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BACKGROUND 

During the Soviet era, Georgia's power system was integrated with those of Armenia and 
Azerbaijan in a transcaucasus network, which in turn was linked to the vast USSR grid 
Electncity supply in Georgla itself was in the hands of a vertically integrated, non- 
commercial government monopoly called Sakenergo Since the breakup of the Soviet 
Union, Georgia has had to rely mainly on its hydro electric production because a lack of 
financial resources has severely curtailed the importation of natural gas for use in thermal 
generating units Moreover, internal political problems wth  the Abkhazia region 
accompanied by armed conflict have threatened the availability of the largest single 
source of hydro energy m the country, the Inguri station, which straddles the border 
between Georgia and its Abkhazian province 

These political and financial problems contributed to an overall deterioration in the 
capability of the power system to supply the nation This deterioration was made worse 
by a lack of maintenance, misuse of equipment, and overloading of the distribution 
network by households trying to replace cutoff gas supplies w th  electric heaters and 
stoves Of the country's original 4 882 MW of installed generating capacity, less than 
700 MW were available for service at the beginning of 1996 This compared to an 
est~mated unconstrained annual peak of near 1700 MW, itself reduced dramatically from 
earlier levels by Georgia's collapsed economy 

Parallel wth  the deterioration of service capability, a critical problem of non-payment 
developed In early 1996 barely 4% of the amounts billed were being paid by residential 
customers While industrial users were obliged to pay more regularly the average for all 
customers at the beginning of 1996 was less than 25% and only a portion of this was 
cash The non-payment problem was havlng a devastating impact on the power sector's 
operating and financial results, in spite of the gradual increase in tariff levels since 1991 

USAID's original emphasis in power sector assistance was on the humanitarian provision 

of fuel oil to replace gas for power generation and on the supply of critical chemicals for 
treating water used in boilers However, from the beginning it was clear that permanent 
solutions to Georgia's power problems would require major institutional reform To 
provide techmeal assistance for this reform, Dellvery Order 14 was developed 

This dellvery order was comprised of five tasks (1) Restructuring, (2) LegalIRegulatory 
Reform, (3) Comrnerclalization, (4) Privatization/Independent Private Power Promotion, 
and, (5) Improved Fuel Supply Enterprises A descnption of each of the tasks is 
provided below For each there is also a summary of the results obtained, a list of 
deliverables and a descnption of other work activities carried out as part of the dellvery 
order An exhibit IS provided at the end of this report summarizing the key events, 
deliverables, timing and accomplishments associated with each task 

Hagler Badly 
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RESTRUCTURING 

The pnmary objective of h s  task was to asslst the Government of Georg~a 
with the unbundlmg its electnc power sector into generation, transmission, and 
distnbution sub-sectors consisting of multiple enterpnses able to operate m a market 
environment and attract capital Task actlv~tles undertaken included revlewng, 
charactenzing and cntiqulng the Georgian Power Sector as it exlsted m 1995 pnor to 
restructurmg, assistmg the Government of Georgia in the creatlon of a hlgh level 
Committee on Restructunng of the Power Sector and presentmg to that committee 
proposals for unbundling and restructunng the sector, explamlng the concept of 
Independent regulation and advising the government on how a regulatory commission 
should be organized, and prepmng a draft presidentla1 decree to lmtiate the restructunng 
process 

Major Results 

A first major result of t h s  task was convincing Georgian Pres~dent Edward Shevardnadze 
to establish a Committee on Restructunng of the Power Sector conslstmg of 
representat~ves of the sector, key government ministnes, energy mstltutes and consumers 
This body, w t h  support provided under this task, examined numerous models for power 
sector restructuring including examples from Central and Latin Amenca, Eastern Europe, 
the Umted Kingdom and the US As part of h s  support, a draft pres~dential decree was 
prepared outlining a restructunng program calling for enactment of an Electnc~ty Law 
This law would define the legal basis for a reformed power sector and spec@ the 
unbundling of generation, transmlss~on and distnbution The draft decree also l~mited 
government's role to policy formulation for the sector and recommended creation of an 
independent regulatory commission This draft was adopted by the committee and sent to 
the government that issued it as President~al Decree #437, "About Restructmng of the 
Power Sector" 

As a result of Decree #437, generation and transm~ssion were unbundled wth  the divlsion 
of Sakenergo Into Sakenergo Generatsia and Sakenergo (now the name of only the 
transmisslon enterpnse) Multiple enterpnses were created ~n the generating sub-sector 
w~th  Sakenergo Generatsla acting as a holding company m anticipation of eventual 
pnvatization Sakerergo was div~ded Into transmisslon and dispatch functions 
Distribution had earlier been separated fiom Sakenergo and turned over to some 66 
municipal enterpnses W~th  assistance prov~ded under the task, a plan for corporatizat~on 
of the newly created enterpnses as Joint Stock Compmes (JSC's) as well as a 
pnvatization plan were developed by the Georgian Mmstry of State Property and the 
Ministry of Fuels and Energy 

Hagler Badly 
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Deliverables Requ~red by the Delivery Order 

1) Georgia Power Sector Reform Work Plan 

This initial work plan was prepared based on preliminary discussions with and 
presentat~ons to the Committee on Power Sector Restructuring 

2) Georgia Power Sector Restructurmg Implementation Plan-A Strategy & Work 
Plan for Ach~eving Reform and Pr~vatlzat~on 

Upon adoption by the Government of Georgia of the recommendations of the Cornrn~ttee 
on Power Sector Restructuring, a formal approach to the reform process became possible 
That approach was outlined by Hagler Badly in this restructuring and privatization 
implementation plan 

3) Power Sector Restructurmg Status Assessment 

This report summarized the progress made in restructwng the power sector through the 
term of DO 14 and outlined the essential steps remaining to be taken to complete the 
transformation of the Georgian power sector into a commercialized and ultimately 
privatized, market based entity 

Other Task Act~vities 

A report entitled Characterrzatlon of Georgza 's Power Sector was prepared 
describing the state of the power industry as of late 1995 and identifying the major 
problems besetting it 

