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1. INTRODUCTION

ThIS paper descnbes a strategy and the assocIated work plan for techrncal assIstance
to support the RepublIc of GeorgIa's efforts rn acluevrng reform and pnvatizatIon rn
one of the most cntical rnfrastructure elements of the economy -- the power sector

We start by presentrng a bnef SItuatIon analysIs of the GeorgIan power sector We
descnbe the problems, economIC and reform contexts, and the constrarnts and
opportumties of the SItuatIOn We end With an urgent call for contrnued techrncal
asSIstance to ensure the sustarnabilIty ofappropnate reform

Next, we provIde a statement of the techrncal asSIstance goals and the proposed
elements of our strategy for rnstitutIOn buIldrng rn the GeorgIan power sector There
IS a compellIng need for the ImplementatIOn of tlus strategy It Will accelerate
GeorgIa's recovery from ItS current economIC and SOCIal cnSIS, and support ItS
transItIon to a market economy

We then outlrne an ImplementatIOn plan bUIldrng upon SIX major reform goals We
target technIcal asSIstance toward those areas of the power sector where we can
aclueve the greatest leverage for reform, areas that are not adequately berng addressed
by the Government of GeorgIa or other foreIgn technIcal asSIstance efforts

The ImplementatIOn plan speCIfies a work plan that conSIsts of five rnterrelated work
tasks that focus our technIcal asSIstance on speCIfic areas of need Two of the work
tasks -- Power Sector Restructunng and Power Sector RegulatIOn -- are already
underway In addItIon, we define and prOVIde detaIls on three addItIonal work
elements that should be ImtIated as soon as pOSSIble Legal Framework,
CorporatizatIOn and CommerCIalIzatIon, and PnvatizatIOn Each of the work tasks
descnbe planned actIVItIes, schedules and benchmarks, and cntIcal progress
evaluatIOn and deCISIon pornts The work tasks are summanzed and mIlestone charts
descnbe project schedules - detaIled descnptIOns of the work tasks are contarned rn
the AppendIX

Taken together, the executIon of tlus overall work plan Will asSISt rn acluevrng
rnstltutional reform m the GeorgIan power sector It Will help m acceleratmg the
recovery of the GeorgIan power sector so VItal to the recovery of the overall economy
Tlus Will be aclueved through the reahzatlon of the benefits from an Improved
competltive onentatIon compatlble With the natlon's emergmg market economy

------------ Hagler Ballly Consultmg------------
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20 SITUATION ANALYSIS

Currently, GeorgIa does not have the fully vertIcally mtegrated monopoly utIlIty It
had as recently as 2 years ago In contrast to many countrIes m the Former SovIet
Umon and Eastern Europe, modest reforms m the power sector m these last two years
have meant mcreased market onentatIOn of the sector, through lImIted unbundlmg
and pnvatIzatlOn ofportIOns ofSakenergo's assets (the central government's
vertIcally Integrated wholly-owned and -operated electrICIty department) J

These recent reforms In the GeorgIan power sector mclude the apparent wIllmgness
of Sakenergo to allow thIrd party power wheelIni, the unbundlIng and establIshment
of more than 50 mumclpal dIstrIbutIOn comparnes, the pnvatlzatlOn of 18 small
hydropower plants totalmg 90 MW, the leasmg of three hydroplants to pnvate
operators WIth a total capacIty of 180 MW, power Imports mdependently negotIated
by large mdustry WIth foreIgn utIlItIes, and the negotIatIon ofJomt venture
agreements between GeorgIan and foreIgn utIlItIes

Most of these reforms, however, were not conceIved In a well thought-out manner
and, due to madequate ImplementatIOn planmng, much of the potentIal gams from
theIr ImplementatIOn has not been captured At the same tIme, other factors such as
the contmumg economIc cnSlS, mternal and external polItIcal problems, and unsettled
energy relatIOns WIth GeorgIa's neIghbors, further constram the natIon's abIlIty to
solve the challenges It faces m the power sector

As a result, the GeorgIan power sector faces severe problems Ofgreatest Importance
are

• DeterlOratlDg Sector Infrastructure The power sector Infrastructure In GeorgIa
has been severely weakened by years of neglect and poor constructIon practIces,
caused by lack of finanCIal resources for maIntenance and new Investment The
generatIon, transmISSIOn, and dIstrIbutIOn components of the system are
recogruzed as bemg m a mIserable state

1 For a detaIled descnptlOn of the GeorgIan power sector and recent changes see
Hagler BaIlly Consultmg's report "GeorgIa's Power Sector A CharactenzatlOn"
2 ThIs IS the transfer ofthrrd-party power through a utIlIty's transmISSIon lInes
However, It IS our prelImInary understandmg that a recent PreSIdentIal Decree
reqUIres all thIrd party generators to sell theIr output to Sakenergo If thIs fact IS
confirmed, then some retrogressIon m reform has occurred

------------ Hagler BaIlly ConsultlOg------------
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Currently less than 500 MW ofthe natIon's 4,900 MW ofmstalled capacIty are
operatIOnal Whlleforelgn techmcal assIStance IS bemgprovldedfor some
rehabILitatIOn ofeqUIpment, slgmjicant Investment IS required to brmg on-Ime
suffiCient electFlclty supply to meet the enormous gap between customer
demand and aVallable electFlclty supply

• InabIlIty to purchase fuel supplIes GeorgIa, condItIoned to the subSIdIzed flow
of fuel from more energy-nch repubhcs dunng the SovIet era and With an
economy currently m dIsarray, cannot now afford to pay the world pnces for
needed fuel supplIes Currently, GeorgIa relIes on humamtanan asSIstance from
the West for most fuel purchases

For example, thefuel debt to TurkmenIStan and RUSSia IS estimated at around
US$500 mllilon Naturally, mternanonalfuel suppliers are reluctant to provide
Georgia With fuel. W,thoutfuel, the thermalplants, essential to winter power
generatIon, are effectively out ofservIce

• Extremely Low Level of BIll Payment by Customers Most reSIdentIal,
government and mdustnal customers do not, or cannot, pay theIr bIlls

Currently, billpayments by all customers has only Improved to 25% ofreceivables
ThIS IS hardly sufficlentfor any enterprISe to operate WIthout subsldlesfrom
some other source offundmg or haVing to deferfuel purchases, preventive
mamtenance, new Investment, and the payment ofsalaries

• Inadequate power sector regulatIon Tanff-settIng and other regulatory
functIons are often subject to Mlmstenal pohtIcal pressures, forCIng Sakenergo to
serve government SOCIal goals through the pnces It charges, at least for some
classes of customers

Even ifbill collecnon were 100%, the current tariffstructure does not coverfull
revenue reqUirements (cost ofoperatIOns, recovery ofInvestment costs and a
return on employed assets) for Sakenergo, and In many cases, does not allow a
gIven mumclpal dlStFlbunon company to cover Its basIC costs ofservice

• Unresolved Internal and external polItIcal problems Abkhazta's control of
the Ingun Dam operatIOns and the ongomg attempt by the RUSSIans to gam at
least partIal control of Sakenergo's pnmary transmISSIon system through a
bIlateral agreement, dIsadvantageous to GeorgIa, are examples ofpolItIcal
problems dIrectly affectIng the operatIons of the power sector

------------ Hagler Bailly Consultmg----- _
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As long as these political situations exISt, they limit the power sector's ability to
take charge of Its own destzny

• Bankrupt power sector entIties Detenoratmg phYSICal plant m the power
sector, low bIll payments, polItIcally-mfluenced tanffpolIcIes, the mabIlIty to
purchase fuel on the open market, and the unsettled polItIcal SItuatIon all combme
to create a cnSIS SItuatIon for the power sector

The znstltutlons ofthe power sector hold multi-million dollar debts to various
creditors, and because oflow customer billpayment and afinanCially
unattractIve tarzffstructure, varIable costs ofsector operatIons cannot be met.
Simply put, the power sector IS technzcally andfinanCially bankrupt.

• Inadequate commerclally-onented Internal systems Power sector enterpnses
lack the reqUIred accountmg and management mformatIon systems to conduct
dally actIVItIes m an effiCIent and effectIve manner

Commerclally-focused bookkeepzng, record-keepzng and Western financial
accountzng practIces, supported by the requISIte computerIzed systems, are
Virtually unknown zn the Georg,an power sector The abacus IS the technology
ofchOIcefor accountzng and bookkeepzng

• A poorly defined legal framework Currently, commercIal transactIons WIthIn
the power sector are dIfficult to establIsh and enforce There has been only modest
success m creatmg an overall energy law framework as well as the correspondmg
specIfic legIslatIOn to permIt normal commerCIal functIOnmg WIthIn the sector

Clearly defined, enforceable contractsfor power sales between the exlStzng small
and medium hydrofac,lltles and Sakenergo and/orfor direct sales to customers
and dIStribution companzes are the except,on, not the rule ofcurrent practIce zn
Georg,a. S,mllar znadequacles exISt zn current law andpendzng legISlation,
rangzng from l,m,tatlons on prIvate ownership ofproperty to permISSIbleforms
ofzncorporatlon

• Incomplete power sector restructunng Accordmg to the by-laws of the
newly-formed State Fuel and Energy CorporatIon (SFEC) ofwmch Sakenergo IS a
"subSIdIary", It has control over power sector polIcy development, It self-regulates
much of Its monopoly functIons and contmues to be responSIble for commerCIal
operatIon

-----------_ Hagler Badly Consultmg------------
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Havmg thefunctIOnal responslbliltles of utlilly operations and management, sector
regulation, and sectorpollcy-makmg under the control of the same
orgamzatlon (the SFEC), represents a clear conflict ofmterest. To the extent
these responslbllztles are not carned out by clearly defined and separate entitles,
the Georgian power sector will not be an effiCient provzder ofenergy services
for the country, andprogress toward meamngful reform could well be
compromISed.

The portIOns ofthe GeorgIan power sector where these major problems eXIst are
graplucally chsplayed m Exhtbit 1 on the followmg page The faIlure of the
embryomc reforms launched to-date to attempt a solutIon to many ofthese contmwng
problems, m combmatIOn WIth the ongomg econOmIC cnSIS and dIfficult mternal and
external pohtIcal SItuatIOn facmg the natIon, may lead to a reversal of the modest
progress achIeved so far At the same tIme, It IS Important to recogmze that there
have been pOSItIve reforms, however modest and Ill-conceIved, m spIte of a dIfficult,
contmumg tranSItIOn from a command and control structure to a nascent market
economy

The GeorgIan power sector IS at a watershed -- on one hand, the possIbIhty to
capItalIze on the array of opportunItIes for contInued unbundlIng, enhanced
competItIOn, and pnvatizatIOn of components of generatIOn, tranSmISSIOn and
dIstnbutIOn, and on the other hand, a retrograde scenano that would see a return to a
vertIcally-mtegrated statIst entIty or pOSSIbly, remtegration Into the RUSSIan
FederatIon system, rerntmscent of the SOVIet penod To faCIlItate the effectIve and
tImely resolutIOn of GeorgIa's power sector problems, and a contInuIng movement
toward a market onentatIOn, It IS Important to press forward WIth InstItutIOnal reform

The followmg strategy and assOCIated work plan are based on the premIse that
technIcal asSIstance, proVlded through the support ofUSAID, can prOVIde valuable
support to thIs reform process

------------ Hagler Batlly Consultmg-- _
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Exhibit 1
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3. A TECHNICAL ASSISTANCE STRATEGY FOR GEORGIAN

POWER SECTOR INSTITUTIONAL REFORM

The RepublIc of GeorgIa IS currently caught m the tempest ofa transItion from a
SOCIety and economy fully mtegrated mto the command and control former SOVIet
Umon system, toward a market-dnven, decentralIzed decisIOn-makmg structure The
economIC and polItical mstItutIons of the SOVIet Umon faIled to aclueve a satisfactory
qualIty of lIfe for the GeorgIan people and have been largely dIscredIted The SOCIal
and econOmIC orgaruzatIOn of thIS past model has been rejected m favor ofa tranSItion
to market-based economICS and polItIcal orgaruzatIOn based on the ballot box

WInle hopes are lugh for a successful transitIon to a market economy, it must be
recogmzed that tIns tranSItIon penod IS an extremely drfficult tIme to lIve through,
and that there IS a very real probabIlIty that, Without adequate technIcal asSIstance,
tIns expenment m bUIldmg a market economy With underlymg democratIc pnncipies
may fall TIns pOSSIbIlIty IS especIally real m the power sector

The goal of a market-onented economy IS to aclueve effiCIent resource allocatIOn and
mcreased econOmIC growth, typIcally charactenzed by Western econormes and the
successfully developmg countnes of ASIa It IS hoped that by acluevmg a more
effiCIent allocatIon of resources and allowmg pnvate entrepreneunal agents to
partICIpate where they can see profitable opporturutIes, prospenty Will be realIzed m
Georgia

Acluevmg tlus market-onentation m the power sector Will reqUIre a redefimtIOn and
rebUIldmg ofeconomIC relatIons among all components of the power sector Instead
of productIon targets and resource allocatIOn as speCIfied m economIC plans
establIshed by centralIzed planrung groups, every stand-alone actIVIty must be
finanCIally VIable on Its own TIns reqUIres adoptmg commerCIal arrangements among
power sector partICIpants - aclueved m the West by corporate, typIcally pnvate
mstitutIOns operatmg WItInn legal and commerCIal frameworks based on property
nghts, accountabIlIty, and corporate governance WIth these arrangements, power
sector partICIpants Will be free to profit or fall accordmg to theIr mdividual
performance

