK OF REGULATORY {UI‘OE\OW, FREEDOM, SET BY LAW (NO .
PRICE SETTING) & HEQ CANNOT SET RULES

+ HIGH INFORMAL REGULATORY POWER

+  LICENSES WITHOUT PRICING RULES

+* RESOLUTIONS OF HEO (LIKE LICENSES) COULD BE CHALLENGED

- REGULATORY PRACTICES PICKED UP FROM OTHER COUNTRIES
WITH DIFFERENT REGULATORY APPROACHES (PUBLIC HEARING,
ERICE CAP, QUARANTEED SERVICE, CUSTOMER SATISFACTION .
_ MEASUREMENT, ...)

+ MULTLPURPOSE “REGULATOR" FOR GA.S. ELECTRICITY, DISTRICT -

_ HEATING; ONE PERSON
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DIFFICULTIES IMPLEMENTING REGULATORY PRACTICE OF

THOSE COUNTRIES WHICH HAVE MORE EXPERIENCE N

MARKET ECONOMY, DEMQCRACY, PRIVATE !NVESTMENT

AND ATION
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AMENDMEN‘!‘ OF THE LICENSES (N
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TIMING OF NEW REGULATION
FOR MORE (:om EIITION

- HOW TO OPEN THE MARKE’I’
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Players in the new Hungarian Electricity Model
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Public Service Public Service
Wholesales Supplier(s) Public Service
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Elactricity Supply chain in the new
Hungarian Electricity Model
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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 government 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 carried 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 purpose of attracting such investors that we are so painstakingly
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 bit of work has Seen accomplished toward carrying out
the process of power companies privatization. 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 the 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 unsuccessful attempt at power distribution entities privatization, one can say that we
have managed to channel the process in the direction of the positive.. 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 partners -
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 implementation 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 utifize. 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 naive to count on privatization being an effective instrument in the transition to a market
economy. If the situation in the country were to change 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-ievel which would enable the
creation of adequate conditions for the effective implementation of privatization I mean,
first and foremost, the following:

o 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 rev1tallzmg 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 pnvxleges and benefits and the determination of the sources
of their financing; and

- e The streamlining of power market 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 privatization.

An uncoordinated, fragmented approach to the laws and reguiations 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 of 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, asa
consequence, both the state and the power companies do not obtain a fair share of funds 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 1nd1v1dual 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.

1 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 at
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

Prese:meq’ to USAID Forum:
Power Sector Privatization in Central/Eastern Europe &
Eurasia: Results and Future Plans

Presented by:
Fraser Mormison
Deloitte Emerging Markets Group

. Budapest, Hungary
M’%’W June - 9, 2000
)
Outline

* Privatization Objectives
» Power Sector Frameworks

* Tender Management
— Investment bank tender
~ Distribution company tender

» Barrier Management
+ Government Decision Makers
+ International Privatization Participants
« Results of Privatization Programs
mﬂCont_zlusions
o
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Privatization Objectives

The objectives of the Ukraine/Moldova power privatization are to
expand the application of democratic free market principles in
the EE/NIS; These objectives are driven by the donors and key
Ukrainian and Moldovan government leader. Key objectives
are:

+ To promote ransparency and international standards in the bidding,

regulatory, and market operation process to increase competition and
maximize the market’s value;

+ Tosupport t¢gal, regulatory, and market reforms in the power sector that
will in¢crease cash collections, commercial viability, and the value of these
assers,

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

Delboitte Touche
Tohmatsy
A

Power Market Frameworks

Moldova Ukraine

« Population: 4.5 million »  Population: 50.5 million

+  Capacity: 318 MW »  Capacity: 54.000 MW

«  Power imports: ~ 70% +  Power imports: > 3%

+  Power sector originally vertically + Power sector originaily verticaily
integrated; now unbundled into integrated: now unbundled into
3 Gencos, Moldtranselectro, and separate 5 Energos,
5 Discos; Energorynok, and 27

+ Independent regulator: ANRE. - Oblenergos;

« Transnistrie capacity ot include such that + Independent regulator: NERC

pasrer from Transniteia s regarded 43 bported .

Deloitte Touche
Tohmatsy 4
a
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Ukraine Wholesale Electricity Market

| POWER GENERATING COMPANIES
ILLECTRICTTY, 208 C 1)

MOLDOVA POWER SECTOR STRUCTURE pvvm——
Dwcitun Tongoe Martwts. - Haveh 18, 2000 | ey
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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

to strategic investors.

Deloitte Touche
Tn!umtw&

Privatization Framework Issues

+ Resolution of differences between domestic and
international best practice tender processes;

* Prioritization strategy: tariff minimization versus
investment/debt 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.
. Tutumtsua , -
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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

[ Bank contract signhing

shortlisting peocess has been not pant of Uktimian reputations has present a
r difference to reconcile with internahonal tender procedures

2

. 4 e+ e & ¢ " e

DeloitteToshmtract signing
Tohmatzy

Tender Management: Discos

Technical due diligence
— engineering
— environmental
- sogial
Financial due diligence
— legal owmership
- financial statements
Information memorandum preparation
Bid evaluation criteria & process definition
Shortlisting process implementation (not in Ukrame regulations)
RFP preparation and issuing
Data room preparation
Bidders' conference and road show orgarization
Bid acceptance and evaluation
Winning bidder negotiation

P4
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Barrier Management

+» Identification of kéy batriers 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 donor/Gol or
GoM roundtable meetings.
Deloitie Touche
FA]

Privatization Barriers

« Power market and privatization legal/regulatory framework

— legai: new draft wholesale electricity market law; privatization and
tender process legal framework

— regulatory: NERC/ANRE market rules, licensing, and tariff policy,
tender process regulations

— financial: transit account policy
+ Financizl/Economic management
— restatements of Disco financial statements
— debt restructuring and assumption
~ bankruptcy law consideration
— ftransparency and efficiency of Ukrainian Stock Market
— Disco share trading and liquidity
privileged consumer subsidy management