A report on Internatzonal Power Sector Restructui Ing Experrence Wzth an Ernphasls 
on Changes m the D~strzbutron Sub-sector and supporting presentations were given to 
the Committee on Power Sector Restructuring 

A study tour of US regulatory commissions was conducted for high level industry, 
government and parliamentary officials in April 1996 to ~ntroduce them to the 
concept 
of Independent regulation of the electrlc power sector Durmg the tour, members of 
the Georgian delegation also met with representatives of banking and legal firms 
actlve in international power sector investing to learn the expectations of investors in 
this area 

Hagler Badly 
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In April 1996 a 2-day seminar was organized in conjunction with the World Bank for 
a broad range of power sector officials to review restructunng proposals and to elicit 
their views on the subject 

In support of the draft presidential decree on restructunng, a Program 
Implementation Report was prepared for the Office of the President outlining steps to 
be taken to put the reforms into effect 

LEGALIREGULATORY REFORM 

The primary objectlve of this task was to develop the necessary decrees, legislation and 
regulations to allow (1) creation of separate generation, transmission and distnbution 
sub-sectors with multiple enterpnses in the generation and distribution segments of the 
industry, (2) formation of an independent Georgian National Electricity Regulatory 
Commission, and (3) private ownership and investment in the power sector 

Major Results 

The major accomplishment of the Legal/Regulatory Reform task was the passage of the 
Electric~ty Law in June 1997 Key among its provisions were those creating and 
structuring the Georgian Natlonal Electricity Regulatory Commission (GNERC) This 3- 
person agency, patterned after an Amencan regulatory body, has introduced the concept 
of independent regulation to Georgia Commissioners are appointed by the President for 
staggered 6-year terms The GNERC which is financed by annual license fees paid by 
the enterprises it regulates, has completed licensing of entities accounting for more than 
95% of the electricity supplied in Georgia It has adopted tariff methodologies and 
principles for wholesale market rules as called for by Decree #437 and World Bank loan 
conditionalities and has proceeded with the step by step adjustment of tariffs towards 
economic levels As growth in its resources permits, the GNERC expects to expand its 
staff from 18 in mid 1998 to an eventual total of 50 

Among other important provisions of the 1997 Electric~ty Law is the explicit separation 
of government from the day to day management and regulation of the sector with its role 
limited to the kinds of policy making activities traditional to a Ministry of Energy in a 
market economy Other key provisions define the licensable functions that can be 
performed by entities in the power sector and impose limits on the extent to which a 
licensee in one unbundled sub-sector, e g generation, can own or control an enterprise in 
another sub-sector, e g distnbution 

Hagler Badly 
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Dellverables Requlred by the Dellvery Order 

1) Procurement Llst for Subtask B - Legal and Regulatory Reform 

As part of the task responsibilities, computer, cornmumcation and office equipment was 
procured for the GNERC based on USAID standards and bidding procedures Training in 
use of computers was also provided and arrangements made for the commissioners to 
receive lessons in the Engl~sh language 

2) Regulatory Pollcy Papers 

a Information Gathenng, Information Management, & Access to 
Information for the Independent Regulator 

b The Use of U S Administrative Law Concepts in Georgia 
c Retail Customer Disconnections 

This series of policy papers was prepared by Hagler Badly staff based on infonnatlon 
collected from US regulatory agencies and on work done by Hagler Bailly consultant, 
Dr Robert Johnston, former Chamnan of the Arkansas Public Service Commlsslon 

3) Model Llcenses for Generabon, Transm~ss~on and D~strlbutlon 

Model licenses for the three major power sub-sectors were prepared for the GNERC 
based on concepts employed in the US and whch have also been introduced in other NIS 
regions 

4) Tarlff Methodology and Traln~ng Mater~als 

A detailed tmff setting methodology was prepared for the GNERC and presented to the 
Commission and its staff in a senes of workshops Supporting matenals were also 
provided along with background information on the subject of tmffs from the US and 
selected emerging economies 

5) Report on Regulatory Enforcement Procedures 

As part of its advisory support for the GNERC, Hagler Badly staff provided information 
and evaluations of vmous regulatory enforcement measures 

6) Report on Georean Nabonal Regulatory Comm~sslon's Annual Report 

The Electnclty Law govermng the Georg~an power sector requlres that the GNERC make 
annual reports on ~ t s  operations to the parliament and government Hagler Bailly advised 

Hagler Bailly 
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the Commission on the outline of such annual reports, the first formalized, public version 
of which will appear in early 1999 

7) Implementation Plan for New Tradlng Arrangements 

Hagler Badly consultant, Mk Shean, prepared a detailed, three-phase plan for 
implementing a wholesale power market in Georgia When in effect, the final phase of 
thls plan wll call for a fully competitwe bulk power market 

A report on Electricity Przczng m Georgza Proposed Methodology for the Market Reform 
Program zn 1998 was prepared by Hagler Bally Compamon reports on the 
Georglan Wholesale Electrmty Market, a Wholesale Prmng Proposal, and a Prlce 
Methodology Transltzon Plan were also submitted to the GNERC to assist the 
commission in development of its tmff methodologies and market rules 

9) Status Assessment of the Legal and Regulatory Framework of the 
Georgian Power Sector 

This report summmzed the progress to date in creating a legal and regulatory regime 
featuring independent regulation and a restructured power industry 

Other Task Actw~ties 

Examples of energy and electncity legislation from other transitional economies were 
provided to the Ministry of Fuels and Energy and the Georgian parliament during 
drafting of the Electricity Law 

While working with the legal staff of the Mimstry of Fuels and Energy and 
representatives of the World Bank, some 18 drafts of an electricity law were prepared 
until all parties involved were in agreement on a version to be submitted to the 
Georgian Parliament 

Model generation, transmission and dlstnbution licenses were the subject of a semlnar 
presented for the GNERC 

Hagler Badly assisted the Regulatory Commission in prepmng plans for its 
organization, staffing, and operating procedures 