Clearly, vast quahty and quantIty changes m human, technIcal, and finanCIal
resources wIll be reqUIred for thIs transihon to take place successfully m GeorgIa
ForeIgn development technIcal asSIstance WIll be a key component m facilItatmg thIs
process, along With an mcreased role for the pnvate sector

------------ Hagler BadlyConsultmg------------
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For many sectors of a partIcular economy, the restructunng process leadIng to the
ultImate goal of pnvatizatIOn IS relatIvely straIghtforward Restructunng can be
readIly accomplIshed for sectors that have many partICIpants, no eVIdence of
monopolIstIC or olIgopoly market control, and easy entry Into and eXIst from that
partIcular market These type ofmarket charactenstlcs are IndIcatIve of a fully
competItIve sector where no enterpnse sets output pnce and all enterpnses are pnce
takers

However, restructunng the power sector represents a speCial challenge In any country
Histoncally, It has been a sector, even In Western economIes, where economIes of
scale and other elements have dIctated that WIthIn a gIven geographIc area, power
generatIOn, transmISSIOn and dIstnbutIOn (consIdered the "bundled" utIlIty) exhIbIted
monopolIstIc charactenstIcs ThIs monopoly feature of a tradItIonal utIlIty, whether a
governmental entIty or a pnvately-held enterpnse, has typIcally meant that some form
of a regulatory functIOn was reqUIred to act as a surrogate for a fully functIOmng
competItIve marketplace for energy servIces

WIthOut recountIng the changes -- technologIcal, econOmIC and pohcy -- that have
permanently altered the way In whIch power sectors throughout the world are
structured, It IS now clear that there are elements of the power sector that can exhIbIt
competitIve charactenstIcs At the same tIme, and for the foreseeable future, there wIll
contInue to be elements that have natural monopoly charactenstlcs, requmng
regulatIOn as a substItute for the competItIve market mechamsm

An IdealIzed "model" of a power sector In a mature, well-functIomng economy WIth
large power demand and a large number ofpower prOVIders, would contaIn a fully
competItIve generatIon component or subsector, a transmISSIOn/dIspatch component,
typIcally a monopoly and subject to some form of regulatIOn, and a set of dIstnbutIOn
compames, each a geographIc monopoly, subject to some form of comparatIve (or
benchmark) competItIon, under the overSIght ofa regulator

To take the InternatIonal expenence and adapt It to GeorgIa, reqUIres a deep
understandIng ofthe present SItuatIon WIthIn the GeorgIan power sector, and the
chosen market-onentatIon of the RepublIc's economIC polIcy The pnncipal goals of
the reform process In the GeorgIan power sector should be the restructunng and
pnvatIzatIOn of the sector actIVItIes to establIsh commerCial entitles workIng WIthIn a
competItIve market context, but takIng Into account unIque GeorgIan factors

Short-term needs such as Improved fuel supply, dramatIc Improvements In bIll
collectIon, and greater aVaIlabIlIty of spare parts may seem of greatest Importance at
the moment However, the phIlosophy underlymg the techmcaI asSIstance strategy

------------ Hagler Badly Consultmg---- _
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proposed m thIS document stresses the pomt that sustamable solutIOns to GeorgIa's
power sector problems WIll only be pOSSIble WIthIn a completely restructured and
reVItalIzed mstItutIOnal framework, whtch wIll requIre patIence and tIme In fact,
short-term Improvements WIll remam exactly that--short-term-- unless longer-term
restructurmg and reform IS Implemented, WIth that process begInnIng now

What are typIcal benefits assocIated WIth a well thought-out, longer-term set of
InstItutIOnal reforms for the power sector?

• Improved technIcal performance of utIlIty operatIOns
• Improved finanCIal performance of utIlIty operatIons
• ProVIdes utIlIty management WIth a performance-based reward system
• Encourages competItIon In those portIOns of the power sector where competItIOn

makes sense
• StImulatIOn of Interest of pnvate foreIgn and domestIc mvestors In the power

sector

As IndIcated earlIer, the umque features of the power sector must be taken mto
account when frammg a restructurmg and reform strategy It IS a sector WIth speCIal
features that makes It much more complex when It comes to restructunng Hagler
BaIlly's techrucal asSIstance strategy to support the power sector reform Incorporates
an understandIng of the umque nature of the sector and focuses on four major areas

1 Structure and Ownership - to encourage competItIve pressures and effiCIency In
all areas of power sector, and to faCIlItate a contInuatIOn ofthe movement away
from vertIcal monopoly ownershtp by Government to pnvately-owned compames
In the vanous segments of the power sector -- generatIon, transmISSIon, and
dIstnbutIOn

2 Pohcy -- retaIn the overall polIcy development and ImplementatIOn functIOns for
Government As much as pOSSIble, mamtam a "hands-off', though clear and
stable, Government polIcy pOSItIon toward power sector commercIal operatIOn

3 Regulation -- create a regulatory body Independent ofMImstenal and utIlIty
company mfluence WIth transparent and consIstently applIed "rules of the game"

4 CommerCIal Operation -- pennit managenal decisIOn-makmg and resource
allocatIOn deCISIOns to be made only by power sector compames WIthout
Government Interference ThIs, among other thIngs, WIll encourage pnvate
Investment In power faCIlItIes

------------ Hagler BaIlly Consultmg------------
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ExhtbitS 2 and 3 on the folloWIng two pages Illustrate the transItIOn strategy that
Hagler BaIlly Consultmg IS advocatmg

There IS sIgmficant precedent for revItalIzIng a gIven country's power sector, startIng
With the ChIlean restructunng and pnvatlzatlons that began In the late 1970s3

Although power sector restructunng has SInce occurred In many advanced Western
countrIes, most notably and dramatIcally In the Umted Kmgdom, there IS special
relevance to GeorgIa from those changes that have occurred In LatIn Amenca, Eastern
Europe, and other countrIes In the CIS

These reforms, IncludIng unbundlIng of generatIOn, transmission, and dIStrIbutIOn, the
separatIOn of regulatory and polIcy roles from commerCIal operatIng enterpnses, the
establIshment ofnew regulatory bodIes, and the pnvatizatIOn of appropnate power
sector assets, have been Implemented In the last four years to Improve market-
onentatIOn, attract new sources of capital, and help resolve cnsls conditIons In the
power sector In BolIVIa, ArgentIna, NIcaragua, EI Salvador, Hungary, and the
UkraIne

Recent International expenence clearly shows that a stable, appropnately restructured
power sector IS able to attract the mterest ofreputable mternatlOnal power compames
as strategIC partners or sole owners ofvanous sector enterpnses, and that pnces paId
for assets reflect the long term value of a market franchIse Unless there IS thIs
stabIlIty and clear functIOnIng In the power sector, there IS very lIttle hope that
Georgia can attract Investors capable and wIllIng to Invest the funds reqUIred to solve
the country's problems If emphasiS IS not placed on separatIng commerCial operatIon
from polIcy and regulatory funCtIOns, and on the establIshment of a clear and stable
contractual framework WithIn winch pnces reflect the economic value of resources,
then Georgia cannot expect to attract Investment

These factors suggest that to reap the greatest benefits from power sector
pnvatizatlOn, the Georgian power sector should first undergo a penod of regulatory
and legal framework establIshment and the corporatizatIOn and commerCIalIzatIOn of
power sector entItles

3 See the Hagler BaIlly ConsultIng draft report "International Power Sector
Restructunng Expenence With an EmphasiS on Changes m the DlstnbutlOn
Subsector", December 19, 1995, TbllIsI, GeorgIa

------------ Hagler Bailly Consultmg----- _
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Exhibit 2
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Exhibit 3
REPUBLIC OF GEORGIA

POWER SECTOR POLICY, REGULATION, AND OWNERSHIP

_------------11 1

I

"

1992-1994

Policy:

-SAKENERGO
- GOVERNMENT

Regulation:

-SAKENERGO
- MINSTIRY OF

ECONOMY

Ownership:

- GOVERNMENT
DEPARTMENT
"SAKENERGO"

~

~

CURRENT

Policy:

-SAKENERGO
- GOVERNMENT

Regulation:

-SAKENERGO
- MINISTRY OF

ECONOMY

Ownership:

- STATE-OWNED
COMPANY
(SUBSIDIARY OF
ENERGY CORP.)

- MUNICIPALITIES
- PRIVATE

~

~

GOAL

Policy:

-ENERGY
MINISTRY

Regulation:

- INDEPENDENT
REGULATORY
BODY

Ownership:

- MULTIPLE
PRIVATE
CORPORATIONS
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4. REFORM IMPLEMENTATION GOALS

There are SIX major goals that must be achIeved m the ImplementatIOn of our strategy
for power sector reform They are the followmg

1 EstablIShment ofan Energy Polleymakmg Body Separate from
Commercial Operatmg Entitles

2 Formation ofan Independent Regulatory Commzsslon
3 CreatIOn ofan AJ!Proprzate Legal Framework
4 Corporatizatzon and Continuation ofSAKENERGO unbundlmg
5 CorporatlzatlOnlRatlOnallzatlon ofExzstlng Mumclpal Dzstrlbutlon

Entitles
6 Resumption ofPower Sector Privatization

The above SIX goals are descnbed m the followmg

1 Establzshment ofan Energv Pollcvmakmg Bodv Separate from CommerCial
Operatmg Entitles

Purpose To determme power sector broad and overall pollcy To establlsh the "rules
ofthe game" for the power sector By talang the pollcymalang role awayfrom
commerczal entItles, thzs WIll avozd conflIcts ofmterest and the exerCIse ofmonopoly
power by power sector commerCIal entItles

• ThIs pollcy-makIng body should have a "hands-off' relatIOnshIp With the
day to day operatIOn ofcommerCial power sector compames

• ThIs Will be promoted and accomphshed by the formulatIOn and
promotIOn ofa strategy and ImplementatIOn timetable Support Will be
attamed by mterventIon With hIgh Government offiCIals, parhamentarlans,
and power sector personnel

• Acmevmg tms goal IS of the utmost Importance, however the attainment of
tms goal Will be dIfficult gIven the recent dIrection of mstItutIOnal change
The recently estabhshed NatIOnal Energy and Fuels CorporatIOn, wmch
has been granted full control over operatIOn, regulatIOn, and pollcymakmg
m the power sector, IS of concern

------------ Hagler Bailly Consultmg------------
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2 Formation ofan Independent Regulatory CommISsion

Purpose Within the llmltedJurlsdlctzon specified by power sector overall pollcy, the
Independent regulatory commlsszon shall enforce the "rules ofthe game" ofpower
sector operatIon The regulatory body shall, among other actIVitIes to be specified,
determine tarifft, grant operatmgjranchlses, Issue operatmg /zcenses, determme bill
payment polley, and guard consumers agamst the exercise ofmonopolypower by
commercial entitles worlang In the power sector

• EstablIsh an Independent natIonal electnc regulatory comnUSSIOn for the
RepublIc of GeorgIa In 1996

• ThIs regulatory body should be In operatIOn by 15 December 1996, WIth a
tranSItIOnal, semI-Independent commISSIon establIshed WIthIn the MInIStry
of Economy by 15 May 1995

• For maxImum effectlveness, It IS Imperatlve that the regulatory
COmmISSIOn should be free from the mfluence of Government and utIlIty
compames

3 Creation ofan Appropriate Legal Framework

Purpose PartiCIpate In the development ofa comprehenSive /egalframeworkfor the
energy sector that IS consIstent WIth the country's emerging market economy

• The basIC legal framework should be anchored In an overall law, and
lInked to subordInate laws

• Examples of subordInate laws would be ones that define the system of
contracts that must be put In place to govern the transfers of power and
funds between SAKENERGO (or successor compames) and eXIstIng and
future pnvate power producers, as well as between SAKENERGO (or
unbundled successor compames) and the eXIstIng dIstnbutIOn entltles
already separated from SAKENERGO

• The deSIgn of the legal framework and contract system must take mto
conSIderatIOn the current weakness of the GeorgIan legal system and the
pnmItIve commerCIal enVIronment

• The legal framework and contract system must encourage Investment and
mIrnmIze nsks to pnvate mvestors

------------ Hagler BaIlly Consultmg------ _
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4 Corporatizatzon and Further Unbundlmg ofSAKENERGO

Purpose To Improve the effiCIency and effectIveness ofpower sector operatmg
entItIes, and to achIeve consIstency wIth the country's emergmg market economy
ThIS WIll be achIeved by unbundlmg to Improve the commercIal operatIOn,
organzzatzon, and management ofpower sector entItIes

• CorporatIze SAKENERGO as a Jomt-stock company that pernuts pnvate
ownerslnp consIstent With GeorgIan law

• Introduce computenzed management systems and mtematIOnally
recogrnzed accountIng systems

• Create generation Subsidianes for large hydropower and thermal plants
• EstablIsh a separate transmIssIon/dIspatch corporate entity and ensure that

power wheelmg at reasonable tanffs IS reqUIred on transmISSIon lInes for
any entIty