Deloitte Teughenon-payments problem resolution
Tohmatsy

1

[A
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Privatization Barriers (continued)

« Contractual legal framework

- investment bank & investof contract negotiations

- conflict resolution & intemational arbitration
* Property ownership

- transfer of state shares from GoU ot GoM 1o private ownership

- right of way access for power kine maintenance & metering/billing
+ Pubiic education & training

— energy sector workers

— power ratepayer
- Discog management
- policymakers
Deloitte Touche
Tohmatsu 2
J A

Ukrainian Government

Decision Makers
+ President ’

» Cabinet of Ministers
+ Verkovna Rada Committee for Fuel & Energy Complex
« State Property Fund (SPF)
» National Electricity Regulatory Commission (NERC)
+ Ministry of Fuel & Energy (MinTopEnergo)
+ Anti-Monopoly Committee
_+ State Commission on Securities and Stock Market
Deloitta Tevche
b

i
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UKRAINE GOVERNMENT DECISIONMAKERS
IN THE POWER SECTOR PRIVATIZATION

: PRESIDENT
! L oonid Kugtumia

o ixpiefthonomy |
Cabinet of Ministery
Vikiot Yushchenko from o m e e

PrumeMunsier

h 2

L ]
Firs Yice-Premier
Yun Yekhanurey
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i 1Fusl & Energy Comaleny
L

|

1
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Ministry of { Ministry of Ministry of State Propeety
Finance | Fuel & Energy Economy Fund
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Moldova Government
Decision Makers

* Prime Minister & President

+ Presidential Advisors on Privatization
+ Tender Commission

* Parliament Committee on Privatization

+ Ministry of Industry & Energy
-~ Department of Energy

+ Ministry of Economy and Reforms
- Department of Privatization
* ANRE. regulatory agency
Beloftie Toucke '
Tohmatsy
n
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International Privatization Facilitators

* Power Sector Task Force (Ukraine)

* Power Sector Working Group (Moldova)

* European Bank for Reconstruction & Development (EBRD)
* World Bank

+ U.S. Agency for [ntemational Development {USAID)

* European Community (EC)

+ USAID legal. regulatory, market. and privatization advisors
— Deloitte & Touche, privatization adviser
— Hunton & Williams (Ukraine). Hagler Bailly (Moldova)

« EC TACIS advisors
- Commerz Bank, Flerings. BNP: Banexi {Ukraing)

* Investment Bank: Credit Suisse {Ukraine). CCF (Moldova)

Deloittz Touche
Tohmatsu 7
A

Donor Role in Ukraine Oblenergo Privatization
Power Market Due
b GoU&SPF | - -~ Diligence
Framework \\ ' AID: DY T
Management Lo Rl pa'
K AlD: -
Contract legal | .. lunton& Willian Shortlisting
framework ol
) - Communi RFP
Property b N Issoing
oot | —
- ‘ : Bid Evaluation
Pubtic | & Contract Neg |
 Education -
Deioftte Teuche .
M g Priratization Facilitsiors Tender Management '
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Moldova Results Achieved

« 3 Discos were sold to Union Fenosa for $25 million in
February 2000 with promised investments of at least $70
million over 5 years,

+ Union Fenosa from February to April has improved
reliability from about 12 - 15 hrs of 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 [9th and 12th respectively.

+ 8 international investors shortlisted for Gencos, 3 for

Deloitie Todgig ©0-
Tnhmlsua

Moldova Privatization Of Discos (Phase 1)

Schedule of Event
>Contract signed with the Investment Bank
Credit Commercial de France . May 31 1999
>Tender Annguncement ] . August 2 1999
> Press Conference in London
for attracting expresston of interests & bids - August 10 1999
>§ pre-qualified bidders September 10 1999
>3 bids submitted finally November 21 1999
>Union Fenosa announced as winning bidder December 7 1959
>Negotiation with Union Fenosa December 7-February 7 2000
>-Contract signed with Union Ferosa
for purchase of 3 discos February 7 2000
Beloitta Touthe
Tt . , o
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Deloitte Towahesssary for privatization.
Tohmatsu

Ukraine Results Achieved

Seven Oblenergos privatized in 1998 via aver the counter stock sale
rather than to strategic investors: this approach is generally viewed by
donors as not being the way to continue;

GoU commitment to a schedule for privatization to strategic investors
established in law and within the RADA, Council of Ministers, and
the State Property Fuad (SPFY,

Investment Bank. Credit Suisse, contract with SPF signed and starting
to implement the sale of the first 7 Oblenergos with bids due by
November, 2000; Second Investment Bank tender for remaining i3
Oblenergos to be announced in June:

Donor community and the Gol working closely to address range of
issues from short-term cash collections to overall market reforms

o

Deloitte Sache
Tobmatsy

Ukraine Oblenergos to be Privatized
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Conclusions: Critical' Requirements

« Confidence in the power market has had to be established
through a sufficiently clear legal/regulatory framework.
regulator authority. market rules. and investment framework;
Investors are able to work within various power sector models:
what is important is that they have some certainty of the model
structure and accepted laws & regulations in Moldova and
Ukraing;

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

« Marketing to investors through a well-prepared information
memo, press coverage, and road show has been needed to
W elop investor interest in a region with high risks and
ejariorating economic conditions,

Conclusions: Critical Requirements

+ Due diligence: Key areas of due diligence were financial
restatements, land surveys. asset boundary clarification:

+ Privatization Advisory Support, the ability of the 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

sage to the GoU and GoM regarding power sector and
Tehmieayatization priorities. ]
fA)
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ARPAD BAJKAY
ADVISORS AND OWNERSHIP
STRUCTURE OF THE HUNGARIAN
ELECTRICITY SECTOR
ADVISORS
FINANCIAL - 7 SCHRODERS
LEGAL - STIKEMAN, ELLIOTT
ACCOUNTANT - DELOITTE & TOUCHE
TECHNICAL - ESBI
DID THEIR BEST