Hagler Bailly 
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Hagler Bally arranged the participation of the GNERC commissioners in the 
Conference of NIS Regulators held in Budapest in November 1997 and the 
participation of one commissioner in a follow up seminar on licensing, also held in 
Budapest In June 1998 

In July 1998, three day-long semlnars on Market Rules were held separately for 
managers of generation, distnbution and transmission and dispatch enterpnses 

A study tour of US regulatory commissions was conducted for the GNERC 
commissioners and one staff member in July 1998 Visits were pad  to the Federal 
Energy Regulatory Commission, the Georgia Public Service Commission, the 
Virginia Commerce Commission, the New York Public Service Commission, and the 
New York Power Pool 

COMMERCIALIZATION 

The pnmary objective of this task was to strengthen the commercial operation of the new 
power sector enterprises by workmg wth  them and the Georgian National Electricity 
Regulatory Commission to (I) create legally separate corporate entities, (2) develop 
workable contractual relations between them, (3) introduce effective financial and 
accounting systems, (4) institute modem metenng, billing and collection systems, and 
(5) ensure that tanffs are sufficient to cover cost and attract investment 

Major Result 

With the issuance of Presidential Decree #437, the corporatization of unbundled entities 
in the sub-sectors began Individual generating stations including the Gardabani thermal 
power plant were corporatized, their charters filed with the appropnate courts, and equity 
shares issued, to be held by Sakenergogeneratsia until pnvatization The only exception 
to this corporatization was the Ingun hydro plant which operates in an area of great 
political uncertainty Sakenergo was made a state commercial enterprise, but 1s not slated 
for pnvatization in the near future and thus not made a JSC Most of the distnbution 
enterpnses have been chartered as JSC's wth municipalities holding the shares in 
anticipation of eventual pnvatization 

Hagler Bailly 
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Outstanding debts of the power sector were allocated among the newly created 
enterprises as a result of a plan prepared under the Commercialization task by Hagler 
Bailly working in concert with Kantor, a World Bank contractor Hagler Bailly 
subcontractors Price Waterhouse and Carana Corporation prepared a Chart of Accounts 
(COA) for use by the GNERC as a basis for standardizing financial reporting by the 
regulated enterprises This COA allows accumulation of cost data suitable for cost based 
rate making and permits comparisons between different enterpnses Carana Corporation 
has also prepared a plan for implementing International Accounting Standards (IAS) m 
the Georgian power sector This plan was elaborated In cooperation with another USAID 
contractor, Sibley International, wh~ch is coordmating accounting reform throughout the 
Georgian economy 

To address the non-payment problem, Hagler Bailly established a Commercialization 
Demonstration Pilot Project in the industrial city of Rustavi By relocating meters 
outside customer premises separating meter reading, billing and collect~on functions, 
enforcing non payment cutoff policies and offering the customer markedly improved 
service, the Rustavi project has successfully demonstrated that collection rates can be 
effectively raised from less than 25% to over 95% From an initial test population of 
nearly 4 000 customers, the project IS being expanded to over 10,000 which represents % 
of those served by the Rustavi municipal distribution enterprise 

Responding to the arguments for meter relocation advanced by Hagler Bailly, the 
Government of Georgia issued Decree # 105 in February 1998 which, amongother things, 
instructed Georgian distribution enterprises to relocate all meters outside customer 
premises by the end of 1998 

To lay the basis for cost based tanff making, the GNERC Instituted procedures for data 
collection from entities under its jurisdict~on based on questionnaires designed in 
cooperation with Hagler Bailly 

Dellverables Required by the Delivery Order 

1) Distribut~on Sub-sector Commercialization Pilot Project 

After reviewing several possible sites, Hagler Bailly selected the distribution enterprise in 
the industrial city of Rustavi as a vehicle for a pilot metenng, billing and collection 
project The demonstration involved approximately 4 000 res~dential customers and 
included meter replacement and relocation Check meters were installed on the project 
feeders and Georgian staff was trained in modern customer accounting procedures 
Improved supply was provided and cut off for non-payment was instituted 

Hagler Badly 
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2) Envrronmental Assessment for Electrrc Drstrrbutron Commercrallzatron Prlot 
Project 

Upon selecting a project site, assessments were made of the safety conditions in the 
associated substations and repairs made where necessary Illegal connections were 
identified and removed 

3) Procurement Lrst for Commercrallzatron Prlot Project 

Meters, computers, office equipment and commmcation facilities necessary to carry out 
the demonstration project were identified and bids solicited according to USAID 
procedures 

4) Republrc of Georgra Accountrng Manual for Electrrc Companres 

As a subcontractor to Hagler Bailly, Carana Corporation prepared an electnc sector Chart 
of Accounts and companion Accounting Manual for use by the GNERC and the entities it 
regulates 

5) Georgra Power Sector Commercral~zatron Status Assessment 

This report summarizes the progress made to date in demonstrating procedures to deal 
w th  the customer non-payment problem and m addressing the task of introducing 
international accounting standards into the Georgian power sector 

Other Task Actrvrties 

To assist the Ministry of State Property in the chartering of power sector entities, 
Hagler Bailly prepared draft model corporate charters for generation and distnbution 
enterpnses 

Tramng seminars on the Chart of Accounts were conducted for GNERC staff and 
licensee accountants using the Manual for the Chart of Accounts prepared by Carana 
A seminar on the subject of IAS implementation was also conducted by Carana for 
power sector accountants 

A customer accounting software package from the United States was translated into 
Georgian and adapted for use by the Rustavi Commercialization Demonstration 
project Contracts were signed wth  Georgian electrrcal contractors to relocate meters 
from apartments to secure areas on bullding landings and in basements Work was 
also carned out to render some badly detenorated substations safe and effective for 
use in the project 

Hagler Bailly 
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Computer equipment was procured and Georgian staff trained to operate the billing 
function in the Rustavi project Check meters were obtained to measure the quantities 
of electricity supplied on the feeders providing the project test areas with power This 
allowed comparison between the total consumption as measured by customer meters 
and the energy supplied by Sakenergo transmission and thus allowed an accurate 
measure of the losses expenenced, both technical and commercial 