• Aclneve overall operation of the power sector accordmg to power
contracts between and among power sector enterpnses

5 rorporntlzatumJRatlOnallzatlOn ofExlStmg MUnicipal DIStributIOn Entities

Purpose EstablIsh commercIally VIable dIstrIbutIOn companzes from the current
munzclpal dIstrIbutIOn companzes, consIstent WIth the country's emergmg market
economy

• Assess the current orgamzatIOn and management of the dIstnbutIOn
subsector, and develop a strategy to Improve ItS functIOnmg TIns strategy
would bUIld on past restructurmg m the dIstnbutIOn subsector and would
aIm to Improve the commerCIal performance, orgamzatIOn, and
management of the subsector

• Corporatize the dIstnbutIOn compames Jomt-stock companIes that permIt
pnvate ownerslnp consIstent With GeorgIan law

• As spatIal monopolIes, restructunng In the dIstrIbutIOn subsector should
accompany the creation of a regulatory regIme that provIdes mcentIves
and rewards adequate to aclneve good functIOmng of the dIstnbutIOn
compames

• Tarrffs and operating lIcenses for the dIstrIbutIOn companIes Will be
determmed accordIng to the procedures of the regulatory body

------------ Hagler Bailly Consultmg----------__



GEORGIAN POWER SECTOR RESTRUCTURING IMPLEMENTAnON PLAN • 18

6 ResumptIOn ofPower Sector Prlvatzzatzon

Purpose Attract new sources ofcapital and Improve the market onentatlOn ofthe
Georgian power sector, consistent with the country's emergmg market economy

• In concert WIth the establIshment ofa regulatory commISSIOn, the creatIOn
of a legal framework, and power sector functlonmg accordmg to power
contracts, remove the current moratonum on pnvatlzatIOn of
small/mediUm hydro systems

• Sohclt pnvate mvestment for all areas of the power sector ThIs would
mclude Jomt ventures, pnvate power producers, and the grantmg of
operatmg conceSSIOns to foreIgn and domestIc entItles WInle acluevmg
new mvestment for the GeorgIan power sector, tlus process WIllunprove
the understandmg of GeorgIan power sector OffiCIals ofhow to Implement
power sector reform that brIngs pnvate mvestment m the power sector

• After the establIshment ofclear and stable polIcy, regulatory, and legal
frameworks, as well as the unbundlmg, corporatIzatIon, and
commercIalIzatIon of power sector entItIes, then Implement power sector
pnvatlzatIon As amply demonstrated tn other countrIes, successful
pnvatIzatlOn be Implemented m a vanety ofways It could seek strategIC
partners for the GeorgIan power sector, be used to raIse revenues for the
Government, or could aclueve other goals

These reform actIOns are Illustrated In Exhtblt 4 on the follOWIng page

------------ Hagler Badly Consultmg------- _
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Exhibit 4
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As can be seen m the dIagram, the structure of the power sector would change
dramatIcally SAKENERGO would be dIVIded mto an appropnate nwnber of entItles
along functIOnal lInes GeneratIOn would be separated from transmIssIOn and dIspatch
and as descnbed preVIously, consolIdatIOn ofthe already unbundled dIstnbutIon
functIOn would contmue An Energy PolIcymakmg Body and Independent Regulatory
Body would take charge ofpohcy and market regulatIOn functIons respectIvely,
leavmg power companies, operatmg on commercIal pnnciples, to take charge of the
busmess of producmg, transportmg, and supplymg electnclty

WIth such an mdustry structure, mcreased market onentatIon would be achIeved
Under the appropnate blend ofmarket forces and regulatIon, there would be
competItIve pressures placed on generators and dlstnbutors to encourage operatlOnal
effiCIency In generatIon, power producers would compete agamst each other to
supply power at the lowest rates CommerCIal dIstnbutIon compames would have
theIr conceSSIOn lIcenses approved and retaIl tarIffs set by the regulatory body,
encouragmg effiCIent operatIOn through mter-dIstnbutIon company performance
companson

All the commerCIal entItIes m the power sector would be related by power sales
contracts whIch would have to meet the reqUIrements of the power sector regulatory
body so as to assure appropnate power market functIOmng These contracts are of the
utmost Importance for the functIomng ofthe entIre power sector

CompatIbIlIty of Hagler BaIlly Reform ActIons WIth other Reform Efforts

ExhIbIt 4, on the followmg page, shows the range of problems facmg the GeorgIan
power sector, the current actIons bemg taken to deal WIth them, and the GeorgIan and
foreIgn techmcal assIstance orgamzatIons that are workmg to resolve them The table
also Illustrates the Importance oftechmcal assIstance for mstitutIOn-buddmg that
Hagler Badly Consultmg proposes, as well as the nummal overlap of our proposed
techmcal asSIstance With the efforts of other foreIgn development aSSIstance
organIzatIons

------------ Hagler BaIlly Consultmg-- _
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Problems and Reform ActIOns ID the GeorgIan Power Sector

Issue ActIOn Executor

Power supply Thennal and Hydro Plant RehabIhtatIon Gennany, USAID, RussIa,
World Bank (WB), EBRD

TransmIssion and commumCatIOn system EBRD, USAID, WB
rehabliitatlOn
Agreements WIth AbkhazIa to resolve Ingun power Government of Georgia
flows and With RAO for Jomt venture IIDportS Settle (GOG), Sakenergo
debts WIth AzerrbalJan and Turkey and resume
IIDpOrts
Assure fuel supphes for Gardabanl GOG, Sakenergo, USAID

Power Sector FonnatIOn of CommISSIon on Power Sector GOG
Restructurmg Restructurmg

PresentatIOn of restructunng options and proposals Hagler Balily Consultmg
to the CommIttee on Power Sector Restructunng TACIS KANTOR/SEED

PnvatIzatlon PrivatizatIOn ofstate property GOG

Assistance to the State Property Management TACIS DelOitte & Touche
Mmistry
Development of pnvate power productIOn and PROPOSED by HBC
pnvatIzation strategy

Legal Overall energy law development PROPOSED by HBC
Framework

Contracts among power sector participants PROPOSED by HUC

Fmanclal Legislation to IIDprove blil collectIon Energy Payments
Issues CommISSion

Contracts among power sector entIties PROPOSED by HBC

Settle debts of Sakenergo and dlstnbutlon companIes Energy Payments
Commission

TarIff study for power sector KANTOR SEED

Pohcy optIOns Study power sector pohcy optIOns TACIS KANTOR/SEED

Power sector ASSIstance to Government on power sector Hagler Balily Consultmg
regulatIon regulatIOn and fonnatIOn of mdependent regulatory

body
Sakenergo FormatIOn of National Energy CorporatIon at end Government, Sakenergo

1995
Fmanclal and accountmg management system TACIS KANTOR/SEED

DlstnbutIOn CommerCIalIzatIon, ratIOnalIzatIon PROPOSED by HBC
companIes

Fmanclal and accountmg management systems PROPOSED by HUC

-------------- Hagler Bailly Consultmg--------------
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5. WORKPLAN

The SIX major ImplementatIOn goals descnbed In the prevIOus sectIOn WIll be
aclueved by actlvatmg five work tasks

Task 1 Power Sector Restructurmg
To facIlitate the establIShment ofa power sector structure consIStent with the
emergmg market Orientation ofthe Georgian economy To create a Governmental
body to determme overallpower sectorpolicy To establISh stable "rules ofthe
game"for the power sector thatfacilltates private mvestment. Separatlng the
pollcymakmg role from commercial utility operatIOn, COnfliCts ofmterest and the
exercISe ofmonopoly power by power sector commercial entities will be minimized.

Task 2 Power Sector RegulatIOn
To facilitate the establIShment ofan mdependent regulatory bodyfor the power
sector that Will enforce the "rules ofthe game" m the Georgian power sector The
regulatory body shall determme tariffs, grant operatmgfranchlSes, ISsue operatmg
licenses, determme billpaymentpolicy, and guard consumers agamst the exercISe
ofmonopoly power by commercial entities workmg m the power sector

Task 3 Power Sector Legal Reform
To facIlitate the creation ofa comprehensive legalframeworkfor the energy sector
that IS consIStent with the country's emergmg market economy The baSIC legal
framework should be anchored m an overall law, and lmked to subordmate laws
that address such ISsues as power transfer contracts between marketparticipants
The actlvltles ofthe Legal Reform Task Willfulfill the requests ofGeorgian power
sector executivesfor legal assIStance dUring the reform phase

Task 4 Corporation and Commercialization
To achieve a new commercial orientatIOn for power sector operatmg entities that
WillfaCIlitate Improved efficiency and effectiveness m operatIOn, enhance their
viability, and achieve consIStency with the country's emergmg market economy
ThIS Will be achieved by way ofthe unbundlmg and corporatlzatlon ofpower sector
entities

Task 5 Power Sector PriVatization
To attract new sources ofcapital and Improve the market orientatIOn ofthe
Georgian power sector, consIStent with the country's emergmg market economy

------------ Hagler Bailly Consultmg--------- _
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The followmg table shows the InterrelatIOnslup between work tasks and the goals
descrIbed In the prevIOUS sectIOn

Exhibit 6
Goal Achievement by Task

TASKS RtstrllC- Reglli. Legal CorporllhZll1ion Prwat..
GOALS + -+ tllring Iltion Refo"" Commercitl/lzlltin izatJon

Separate Pol«:y11lll/angBody X X X
.,

EstIlbllsh RegulfltoryBody - X X X

Establish Legal Framework X X

Corporame and Unbundle X X X
SAKENERGO

CorporllttZe Dist"bution X X X
Compames

ResumePrivamation X X X

The Restructunng Task IS the mam task -- Its activItIes coordInate the other four
tasks The Legal Reform Task compnses actIvIties reqwred for the accomplIshment
of all reform goals The remaInIng three tasks, Regulation, CommerCIalIzatIOn and
CorporatizatIOn, and PnvatIzatIon, focus therr actiVIties on the achIevement ofone or
two goals

In the followmg, the five tasks are summanzed For each task, Work Elements are
laId out that specIfy actIvIties and Include mIlestones and cntIcal decIsIon pOInts ThIS
InformatIOn IS then graplucally shown on a senes ofMdepost Charts The Work
Elements are descnbed In detaIl In the AppendIX

TASK 1: POWER SECTOR RESTRUCTURING

PURPOSE To facilitate the establIShment ofa power sector structure consIStent with
the emerging market Orientation ofthe Georgian economy To create a
Governmental body to determine overallpower sector poliCY. To establISh stable
"rules ofthe game"for the power sector thatfacilltates p1'lvate Investment.
Separatmg the pollcymakmg role from commercial utility operatIOn, confliCts of

------------ Hagler Badly Consultmg---- _
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mterest and the exercISe ofmonopoly power by power sector commercIal entItIes
WIll be mInimIzed.

SUMMARY ThIs task IS already underway The pnmary efforts to date have been to
asSIst the Government of Georgm meet conmtlOnahtIes for a World Bank power
sector loan currently under appraIsal, through the estabhshment of the Power Sector
Restructunng CommIttee Parallel efforts have mcluded the completIOn ofa
charactenzatlOn of the GeorgIan power sector and the elaboratlOn ofa reform
transitlOn strategy The ImplementatlOn of the proposed reform strategy Will be
coordmated by efforts undertaken as part of the restructunng task In addItion, thIs
work Will be coordmated With the actIvItIes ofother mtematlOnal technIcal asSIstance
orgamzations

Our work program conSIsts of the followmg work elements

Work Element 11 - Develop a PrelimInary Work Plan based on the
Memorandum Of UnderstandIn& (MOlD WIth the Government of Geor&la
Work Element 1 2 - Collaborate WIth the World Bank MISSIon, Government of
GeOr&la, and Sakener&o to EstablIsh a HI&h Level CommIttee on Power Sector
RestructurIn&, and a CommIssIon on Non-payment ofElectnc BIlls
Work Element 1 3 - ReVIew EXlstIn& InformatIon on the Georf:lan Power Sector
IncludIn& StudIes by Other Techmcal ASSIstance Groups and Sakener&o
Work Element 14-- Develop and Evaluate AlternatIve Structural Models for
ReVIew by the Restructunn& CommIttee
Work Element 1 5 -- Recommend a SpeCIfic Structural RestructurIn& Model
Work Element 1 6 - Elaborate a Restruetunn& TransItIon Plan
Work Element 1 7 -- PrOVIde TraInIn& on an As-Needed BaSIS to Government of
Georf:la OffiCIals
Work Element 1 8 - Coordmate RestructurIn& and Reform ImplementatIOn
Efforts Carned Out In Four Other Task Areas

MAJOR MILESTONES AND CRITICAL DECISION POINTS If the Restructurmg
CommIttee, Government of GeorgIa, PreSIdent of GeorgIa, or Chamnan of the Energy
and Fuels CorporatIOn make deCISIOns not conSIstent With the reform that we propose
herem, then we Will reassess the SItuatIOn With USAID and the US Embassy m
TbIhsi TIns may result m a modIficatIon ofour efforts as reqUired, a termmatlOn of
any further work, or an emphasIS only on aclnevmg tactical goals m targeted areas of
the GeorgIan power sector Refer to the mIlepost charts at the end of thIs report for
schedule detaIls

------------ Hagler Bal1ly Consultmg------------
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TASK 2: POWER SECTOR REGULATION