- «TRANSLATION» OF POLITICAL INTENTION IN FINANCIAL AND
LEGAL TERMS

-STRUCTURING INFORMATION MEMORANDA

- NEGOTIATIONS WITH INVESTORS FROM MANY COUNTRIES

- SYNTHESIS OF NEGOTIATIONS

- OPERATIONAL EXECETION .
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OWNERSHIP STRUCTURE OF THE HUNGARIAN
ELECTRICITY SECTOR OFFERED FOR SALE
COMPANIES _ SHARES OWNED BY '
MUMRI COAlL MUNICIP APY Ri
Bakonyi ERt. 56 ) e vt T YT
_Buduapesti ERL iu - %4t X 4i &9
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Privatization of Electricity
Companies

The Implementation Phase

Selected Issues

Vliadislav 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

United States Agency for International Development + United States Energy Association
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Pre-privatization Activities

+  Legal and Regulatory tramework developed
+  Industry structure: unbundled. corporatized. assets detined

+  Competition policies stated: retail? Fuil/partial” When (af the
earliestfiatest)?

+ Market structure and rules: at least basic principles set ~ trading rules.
responsibilities for balancing market, system services —although could be
evolving

*  Privatization strategv adopted and endorsed by parliament and government

+  Management of the privatization process organized. responsibitities and
procedures defined

+ Iavestment advisors in place (marketing, legal. accounting, engineering)

Marketing

+ To investors:

— Demonstrated and sustained political witl and cemmitment - the best
marketing tool

— Working in problem-solving rather than problem-creating or excuse-
looking mode

— Advertisements, direct contacts, presenations, etc. impontant, of course

+ To the public:
—Set the right expectations - m many of the countries, eleciricity business
is not profitable

— The largest benefits are avoided costs of progressive sector decline,
worsenring electricity shortages. constraints on cconomie devetopment and
impact on well-being of people

- United States Agency for International Development // United States Energy Association
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Pre-qualifications

+ Credible. proven strategic investors

* Long-term commitment (o the industry — experience.
assets. performance

« Demonstrated financtal. technical. and managerial
capability

» Successiul operational experience and performance track
record In managing comparable assets

+ Financial statements audited by reputable independem
auditor

Bid Solicitation

+ One-stage or two-stage bidding {“technical” proposals,
financial proposals)

+ Evaluation criteria should be clear. both to establish the
“technical”™ responsiveness and for ranking bids

+ Two stage bidding

—The first-stage {“technical™) proposals should not contain
ranking elements

—More complex to manage: confidentialiny and faimess
more ditficult to presene

United States Agency for International Development ~ United States Energy Association
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Elements of the “Technical”
Proposals

+ Tarifl proposals (if taritfs regulated)

« Performance commitments (loss reduction. collections.
reliability of supply/availability of production assets)

"+ Business plan
— investment plans
— environmental performance

- labor plans. including training

Investment vs. Performance
Requirements

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

+ Performance requirements:
— should drive the investment plans
—should be realistic

» Investment needs could be indicated (not required) in physical
terms as part of IM

+ Investors will invest. if environment is right

United States Agency for International Development -7 United States Energy Association
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Bid Ranking Criteria

+ Cash price should be dominating. if not sele ranking criterion
* Other: incentives to bid for less attractive packages

* Do not include in the ranking criteria the clements which are
regulated: they can and should be used 10 accept or reject bids

+ Do not use debt or other liabilities for bid ranking

Schedule and Sequencing

» Long enough to allow orderly process

+ Short enough to limit the period of uncertainty and use of
resources and time of peopie involved

s Prequalifications — bidding: 3-& months

+ Bid Evaluation: I month. but could be shorter or longer.
depending on the number of bids

» Negotiations: 2-3 months

~» Stant with distribution. but then could be mixed
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Some Pitfalls and Open Issues

= Respounsibitities and rights of parliament. government, privalization
agency. 1ender committes. regulator

+  Division of assets (33-/1 {0-kV network, land and structures)

+  Assignment of liabilities. role and rights of creditors, broader sector
tabilities (apart from debts of entities being privatized)

+ Too tew bidders
+ Rejecting bids because of low price

+ Too prescripuve and inflexible privatization law ~ lost market
opportunities

»  Conditional bids (accenting bid requirements subject to conditions)

0

Main Message

» Privatization can be done right first time, assuming:

+ Political consensus and commitment, proper
planning, preparation, and execution
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+ Privatization of existing companies/assets to
strategic investors

« Open, transparent, competitive tendering,
which protects confidentiality of bids. and:
- should lead to successful and defendable outcomes

- isthe least prone to abuse and corruption {real or
suspected)
- 1s publicly most acceptable

United States Agency for International Development . United States Energy Jssoclation 142
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ARPAD BAJKAY
TENDER RULES AND
EVALUATION PROCESS
TENDER RULES
OPEN —— CLOSED
ONE ROUND ——y TWO ROUND
- EXTENDED
NE cc\;iigln oN - CONDITIONAL BIDS?

R, —
o EXTENDED EVALUATION PERIOD

45 dayy + 30 days

ELIGIBILITY OF APPLICANTS
- agreemeenl 1o conlidentialin
- technical conditions
- financial conditions
RESTRICTIONS ON SUCCESSFUL TENDERERS
SINDIVIDLALS £ 2
-CONSORTIA < 3
- AGGREGATE CAPACITY < 1100 MW
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PACKAGE OF SHARES TO BE SOLD

S0% + i vote - * majority
25% + I vote ¥ qualified minority
DECISION: ~ 18%
TIME ==2% ¢ | vote
. g .
12/31/1997

SOPHISTICATED SYSTEM OF AGREEMENTS

PURCHASE & SALE
SHAREHOLDERS' *  ALLOCATION OF MANAGEMENT RIGHTS
CALL »  SHARES FOR50% + 1 vote

backed up by
SHARE EXCHANGE
CALL OPTION 2
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ARPAD BAJKAY