The director of the Georgian staff assembled by Hagler Bailly to carry out the day to 
day operation of the Rustavi project participated in a seminar on billing and collect~on 
problems in NIS countries sponsored by USAID in Kiev in March 1998 

Tours of the Rustav~ project were conducted for officials of other Georgian 
distribut~on enterprises interested in improving collections 

PRIVATIZATIONfINDEPENDENT PRIVATE POWER PROMOTION 

The primary objective of this task was to improve economic efficiency within the power 
industry by assisting the Georgian government in ( I )  transfernng asset ownership and 
management to the prlvate sector in order to raise needed capital and (2) introducing 
competition in the wholesale power market through the creation of independent private 
power producers 

Major Results 

As instructed by the decree on restructuring, a plan for privatization was prepared by the 
Min~stry of State Property in collaboration with the Mmistry of Fuels and Energy 
The initial plan called for generating JSC's to be the first offered for privatization with 
49% of the shares to be sold at public auction or given to employees The remaining 5 1% 
were to remain in government hands until a strategic investor could be found Hagler 
Bailly and the World Bank both argued against this approach, noting that privatization of 
distribution first was essential to addressing the non payment problem and that ~ m p r o v d  
collections would render the generating assets more valuable Also, shares should be first 
offered to strategic investors, with only the minimum percentage required by Georg~an 
privatization legislation being reserved for distnbution to employees These arguments 
were further remforced by explanations of why an investment banking advisor should be 
retained to ensure that the privatization program was compatible with investor 
expectations and received the mdest possible attention 

Hagler Bailly 
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Accepting these arguments, the Georgian government revised the power sector 
privatization plan and announced that Telasi, the distribution enterprise serving Tbilisl 
would be first offered to strategic investors Proposals were solicited from a number of 
world class investment banking firms As a result Merrill Lynch was selected to be the 
government s advisor An 18 month schedule for privatizing all eligible distribution and 
generation assets was established, beginning in March 1998 

Deliverables Required by the Delivery Order 

1) Electricity Sector Privatlzation Goals, Strategy, and Schedule 

Based on the progress made as of mid 1997 in the restructuring and corporatization of the 
Georgian power sector, this plan laid out a strategy calling for privatization of 
distribution before generation and engagement of an investment banking firm to assist the 
Georgian government in identifying potential strategic investors 

2) The Georgian Power Sector A Strategy and Work Plan for Achieving Reform 
and Privatlzation 

Prepared after the selection of Menill Lynch as the investment banking advisor, this 
report updated the plan for pursuing privatization, focusing on Telasi, the distribution 
enterprise serving Tbilisi, as the first entity to be put up for tender 

Other Task Activities 

Numerous seminars and meetmgs with government officials were conducted on the 
subject of valuation of electric utility enterprises Success was achieved in eventually 
convincing the officials involved in the privatization process that strategic investors 
would use discounted cash flow methodologies in arriving at the amounts they would 
be willing to pay for a given enterprise or group of enterprises 

A Prellmlnary Assessment of Dzstrzbutzon Sector for Prrvatlzatlon was prepared by 
Hagler Bailly to gauge the extent of rehabilitation investment needed and to est~mate 
the value of the distribution sub-sector under varying assumptions about tariff 
increases collections improvements and investors' required returns Also prepared 
was a report proposing combination of the 66 d~stnbution enterprises into 3 groupings 
for eventual pr~vatization Entitled Groupzng of Dzstrzbutzon Companzes for 
Przvatzzatlon, the report and its recommendations were endorsed by Memll Lynch 

A report entitled Power Sector Prrvatlzatlon Relatlonshlp Management Strategy for 
the Georgran Government was submitted by Hagler Bailly to the Ministry of State 

Hagler Bailly 
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Property outlining the functions of an investment banking adviser and explaining why 
engaging such an adviser would be valuable in the privatization process 

Hagler Bailly and its subcontractor Price Waterhouse collaborated with Menill Lynch 
and its consortium partners, Kantor and KPMG, in the preparation of an information 
memorandum for use in presenting Telasi to international investors The 
memorandum relied heavily on the distribution assessment and grouping studies 
made by Hagler Bailly 

Briefings on the Georgian power situation were conducted for potential investors 
brought to Georgia on due dil~gence missions by Merrill Lynch These briefings 
included tours of the Rustavi Commercialization Demonstration project 

IMPROVED FUEL SUPPLY ENTERPRISES 

The primary objective of this Task was to support the operations of the power sector by 
working with the fuel supply subsectors (oil, natural gas, coal, geothermal, etc ) as needed 
to develop appropriate national policies legislation, corporate structures, commercial 
operations and private ownership to ensure that the necessary fuels for power generation 
are provided effectively 

Major Results 

Hagler Bailly subcontractor Carana Corporation has completed audit scopings for each of 
the major energy enterpnses in Georgia These will be used to define audits meant to 
reveal the financial and operational viability of the entities responsible for energy supply 
in the country and should be useful in deciding where and if technical assistance can be 
meaningfully extended to them 

Through penodic evaluations of the power supply outlook in Georgia, Hagler Bailly has 
provided valuable input to the USAID mission s planning for humanitarian and other 
assistance 

Hagler Bailly 
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Deliverables Required by the Delivery Order 

1 )  Scoping Study for Financial Evaluation of Energy Enterprises 

Conducted by Carana Corporat~on, t h s  study outlined the problems and prospects 
associated w~th  conduct~ng meaningful financial audits of the major energy supply 
enterpnses in Georgia 

2) Assessment of Pol~cies and Reform in the Fuel Supply Sub-sectors 

This assessment by Hagler Bailly staff focused on the need for effectwe and stable 
policies In the fuel supply sub-sectors, especially in the areas of petroleum legislat~on and 
natural gas regulation 

3) Pol~cy Assessment of the Georg~an Fuels Sector for Electricity Generation 

The need for consistent and transparent procedures for procuring and financing fuel 
supplies for thermal power generation is the focus of this policy assessment paper 
Rel~ance on donor support for power station fuel each winter is not a v~able strategy 
and highl~ghts the need to solve the non payment problem m order that the power sector 
can generate sufficient funds on its own to finance fuel purchases 