PURPOSE To facIlitate the establIShment ofan mdependent regulatory bodyfor the
power sector that will enforce the "rules ofthe game" m the Georgian power
sector The regulatory body shall determme tariffs, grant operatmgfranchlSes,
ISsue operatmg licenses, determme hillpaymentPOlicy, and guard consumers
agamst the exercISe ofmonopoly power by commercial entities workmg In the
power sector

SUMMARY ThIs task has been m ImplementatIon for three months A transItIonal,
semI-mdependent Regulatory CommIssIOn IS proposed to be establIshed WIthIn the
MmIstry of Economy by July 1996, WIth a fully mdependent NatIonal Electnc
Regulatory CommIssIon functIomng by December I, 1996

Our work program consIsts of the follOWIng Work Elements

Work Element 2 1 - Assess Current RegulatoIT RegIme and Develop a
PrelImmary Work Plan for RewlatoIT Reform
Work Element 22 - Promote the EstablIshment of an Independent Reeulatory
Body
Work Element 23 - Re&ulatoIT and Investment Study Tour to the U S
Work Element 2 4 - Develop and Gam Approval of a ReeulatoIT CommIssIon
Or&amzatIon Plan
Work Element 2 5 - Assess Options for a Wholesale Power Market
Work Element 26 - InvestI&ate RetaIl Pncm& MethodologIes That Would
Support the Wholesale Market OptIOn Recommended by the Restructunn&
Task
Work Element 2 7- EstablIsh a Temporary Reeulatory CommIssIon
Work Element 2 8 - Study Tours for CommIssIoner Tramm&
Work Element 2 9 - SImulated Operation of CommIssIon
Work Element 210 - Start of Operation of CommIssIon on January 1. 1997

MAJOR MILESTONES AND CRITICAL DECISION POINTS The major mIlestone to be
achIeved for the executIon ofthe Regulatory Task are the Implementmg Decree ofthe
PreSIdent ofJune 1996 and the offiCIal start date of CommISSIon operatIons m January
1997 If the PreSIdent and Government of GeorgIa do not back the establIshment of a
Regulatory COmmISSIOn for the GeorgIan power sector, and do not demonstrate theIr
mtent WIth an Implementmg Decree by the end ofJune then we shall re-evaluate our
Work Plans WIth the Government of GeorgIa, the NatIonal Energy and Fuels

----------- Hagler Batlly Consultmg---- _
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CorporatIon, USAID, and the World Bank The re-evaluatIOn may lead us to intensIfy
our efforts, or abandon them altogether

TASK 3: POWER SECTOR LEGAL REFORM

PURPOSE To facIlitate the creatIon ofa comprehensIve legalframework for the
energy sector that IS consIStent WIth the country's emergmg market economy The
baSIC legalframework should be anchored m an overall law, and lmked to
subordmate laws that address such ISsues as power transfer contracts between
marketpartIcIpants The actIvItIes ofthe Legal Reform Task WIllfulfill the requests
ofGeorgIan power sector executIvesfor legal assIStance durmg the reform phase

SUMMARY ThIs task IS ready for ImplementatIOn As can be seen In Exlubit 4 1, the
Legal Reform Task compnses actIVItIes In all areas for all ImplementatIon goals to be
achteved Legal asSIstance Will be reqUITed for the development ofan overall
framework for the power sector, In the creatIon of specific laws that enable
appropnate restructurIng and regulatIon, and for the establIshment of an appropnate
contractual framework for power sector functIOnIng The legal framework and
contract system must encourage Investment whtle at the same tIme mInImIzIng nsks
to pnvate Investors

Our work program consists of the follOWIng Work Elements

Work Element 31- ReView GeorgIa's EXlstmg Legal. Regulatory. and
Commercial Framework for the Power Sector
Work Element 32 - Provide AdVice and ASSistance m the PreparatIon of Draft
LegIslatIon that Supports the Legal Framework for Restructunng
Work Element 3 3 - Elaborate a Power Contract Framework that Governs the
Operation of Power Sector Entities
Work Element 3 .{ - Legal ASSistance to StImulate Pnvate Power Production
Work Element 3 5 - Draft LegIslation Needed for CorporatlZatlOn of all
Components of the Electnc Power Sector
Work Element 3 6 - Legal ASSistance to the Government of Georgia on
PnvatIzatIon of Power Sector Assets

MAJOR MILESTONES AND CRITICAL DECISION POINTS The first major mIlestone to
be achteved by the Legal Reform task IS the passage ofan overall energy legal
framework to support restructurIng Ideally, thIs wIll be achteved by an Energy Law
and supportIng legIslatIon by the end of August, 1996 In additIon, the creatIon ofa

------------ Hagler Badly Consultmg------------
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contract framework for power sales between power sector entItles IS of a lugh pnonty
The tlurd major mIlestone wIll be the elaboratIon of legal documents to support
pnvatIzatIOn

If these mIlestones are not aclueved then, as With all ofHagler Bailly's Tasks, then
we shall re-evaluate our Work Plans With the Government of GeorgIa, the NatIOnal
Energy and Fuels CorporatIOn, USAID, and the World Bank The re-evaluatIon may
lead us to mtensify our efforts, or abandon them altogether

TASK 4: COMMERCIALIZATION & CORPORATIZATION

PURPOSE To achieve a new commercial Orlentatlon for power sector operatmg
entities that Willfacilitate Improved effiCiency and effectiveness m operation,
enhance their viability, and achieve consIStency with the country's emergmg
market economy ThIS Will be achieved by way ofthe unbundlmg and
corporatlzatlOn ofpower sector entities

SUMMARY ThIs task IS ready for ImplementatIOn and IS desperately needed to
buttress efforts bemg currently undertaken by the Restructunng Task It Will achIeve
the unbundlmg ofthe power sector and the commerCIalIzatIOn and corporatIzatIOn of
power sector entitles TIns mcludes SAKENERGO, the dlstnbutIOn comparues, and
the already-pnvatIzed small hydropower plants All power sector entitles Will be
corporatIzed as Jomt-stock comparues that permIt pnvate ownerslup conSIstent WIth
GeorgIan law Computenzed management systems and mternatIOnally-recogmzed
accountmg systems Will be mtroduced to enhance commerCIal vIabIlIty

Our work program conSIsts of the follOWIng Work Elements

Work Element 4 1 - Prepare Overall Strate&y for the CorporatIzatIon and
CommercialIzatIon ofPower Sector EntIties falun" Into ConsideratIOn
Subsequent PnvatIzatIon Options
Work Element 4 2 - Recommend MaJor Mana"ement Systems to Improve
CommercialIzatIon of Power Sector EntItIes
Work Element 4 3 -- Support Work of the HI"h Level CommiSSIOn DealInr: with
the Problem of Non Payment for Enern Services
Work Element 4 4 - Implement CorporatlZatlon of Sakener"o's Unbundled
Components
Work Element 4 5 - Implement CorporatlZatIon and Improved
CommerCialIZatIOn of the DistributIon Compames

----------- Hagler Batlly Consultmg------- _
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Work Element 46 - Assist PrivatIZed Hydropower Producers CorporatlZe and
CommercialIZe

MAJOR MILESTONES AND CRITICAL DECISION POINTS The major mIlestone to be
achIeved by thIs Work Element IS the corporatIzatIOn of an unbundled
SAKENERGO ThIs should be achIeved by March, 1997 Another mIlestone WIll be
achIeved WIth the completIOn of the dlstnbutIOn company commercIalIzatIOn pIlot
project, also by September, 1996 If these efforts are not satIsfactonly "on track" by
September, 1996, then we shall re-assess our efforts WIth The NatIOnal Energy and
Fuels CorporatIon, the Government of GeorgIa, USAID, and the World Bank ThIs
may result m a re-focusmg ofour efforts, or theIr abandonment Due to the elevated
Importance of power sector corporatIzatIOn our efforts wIll most lIkely be re-vectored
to achIeve tactIcal gaIns m the struggle to have power sector operatIng companIes
work WIth a purely commercIal onentatlOn

TASK 5: POWER SECTOR PRIVATIZATION

PURPOSE Attract new sources ofcapItal and Improve the market OrientatIon ofthe
GeorgIan power sector, consIStent wIth the country's emergmg market economy

SUMMARY ThIs task IS ready for ImplementatIon The ImtIal focus of our efforts WIll
be the resumptIon ofpnvatlzatIOn of GeorgIa's small hydropower plants ThIs WIll be
accompanIed by efforts to SOlICIt new pnvate sources of mvestment for the GeorgIan
power sector and the elaboratIOn of new InnovatIve ways of consummatmg such
mvestment for the GeorgIan power sector After a clear and stable regulatory, legal,
and polIcy enVIronment has been establIshed m the GeorgIan power sector, then the
PnvatlzatlOn Task WIll lead techmcal asSIstance efforts for the full pnvatIzatlOn of the
power sector's operatmg entItIes

Our work program conSIsts of the follOWIng Work Elements

Work Element 5 1 - Resume PnvatIZatlOn of Small Hydroplants
Work Element 5 2 - ASSist the Government In SolICitIng and PromotIng Private
Power Development In GeorgIa
Work Element 5 3 - Private Power and Privatization Study Tour to the U S for
Georgian Power Sector OffiCials
Work Element 5 4 - Propose and Implement a Strategy for the PnvatlZatIon of
Georgia's Power Sector EntitIes
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MAJOR MILESTONES AND CRITICAL DECISION POINTS The first nulestone to be
achIeved IS the resumptIOn of pnvatIzatlOn of GeorgIa's small hydroplants The other
major mIlestone ofthIs task would be acruevmg the commItment ofthe GeorgIan
Government to proceed WIth deeper power sector pnvatIzatlOn Ifa resumptIOn of
small hydroplant pnvatizatlOn IS not achIeved by July, 1996 then we shall re-assess
our actIVItIes WIth the Government ofGeorgIa, the NatIOnal Energy and Fuels
CorporatIOn, USAID, and the World Bank Due to the Importance ofpnvatIzatlOn for
the realIgnment and recovery ofthe GeorgIan economy, we may decIde to redouble
our efforts, or re-focus them to aclneve early tactical gaInS such as concentratIng on
the promotIOn ofpnvate power development In Georgia

------------ Hagler Badly Consultmg- _
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MILEPOST CHARTS
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APPENDIX

TASKS AND WORK ELEMENTS
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TASK 1. POWER SECTOR RESTRUCTURING

PURPOSE To faCILItate the establIShment ofa power sector structure consIStent wIth
the emergmg market Orlentatlon ofthe GeorgIan economy To create a
Governmental body to determme overallpower sector pOlICy To establISh stable
"rules ofthe game"for the power sector thatfacliltates prlvate mvestment.
Separatmg the pollcymakmg role from commercIal utILIty operatIon, conflIcts of
mterest and the exercISe ofmonopoly power by power sector commercIal entItles
WIll be mInimIzed.

SUMMARY TIns task IS already underway The pnmary efforts to date have been to
asSISt the Government of GeorgIa meet condItIOnalIties for a World Bank power
sector loan currently under appraisal, through the establIshment of the Power Sector
Restructunng COmmIttee Parallel efforts have mcluded the completion of a
charactenzatIOn ofthe GeorgIan power sector and the elaboratIOn ofa reform
transItIOn strategy The ImplementatIOn of the proposed reform strategy WIll be
coordmated by efforts undertaken as part of the restructunng task In addItion, this
work wIll be coordmated With the actIvItIes of other mternatIonal technIcal asSIstance
orgamzatIons

Our work program consIsts of the followmg work elements

Work Element 1 1 -- Develop a PrelImmaIT Work Plan based on the
Memorandum Of Understandmg (MOlD With the Government of Georgia
Work Element 12 -- Collaborate with the World Bank MISSion, Government of
GeorgIa, and Sakenergo to EstablIsh a High Level Committee on Power Sector
Restructunng, and a Commission on Non-payment of Electnc BIlls
Work Element 1 3 - ReView EXlstmg Information on the GeorgIan Power Sector
Includmg Studies by Other Techmcal ASSistance Groups and Sakenergo
Work Element 1 4-- Develop and Evaluate Alternative Structural Models for
ReView by the Restructunng Committee
Work Element 1 5 -- Recommend a SpecIfic Structural Restructurmg Model
Work Element 1 6 - Elaborate a Restructurmg Transition Plan
Work Element 1 7 -- Provide Trammg on an As-Needed BaSIS to Government of
Georgia OffiCials
Work Element 1 8 - Coordmate Restructunng and Reform ImplementatIOn
Efforts Carried Out m Four Other Task Areas
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WORK PROGRAM The restructunng task IS the lead task for all the actIvItIes
proposed by Hagler BaIlly ConsultIng for the GeorgIan power sector The actIvItIes of
the four other task areas WIll be coordInated under the overall executIOn of thIs task
The restructunng task WIll COnsISt of the follOWIng work elements

Work Element 1 1 -- Develop a PrelImInary Work Plan based on the
Memorandum Of UnderstandID2 (MOm wIth the Government of Georl:la

In May, 1995, an MOD and Action Plan were finalIzed callmg for the restructunng
and corporatizatIOn of the power sector ofGeorgIa TIns work plan, based on that
MOD, WIll Ident1:fy major tasks, theIr assocIated work elements and dehverables
Scheduled completIon dates for the elements wIll be Included