PRIVATIZATION - THE
NEGOTIATION PROCESS

METHOD
JUSTIFIED BY THE PRACTICE

INFORMATION MEMORANDUM
INCLUBDING

DRAFT PURCHASE AND SALE AGREEMENT

¥

NEGOTIATION

AMENDED DRAFT

v

BID
FINANCIAL BID
BLSINESS PLAN
INITIALLED PSA

EASY AND TRANSPARENT EVALUATION '
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ROLE OF
THE EXPERTS OF ELECTRICITY SECTOR

INDUSTRY COLLABORATION IS CRUCIAL
- PROVIDING MATERIAL FOR INFORMATION MEMORANDA
- COOQPERATION IN DUE DILIGENCE

APV MVM
. . ADVISORS:
W T e FINANCIAL
PROSPECTIVE  * COMPANY < LEGAL
BIDDERS = INPRIVATIZATION 4 ACCOUNTANCY
e TECHNICAL

BODIES OF THE GOVERNMENT:
MINISTRY OF INDUSTRY AND TRADE
MINISTRY OF FINANCE
MINISTRY OF ENVIRONMENT
HUNGARIAN ENERGY OFFICE
TRADE UNIONS

o~

EMPLOYEE ISSUES
- OWNERSHIP OF SHARES

- ISSUES IN PURCHASE AND SALE AGREEMENT

collective agreement (3 vears)

-

salary increase (3 vears)

welfare assets

-

retraining

" - GOVERNMENT - UNION AGREEMENTS
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TIMING
OF ELECTRICITY PRIVATIZATION

December 7, 1994 Gov. Resolution
July 2, 1995 Advisory Agreement
Juty 31, 1995 Notice

October 9, 1998 Info Meme
November 30, 1998 Bids

December 8, 1995 Signing

December 21, 1995 Closing

July 4, 1996 Remaining
Septemnber 12, 1996 Generation
December 23, 1997 Companies
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EXECUTIVE OVERVIEW OF
RESPONSES TO SURVEY ON PRIVATIZATION

popalar”

ownership of

vnergy sector
issels?

duc 1o reguler
payments for
the power

supplicd by
them

" The information in this matrix gocs only (o past privatization cfforts in Ukraine. Going forward, Ukr

strategic investors,

cleetricity
market and
formation of
reluted

CTENErEses e

rchabilitation
and expansion
of the
enterpnses

Questions Armenia Georgla Hurpgary Kazakhstan ~ ' " Moldova Poland "Komanta Ukraime™
Tevel ol Privatuzed Privatized Privatized Prvatized Privatized Poland’s planis to™ | Privatized Pavatized (partial
Privatization 13 generation 4 generation 6 generation 37 generation 3 distribution privatize all 17 4 generation
companies plants (2 thermal lants lants companies power plants, 19 State-owned companics parily
What number and 2 hydro) » distribution distribution combined heat and | Currently all. rivatized 66-85 %
ol generation, | State-owned 10 distribution companies companies State-cwned ';OWcr plants, and | Privatizatton will tongs to the state)
disiribution G power plants, | | companies istribution 33 distribution commence October | 7 distnbution
and transmission State-owned State-owned companies and companies by 2002 | |1, 2000, companics mostly
lransmission company, | State-owned transinission 17 generation and 3 CHP and to begin the rivatized (25-33 %
companies dispatch generation company (MVM)} | plants ] scheduled for rivatization of the longs to the state)
have become company with lants {all hydro) | 2 generation 5 distribution rivalization in olish Power Grid 2 companies partly
rrivatized? the Single Buyer gl regional plants companies 3000. Company (the rvatized (51-60 "%
hat number | functions and’'d | distribution transmission Transmission transmission longs to the state)
remain state- distribution companies company company is not company) in 2002. 17 minor companies
owned? companics, scheduled 1o be rivatized (65-75 %
privatized, longs to the state)
| company managed
by the municipal
board (Kievenergo)
State-owned
3 companies (hydro
and nuclear) 100 %
o belongs to the state
Whal was/is & aliract « enforce rational | e altract ® income lo  introdice * consumer = attract financial Al the first stage of
the objective investments state policy expericnced budget tinancial protection resources 1o the privatization
of the power & tmprove upon foreign * select strategic discipline and | » energy security sustain the (1997-1998), the
sector management restructuning of nvestors who investor lo gel modern « creating a capital development of main objective was
privatization and upgrade the sector could make the improved management foundation for the power sector | oblaining funds o
aned how did it the network » separate Hungarian managerial methods investment in the | ® improve the budget, together
inform the s improve seclor reguiatory and firms eflicient skills in the * generale sector technology and | with attraction of
privatization wrliormance operational and profitable seetor revenue from : management imvestments into
o that e I : s ; h « introduce d o
policy that was | 4 {nerense functions within | & obtain highest ¢ Government sales. improved skitls electricit
developed? operaling the sector purchase price considered e enswre the management * increase cosl- distribution.
For example, elticiency » ensure reliable ownership of energy security skills efficiency and Commercial tenders
did the o increase power supply to energy assets or | of the country achieve customer | were conducted, and
government collection for custorners und ownership of « increase the bencfits bidders were
seek to the electricity improve stocks . reliability and required to pay cash
maximize supplicd financia) purticularly in quality of for the packuges on
revenuc, o provide discipline in the cuch case energy sule 1o the budget
Ul?lzlln » revenue from sector production and qnd'tllls‘o.plngc to
mianagerial the assels sule | ® establish Services invest certain
xkxllfx |n)lhc o improve compelitive « atiract foreign tn;{:'i:tixtllf.:xffr}_ollf.-
::‘lt(l):rl:;t. power plant emvironment and local [x:ricxrils:’:)ﬁ‘i'ltllcm
perfonnance ® crenie investments for : :

aing is concentrating on siles of majority ownership in privatized assets, 10
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Questions rmenia Georgia Hungary Kazakhstan Moldova Poland Romania Ukraine”
them enterprises ® jnereasc the
* promole efliciency of
development of the energy
domestic seclor
market
* cstablish Agreements
€COnomic between GOM
system for and IMF & WB
efficient for general
Tunctioning on economic reform
external and the specific
electncity conditions
market imposed by
* release certain various loan
functions from agreements
governmentai formed larger
control context for
e attract foreign privatization.
and local
mvestments
e revitalization,
modernization
and
development of
Georgian
energy sector
e create
favorable
environment
for investments
¢ ensure reliable
power supply
to customers
and
* improve
financal
discipline in
the sector
Legal
_Framework
Were Taws Yes Yes Yes Yes Yes Yes Yes Yes
enacted to
permat or
support
privatization?
Wegulato
i ramcworﬁ
Was an Yes Yes Yes Yes Yes Yes Yes Yes
mdci)cndenl '
regulatory
baod
established
prior W

privatization?




the importance
and authorily
of energy
regulatory
bady?

power markets
restructured
prier lo
privatization?

