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The Special Features of Ukrainian Power Sector Privatization
Privatization if one of the most important factors assisting in the implementation of reforms in the Ukrainian economy, and it is in fact the only chance we have today for the restructuring and technological retooling of the domestic industry.  The level of efficiency and adequacy of its implementation by the current government will to a large degree serve as an indicator of the attainment of market reforms in Ukraine for western entities.  The results of privatization will to a significant degree determine the level of assistance offered by international organizations and foreign governments in support of the transformations carried out in our country, as well as the depth of cooperation in the economic arena.  Which, in turn, is extremely important form the point of view of creating a politically and economically stable and globally respected Ukrainian nation.

As for the power sector of our country, today it is in urgent need of new technologies, modern management techniques and, most importantly, significant resources for the modernization and restructuring of the industry.   For that we need a serious strategic investor, and it is for this very purpose of attracting such investors that we are so painstakingly perfecting the mechanisms and main principles of privatization implementation in Ukraine.  International organizations are active participants in this process, and we welcome their participation.

Over the past six months, quite a bit of work has been accomplished toward carrying out the process of power companies privatization.  The State Privatization Program for 2000-2003 has been approved, the Resolution, “On the Privatization of Power Enterprises” has been adopted, and the first bidding for the selection of the advisor for the privatization of the first group of power distribution companies has taken place.  Following a pause in the privatization process which lasted over a year, as well as the avalanche of criticism regarding the outcome of the first unsuccessful attempt at power distribution entities privatization, one can say that we have managed to channel the process in the direction of the positive.  It is true that the mechanisms utilized today need further improvement, but in general, by their fundamental characteristics, they are in line with internationally accepted standards. 
Therefore, what I would like to discuss today is a different issue, which is not actively debated in the context of power companies privatization.  It is the issue of the macro-conditions, the existence of which determines the success of the privatization efforts and in absence of which the privatization will not yield the results expected by us and our foreign partners - potential investors, even if the most ideal mechanisms are used.

I would like to emphasize that the outcome of privatization depends not only on the principles and mechanisms of its implementation but also on the macroeconomic factors and conditions in which it progresses.  The role of macroeconomic effects is particularly great during privatization within the power industry.  Lack of realization of this role can erase any and all expected positive changes, no matter how effective the mechanisms and approaches that we utilize.  Without the assurance of a stable national economic policy, creation of the environment conducive to the development of private enterprise, improvement in the tax laws and the budget system, and streamlining of the system of market relations, it would be naïve to count on privatization being an effective instrument in the transition to a market economy.  If the situation in the country were to change in the nearest future, the new power company owners, no matter how hard they try, will not be able to fully realize their potential, and the expectations placed by Ukraine on privatization will not be justified. 

When I talk about rapid changes in the economic environment in the country, I don’t mean the change of living standards, or improvement in the technical, financial or economic performance characteristics – these cannot be achieved overnight.  Economic systems are cumbersome and tend to be plagued by inertia.  By changes on the macro-level which would enable the creation of adequate conditions for the effective implementation of privatization I mean, first and foremost, the following:
· The establishment of the national strategy of power industry reform and phases of its implementation;

· The existence of a realistic plan of measures aimed at revitalizing the power sector and the economic situation in the country as a whole;

· The establishment of an environment in support of streamlining business practices and of assuring transparent and clear requirements to entrepreneurs on the part of the government;

· The determination of principles for the improvement of tax laws;

· The establishment of a system of privileges and benefits and the determination of the sources of their financing; and

· The streamlining of power market relations.

Unfortunately, all the enumerated conditions are absent as of today.  The governmental “Concept” for the reform of the electricity and gas markets is still being finalized and discussed; significant complications emerged in the process of discussing the Law, “On the Main Principles of Wholesale Power Market Organization,” adopted in the first reading; the tax code is in the process of preliminary discussion, and so on.   All  of these factors significantly complicate the circumstances surrounding power industry privatization. 

An uncoordinated, fragmented approach to the laws and regulations pertaining to the power industry and lack of a single, generally accepted understanding of how and based on what principles power and gas markets should function, lead to a situation in which potential investors find themselves incapable of evaluating and estimating their prospects of entering Ukraine as owners of power distribution companies, which consequently causes them to approach the privatization of Ukrainian power enterprises with extreme caution.  In such an environment the value of shares in power companies drops significantly and, as a consequence, both the state and the power companies do not obtain a fair share of funds which they otherwise could derive in the conditions of stability and certainty.

Therefore, the goal of developing a comprehensive and consistent legal framework in the power sector deserves the closest attention today.   

The “piecemealing” and our uncoordinated attempts to solve individual tasks within the power industry have lasted way too long.  It is time for us to switch to systematized, coordinated and sound approaches.
It is the realization of the latter that prompted our Committee (Committee on Fuel and Power Complex, Nuclear Policy and Nuclear Security of the Supreme Rada of Ukraine) to establish an Interagency Working Group on the Development of the Concept of the Ukrainian Energy Laws.  The Group consists of ten People’s Deputies – Committee Members, representatives from the Office of the President, Cabinet of Ministers of Ukraine, National Energy Regulatory Commission, Ministry of Fuel and Energy, Antimonopoly Committee, Committee on Energy Conservation, Ukrainian Union of Manufacturers and Entrepreneurs, as well and other executive branch officials, representatives of non-governmental organizations and analytical centers.  We are convinced that the development and endorsement of the Law, “On the Fundamentals of the Ukrainian Energy Policy” (which is the first step on the agenda of the Working Group), as well as the establishment on its basis of the Ukrainian Energy Laws Concept will play a key role in the improvement of the investment climate and will significantly raise both the attractiveness of power companies slated for privatization and the potential capabilities of their future owners with regard to the technological and managerial development of the acquired companies.  All of the above measures, implemented as a set, will create the basis for the stabilization and development of the national power sector and the overall national industry. 

I would also like to inform you of another initiative put forth by our Committee, which emerged out of our desire to make public the process of Ukrainian power industry privatization, to increase the level of confidence in our country on the part of investors, and to follow the implementation of the power industry privatization process with the goal of timely correction of any mistakes.  These issues are dealt with by the Interagency Working Group on Monitoring the Privatization in the Fuel and Energy Complex, created by the Committee.   In addition to the earlier enumerated governmental organizations and institutions and the Ukrainian State Property Fund, the Working Group also includes representatives from international organizations such as USAID, EBRD, World Bank, etc. as well as potential strategic investors in our power industry (AEC, British Energy, EDF).  We believe that the representative composition of this body along with its regular painstaking efforts to implement the tasks with which it is charged will enable us to carry out the privatization at a high level and to attract serious professional investors to the energy complex of Ukraine. 
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