Delzverables and Achievements
• Draft Work Plan was completed by 10/31/95

Work Element 1 2 - Collaborate With the World Bank MISSIon, Government of
Geore1a, and Sakenereo to EstablIsh a HI&h Level Committee on Power Sector
Restructunne, and a Commission on Non-payment of Electnc Bills

The basIC recommendatIOns for the COmmIttee and the CommISSIon were submItted
to the government In August, 1995, followmg a World Bank preapprmsal mISSIon In
preparatIOn for a rehabIlItatIOn loan for certaIn components of Sakenergo'S
generatIOn and transmISSIon system The World Bank recommendatIons called for the
respectIve COmmIttee and COmmISSIOn to Include a broad representatIOn ofInterests
mcludIng Sakenergo, the Fuels and Energy Complex, and relevant government
departments and mimstnes The objectIve of this Work Element was to support the
CommIttee In all aspects of Its restructurIng tnlSSIOn, and, to a lesser extent, prOVIde
techmcal asSIstance to the COmmISSIOn on BIll Payments

Delzverables and Achievements
• A PreSidentIal Decree establzshmg the Power Sector Restructurmg Committee

was Issued on October 10, 1995, and that ofthe CommISSIOn on Payments,
October 16, 1995

• A draft proposed Charter, procedures, by-laws, and meetmg schedule were
submitted to the Government ofGeorgia (GOG) and Sakenergo durmg the week
o/October 16, 1995 by Hagler BaIlly

• The Power Sector Restructurmg Committee COnsIStS of15 members and there
have been three meetmgs as ofend-February 1996

• A working group ofSakenergo employees has been formed to support the
actIVItIes ofthe Committee

----------- Hagler BaIlly Consultmg-----------
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• The Committee on Restructurmg has become aforumfor d,scusslOn, although
Sakenergo lzmlts the depth ofdebate and there are no clear "rules oforder" or
formal votmg and It IS unclear whether the Committee has power to be a deClSlOn
delzberatlve body

• A recent decISIon by the Government ofGeorgza calledfor the creatlOn ofa
NatlOnal Energy and Fuels CorporatlOn Sakenergo has been establzshed as a
SubSidiary ofthis orgamzatlOn Though the corporatlzatlOn ofthe Georgian
energy sector appears to be the major motivatIOnfor the establzshment ofthe
CorporatIOn any Impacts that the formatlOn ofthe CorporatIOn may have on
power sector restructurmg optlOns have not yet been clarified and remam to be
seen

Work Element 1 3 -- Review EXistIng InformatIon on the GeorgIan Power Sector
InciudlDg Studies by Other TechnIcal Assistance Groups and Sakenergo

TIns work element was ImtIated m Apnl, 1995, Wlth the first mISSIon to GeorgIa of
contractor personnel m support of World Bank power sector loan condltIonahtIes
Fmanclal data assembled by World Bank staff as well as assessment studies by EU
TACIS, SEED-KANTOR and ESB are currently bemg analyzed Updated matenal on
GeorgIan energy pohcles prepared for the CommIttee on SCIence and Technology
WIll be obtamed along WIth addItIonal finanCIal and system perfonnance mfonnatlOn
from Sakenergo

Dellverables and Achievements The report "Characterzzatzon ofthe Georgzan
Power Sector" was completed on January 31, 1996

Work Element 14- Develop and Evaluate AlternatIve Structural Models for
ReView by the RestructurIng Committee

Tlus Work Element ImtIally focused on IdentIfymg four potentIal power sector
restructunng models SUItable to GeorgIan condItlOns, reflectmg the need to mtroduce
competItlOn mto the electnclty market m GeorgIa Each of the potential models or
frameworks were evaluated agamst a set ofcntena reflectmg appropnate effiCiency
and effectIveness condItIons that the ultImate structure should foster CntIcally
Important was the ablhty ofa given framework to perfonn satIsfactonly Wltlun the
Georgian context, particularly as It relates to the hkehhood of successful
ImplementatIon m Georgia

AlternatIves exammed and evaluated by Hagler Badly m thts Work Element mcluded
a centralized generatIOn, transmISSIOn and dlstnbutlon system such as the Electnclte
de France (EDF) model, The recently pnvatIzed Umted KIngdom power sector
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structure whIch features a competItIve generatIon subsector, a pnvatlzed transmIsSIOn
monopoly, regIonal distrIbutIon monopolIes, and an mdependent regulatory functIOn
The tradItIonal US model charactenzed typIcally by vertIcally mtegrated
monopolIstIc enterpnses, With an mdependent regulatory functIOn, The emergmg U S
model, featunng competItIve generatIon, open access to both wholesale and retaIl
markets, regIonal dIstrIbutIon monopolIes and an mdependent regulatory functIOn,
and, an example of a power sector undergomg structural change m the Fonner SOVIet
Umon - we chose the Ukralman "model" as a representatIve example

ElaboratIon of these models has been, and Wlll contmue to be, the subject of semmars
and presentatIOns to the Comnuttee, to provIde m-depth understandmg of the way m
whIch they operate, therr strengths and weaknesses, and the dIfficultIes assOCIated
With theIr ImplementatIOn m the GeorgIan enVIronment

Dellverahles andAchIevements
• ThIS work element WIll contmue untIl the 1st ofMay, when the CommIttee WIll

make a defimtive deCISIOn on the structure ofthe GeorgIan power sector
• ThIS work element IS underway and WIll be revIewedperIOdIcally WIth USAID and

the World Bank.
• Semmars have been conducted on the Umted Kmgdom 's power sector, and a

presentatIOn has been made onfour genenc models that range from entirely
vertIcally mtegrated to completely unbundled

• A report "InternatIOnal Power Sector Restructurmg WIth an EmphaSIS on
DIstrIbutIOn SeparatIOn" has been prepared, translated mto RussIan, and
presented to the CommIttee

Work Element 15 - Recommend a Specific Structural RestructurlD& Model

Upon completIOn ofthe work With the CommIttee to elaborate and evaluate the
selected power sector reformatIon alternatIves, a structure taIlored to GeorgIa Will be
proposed for consIderatIon by the CommIttee ThIs proposed structure Will be
formally submItted only after a complete reVIew and dISCUSSIon With the CommIttee

Dellverahles andAchIevements
• Based on our presentatIOns and report submIttals to the restructurmg commIttee,

It IS ourpOSItIOn that aform adapted to GeorgIan condItIOns based upon the
power sector restructuring model consIstent With those being Implemented In

Argentina, Armema, BollvIa, Chlle, Hungary, the UK, the Ukrame, and many
other countries IS the most appropnate Our recommendatIOn IS currently under
evaluatIon by the Commlttee

------------ Hagler Badly Consultmg------- _
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Work Element 1 6 - Elaborate a Restructunng TransItion Plan

DetaIl a transItion plan that elaborates the reform steps to be taken to aclueve the
recommended restructunng option Based on a strategy that recogmzes the current
SItuatIOn m the GeorgIan power sector, and the pohtIcal and economIC context, work
plans WIll spell out efforts to be undertaken In the regulatory, legal, corporatlzatlOn,
commerCIalIzation, and pnvatIzatIOn areas TIns report WIll be presented to the
Restructunng Committee, the Government of Georgia, USAID, and the World Bank
whose support for the adoptIon and ImplementatIon of tlus transItIOn plan WIll be
sought

Once approval has been receIved from the COmmIttee, Government, USAID, and the
World Bank. for the proposed restructunng model, work WIll commence to descnbe
how the ImplementatIon process should be conducted A detaIled set ofactIvIties, a
schedule for accomphslung these actiVIties, and an IdentIficatIOn of those entitles
responSIble for carrymg out the vanous actIVIties WIll be establIshed To ensure
effectIve ImplementatIon of the plan, a performance momtonng system IS
recommended

AntICIpated obstacles to ImplementatIOn Will be IdentIfied, along With suggested
mechamsms for OverCOmIng them The plan Will encompass all the necessary
elements of ImplementatIon mcludmg finanCIal, managenal, and operational systems
that need to be m place and the estImated cost of the ImplementatIon

Dellverables andAchievements
• Thzs document zs the Restructurmg Transztzon Plan The Plan wzll beformally

presented to the Restructurmg Commzttee, the Georgzan Government, USAID,
and the World Bank m March 1996

• The zmplementatlon plan, the assoczatedperformance monztormg system, and
plan documentatIOn wzll be completed by 6/31/96

• It zs estzmated that power sector restructurmg wzll be completed m March 1997

------------ Hagler Bailly Consultmg-------- _
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Work Element 1 7 - ProvIde Tramln~ on an As-Needed BasIs to Government of
Geor~laOffiCIals, and Sakener~oStaff

TIns work element mcludes all traImng and travel needs, such as study tours etc , that
may be requIred for trammg and educatIOn of GeorgIan officIals These efforts wIll
enhance understandmg ofpower sector restructunng and related reform Issues

Dellverables andAchievements.
• The recently planned tour by Sakenergo 's ChaIrman DavId Zubltashvl/z, that

would have mcluded VISItS and conversatIOns wIth US mdependentpower
developers andpower sector regulators, was unfortunately canceled at the last
mmute because ofthe ChaIrman's recall to GeorgIa on prlOrzty Government of
GeorgIa busmess

• Another study tour, though mostlyfocusmg on regulatory reform, zs plannedfor
Aprzl,1996

• AddztlOnal tramzng efforts wzll be zdentified durzng the course ofthe project

Work Element 1 8 -- Coordmate RestructurIn~and Reform Implementation
Efforts CarrIed Out In Four Other Task Areas

ThIs work element WIll coordmate all acbvItles of Hagler BaIlly technIcal asSIstance
to GeorgIa The four other task areas are descnbed m the follOWIng There WIll be
penodIc evaluatIOn WIth USAID and the GeorgIan Government on the progress ofthe
project, by evaluatIOn of work element schedules, dehverables, and benchmarks To
assure success ofour efforts we have specIfied major mIlestones and cntIcal deCISIon
pomts for each task

DellverabJes andAchievements
• Coordznatzon ofother tasks WIll be requzred untIl December 1997
• Iftechnzcal asszstance efforts are not achzevzng the deszred results, andprogress

IS not bezng made, then efforts WIll be redIrected or termmated

MAJOR MILESTONES AND CRITICAL DECISION POINTS If the Restructurmg
Comnuttee, Government of GeorgIa, PresIdent ofGeorgIa, or ChaIrman ofthe Energy
and Fuels CorporatIOn make deCISIOns not conSIstent WIth the reform that we propose
herem, then we WIll reassess the SItuatIOn WIth USAID and the US Embassy m
TbIhsI ThIs may result In a modIficatIon ofour efforts as requIred, a termInatIOn of
any further work, or an emphasIs only on achIeVIng tactIcal goals In targeted areas of
the GeorgIan power sector Refer to the mIlepost charts at the end of thIs report for
schedule detaIls

------------ Hagler Badly Consultmg--------- _
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LINKAGE T8 OTHER TASKS· As descnbed In \Vork Element 1 8-;-the Restructunng
Task WIll provIde the dIrectIOn and coordmatIOn of efforts for all tasks The other four
tasks are the Regulatory, Legal Reform, CorporatIzatIOn and CommerCialIzatIon, and
PnvatIzatIOn Tasks
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TASK 2· POWER SECTOR REGULATION

PURPOSE To facILItate the establIShment ofan mdependent regulatory bodyfor the
power sector that WIll enforce the "rules ofthe game" m the GeorgIan power
sector The regulatory body shall determme tarifft, grant operatmgfranchISes,
ISsue operatzng licenses, determzne bill paymentpolicy, and guard consumers
against the exercISe ofmonopoly power by commercIal entItles working In the
power sector

SUMMARY Tlus task has been m ImplementatIon for three months A transItIonal,
semi-mdependent Regulatory Conumssion IS proposed to be establIshed WIthm the
Mmistry ofEconomy by July 1996, With a fully mdependent NatIonal Electnc
Regulatory CommIsSIOn functIOmng by December 1, 1996

Our work program conSIsts of the followmg Work Elements

Work Element 2.1 - Assess Current ReKUlatory Re&lme and Develop a
Prellmmary Work Plan for ReKUlatory Reform
Work Element 2 2 - Promote the EstablIshment of an Independent ReKUlatory
Body
Work Element 23 - ReKUlatory and Investment Study Tour to the U S
Work Element 2 4 - Develop and Gam Approval of a Re&ulatory CommiSSIon
Or&aDlzatIon Plan
Work Element 2 5 -- Assess OptIons for a Wholesale Power Market
Work Element 26 - Investl&ate Retail Prlcm& Methodolo&les That Would
Support the Wholesale Market OptIOn Recommended by the Restructurm&
Task
Work Element 2 7 - EstablIsh a Temporary Re&ulatory CommIssIon
Work Element 28 - Study Tours for CommIssIoner TralDln&
Work Element 2 9 - Simulated OperatIOn of CommiSSIOn
Work Element 210- Start of OperatIOn of CommIssIon on January 1, 1997

----------- Hagler Badly Consultmg - _
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WORK PROGRAM The actIVItIes of the Power Sector RegulatIOn Task are made up
of the follOWIng work elements The Work Program specIfies the steps reqUIred for
the creatIon of a regulatory COmmISSIOn for the regulatIOn of the power sector only It
should be noted, however, that If desIred by the GeorgIan Government thIs
commISSIon could also be deSIgned and establIshed to regulate all other energy
markets In GeorgIa