Privatization
Strate

What type of
Inveslor wits
targeted?

Was there o
preference for
domestic or
nternational
mvestors?
Which assets
were
privatized
initially -
q;nc;utit;n or
distribution
undd what was
the policy on
ransinission?

What was/is

Werethe [

. upprovlé tarifls
* approve and

& approve tarills
e approve and

 approve and
monitor licenses

¢ approve tariffs
s approve and

Keview and revise
laws and

» approve tariffs
* approve and

approve tariffs
approve and

* approve tanffs
e approve and

monitor monitor licenses | # drafl rules monitor regulations monitor licenses monitor licenses monitor licenses
licenses o consider and regarding licenses allccting energy + establish ¢ antimonopoly
* consider and rule upon pricing and « consider and sector. Luring technical and regulation
rule u complamts and regulatory rule upon ﬂ\g[}il\c otiations commercial
complaints disputes framework complaints and ;;"1 mor " norms for scotor
and disputes between the * consumer disputes ue""” regarcun economic agents
between the partics and/or protection between the I:c aciqulslltl()n 0 required for an
parties and/or CONSUMErs., ¢ demonstrate partics and/or :l."t:".b"‘l:? efficient and
COnSUMETs, stability and consumers c(‘f;n“ ﬂlljlill..?sn transparent
predictability of | » promote > was the operation of the
privatization to competition. prima i national é)o‘wcr
potential govcnrgnenl system (SEN).
investors representative on
tariff and
ticensing issucs.
Yes Yes Yes There were no Much work was There was no prior | Yes Yes
wer markets done prior to market
clore privatization to restructunng.
privatization. introduce a power | PPA's are 10 be
market monc restructured in the
existed before]. end of 2000,
Power exchange to
begin operation in
second half of
— ] ) 2000, .
Strategic Stralegic “Sitategic An individual Strategic Stralegic investors. | Strategic invéstors. | AtTirst, Ukraine
mvestors investors investors INVEsLor was inveslors, ‘ focused on portiolio
targeted in cach and mass investors,
specific case, [n the future,
Muainiy strategic however, Ukraine
investors were intends to target
targeted. strategic investors.
No, but” "1 "'No, but No, bui No Domestic No preference.” No preference.
internationul internationa! intemational preference. investors could
investors were investors were investors were not sutisfy the bid
better qualified. | beter qualified, better qualified. requirements,
Ten small | Distribution | All distribution Generation Distribution’ CTTP und Thelegal Distiibution assets
generation assels | assels grouped for | and generation companies sold compuanics were generalion, framework were privatized
were privatized rivatization first. | assels oftered for | first. Majority of | offered firstin transmission will estublished the initially, Only small
initially, ext phase sale, distribution 1999, Generation | rempin state-owned | privatization of packnges of
Distribution | focused on saleof | Transmission to | companies are companies until 2002, distribution generators” shares
companies are in | gencration nssels. | remain slate- sl state-owned. | offered in 2000, followed by were sold, mostly o
privatization ransimission owned. Only | ‘Fransmission and generution, The cmployees and
process now. remaing stute themmal dispatch trunsmission munggement,
rensmission owned, generation compuny, activities will I'ransmission assets

witl remain
stiate-owned.

company and the
nuclear plant
remain stite-
owned,

Moldtranselectro,
will remuin state-
owned,

remain state-owned
und will be the
subject o

will remain state-
wned,
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l'Wffm:h

proeess for
investors, did
it pre-qualify
them first?

Competitive bid. | Competitive bid. Competitive bid Negotiated Competitive bid. | Competitive bid. Negotiated Competitive bid.
privatization . sales. contract.
implementatio :
n sirategy was
employed?
What was the | T00% of small Conirolling Controlling Either property 100 % for e CHP - 45% Government has Minerity packages
percentage of | hydro plant interest nterest: complex, or distribution {(larger package option to retain a were 50 dl:) but with
the asset assels were sold. 100%, or less than | companies; 70% ncgotia[;lc) olden share, the packages
offered for The government 100%, but with for generation + Generators — etermining also accumulated by the
sale --100%, is planning to management compantes. 35% (larger the entity which same or linke
less than 100% | sell 80% of the control. package shall exercise the offshore companies,
but controlling | distribution negotiable) tights deriving they presented
inferest, companics, « Distributors ~ from such quality. | controlling packages
minority. 25% (larger for seven
ownership package non- distnbution
with negotiable) companies. In the
management future, majorit
control, packages will
minority sold.
ownership
with no
management
control?
Privatization
| Im lementation .
tch * Mimstry of + Ministry of Privatization Commitiee of Privatization Mimster of Slale * Ministry of State Property Fund.
government Energy State Property agency (APV Rt) | State Property and | Department under | Treasury. Industry and
agency had the | o Ministry of Management : rivatization of Minister of Trade
leadin State Property | & Ministry of “inance Ministry | Economy. « Local Councils
implementing, Management Fuel and of Republic  State Ownership
the » Ministry of Energy Kazakhstan Fund (SOF)
privutization? Economy and | » Regulatory
Finance Commission
o * Ministry of
In the case of Finance
distribution e Tax department
companies, a « Ministry of
Tender Finance
Committee leads | o Ministry of
the . Justice
implementation | Ministry of
of privatization. Economy.
Dhd the Yes Yes Yes Yes Yes Advisors are Yes. Yes
country selected lhrouF,h
employ the public tender for
scrvices of an each privatization
investment project.
banker and/or ’
other
advisors?
If the country Yes Yes Yes Yes Yes Yes
used a :
competitive
bidding




1T pre-
qualification
was done, how
wis it
publicized?