Other Task Activities 

A memorandum evaluating the ability of Sakenergo Generatsia to finance its fuel 
requirements for the wnter of 1998-99 was prepared by Hagler Bailly 

Report forms were developed for the M~nistry of Fuels and Energy to supply monthly 
data to USAID on the production, consurnptlon, trade, and transit of energy 

Penod~c bnefings on the outlook for electricity supply were glven at the request of 
USAID to the monthly meeting of Non Governmental Orgmzations in Georgia and 
to The US Embassy's Business Roundtable 

Hagler Ballly 
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SUMMARY 

Since mid- 1995, the Georgian electnc power sector has undergone a dramatic 
transformation With the creation of a hgh  level committee on restruchmng and the 
issuance of its recommendations m the form of Presidential Decree # 437, a process was 
initiated that has led to all of the reforms targeted by Delivery Order 14 being well on the 
way to realization Throughout h s  process, Hagler Bailly Consulting has provided 
guidance to Georgian government and power Industry officials that has resulted in the 
former non commercial state m monopoly being restructured into an unbundled, 
corporatized and independently regulated industry set for pnvatlzation m a market 
environment 

Recommendations made by the Committee on Restructmng of the Power Sector, 
established by Georgian President Edward Shevardnadze on the advice of USAID and 
Hagler Bailly, called for enactment of an Electncity Law whch defined the legal basis for 
a reformed power sector and specified the unbundling of generation, transmission and 
distribution Multiple commercial enterpnses have been created in each of these sub- 
sectors and plans for pnvatization prepared Newly created enterpnses have been 
corporat~zed and converted to Joint Stock Compmes Corporate charters for each have 
been filed and the appropnate stock issued, which wl l  be held by government until 
pnvatization An independent regulatory commission has been established and 
government's involvement in the sector l~mited to policy formation 

Under the legallregulatory reform task an Elecmcity Law was adopted by the Georgian 
Parliament in June of 1997 An important and immediate result of the law's passage was 
the formal creation of the Georgian National Electncity Regulatory Commission 
(GNERC) in August of 1997 After only 10 months as a permanent body, the GNERC 
had assembled a staff of 18 economists, engmeers, and lawyers It has adopted rules and 
procedures for its operations and licensed the new enterpnses under its junsdlction The 
Commission has developed Tarrff Methodologies and Principles for Wholesale Market 
Rules meant to provide the structure for a competit~ve wholesale power market in 
Georgia Data necessary for cost-based tmff setting are being collected from each 
licensee and the essential process of adjusting tmffs toward economic levels has begun 

The cornrnerc~al~zat~on task has seen the adopt~on of a Chart of Accounts by the GNERC, 
the ~nltial steps taken to Implement internat~onal accounting standards, and trainmg 
programs m these subjects begun for power sector accountants Modem metenng, b~lling 
and collect~on procedures have been demonstrated on a large scale through the Rustav~ 
Commercial~zation Demonstrabon project w th  sigmficant results proving that the non- 
payment problem can be addressed successfully 

Work on the pnvatization task has resulted m the Mln~stry of State Property adopting a 
pnvatization program which calls for rationalization and pnvatization of the distribution 

Hagler Ba~lly 
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offered to strategic investors To carry out the privatization plan, the Georgian 
government has selected as its advisor the investment banking firm of Merrill Lynch 
which has presented the Telasi system to international investors with the goal of 
completing a final tender in the 4th quarter of 1998 

Finally, activities under the improved fuel supply enterprises task have resulted in the 
scoping of aud~ts of all major Georgian energy enterpnses Monthly reporting of data on 
energy production consumption, and trade has been established and ongoing efforts 
initiated to improve the quality and completeness of these reports Regular evaluations of 
the power supply outlook have been provided to the USAID mission in Georgia for 
consideration in planning ~ t s  programs, including those involving humanitanan 
assistance 

Delivery Order 14 has made a decisive contribution to the power sector reform now 
underway in Georgia While this process will require many years before it can be 
declared complete, the accomplishments to date compare well with those achieved 
elsewhere in the NIS A solid base has been laid for further success The attached exhibit 
outlines quarterly progress in the ~mplementation of each of the project tasks 

Hagler Bailly 
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EXHIBIT OF THE SUMMARY OF QUARTERLY DELIVERABLES AND 

EVENTS 

Hagler Badly 



E x h ~ b ~ t  
Summary of Quarterly Dehverables and Events 

Assoc~ated w ~ t h  Project Tasks 

Task 

Task 1 
Restructurml 

Quarterly Events 

4Ql95 - Hgh level Comm~ttee on Restructurmg of the Power 
Sector formed by Pres~dent~al decree 

l stQl96 BI weekly meetmgs of the Restructurlng Comm~ttee 

2ndQl96 World Bank sponsored semlnar on Power Sector 
Restructurmg In Georg~a Presentat~ons by Hagler Badly on 
restructurmg and regulat~on Presentat~ons b> TAClS 
consultants on restiucturlng 

3rdQl96 Issuance of Pres~dent~al Decree # 437 About 
Restructurlng of the Power Sector 

4thQl96 Unbundl~ng of Sakenergo Into Sakenergo 
Generatwa and Sakenego (transmm~on) 

4thQI96-Corporat1zat1on of ~ n d ~ v ~ d u a l  power plants under 
Sakenergo Generatwa as Jomt Stock Compan~es and Sakenerg 
as state commerc~al enterpr~se 

Quarterly Del~verableslOutputs 

2"d Q195-Memorandum of 
Understand~ng between USAlD 
and Government of Georg~a 
(GoG) to undertake restructurmg 

4thQl95-Released Hagler Ba~lly 
report on Internat~onal Power 
Sector Rest1 ucturmg Fxper~ence 
W~th  an bmphas~s on Changes In 
the D~str~but~on Sector 

lstQ196 Released Hagler Badly 
report Characterrzat~on of 
Georg~a s Power Sector 

