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situation and growth expectations
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Finance
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Major lender is EBRD / IFC who have 
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Commercial problems

		Collections low

		Metering inaccessible

		Meters missing or damaged

		Disconnections difficult

		Disconnections running at 2,000 per day, 5,000 customers targeted, 2,500 pay immediately

		Illegal connections frequent

		Fraudulent meter readings
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Social and labour issues

		Serious health & safety violations; several deaths each year; actual n numbers not known

		Telasi staff numbered 2,200 at acquisition

		Serious over-manning and need for reorganization

		Improved payments raises need for employees initially
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Telasi information availability

		Social and economic information from many agency reports

		Power shortages created frequent outages in Tbilisi distorting economic situation and growth expectations
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Investment commitments

		Investment of agreed amounts of money into the system each year

		A commitment to the “Obligation to serve”

		Agreement to install new residential and bulk metering systems to improve payment discipline
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Finance

		Major lender is EBRD / IFC who have agreed to provide $60,000,000

		AES must meet stringent EBRD lending conditions
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Ownership

		75% of company stock sold to AES

		25% retained by gov’t, of which 5% allocated to employees

		AES have overall operating responsibility

		The AES Telasi supervisory board includes one member from the government
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Telasi information availability

		Telasi management cooperated well

		Assessment of system condition could not identify full extent of problems

		System data not adequate in information memo

		Asset condition not detailed nor extent of neglect understood

		Extent of winter power availability worse than expected; 50% of demand only
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Telasi information availability

		Collection information not accurate 

		Soviet cash accounting records, no accruals or IAS

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

		Collection and billing process subject to fraud

		Labour laws reasonably effective and clear
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Banking and engineering relationships

		EBRD provided letters to AES for support at time of offer to vendor

		Continuous advice from our legal counsel during the negotiations

		Local Georgian banks very helpful, but have have limited lending resources 

		Review of system condition by engineering consultants prior to offer
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Social and labour issues

		Georgian law allows for redundancy under business reorganization

		Redundancy payments are defined by Georgian law

		Telasi had not paid wages regularly for some time before AES takeover

		Back wages were paid under terms of AES acquisition

		Wages were very low at AES takeover
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Social and labour issues

		Telasi employees had lost morale

		Non payment of bills created impossible working conditions at Telasi

		Lack of funds led to Telasi people being unable to get materials for maintenance

		No computers but a TV in most offices
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Apartment junction box



A difficult disconnect
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Assets purchased 

		All wires and equipment within the business area, 110 kV and down

		Appropriate parts of 110 kV system

		Over 6/10 kV system satisfactory

		6 kV and 0.4 kV in poor condition, overloaded and subject to faults

		6 kV / 0.4 kV Transformers subject to frequent faults, fuses bridged causing failures of cables and transformers
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Assets purchased 

		Buildings for staff and equipment included about 1,400 transformer structures

		Transfer of all Telasi property still in process

		Vehicles and equipment generally in need of replacement














_1029320015.ppt


The privatization process

		Vendor clearly wanted to sell

		Information memorandum adequte

		The sale and purchase agreement is the foundation of the privatization process

		Good access to system and cooperation from Telasi and Gov’t

		Long negotiations necessary to meet needs of buyer and seller
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Assets purchased 

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

		Frequent power outages creates further stress on system and triggers faults

		Customer meters missing or broken in 60% of customer premises

		Existing meters 5/17 amp. Inadequate for customer demands
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Georgian power sector sale

		Political desire and will to sell

		“Hands off” approach to electricity business by government

		Responsible regulatory authority

		Impartial information memorandum by advisors Merrill Lynch

		Prior KZ experience drove AES to bid for a distribution company
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Georgian power sector sale

		Effective control and majority ownership

		Strong government support for sale

		Comprehensive Sale and Purchase  agreement

		Information memorandum drawn up by impartial advisors Kantor /Merrill Lynch

		Prior experience drove AES to bid for a distribution company
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