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(Presentation Summary)

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

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

· 27 power distribution companies, to match the number of political subdivisions: in the Autonomous Republic of Crimea, in 24 oblasts and in the cities of Kiev and Sevastopol;

· Ukrenergo State Company, which included 220 kV and above power distribution trunk lines, as well as dispatch, operational and process control centers of the Single Power Grid of Ukraine;

· a company established as a separate subdivision of Ukrenergo, having an independent balance sheet, for the purposes of providing services to the wholesale power market, which at the present time has been reorganized into a fully independent company on the basis of the Resolution by the Cabinet of Ministers of Ukraine;

· the National Energy Regulatory Commission (NERC) was established, charged with the task of overseeing the activities of power market participants in order to balance different rate policy approaches and to settle other issues involving Ukrenergo, generating companies, power distribution companies and numerous end-users.

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

Based on the analysis of the results of the first phase of privatization, the main rules governing the procedure of bidding and share package sale were substantially adjusted on the basis of the Decree by the President of Ukraine No. 944 dated 08/02/99, “On Certain Aspects of the Privatization of Power Industry Complex Entities.”  The new competitive bidding procedures make substantial use of the international experience pertaining to power sector privatization, as well as advice and suggestions offered by international organizations, investment banks and potential strategic investors.  The key differences of the new regulation, which has been approved by the joint Order of the State Property Fund, Minenergo, Antimonopoly Committee, and the State Securities and Stock Exchange Committee and filed with the Ministry of Justice, are as follows:

· the share packages offered for sale represent a higher-than-controlling interest;

· the share packages are sold pursuant to the instructions of the privatization advisors selected through a competitive bidding process out of prestigious foreign investment banks possessing considerable positive experience in the area of power companies privatization; the first round of competitive advisor selection for the group of seven power distribution companies has already taken place – out of six candidates, Credit Suisse First Boston Bank emerged as the winner.  The next round of bidding for the selection of the privatization advisor will be announced in the near future, following the adjustments to the existing procedure with the aim of bringing the rules governing the competitive bidding process as close as possible to the general European standards;

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

· in the process of bids preparation, the participants shall be allotted an adequate period of time to conduct due diligence with regard to power companies offered for sale;

· the competitive bidding preparation and implementation process shall be open and shall be widely publicized in mass media, including international mass media, and through the Internet;

· the terms and conditions of holding competitive bidding, as well as bidding results shall be coordinated with the Cabinet of Ministers of Ukraine, since we anticipate that parallel to the privatization process, different governmental agencies will work on resolving various aspects of power companies operations related to production, financial and economic activities.

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

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

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

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