If pre-
qualification
was done,
what criterta
were used?

IMpre-
yualification
was done,

what was the
minimum
number of pre-
qualified
investors
needed to
roceed?

fpre-
qualification
was done, how
S00N
allerwards was
the fing] tender
tssuee”?

What length of
time alter
issuing the
linal tender
was offered 0
Proposing
enbiies Lo
conduct
necessary due
diligence and
prepure offers?

Published in

conducted from
May 17 through
August 20, 1999,

appeared to be oo
s{:un.

information of
date and deadline
to conduct
necessary duc
diligence and
prepare offers,

allocated for due
;illlgcncc, ‘f'ollotrcd
Ny approximately
34 weeks to
prepare offers.

T Woddswide in~ ] T was publicized | Adveriising, Pnivatization fair to | The public Announcements of
international and international by wrilten telephone enable direct institutions sales were published
domestic papers papers. notification. contacts and press | contact between; involved shall in the press.
and in local mass . ‘ or industry * investors and ensure the
media. conferences. representatives publication of the

ol the companics announcement for
being privatized | sale and of the sale
. produccrs of pﬁ'cr mna local and
energy with the | inawide-
distributors and | circulation daily
o the distributors | Newspaper and/or
with the entitled | on the Intemet and,
consumers. In appropnate
cireuwmnstlances, in
an international
newspaper.
Annual revenucs Companics were Power industry Finance * Annual Romama intends to
reater than pre-qualified background, possibilitics revenues prequalify
150 million according to their | operational (scopes) and reater than investors using
. size and practice in the image of firm. 100 million. standards
experience. same field (gen., o Iixperience developed by the
{rans., dislr.g’ asset developing and public institutions
comparable with operating power involved in the
the offered assct. COMPANILs in & privatization.
developing
country
“No minimum 2 investors 2 investors ) F'wo
The final tender” I-2 months, The daic of final End of ApproXimately thrée
will be issued tender has been requalification months.
this year, determined by the | Tor potential
notification INVESLors wus
ScPtcmbcr 10,
999, Bids were
due on November
22, 1999. e
Tt will be done The due diligence | 2 months, butit | The tender issue Approxtmately 2 | Seven 16 fourieen Due diligence 13
this year, PrOCess wag conlains months. days were

b.'-"l“!i conducted
sumitltancously.
Information on the
companics on sale
was prepared by the
Ministry of Luergy
and its advisors,
Some technical and
financial
information was
given,




The final iender

“Whal Companies had A detailed Minimum of * Business An informational The provisions of Financial and
information on | has not been access to any informational information about Characteristics memorandum. GD 138/2000 technological
the asscts was . | issued. information memorandum was | privatized assets of the stipulate that a information was
provided as Technical, required for them | provided, was provided companies study developed provided.
sarl of the financial, to carry out due after tender issue (annexes to the under a PI—[KEE

inal tender? legal/regulatory, | diligence process, rivatization - roject (RO 9805-
lFor example, inlormation were | including {;w) 8! -3) will analyze

was technical, | provided as gart company visits ® Final the best
financial, of the secon and conduct Information possibilities for the
legalfregulator | stage meetings with Memorandum: privatization of the
y, information | qualification. different officials. o Request for distribution
aiven? Potential Pr(? cal: activities in the

mvestors also o Li po N electnicity sector.
obtained 1oEnSes, There are two pilot
additionat ® Tariff distribution entities
information in the Calculation in focus: Constanta
data roem at the ' Methodology. and Timisoara.
Ministry of State

Property . _

Management.

‘What selection | Non-price ¢ financial Price was by far Biggest price 0% based on * price The criteria to be Price
criteria were criteria were offer most imporiant (b:%j% and best price; 20% based | development used, the terms and
used to used at the pre- * investment criteria (90%). investment offers, | on experience, strategy, penods, are
evaluate qualification and commitment The new owners” | which matched to | investment plan, e investment established by the
proposals — qualification . » clectricity tariff | business plans tender tenms. willingness to package public institution
price and non- | stage. The final required by the | Was given some acce{)l existing e control over wnvolved.
price? selection bidder weight as well regulatory company

criterion shall be | o ovient to which | (10%). structure, and the

based on'cash
price only.

the

Management

Contract and/or
&P

Agreement was
amended.
 commitment to
transform such
generation
assel(s) and the
electricity
sector in the
“State of
Georgia into 2
world-class
operation
through
technology
transfer, human
resource
training and
skills
-development;

e commitment to
use local skills
while
implementing
rehabililation
and
modermization
of the

lack of requests
for specia
guarantees and
privileges.

* synergy with

other tnvestors’

enlities
» social package
for employees
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| generaiion

Ministry ol
lconomy und
I"umncc%{uf\
conducted the
preliminary
negeintions

Linergy
Nationul
Regulatory
Commission

L ]