Work Element 2 1 - Assess Current Regulatory RegIme and Develop a
Prellmmary Work Plan for Regulatory Reform

Assess the power sector regulatory structure currently In force In the RepublIc of
GeorgIa ThIs WIll Include an analySIS of the methods used In tarIff determInatIOns,
the awardIng of operatIng conceSSIons, the terms of contracts between power sector
partICIpants, and the degree of self-regulatIon practIced by power sector operatIng
entItIes Based on thIS analYSIS, a prehmInary work plan outlImng the reqUIred
regulatory reform was elaborated

Dellverables andAchIevements
• ThIS analySIS was performed based on VISItS to the Republzc ofGeorgza,

mtervlews WIth Georgzan power sector polzcymakers, and an analySIS of
documents descrIbmg power sector functIOmng

• Imtlal recommendatIOns for reform were made m a presentatIOn to the
Restructurmg CommIttee m December 1995 The presentatIOn was tItled
"Independent Power Sector Regulatzonfor the Republzc ofGeorgIa "

• Prelzmmary analySIS ofGeorgian tariffstructures, andpower sector regulatory
procedures, has been mcluded m the January 31,1996 report "CharacterIzatIOn
ofthe Georgzan Power Sector"

• In the followmg the work planfor achlevmg regulatory reform IS deSCribed

Work Element 2 2 - Promote the EstablIshment of an Independent Reeulatory
Body

Based on ImtIal presentatIOns and IntervIews WIth GeorgIan pohcymakers fOCUSIng on
regulatory reform, proceed to expand efforts aImed at the ImplementatIOn of power
sector regulatory reform conSIstent WIth the power sector restructurIng optIons
proposed, as well as the emergIng market onentatIOn of the GeorgIan economy ThIS
WIll be accomplIshed by IncreasIng the level of contact between Hagler BaIlly and the
GeorgIan counterparts to mclude the MInIsters of Economy, Fmance, and State
Property, and by deepenmg dISCUSSIOns and presentatIons to cover such Issues as
regulatory theory and recent mternatIOnal regulatory reform expenence
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Delzverables and Achievements
• These promotIOn efforts started m December 1995 and mcreased durmg January

and February 1996
• They wzll contmue untzl Preszdentlal approval for approprIate regulatory reform

zs attazned Thzs should be achzeved by June 15, 1996
• Over thzs perIod, m addztlOn to formal and mformal meetmgs, presentatIOns have

been made on power sector regulatory reform, and reports dIstrIbuted to
GeorgIan counterparts on regulatory theory

Work Element 23 - Rea;ulatory and Investment Study Tour to the U S

Thts Work Element compnses a regulatory and mvestment study tour for five to ten
lugh level GeorgIan offiCIals between March 30 and Apnl9 The study tour w111
begm m Waslungton DC Wlth an mtroductIOn to the mstItutIOns ofgovernment m the
US and how market regulation fits mto tlus context Thts Wlll be followed by
attendance at a heanng of the Federal Energy Regulatory ConumssIOn, meetmgs at
the Department ofEnergy, then meetings Wlth power sector mvestment firms The
tour Wlll then move on to an appropnate small State (perhaps Arkansas) where
meetmgs and semmars Wlll be held WIth CommISSIoners of the State's Regulatory
ConumssIOn and CommISSIon staff In addItIon, a regulatory heanng Wlll be
Wltnessed Subsequently, the tour Wlll return to the WashIngton DC area and a VISIt
wIll be made to the Maryland Regulatory CommISSIon In Baltimore

Dellverables and AchIevements
• It IS hoped that thiS study tour Will prOVide a deeper understandzng ofthe theory

andpractIce ofrelatively mdependentpower sector regulatIOn to Georgian
counterparts This Will facIlztate the establzshment ofa regulatory commiSSIOn m
Georgia

Work Element 24 - Develop and Gam Approval for a Rearnlatory Commission
Ora;amzatlon Plan

Based on the form ofpower sector restructuring proposed for GeorgIa, tlus Work
Element WlllidentIfy the type and structure of mdependent regulatory actiVity that IS
most appropnate for ImplementatIon In GeorgIa ThIs Wlll mclude descnbmg the
mISSIOn and responsIbIlIties ofregulators, as well as determmmg JurIsdIctions,
methods of finanCIng regulatory operatIOns, staffing reqUIrements, tramIng needs, and
admInIstratIve procedures It IS expected that a regulatory COmmISSIOn conSIstIng of
three preSIdentIally-appoInted members Wlll be proposed, Wlth a profeSSIOnal staffof
ten
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•
I
I
I
I
I
I
I
I
I
I



•

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

GEORGIAN POWER SECTOR RESTRUCTURING IMPLEMENTATION PLAN • 42

Draft laws govermng the actIvItIes of the regulatory body WIll be prepared that act as
foundmg legIslatIon for the regulatory body and fIrmly anchor the actIvItIes of the
regulatory body WIth GeorgIa's legal framework for the power sector It addItIon, thIs
legIslatIOn wIll outlme procedures for dealmg WIth consumer complaInts, determlmng
cutoff and collectIons polley, the development ofan organIzatIon chart, and plans for
capItal and operatIng budgetmg, and raIsmg revenue

ThIs InformatIon WIll be submItted to the PresIdent for approval, and a request for an
Implementmg decree WIll be made Ideally, the decree WIll call for the establIshment
of a temporary COmmISSIOn housed WIthIn the Mlmstry of Economy, WIth operatmg
and mstltutlOnal mdependence achIeved by December 1, 1995 The Decree WIll also
name GeorgIa's fIrst three Power Sector Regulatory Body CommIssIoners

Dellverables andAchIevements
• The complete requestfor a Decree should be submitted to the PreSidency by the

end ofAprzl In response, the PreSident should Implement approprzate legislatIOn,
Ideally an Implementmg Decree, and choose CommissIOners by June 15, 1996

Work Element 2 5 - Assess OptIOns for a Wholesale Power Market

The analySIS earned out In thIs Work Element WIll be based upon the recommended
model for power sector restructurmg that evolves from Work Elements 1 4 and 1 5
and WIll be coordmated WIth studIes currently beIng conducted by the EU-TACIS
contractor, KANTOR Several optIons WIll be exammed, rangIng from entIrely
competItIve to heavIly regulated market mechanIsms An mtenm approach to be
Implemented, probably based on a system ofcontracts, durmg the transItIon to a
defImtIve wholesale market mechanIsm WIll also be developed

Dellverables andAchIevements
• A report outlmmg the comparative advantages ofthe varIOus wholesale market

optIOnsfor the sector model bemgproposed, along With a recommended
alternative Will be prepared by 8/30/96

Work Element 26 -- InvestIe;ate RetaIl PnCIne; Methodoloe;les That Would
Support the Wholesale Market OptIOn Recommended by the RestructurIna:
Task

Pnmary responsIb.dIty for the development of retaIl pncmg methodologIes rests WIth
EU-TACIS and Its contractor KANTOR Thus, actIVItIes m thIs Work Element WIll
be coordmated closely WIth the ED contractor The methodologIes developed by
KANTOR WIll be reVIewed for appropnateness gIven the sector structure bemg
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proposed and the wholesale market options suggested As necessary, modIficatIOns to
the methodologIes developed by KANTOR WIll be carned out m thts Work Element
to ensure consIstency WIth the recommended power sector structure and ease of
ImplementatIOn by the new Regulatory CommISSIOn

Schedule, Dellverables, and Benchmarks
• A report reflectmg recommended modzjicatlOns to the EU-TACIS work WIll be

completed by 8/30/96

Work Element 2 7- EstablIsh a Temporary Re~ulatoryCommISSion

Tlus Work Element Involves the ImplementatIon of the plans already elaborated In
Work Element 24, the expected PresIdential Decree on the establIshment ofa
regulatory body for the power sector, and the adoptIOn of the recommendatIOns from
the results of Work Elements 25 and 26 Taken together, thIs would provIde for the
formatIon of a regulatory body

A penod of mtense traImng and orgamzatIon would be reqUIred to prepare the
ComrmsslOn for mdependent operatIon on December 1, 1996 Tlus would mclude a
senes of semmars on aspects ofpower sector regulatIon, and the mvolvement of
ComrmSSIoners m the wntmg of rules and regulatlOns for the regulatIon of the power
sector Throughout thts effort, speCIal attentIon would be paId to the InstallatIon of
appropnate mformatIOn systems for use by the CommISSIon

In addItIon to the traJ.nlng of ComrmssIOners and ComrmsslOn staff, great efforts WIll
be made to commumcate WIth other branches of the GeorgIan Government on these
efforts and theIr ImplIcatIons for power sector functIomng, as well as the functIonmg
ofthe economy as a whole These efforts shall be dIrected at the National Energy and
Fuels CorporatIon, the ParlIament, the PreSIdency, and the MInIstrIeS of State
Property, Economy, and Fmance

Dellverables and Achievements
• The perIOd ofestablzshment, orgamzatlon, elaboratIOn ofrules and regulatIons,

and trammg ofthe Regulatory CommISSIOn WIll take place between June and
December of1996

Work Element 2 8 - Study Tours for Commissioner TralDlD~

Tlus Work Element IS comprIsed ofa study tours to the U S for CommISSIOners
Attendance on thts study tours WIll allow for trammg on speCIalIst Issues of power
sector regulatIOn by way of partICIpatIOn at semmars and workshops m the U S

------------ Hagler Bailly Consultmg---- _
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sponsored by the NatIOnal AssocIatIOn ofRegulatory UtIhty CormmssIOners
(NARUC) CommIssIOners can choose one of three possIble tnps to attend

• The NARUC proceedmgs of June 1996 m Alabama, Utah, or IlhnOls
• The NARUC Annual Regulatory StudIes Program at Mlclngan State Umverslty

between July 28 and August 9, 1996
-- --.- The-NARue-Basrcs- of-RegulatIon and Rate-Makmg Semmars at New MeXlco

State Umverslty m October 1996

Dellverables andAchievements
• Attendance at the above NARUC events wzll greatly enhance the understandmg of

CommlSSlOners ofpower sector regulatory theory andpractzce In addztlOn,
CommlsslOners wzll achzeve a hezghtened appreczatlOn ofthe zmportance ofthezr
appomtments, and the great responszbzlztzes charged to them

Work Element 2 9 - Simulated OperatIOn of Commission

ThIs Work Element mcludes the practice of moot hearmgs by the CommIssIOn, as
well as the elaboratIOn and release ofdraft orders by COmmlSSIOn members In
addItion to these actIvIties, COmmlSSIOn members Wlll partiCIpate m and take
mcreasmg responslblhty over any power sector regulatory actIvIties that may be
undertaken by personnel of the Mlmstnes of Economy and Fmance, the NatIOnal
Energy and Fuels CorporatIOn, the Parhament, and the PresIdency

Dellverables and Achievements
• There WIll be a gradual usurpmg ofcontrol over power sector regulatlOn taken by

the CommlsslOn between June and December, 1996

Work Element 2 IO - Start of Operation of CommIssIon on January I. 1997

ThIs Work Element mvolves any activIties or mterventIons that may need to be taken
by Hagler BaIlly after January 1, 1997 - the start date ofOffiCIal operatIon of the
GeorgIan NatIOnal Electnc Regulatory COmmlSSIOn There Wlll be an evaluatIon of
CommISSIon functIomng performed SIX months after the start of operatIOns

Dellverables andAchievements
• Work products wzll be elaborated as requzred The SIX month evaluatlOn shall be

made m report form and Will be distributed to the Regulatory CommlsslOn, the
Georgian Government, USA/D, and the World Bank Any shortcommgs In the
operatlOn ofthe CommlsslOn shall be promptly addressed and resolved at thiS
tIme
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MAJOR MILESTONES AND CRITICAL DECISION POINTS The major mIlestone to be
aclueved for the executIon of the Regulatory Task are the Implementmg Decree of the
PreSIdent ofJune 1996 and the offiCIal start date ofCOmmISSIOn operatIons In January
1997 If the PreSIdent and Government of GeorgIa do not back the establtshment of a
Regulatory COmmISSIOn for the GeorgIan power sector, and do not demonstrate theIr
mtent WIth an Implementmg Decree by the end of June then we shall re-evaluate our
Work Plans wIth the Government of GeorgIa, the NatiOnal Energy and Fuels
CorporatiOn, USAID, and the World Bank The re-evaluatiOn may lead us to mtensIfy
our efforts, or abandon them altogether

LINKAGE TO OTHER TASKS The ImplementatIon of an adequate regulatory
framework for the power sector WIll not be aclueved merely by the establIshment ofa
Regulatory Body In addItIon, an appropnate legal framework must be establIshed,
and the adequate corporatIzatIon and commercIahzatIon ofpower sector operatmg
entItles must be carned out so that there IS a clear separatIon of the pohcymakmg and
regulatory functIOns from those ofcommerCIal operatIOn - both for InstItutIOns of the
Government and those functIOmng m the power sector Clearly, tlus WIll only be
accomplIshed by the successful and combmed ImplementatIon of the Work Plans of
the RestructurIng, Legal Reform, and CorporatIzatIOn and CommerCIalIzatIOn Tasks
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TASK 3: POWER SECTOR LEGAL REFORM