2ndQl96-Draft decree on 
restructu~ lng the Georgian power 
sector and supporting Program f o ~  
Implementat~on prepared 

3rdQl96 Hagler Ba~lly Report 
Georg~a Power Sector Retorm 

Worh Plan 

Other H~ghhghts 

3rdQl95 Jomt Hagler Badly World Bank M ~ s s ~ o n  to T b l l ~ s ~  to gather 
mformat~on on power sector sltuatlon In Georg~a 

4thQl95 Hagler Badly conducted sem~nars/worhshops on restructurmg 
experlence In other countries Presentahon to the Restructurlng 
Comm~ttee by B r ~ t ~ s h  expert on the UK s reqtructurlng experlence 

IstQI95 Hagler Ba~lly presentat~on on The Georg~an Power k t o r  In 
Trans~t~on A Strategy for Restructurmg and Prwat~zat~on 

2ndQl96 Hagler Badly presentation to the Restructurmg Comm~ttee 
Reform Strategy lmplementat~on Steps and Legal Act~on for Georg~an 

Power Sector Restructurlng and Pr~vat~zat~on 

2ndQl96 Hagler Badly presentat~on to World Bank semlnar Power 
Sector Restructur~ng and Pr~vat~zat~on Internat~onal Exper~enc~  

4 t h ~ / 9 6 - ~ n ~ t ~ a l  reconnaissance of Reg~onal Transm~ss~on and 
D~s t r~but~on  Subsectors carr~ed out by Hagler Ba~lly W o ~ k ~ n g  
memorandum prepared 



E x h ~ b ~ t  
Summary of Quarterly Delwerables and Events 

Assoelated wkh Project Tasks 

Task 

Task 1 
Restructur~nl 

Quartet ly Events 

lstQ198 Separat~on of Sakenergo Into Sakenergo Transm~ss~on 
and Sakenergo D~spatch 

Quarterly Del~verableslOutputs 

3rdQl96 Power Sector Reform 
In Georg~a A Br~ef Status 
Report 

3rdQl96 Hagler Badly report on 
Reorgan~zat~on of Sakenergo 

Generat~on 

3rdQl96-Status Report on Reform 
In the Cleorg~an Power Sector 

4thQl96 Debt Restructurmg for 
the Georg~a Power Sector 

2ndQl97 ' Mid-Year Summary 
Assessment Report The Georg~an 
Electr~c~ty Sector In I ransltlon 

2ndQl97 Characteruat~on of 
Georg~a s Power Sector (Revlsed) 

2"d Q/98-Status Report on Reform 
In the Georg~an Power Sector 

3rdQl98 Hagler Badly Report 
Georg~a Power Sector 

Restructurmg Plan A Strategy & 
Work Plan for Ach~ev~ng Reform 
Pr~vat~zat~on 

3rdQl98 Hagler Ba~lly Report 
Power Sector Restructurmg 

Status Assessment 

Other H~ghhghts 

lstQI97 Br~efing for Ms G Donnelly Dlrector of USAID Caucasus 
M ~ s s ~ o n  on Reform In the Electrlc Power Sector of Georg~a 

2ndQl97 Presentat~on on Reform In the Electr~c Power S e ~ t o r  of 
Georg~a glven to the US Embassy s Busmess Roundtable 

3rd Ql97 Presentat~on on Reform In the Electr~c Power 'Sector ot 
Georg~a glven to rneetlng of Non Governmental Organ~zat~ons 
operatmg In Georg~a 

3rdQl98-Br~efing for Dr Fredertch Machmer new D~rector of USAlD 
Caucasus on power sector reform In Georgm 



Exhibit 
Summary of Quarterly Deliverables and Events 

kssoctated wkh Project Tasks 

Task 2 
Legall 
Regulatory 
Reform 

Quarterly Events 

3rdQl96 Temporary regulatory commlsslon attached to the 
Mlnlstry of Economy establ~shed by decree until passage of 
Electr~c~ty Law 

2nd Ql97 Completed draft of Electricity Law subm~tted to 
Parhament Hearlngs held by Committee on Econom~c Sectors 

2ndQl97 Electricity Law adopted by Parhament on June 25 

3rdQI97-Georg~an Nat~onal Electr~c~ty Regulatory Commlss~or 
(GNERC) offic~ally created as a result of Electr~c~ty Law 
passage Replaced temporary commwon attached to Min~stry 
of Economy 

3rdQl97 As requ~red by the Electric~ty Law GNERC began 
issuing l~censes to power sector enterprises under its lurisdictlo 
and began collect~ng l~cense fees 

4thQ 97 GNERC ra~sed tar~ffs for all classes of serv~ce to 4 5 
Tetri per kwh 

Quarterly Del~verables/Outputs 

4thQ/96-Model Charters for 
Corporat~zat~on prepared by 
Hagler Ba~lly 

4thQl96 Hagler Bailly prepared 
Market Functlonlng Rules and 

the Structure of SakTrans 

4thQl95 3rdQl97 Translations of 
varlous art~cles and extracts from 
books on regulat~on and 
competltlon In eiectr~c~ty supply 
Translation of Arkansas Law on 
Electr~c~ty Regulatory 
Comm~ss~on 

4thQl95 4thQl97 Var~ous 
workmg memoranda on toplcs of 
regulat~on 

4thQl96 1 stQl97 Preparation of 
mult~ple drafts of Electr~c~ty Law 
by Hagler Badly In cooperatlon 
w~th  the M~n~s t ry  of Fuels and 
Energy and the World Bank 

IstQ198-Report by Hagler Badly 
on Electrmty Prlclng In 
Georg~a 

1 stQ198 Wholesle Pricmg 
Proposal and a Pr~ce 
Methodology Trans~t~on Plan by 
MK Shean 

Other H~ghlrghts 

4thQ/95 Hagler Ba~lly presentation to Restructur~ng Committee on 
Independent Power Sector Regulat~on 

2ndQ/96 Hagler Ba~lly conducted study tour of US regulatory agencles 
by delegation of h ~ g h  level officials from the Georgian parliament 
government and power sector 