Kazakhstan,

assel(s)
Which | Tender Tender o APV RL Tender ™~ Tender Ministry of Siaié Minencrgo, Ministry
government Commitlee Commission + Ministry of Commission, Committee Treasury. of Economy
entities Finance
participated in * Ministry of
the xclcptlon Environmental
process? Protection
¢ Ministry of
Industry and
Trade
e HIEO
What was the | The process » official The pnivatization | Generally, iender | Tnvestors Were (0 | Six (0 cight weeks The schedule
proposed and | began in mid announcement TOCESS in was tssued one apply for pre- after receiving included only
actual 1999 and is of generation Jungary, from month prior 1o ualification by information announcement,
schedule? anticipated to be assels pre-qualification | tender. Issue cglcmber 10, memorandum, payment of deposits,
completed in 3 rivalization — { toclosingona contained time for | 1999. Qualified potential investors and submittance of
quarter 2000, ‘chruary, 1999 | state-owned investor to bidders performed | were required to bids.
o request Tor clectric company, | respond, 1o due diligence and | (ilc initial offers.
proposals took prepare due submit bids by Several weeks
dispatched - approxmalely 4 diligence and November 22 provided for due
May, 1999 months. terms of investors | Purchase and sale | diligence. Binding
« descriptive offers, agreement signed | offers were due 3-4
memorandum The offers were on February 7, weeks later,
dispatched - considered and 2000. Transaction | followed by
May, 1999. compared on expected to close | negotiations with
e duc diligence tender directly. in carly 2000, investors with best
process - May - offers, followed by
August, 199 negoliations
e prefiminary between winning
non-binding investor and
bids required - Minsstry.
July, 1999
¢ announce
tender process
(formulation of
clusters) - Fuly,
1999
» deadline for
submission ol
binding bids -
August, 1999
+ deadline for
closing of
transaction -
ScPlcmbcr.
1999
Negotiatjon ) o
Which The Ministry of [ » Ministry of Privatization Committee of Department of Ministry ol Staic To date, there Tave | State Property Fund,
government Energy, State Propenty agency (APV). State Property and | Privatization, Trensury been o
entit Mimstry of Stale Management Privulization of advised by the negotiation
conducted the | Propeny » Ministry of Finance Ministry | ANRIE and CCF, processes in the
negottitions? Muanagement, Fuet and of Republic of power sector.




negotiafions.
‘The Tender
Committee will
conduct
additional
negotiations if
needed.

case of public
offer.

What special - [ All' mentroned e tanfl Agreements * new owners Ttems addressed No tanil and tax e paying debts
provisions special increases protecting obligated forup | meluded: negotiations as e increasing
were rovisions are e labor issues management jobs to 60 days of o Tarifl increases, | these are regulated. circulating capital
negotiated - ing discussed | o debt issues and dprovldmg unpaid back s Commercial Development and * investments in
tanfl nowand willbe | o 1ax issues funds for wages. losses investment technelogy
| increases, fixed in the final ) displaced workers | o conditions on decreases package, control
labor tender how new y OVer company, exit
« labor wage
concerns, debt | documents. OWners can increases strategy for the
rehef, tax : manage the retun of Slale_gaic of
holidays, ete.? company investments, rematning shares)
including o licenses were negotiated.
obligations to conditions Labor concerns
make new Sl were negotiated by
investments * gs k‘l{ line trade umions of the
fr?)?; cmng company.
Transmission
company to
Dhscos, and
* the taniff’s
recvaluation
terms.
Dhdthe” Yes Some future [nvestmeni A mmimum Yes, depending on
government investment program required. | program for individual situation
require requiremnents investments was of the company.
specific were incorporated required.
investments or into purchase
use agreements.
rformance ~
ased
standards to
cvaluate
performance? : :
What special Some of social Labor 1ssues Keeping the work | Keeping the * employment There were social
social or labor | and labor issues noted above. iaoes(gusiness), existing company " guarantees and Jabor conditions
concerns were | will be iquidation of work force and + salary raises - firing of
negotiated? negotiated. salary debts creating new jobs. | o rivatization employees was
assigning ol nus forbidden for a
regress plaints certain period of
time.
Were Abank guaranty Yes. No. Yes.
rformance will be
nds considered.
reguired? ;
What Share Purchase Sale & Purchase Sale-purchase Purchase and Contract for sale of Agreements
documents Agreement, Agreements agreement sales agreement. shares in case of between the State
were s:gned at | License/ Tanil Power Purchase (contract } public invitation to Property Fund and
closing? Agreement will Agreements negotiation. the tender winners
be signed at Debt Novation Company listed on were signed, as well
closing, Agreements Stock Exchange in as sale and purchase

and investment
agreements.

i
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POWER SECTOR PRIVATIZATIOIN 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 Central/Eastern 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 energy/electricity laws and established a
regulatory entity with varying degrees of autonomy and decision making authority. 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, Georgia, 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:

Developing the strategy and process for privatization:

Implementing power reforms including new electricity market arrangements;
Selecting investment bankers and privatization advisors:

Designing the privatization tendering process and evaluation criteria:
Determining associated social and labor policies: and

Reducing investment and regulatory risk perceived by investors.

YUYW YWY

This conference is designed to assess the power sector pri_\'alization‘ experience 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

LS. Agency for International Development
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Power Sector Privatization in Central and Eastern Enrope & Eurasia

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

OBJECTIVES

The objectives of the conference are to:

Review and assess the results of power sector privatization policies. strategies and implementation
efforts 10 date and. identify successful approaches for future privatization in the region: and

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

ATTENDEES

Attendance is limited to invitees with direct involvement in the privatization process so as 10 maximize the
exchange of experience and the assessment of power sector privatization efforts to date:

Senior officials from energy. privatization. finance and other relevant ministries:

Utility regulators:

Utility executives: and

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 officials.

investment bankers and private investors. The final day of the conference will be used 1o facilitate a group
discussion evaluating efforts to date and identify successful approaches to future power sector privatizations.

V LS. Agency for Iniernarional Development
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POWER SECTOR PRIVATIZATION IN
CENTRAL/EASTERN EUROPE & EURASIA:
RESULTS AND FUTURE PLANS

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

Thérmal Hotel
Budapest, Hungary

June 6-8, 2000

Sponsored by:
U.S. Agency for International Development

MONDAY JUNE 5, 2600

7:00-10:00 pm Conference Registration in the Hospitality Suite -- Park Room, Grand Hotel
Register for the conference and enjoy light 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

Plenary Session 1 — welcoming/ keynote addresses followed 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 Archer, Deputy Chief, Energy and Infrastructure Division, Bureau for Europe
and Eurasia, United States Agency for International Development
William Polen, Manager, Energy Industry Partnership Program for Eurasia, United
States Energy Association

US. Agency for International Development




8:45 am

9:00 am

10:00 am

11:00 am

11:30 am

12:30 pm.