PURPOSE To facilitate the creation ofa comprehensive legalframework for the
energy sector that IS consIStent with the country's emerging market econfJmy The
basIc legalframework should be anchored In an overall law, and linked to
subordinate laws that address such ISsues as power transfer contracts between
market participants The activities ofthe Legal Reform Task wilifulfill the requests
ofGeorgtan powel'see/or execHtll'eS for legal asStStance during the reform phase

SUMMARY ThIs task IS ready for ImplementatIOn As can be seen m ExlnbIt 4 1, the
Legal Reform Task compnses actIVItIes m all areas for all ImplementatIon goals to be
aclneved Legal asSIstance WIll be reqUIred for the development ofan overall
framework for the power sector, m the creatIon of specIfic laws that enable
appropnate restructunng and regulatIon, and for the establIshment of an appropnate
contractual framework for power sector functIOnmg The legal framework and
contract system must encourage mvestment wlnle at the same tIme mtmmIzmg nsks
to pnvate Investors

Our work program conSIsts of the follOWIng Work Elements

Work Element 31-- ReVIew Georgia's EXIstIng Legal. Regulatory. and
Commercial Framework for the Power Sector
Work Element 32 - PrOVide AdVIce and ASSistance lD the PreparatIon of Draft
LegIslatIon that Supports the Legal Framework for Restructunng
Work Element 33 -- Elaborate a Power Contract Framework that Governs the
OperatIOn of Power Sector EntItIes
Work Element 34 - Legal ASSistance to StImulate Pnvate Power ProductIOn
Work Element 3 5 - Draft LegislatIOn Needed for CorporatIzatIon of all
Components of the Electnc Power Sector
Work Element 36 -- Legal ASSistance to the Government of Georgia on
PnvatIzatIon of Power Sector Assets.
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WORK PROGRAM The legal refonn task mcludes the follOWIng actIVItIes

Work Element 31- ReVIew GeorgIa's EXIStIDg Legal, Regulatory, and
CommercIal Framework for the Power Sector

The reVIew WIll focus on all eXIstmg laws that affect the power sector An assessment
Will be made of the eXlstmg legal framework~ ofproposed legIslatIve reforms
concernmg, for example, the pnvatIzatIon process throughout the economy ~ and of
any legalJadmiIDstratIve obstacles wruch may htnder restructunng EXIstmg
regulatory structures (e g those functIons currently bemg carned out m the Mmistry
ofEconomy) WIll be exammed as well as the changes needed to provIde a regulatory
functIOn WIth more mdependence

Dellverables and AchIevements
• A summary report on the eXlstmg legal and regulatoryframework andproposed

changes to that structure Will be completed by 5/1/96

Work Element 3 2 -- PrOVIde AdVice and ASSIstance ID the PreparatIon of Draft
Le~~lat!On that Supports the LmI Framework for RestructurIDg

ThIs Work Element mvolves the presentatIOn oflegaVregulatory concepts to key
GOG officIals~ such as those m the MIIDstnes of State Property and JustIce, as well as
those mvolved m the legIslatIve process m the ParlIament It IS hkely that a new
overall Energy Law Will be reqUIred Such legIslatIOn should address the overall
structure ofthe power sector, regulatory and pohcymakmg requirements, the lIcensmg
of energy productIon facIhtIes~ development ofnew hydroelectnc resources~ energy
conservatIon, environmental protectIOn, and energy resource extractIon Most
Importantly the legal framework should speCIfy which mstitutIOns should partICIpate
m whIch areas ofthe power sector and m what capaCIty

TechnIcal asSIstance m this area has not been proVIded by any organIzatIOns to the
GeorgIan Government ThIs asSIstance Will be warmmg receIved by the GeorgIan
Government as It IS desperately needed and has been fonnally requested by hIgh level
power sector OffiCIalS

Dellverables andAchIevements
• A draft energy law as well as proposed reVISIOns to other legal and

administrative documents wll1 be completed by 6/15/96
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Work Element 3 3 -- Elaborate a Power Contract Framework that Governs the
Operation of Power Sector EntitIes

After revIeWIng the ongomg work of the Regulatory Task on wholesale market and
pncmg Issues for the GeorgIan Power Sector, desIgn and Implement a system of
power contracts for the GeorgIan power sector The contracts WIll govern the transfers
of power and funds between power sector partIcIpants Contract terms WIll be
approved by the power sector regulatory body and WIll be accordmg to the "rules of
the game" as establIshed by the power sector overall polley and legal frameworks
Contracts WIll prOVIde condItIons adequate for pnvate mvestment m the GeorgIan
power sector

The successful funCtIOnIng ofa competItIve, pnvatlZed power sector reqU1T~s contract
law taIlored to the needs of electnclty producers, tranSmItters and dlstnbutors These
entItles have reqUIrements somewhat umque from normal busmesses m that therr
contracts may be ofvery long duratIon, have automatIc adjustment features hnked to
commodIty pnces, and address operatIOnal Issues such as system power factor

Once a system of contract law adaptable to power sector entItles IS m place, asSIstance
WIll be needed by newly corporatIzed/commerclahzed supphers and dlstnbutors to
fine-tune model contracts that allow profitablhty and that do not put theIr busmess
unduly at nsk ASSIstance WIll be reqUIred m the follOWIng areas

• The deSIgn ofmodel contracts between mdependent power producers on the one
hand and dlstnbutors, large customers, and Sakenergo on the other

• The deSIgn of model contracts for power sales between Sakenergo and
dlstnbutIOn enterpnses

• The deSIgn of model contracts for power transfers over Sakenergo' s transmISSIon
lmes by pnvate producers and foreIgn supphers (wheelmg) to mdividual
customers or dlstnbutors

ThIs contractual framework must take mto account the proposed unbundlmg of
Sakenergo's transmISSIon and generatmg assets mto separate entItIes To accomphsh
thIs, the contractual framework descnbed above would be complemented by another
set ofcontracts to govern the relatIOns between generators and a transmISSIOn
company

Dellverables andAchIevements
• Development ofa contract framework for the power sector wzll take place

between May and October of1996
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Work Element 3 4 - Leeal Assistance to Stimulate Private Power Production

Special attention wIll be paId to developIng and ImplementIng model contracts
adequate for pnvate power sales by both domestIc and foreign Investors to the
Georgian power system Contracts wIll have to be acceptable to foreign Investors
Tlus would undoubtedly require the determmatlOn ofmodel ImplementatIOn
agreement terms that aclueve Governmental guarantee ofpower sector Investment to
foreIgn concerns TIns contract development WIll Include the traIning of lugh level
offiCIals In the area of solICItIng foreIgn Investment for the GeorgIan power sector In
addItIOn, assIstance WIll be continued WIth the prOVISIon of legal asSIstance to
Sakenergo and the Energy and Fuels CorporatIon In their solICiting and evaluatIOn of
mvestment proposals from foreIgn companIes

Del.verables and Achievements
• ThiS effort Will be earned out between May and December of1996 A model

ImplementatIOn agreement wlll be completed by July 15, 1996 Ongomg
assistance In thiS area Will be prOVided to the NatIOnal Energy and Fuels
CorporatIOn through January 1997

Work Element 3 5 -- Draft LelPslanon Needed for CorporatlZanon of all
Components of the Electnc Power Sector

ASSist In the corporatIzatIon process by developmg model charters and by-laws for
the vanous types ofenterpnses to be created m the power sector Tlus should mclude
gwdelInes for corporate governance that mclude methods of selectmg board
members, detenmnmg number ofmembers, and frequency of board meetmgs
AddItIonal legal assistance WIll most lIkely have to be proVided to establIsh
procedures for asSurIng the proper regIstratIon and transfer of shareholdmgs and the
elaboratIon of model mdentures and mortgages for the Issuance ofdebt secuntles

DellVerables andAchievements.
• This work Will take place between June and December 1996 Draft

CorporatlzatlOn documents wlll be completed by June 15, 1996 They Will be
developed by way ofclose cooperatIOn With the CommerclallzatlOn and
CorporaflzatlOn Task

Work Element 3 6 - Lela. ASSistance to the Government of Georllan on
PrivatIZation of Power Sector Assets

CombImng efforts WIth the PnvatIzatlOn task and any other finanCial adVisors, thIs
Work Element covers all ongomg asSIstance to the Government of GeorgIa that WIll
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be requITed m the desIgn and lffiplementatlOn of power sector pnvatizatIOn TIns Will
mclude advIsmg on the resumptIOn of small hydroplant pnvatizatIOn, m addItIOn to
steps taken planmng and Implementmg any further sales of power sector assets

Dellverables andAchIevements
• ThIs work wzll take place between January and August, 1997

MAJOR MILESTONES AND CRITICAL DECISION POINTS The first major mIlestone to
be achIeved by the Legal Reform task IS the passage of an overall energy legal
framework to support restructunng Ideally, thIS Will be acmeved by an Energy Law
and supportmg legIslatIOn by the end ofAugust, 1996 In addItion, the creation of a
contract framework for power sales between power sector entities IS of a mgh pnonty
The thud major mIlestone Will be the elaboratIOn of legal documents to support
pnvatIzatIOn

If these mIlestones are not acmeved then, as With all ofHagler BaIlly's Tasks, then
we shall re-evaluate our Work Plans With the Government of GeorgIa, the NatIOnal
Energy and Fuels CorporatIOn, USAID, and the World Bank The re-evaluatIOn may
lead us to mtensify our efforts, or abandon them altogether

LINKAGE TO OTHER TASKS The Implementation ofan adequate legal framework
for the power sector IS ofextreme Importance It Will support and facIhtate the
actIvIties Hagler BaIlly IS undertaking m all other Tasks

------------ Hagler Batlly Consultmg--------- _
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TASK 4. COMMERCIALIZATION & CORPORATIZATION

PURPOSE To achieve a new commercial orIentatIOn for power sector operatmg
entIties that willfacilltate Improved efficIency and effectiveness m operation,
enhance their vlabillty, and achieve consIStency WIth the country's emerging
market economy. ThIS Will be achieved by way ofthe unbundling and
corporatlzatlOn ofpower sector entities.

SUMMARY Tlus task IS ready for ImplementatIon and IS desperately needed to
buttress efforts beIng currently undertaken by the Restructunng Task It WIll aclueve
the unbundlIng ofthe power sector and the commerCIalIzatIon and corporatIzatIOn of
power sector entitles Tlus Includes SAKENERGO, the dIstnbutIon companIes, and
the already-pnvatIzed small hydropower plants All power sector entItles WIll be
corporatIzed as JOInt-stock compames that permIt pnvate ownerslup conSIstent WIth
GeorgIan law Computenzed management systems and InternatIOnally-recognIzed
accountIng systems wIll be Introduced to enhance commerCIal VIabIlIty

Our work program conSISts of the follOWIng Work Elements

Work Element 4 1 -- Prepare Overall Strateer for the CorporatizatlOn and
CommercializatIOn of Power Sector Entities takIng IOto ConSideration
Subsequent Privatization Options
Work Element 4 2 - Recommend Malor Management Systems to Improve
Commercialization of Power Sector Entities
Work Element 4 3 -- Support Work of the High Level CommISSIon Dealing With
the Problem of Non Payment for Enerer ServIces
Work Element 44 - Implement CorporatizatlOn of Sakenergo's Unbundled
Components
Work Element 4 5 - Implement CorporatIzatIon and Improved
CommercIalization of the Distribution CompaDies
Work Element 4 6 - ASSIst PrivatIZed Hydropower Producers CorporatlZe and
CommerCialIZe

------------ Hagler Badly Consultmg------- _
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WORK PROGRAM In the followmg, the specific activities of the CommerclalIzatlOn
and CorporatlzatlOn Task are specified

Work Element 4 1 -- Prepare Overall Strategy for the CornoratlZatlon and
CommercialIZatIOn of Power Sector Entities takJDt: mto ConsideratIOn
Subsequent PrivatIZatIOn Options

Consistent With power sector restructun~goals,documents and draft charters
reqUIred for corporatIzmg the mdlvldual components of the recommended model Will
be prepared m thIs Work Element All power sector entitIes wIll be establIshed as
Jomt-stock companIes that permit pnvate ownershIp consistent With Georgian law

In addltlOn to the preparatIon of draft documents associated With the corporatIzatlOn
process, the necessary tralmng for power sector management and government
officials m understandmg the ImplIcatlOns of the corporatIzatIon process Will be
provided A plan for corporatlZ1ng each of the mdlvldual entIties Will be developed
mcludmg recommended structures and responsibIlitIes ofboards of dIrectors and
methods for director selectIon These activItIes Will be carned out With the goal of
facllItatmg subsequent pnvatIzatlOn See subsequent work elements

Dellverables and AchIevements
• Summary report mcludmg model charters and corporatlzatzon plans wIll be

completed by 6/15/96 These documents wzll be elaborated through close
cooperatIOn wzth the Legal Reform Task.