4thQl96-Presentat~on on Power Sect01 Reform and the Role of the 
(temporary) Georg~an Electiic~ty Regulatory Comm~ss~on 

l stQl97 Presentat~on to the temporary commlsslon on Flnanc~al 
Plannmg In the Amer~can Clectr~c~ty Supply Industry 

lstQl97- Hagler Badly semlnar for government offic~als on Tar~ff 
Methodolog~es 

2ndQl97-Semlnar for GNERC and power sector otfic~als on 
Model Generat~on Transm~ss~on and D~s t r~but~on  L~censes 

4thQl97 GNERC partwpated In Hagler Badly sponsored semlnars for 
NIS regulators In K ~ e v  and Budapest 

4thQl97 Presentat~on to the GNERC on A Wholesale Georg~an 
Electr~clty Market 

4thQl97-Semlnar for GNERC and sector offic~als on the Calculat~on of 
Transm~sslon Tar~ffs In Georg~a 

2ndQl98 GNERC commlssloner partlc~pated In Hagler Ba~lly 
sponsored semlnar on l~cens~ng for NIS regulators In Budapest 

3rdQ/98 Sem~nars on Market Rules for separate groups of generation 
transmlsslon and d~spatch and d~s t r~but~on  enterprise offic~als 



Task 

Task 2 Legall 
Regulatory 
Reform 

E x h ~ b ~ t  
Summary of Quarterly Dehverables and Events 

Assoelated w~th  Project Tasks 

Quarterly Events 

2ndQJ98 GNCRC adopted Taritt Methodolog~es and Prmciples 
of Market Rules 

3rd QI98 GNERC ra~sed tar~ffs for all classes of servlce to 
6 Tetri per k w h  

Quarterly Del~verableslOutputs 

I stQJ98-Hagler Ba~lly teport on 
Electr~c~ty Prrcing In Georg~a 

Proposed Methodology for the 
Market Reform Program in 1998 

2ndQl98-Hagler Badly Report on 
' I arlff Setting for the Georgian 
Electr~c~ty Sector 

2ndQl98 Market Rules Position 
Papers # 1 through 5 by MK Shean 

3rdQJ98 Procurement List for Sub 
T a d  B 

3rdQ198 Electricity Pr~cmg In 
Georg~a 

3rdQJ98 Model L~censes for 
Generation Transmwon and 
D~stribution 

3rdQJ98 Implementation Plan for 
New Trad~ng Arrangements 

3rdQl98 Regulatory Pol~cy 
Papers 

-Information Gathering 
lnformat~on Management and 
Access to Information for the 
Independent Regulator 

The Use of U S Adm~nistrat~vr 
I aw Concepts in Georg~a 

Retail Customer D~sconnect~on 

Other Highlights 

3rdQl98 GNERC Lommissloners made a study tour of American 
regulatory agencles V ~ t s  were made to the Federal Energy Regulatory 
Comm~ss~on Georgia Public Servlce Comm~ss~on Vlrglnia Corporat~on 
Commission the New York Power Pool and the New Yorh Public 
Serv~ceComm~ssion 



E x h ~ b ~ t  
Summary of Quarterly Del~verables and Events 

Associated w ~ t h  Project Tasks 

Task 

Task 2 

Legal and 
Regulatory 
Reform 

Quarterly Events Quarterly Del~verables/Outputs 

3rdQJ98-Report on Regulatory 
Enforcement Procedures 

3rdQl98 Report on GNERC s 
Annual Report 

3rdQl98 Hagler Badly s Status 
Assessment of the Legal and 
Regulatory Framework of the 
Geotglan Power Sector 

Other H~ghl~ghts  



Exh~bit 
Summary of Quarterly Dehverables and Events 

Assoc~ated wkh Project Tasks 

Task 

Task 3 
Commerc~al 
~zatlon 

Quarterly Events 

lstQ198 Publlc meetlng held In Rustavl munlclpal bu~ld~ng  w ~ t  
c ~ t y  counc~l to klck off p~lot project Strong endorsement from 
USAID representative present 

2ndQl98 Georglan manager of p~lot project made a presentatlo 
at a semlnar on bllllng and collectton In NIS countries held In 
Klev A strong Interest was shown by other NIS representatwe 
In the Rustavl project 

l stQ198 Contracts let for work to relocate meters of 1700 
res~dentlal customers In Rustavl as first step In demonstration 
project Check meters procured and customer accounting 
program tlanslated Into Georgm Georglan staff assembled to 
handle meterlng bllllng and collection 

lstQ198 Pres~dent~al Decree requlrlng that all meters be 
relocated outs~de of customers premlses by year-end 1998 

2ndQl98 Flrst bllllng cycle data collected from pllot project 
Results showed Increase In cash collect~ons from 10% to over 
75% when hours of serv~ce expanded and cutoff for non 
payment enforced 

3rdQl98 Second stage of Rustav~ project begun addmg 1900 
customers to test population 

Quarterly DeliverableslOutputs 

4thQl97-Report on Commercial 
Reform of Electrlc D~strlbut~on 
Compan~es 

3rdQl98- D~strlbut~on Subsector 
Commerc~al~zat~on P~lot Project 

3rdQl98-Plan for lmplementatlon 
of Intematmal Accountmg 
Standards (IAS) In the Power 
Sector completed by Carana 
Corporatlon 

3rdQl98 Procurement Llst for 
Sub-Task C 

3rdQl98- Republtc of Georg~a 
Accountmg Manual for Electrlc 
Companies by Carana 
Corpoarat~on 

3rdQl98- Env~ronmental 
Assessment for Electr~c 
D~str~butlon Commerc~al~zat~on 
P~lot  Project 

3rdQl98- Georgla Power Sector 
Commerc~ahzat~on Status 
Assessment 

Other Highlights 

3rdQl98 USAID and Mlnrstry of Fuel and Energy slgn codicil to 
Memorandum of Understandmg on Human~tar~an Gas whlch calls for 
the GoG to spend money equivalent to value of humamtarIan gas 
supplled and not used for power generation to expand Rustavl prole~t 
An estimated 6500 addltlonal customers w~l l  be added over 5 month 