2:00 pm

Power Sector Privatzation in Central and Eastern_ Eurgpe & Eurgsia

Keynote Address —RESULTS. ISSUES AND APPROACHES
Speaker will provide a general overview of the technical. policy and social challenges in the

privatization process as a prelude to case study presentations on Hungaryv. Kazakhstan. Georgia.

and Moldova during which these issues will be addressed using real world scenarios
Laszlo Lovei, Lead Energy Specialist, Europe and Central Asia Region, The World Bank

Privatization Case Studies - An overview of power sector privatizations in four countries with
considerable attention 10 the process as well as policy. strategy. roles of government agencies.

investment bankers and ¢onsultanis. timeframe. and lessons learned.

Hungary

Presenter: Miklos Andrasi, Hungarian Privatization and State Holding Company

Commentator: Allan Walmsley, General Manager, Csepeli Eromu Rt, PowerGen
International

Kazakhstan

Presenter:  Oraz Jandosov, Executive Director, Kazakhstan Electric Grid Operating
Company

Commeniator: Vitaly Lee, AES Silk Road

Break

Georgia

Presenter: Michael Ukleba, Ministry of State Property Management
Commentator. Michael Scholey, AES Telasi

Lunch

Moldova

Presenter: Victor Bodiu, Deputy Director, Department of Privatization (10 he confirmed)
Commentator: Ignacio Ibarra, Union Fenosa

Plenarv Session Il -- Updates on approaches in couniries with developed privatization plans

Country Approaches to Upcoming Power Sector Privatizations
Representatives from selected countries will provide an overview of their policy framework.
strategy and implementation process for upcoming power sector privatizations

Armenia
David Vardanyan, Minister, State Property Fund of Armenia

Ukraine
Leonid Kalnichenko, Deputy Chairman, State Property Fund of Ukraine
Alexander Ryabchenko, Chairman, Supreme Rada of Ukraine Committee on Privatization

U8 Agency for Imternational Development
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4:00 pm Poland
Grzegorz Gospkowski, Ministry of Treasury

4:30 pm Romania
Nicolae Liciu, Deputy Director General, Ministry of Industry and Trade

5:00 pm Questions and Comments
5:30 pm Adjourn

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

WEDNESDAY JUNE 7, 2000 — YBL Room, Grand Hotel

Plenary Session LI — Panel discussion examining the policy framework and strategy designed to support the
privatization implementation process

9:00 am Panel: Development of the Policy Framework and Strategy
Panelists:
Gabor Szorenyi, Deputy Director, Electricity Licensing, Hungarian Energy Office
Paata Tsintsadze, Commissioner Georgian Nationaf Energy Regulatory Commission
Anatol Saracuta, Chairman, Moldova Energy Regulatory Agency
Kiron Sarkar, CIBC World Markets
Oleksei Kucherenko, Deputy Chairman, Commiittee on Fuel and Energy,
Supreme Rada of Ukraine
Fraser Morrisan, Deloitte Touche Tomatsu

Policy Framework Issues

The objective of the power sector privatization and how it informed the privatization
policy that was developed

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

Restructuring/electricity market introduced? When? Impact on investor interest?
Importance and authority of energy regulatory body.

Tariff policies and pricing methodologies before and after privatization

Key license provisions for new private owners

Approach and Strategy
Targeting the new owners — strategic investor. portfolio mvestor OF Mass priv anzatlon

Preference for domestic or intétnational owners
If strategic or portfolio investors which privatization 1mp!emematton strategy was
_emploved — competitive bid or negotiated contract

U8 Agency for International Development
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» The sequencing of privatization — generation or distribution first and policy on
transmission
» The percentage of the asset offered through the privatization process — 100%. less than

100% but controlling interest. minority ownership with management control. minority
ownership with no management control
» If government consulted with potential strategic investors when designing the strategy
and implementation process and. if so. how their concerns were managed
10:30 am Break

Plenarv Session 1V ~ Panel discussion examining the early stages of implementing the
privatization process

11:00 am Panel: Preparing for Privatization—Investment Banker and Other Steps
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

P T I Tr T TPeTrrar T e e YT T T T ey 1

Whether the privatization ministry emploved the services of an investment banker. and if so. how

it was selected — competitive bid or negotiated contract

> The criteria used to select the investment banker

e Provisions of the investment bank contract and its scope of work
- Other steps

~.

12:15 pm Lunch

Plenary Session V — Panel discussions on the process of implementing the privaiization and
negotiating the financial closing

1:30 pm Panel: The Implementation Phase
Panelists:
Michael Ukleba, Georgian Ministry of State Property Management
Arpad Bajkay, Hungarian Privatization and State Holding Company
Victor Bodiu, Deputy Director, Moldovan Department of Privatization
Cyril Postel-Vinay, CCF
Viado Vucetic, The World Bank

Selecting and Valuing Assets

- Whether the investment banker had a role in selecting and packaging assets for
privatization
e Asset valuation methods: use of the valuations?

Marketing the Assets

~»- Information Memorandum preparation and content— technical. financial. tax. and social
- policies. etc. :
- Pre-tender Marketing and Methods — newspaper announcements. international domestic

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

Soliciting Bids ‘

The contents and terms of the tender {draft buy-sell agreement. performance bonds. etc)
Where and how it was announced

Selection criteria clear? Price only?

Time frame given to bidders to prepare proposals

Ability of respondents to conduct adequate due diligence

In-country support provided for bidders due diligence

Process used io receive and record bids

Process for communicating/questioning companies that provided proposals
Process of bid evaluation, who did it and how long did it take?

Selection decision — by committee, privatization ministry?

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

Roles of government entities. Investment Bank. regulator. advisors
Process for negotiations
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

Day Two Wrap-Up and Adjourn

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 of findings of the conference will be present. Conference participants will be asked
to contribute comments and guestions to stimulate discussion.

10:00 am Evaluations, Recommendations and Lessons for the Future
Based on the previous presentation. the participants will assess findings. propose conclusions
and recommendations on what is needed for successful power privatization resulting in sale of
assels (o sirategic international investors. £

12:00 pm Conference Adjourn

conf317 doc
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