Work Element 4 2 -- Recommend Major Manat:ement Systems to Improve
CommercialIZatIOn of Power Sector Entities

BUlldmg on already completed EU-TACIS work on vanous finanCial management
systems at Sakenergo, thIs Work Element Will prOVide recommended strategies for
modermzmg customer accountmg and developmg the major parameters for the
reqUIred management Information systems needed to support the proposed power
sector structure

These actIvities Will Include the establIshment of management InformatlOn systems
that Will standardize reporting to management and produce InformatlOn needed by
Investors and regulators

Dellverables and AchIevements
• A report summarzzmg management system elements and specificatIOns wzll be

completed by 10/30/96

------------ Hagler Batlly Consultmg------------
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Work Element 43 - Support Work of the Hleh Level Commission Deahne wIth
the Problem of Non Payment for Enern Services

ThIS body was created by PresIdentIal Decree on October 16, 1995 ASSIstance WIll
be provIded on an "as needed" basIS by the Consultant

Dellverahles and AchIevements·
• It IS antiCipated that the consultative assistance to the commiSSIOn will occur on

an as-needed basIs throughout 1996

Work Element 44- Implement CorporanzatlOn ofSakenereo's Unbundled
Components

Prepare documentatIOn mcludmg detaIled ImplementatIon tasks for the
corporatIzatIOn ofSakenergo'Sunbundled components ThIs Will mclude the
estabhshment of the corporate form of orgamzatIOn, development ofbusmess plans,
the valuatIon ofassets, and any reqUIred reorgamzatIon and ratIOnalIzatIon to assure
the commerCIal vlabIhty ofpower compames

CommerCIalIzatIOn IS a necessary step for all components of the power sector If they
are to functIon In a market enVIronment and eventually be pnvatlzed
CommerCIalIzatIOn IS also an mtegral part of the long term solutIOn to the non
payment problem as a commerCIal enterpnse WIll have a powerful InCentIve not to
tolerate non payers

Dellverahles and Achievements
• ThiS task Will be earned out m close cooperatIOn With the efforts ofthe

Restructurmg Task. It IS expected that thiS Work Element Will be completed by
November 1996

Work Element 4 5 - Implement CorporatIzatlOn and Improved
CommerCialIZatIon of the DistributIon CompanIes

To contmue the current momentum ofrestructunng In GeorgIa, It IS essentIal that the
recently created new munICIpal dlstnbutton compames be gIven asSIstance to ensure
theIr commerCIal onentatIon and VIabIlIty Most of the dlstnbutIOn ofelectnclty has
been turned over to mUnICIpalItIes, the munICIpal dIstnbutIOn compames are st111 not
operated on a truly commerCIal basIS -- the munICIpal dIstnbutors functIon as
departments of local government

------------ Hagler Badly Consultmg - _
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An essentIal part of the restructurIng process WIll be to ratIOnalIze and commerCIalIze
the dIstrIbutIOn entItles once a necessary legal framework has been establIshed
RatIOnalIzatIOn WIll be necessary so that dIstrIbutIOn compames WIth the reqUIred to
create compames WIth the quantIty and qualIty of staff reqUIred for SurvIVal m a
commerCIal enVIronment

DIstrIbutIon compames m the GeorgIan power sector possess only the most
rudImentary accountmg and fmanclal management systems Bookkeepmg IS done
manually Computers, even calculators, are vIrtually unknown Many dIstrIbutors
have but a vague Idea of customer usage, dependmg as they do on self reportmg by
most reSIdential users Some can only estImate theIr total volume of sales by
subtractmg an assumed amount of dIstrIbution losses from what they belIeve
Sakenergo has delIvered to them Tlus SItuatIon IS of course not compatible WIth the
operatIOn ofa commerCIal enterpnse

Technical asSIstance WIll be needed m estabhshIng modem fmancial and accountmg
systems m the ratIOnalIzed dtstnbutIon entities and m trammg the staffneeded to
operate the systems ThIs effort Will mvolve, among other thIngs, the adoptIon of
mternatIOnal accountmg standards, the valuatIOn ofassets and creatIOn of a plant
accountmg function, and the creation ofa treasury function for budgetmg, cash
management and financmg

In addItIOn, metenng and bIllIng systems that Will faclhtate Improved collectIOns by
dIstrIbutors must be mstalled ThIs WIll mclude recommendIng types of metenng
eqUIpment, fashIOnIng polICIes for cuttmg offcustomers, and deVISIng methods for
Improvmg relatIOns WIth customers

Dellverables andAchIevements
• Th,s Work Element needs to begm ImmedIately to help resolve the great needfor

techmcal assIstance m the d,stnbutwn subsector
• After an Imtlal two month perIOd ofSItuatIOn analySIS and the development ofa

reform strategy, th,s Work Element WIll be carned out untIl the end ofMarch,
1997

• One or two dIstrIbutIOn compames WIll be selected Imtlally, and shall be aSSisted
on a pilot baSIS until September 1996 Subsequently, commercw/zzatzon efforts
Will be extended to the rest o/the distributIOn subsector

------------ Hagler Bailly Consultmg----------__
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Work Element 4 6 - AssIst PnvatIzed Hydropower Producers CorporatlZe and
CommercIalIZe

AssIstance WIll be provIded to the already pnvatIzed hydropower plants to ensure
therr commercIal VIabIlIty Tlus assIstance IS greatly needed to secure the pOSItIon of
these pnvatIzed plants wIthm the GeorgIan power sector and to provIde successful
examples ofpnvatlzatlOn

Dellverahles andAchievements
• It IS expected that thiS activIty Will carrzed out through the end of1996 When the

przvatizatIOn ofsmall hydroplants IS resumed, thiS Work Element will be
reactIvated to proVide assistance to newly przvatized companzes

MAJOR MILESTONES AND CRITICAL DECISION POINTS The major mIlestone to be
achteved by thts Work Element IS the corporatIzatIon ofan unbundled
SAKENERGO ThIs should be achteved by March, 1997 Another nnlestone WIll be
achteved WIth the completIOn ofthe dtstnbutIOn company commerCIalIzatIOn pIlot
project, also by September, 1996 If these efforts are not satIsfactonly "on track" by
September, 1996, then we shall re-assess our efforts WIth The NatIonal Energy and
Fuels CorporatIon, the Government of GeorgIa, USAID, and the World Bank ThIs
may result In a re-focusIng ofour efforts, or theIr abandonment Due to the elevated
Importance ofpower sector corporatIzatIOn our efforts WIll most lIkely be re-vectored
to achteve tactICal gaIns In the struggle to have power sector operatIng comparnes
work WIth a purely commerCIal onentatlon

LINKAGE TO OTHER TASKS The ImplementatIOn ofthts Task WIll parallel the
actIVItIes of the Restructunng and Legal Reform Tasks In addItIon, success of the
Regulatory Task WIll faCIlItate a purely commerCIal onentatIOn and regulated
operatIng framework for power sector comparnes Success must be achteved by the
CommercIalIzatIon and CorporatIzatIOn Task for the PnvatIzatIOn Task to be carned
out

------------ Hagler Badly Consultmg------ _
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TASK 5: POWER SECTOR PRIVATIZATION

PURPOSE Attract new sources ofcapital and Improve the market Orlentatzon ofthe
Georgian power sector, conszstent with the country's emergzng market economy

SUMMARY ThIs task IS ready for ImplementatIOn The ImtIal focus of our efforts WIll
be the resumptIOn ofpnVatIzatlon ofGeorgIa's small hydropower plants ThIs WIll be
accompamed by efforts to SOlICIt new pnvate sources of mvestment for the GeorgIan
power sector and the elaboratIon of new InnovatIve ways of consummatmg such
mvestment for the GeorgIan power sector After a clear and stable regulatory, legal,
and polIcy enVlfonment has been establIshed m the GeorgIan power sector, then the
PnvatlzatlOn Task wIll lead techmcal asSIstance efforts for the full pnvatIzatlon of the
power sector's operatmg entItles

Our work program consIsts of the follOWIng Work Elements

Work Element 5 1 - Resume PrivatIzatIOn of Small Hydroplants
Work Element 5 2 - ASSist the Government ID SolICItIng and PromotIng Private
Power Development ID Georgia
Work Element 5 3 - Pnvate Power and PnvatlZatIon Study Tour to the U S for
Georgian Power Sector OffiCials
Work Element 5 4 - Propose and Implement a Strategy for the PnvatlZatIon of
Georgia's Power Sector EntIties

------------ Hagler Ballly Consultmg------------
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WORK PROGRAM In the follOWIng, the specIfic actIvItIes of the PnvatIzatIon Task
are specIfied

Work Element 5 1 - Resume PnvatIzatlOn of Small Hydroplants

After ensunng that adequate power sales contracts are In force for the purchase of
power, and by htghhghtmg the benefits ofpnvatIzatIon to date, convmce the
Government of restart the pnvatlzatIOn process for Georgia's small hydroplants
OptIOns for realIzmg these pnvatIzatIOns wIll be presented

Delzverables andAchIevements
• A resumptIOn ofthe przvatlzatIOn process Will be achieved by 7/1/96

Work Element 5 2 - AsSist the Government In SolIcitIng and Promoting Pnvate
Power Development In GeorgIa

ASSISt the Legal Refonn task In the elaboratIOn ofa legal framework conducIve to
pnvate power development m GeorgIa ThIs WIll be accomplIshed by way of an
analySIS ofthe GeorgIan commerCIal and legal enVIronments and the barners they
represent to pnvate power development, combmed WIth expert knowledge of the
mternatIOnal pnvate power mvestment commumty's requrrements Subsequent steps
WIll be the elaboratIon and announcement ofmodel contracts and ImplementatIOn
agreements to ensure mterest In pnvate power development m GeorgIa

Pnvate power development could Include Jomt ventures, greenfield pnvate power
productIOn, and the purchase for rehabIlItatIon ofmactIve assets Wlule achIeVIng
new Investment for the GeorgIan power sector, thIs process WIll Improve the
understandmg of GeorgIan power sector OffiCIals ofhow to evaluate offers from
InternatIonal power developers, the hIstory and current state ofthe global pnvate
power Investment market, and how to Implement power sector refonn that bnngs
pnvate Investment to the GeorgIan power sector

Deilverables and AchIevements
• ThiS Work Element can begm Immediately and Will contmue untIl November,

1996

Work Element 5 3 - PrIvate Power and PnvatlZatlon Study Tour to the U S for
GeorgIan Power Sector OffiCIals

ThIs Work Element compnses a study tour for five GeorgIan Power Sector offiCIals to
become acquamted WIth the pnvate power market In the U S Pnvate power Issues

------------ Hagler BaIlly Consultmg-------- _
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WIll be presented from the utIlIty, regulatory, mvestor, and developer perspectIves
Items such as capaCIty bId evaluatlOn and least cost planrung as It relates to pnvate
power WIll be dIscussed

Dellverables and Achievements
• The Private Power Study Tour shall take place In July, 1996

Work Element 5 -I - Propose and Implement a Strategy for the PriVatIZation of
Geore;la's Power Sector EntitIes

FollOWIng from a resumptlOn of the pnVatIzation of small hydropower plants, and
WIthm a strategy for pnvatizatIon of the entIre power sector, IdentIfy entIties 10 the
power sector ready for the earlIest pOSSIble pnvatIzatlOn

After the establIshment ofclear and stable pohcy, regulatory, and legal frameworks,
as well as the unbundlIng, corporatIzatlOn, and commerCIalIzatIon ofpower sector
entIties, then Implement power sector pnvatIzation As amply demonstrated 10 other
countnes, successful pnVatIzatIOn be Implemented 10 a vanety ofways It could seek
strategIC partners for the GeorgIan power sector, be used to ralse revenues for the
Government, or could achIeve other goals

ThIS work element WIll mclude a reVIew of methods ofpnVatIzatlOn used throughout
the world, and recommendatIOns for a pnvatization strategy most appropnate for
GeorgIa Introduce the GeorgIan Government to finanCIal adVIsors and coordmate the
reqUISIte legal and other consultmg asSIstance A valuatIOn of GeorgIa's power sector
assets WIll be undertaken

Dellverables andAchievements
• A report surveymg mternatzonalpower sector privatizatIOn experience and

analyzmg power sector privatizatIOn optIOns Will be fimshed by 5/31/96
• A strategy and timetable for privatizatIOn ofthe Georgzan power sector Will be

ready by November, 1996
• It IS expected that the przvatlzatlOn process Will be completed by the end of1997

MAJOR MILESTONES AND CRITICAL DECISION POINTS The first mIlestone to be
acmeved IS the resumptIOn ofpnvauzatlOn of Georgla's small hydroplants The other
major mIlestone oftllis task would be acmev10g the commItment of the GeorgIan
Government to proceed WIth deeper power sector pnvatIzatlOn If a resumptIOn of
small hydroplant pnvauzatIOn IS not achleved by July, 1996 then we shall re-assess
our actIVItIes WIth the Government of GeorgIa, the NatIonal Energy and Fuels
CorporatIOn, USAlD, and the World Bank Due to the Importance ofpnvatIzatlOn for
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the realIgnment and recovery of the GeorgIan economy, we may decIde to redouble
our efforts, or re-focus them to aclueve early tactIcal gams such as concentratmg on
the promotIon ofpnvate power development m GeorgIa

LINKAGE TO OTHER TASKS The successful ImplementatIon of the PnvatIzatIOn
Task depends upon the success of all the other Tasks descnbed m tlus Work Plan
WhIle certam pnvatIzatIOn-related actIvItIes can begm InunedIately, full pnvatIzatIOn
IS the final step In the restructunng and reform of the GeorgIan power sector
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