3rdQl98 Semlnar on Chart of Accounts presented for GNERC and 
power sector accountants by Carana Corporatlon 

3rdQl98 Presentation by Carana Corporatlon to GNERC and power 
sector officials on the plan for ~mplement~ng IAS 



E x h ~ b ~ t  
Summary of Quarterly Dehverables and Events 

Assoc~ated w ~ t h  Project Tasks 

Task 

Task 4 
Prwat~zation 

Quarterly Events 

3rdQl96 Mmstry ot State Property prepared ~ n ~ t ~ a l  prlvat~zatlo 
plan callmg for pr~vat~zat~on ot generat~on first 

3rdQl97 Mmstry of State Property ~ssued revlsed prlvatlzatlon 
plan calhng for prlvatlzatlon of dlstr~but~on first w~th  Telas~ 
the enterprise servlng Tbll~sl to be the first property sold 

4thQl97 Mmstry ot State Property ~ssued RFP for a financ~al 
advlsor to act on Georg~a s behalf In prlvatlzlng power sector 
assets 

lstQI98 Merr~ll Lynch selected by GoG as financ~al advlsor 

2ndQl98 lnformatlon Memorandum on Telasl circulated to 
strateglc mvestors by Merrdl L] nch 

3rdQJ98 Hagler Ba~lly gave due dhgence br~efing on Telas~ tc 
the Amerlcan strateglc Investor AES lncludlng tour of Rustavl 
commerc~al~zat~on dernonstrat~on project 

Quarterly Del~verables/Outputs 

1 stQl96 Hagler Ballly report A 
Strategy and Worh Plan for 
Achlev~ng Reform and 
Pr~vat~zat~on 

l stQl96 Report on Prwat~zatlon 
Optlons for the Power Industry 

I stQl97-Hagler Badly prepared 
184 page comp~latlon of 
Ba~kground lnformatlon on 

Georg~a Power 9ector 
Pr~vatlzat~on 

2ndQl97 Ser~es of Memoranda on 
Pr~vat~zat~on of Electrmty Sect01 

Assets 

2ndQl97 Merneorandum on 
Generatlon Plant Asset 

Valuat~on 

2ndQl97 Hagler Badly Proposed 
Asset Valuat~on Methodology for 
Dlstrlbut~on and Generatlon Asset 
Pr~vatlzatlon 

2ndQl97- E l e c t r ~ ~ ~ t y  Sector 
Prlvatlzat~on Goals Strategy and 
Schedule 

3rdQl97-Hagler Badly report on 
Prwat~zat~on Strategy for 

Georg~a 

Other H ~ g h l ~ g h t s  

3rdQl97-Price Waterhouse began work on pr~vat~zat~on requirements 

2ndQJ98 Hagler Ballly and Prlce Waterhouse colldborated w ~ t h  Kantor 
and KPMG to produce Informat~on Memorandum on Telas~ for use by 
Merr~ll Lynch 



E x h ~ b ~ t  
Summary of Quarterly Del~verables and Events 

Assoc~ated w ~ t h  Project Tasks 

Task 

Task 4 
Prlvat~zat~on 

Quarterly Events Quwterly Del~verables/Outputs 

3rdQ197 Hagler Badly report on 
Prellm~nary Assessment of 

D~str~but~on Sector for 
Pr~vat~zat~on 

3rdQl97-Hagler Ballly report 
Cr~t~ca l  Evaluat~on of Mmstry o 

State Property Management s 
Proposed 7 emporary 
Methodology of Company Sellmg 
Pr~ce Est~mat~on 

4thQI97 Hagler Ballly report on 
Groupmg of D~str~but~on 

Compan~es for Prwat~zat~on 

lstQI98- The Georg~a Power 
Seclpr A Strategy and Work Plan 
for Achh~ev~ng Reform and 
Pr~vat~zat~on 

1 ?tQ/98 Hagler Ba~lly 
memorandum to Mm~stry ot State 
Prope~ty on Valuat~on 
Methodology Used by Georg~an 
Power Sector Strateg~c Investor 

lstQ/98 Hagler Badly 
memorandum on Georgla Power 
Sector Pr~vat~zat~on Attractmg 
Ser~ous Investors 

2ndQl98 Prlce Waterhouse F~nal 
Report 

Other H~ghl~ghts  



Task 

Task 5 
Improved Fue 
Supply 
Enterpr~ses 

E x h ~ b ~ t  
Summary of Quarterly Delwerables and Events 

Assoc~ated w ~ t h  Project Tasks 1 
Quarterly Events 

lstQ198-Memeorandurn of Understanding s~gned by USAID 
and GoG coverlng the human~tar~an  upp ply of $5 m ~ l l ~ o n  of 
natural gas for use In Gardabam power plant 

1 stQI97-3rdQl98 Per~odlc 
memoranda on Power Supply 
Outlook 

3rdQl98- Scopmg Study for 
Flnanc~al Evaluat~on of Energy 
Enterpr~ses by Carana 
Corporation 

3rdQl98 Assessmemt of Pol~cles 
& Reform In the Fuel Supply 
Subsectors 

3rdQ198-Memorandum on 
Sakenergo Generats~a s Prospect: 

for F~nanc~ng Gardaban1 s Wlnter 
Fuel Requ~rements 

3rdQl98 Pol~cy Assessment of 
the Geroglan Fuels Sector for 
Electrlclty 
Generat~on 

Other  H~ghhghts 

2ndQl98 Mmstry of Fuel and Energy began lssulng monthly reports on 
the product~on consu~nptlon trans~t and trade In energy based on 
questlonnalres desrgned w ~ t h  the assistance of Hagler Ba~lly 

lstQt97-3rdQ198 At the request of USAID Hagler Ba~lly made perlod~c 
presentat~ons on the status of power sector reform and the power supply 
outlook to meetlng , of non-governmental organ~zatlons operating In 
Georg~a and to the US Embassy s Busmess Roundtables 


