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Privatization Objectives

The objectives of the Ukraine/Moldova power privatization are to

expand the application of democratic free market principles in 

the EE/NIS;  These objectives are driven by the donors and key 

Ukrainian and

Moldovan

government leader. Key objectives 

are:

•

To promote transparency and international standards in the biddi

ng, 

regulatory, and market operation process to increase competition

and 

maximize the market’s value;  

•

To support legal, regulatory, and market reforms in the power se

ctor that 

will increase cash collections, commercial viability, and the va

lue of these 

assets.

The plan has been to support the privatization of first power 

distribution followed by generation over a two year period in a 

way that attracts long

-

range strategic private investors which 

will catalyze the formation of competitive power markets.
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Power Market Frameworks

Moldova

•

Population: 4.5 million

•

Capacity: 318 MW

*

•

Power imports: ~ 70%

•

Power sector originally vertically 

integrated; now unbundled into 

3

Gencos

, 

Moldtranselectro

, and 

5 Discos;

•

Independent regulator: ANRE.

Ukraine

•

Population: 50.5 million

•

Capacity: 54,000 MW

•

Power imports: > 3%

•

Power sector originally vertically 

integrated; now unbundled into 

separate 5

Energos

, 

Energorynok

, and 27

Oblenergos

;

•

Independent regulator: NERC

* 

Transnistria 

capacity not include such that

power from 

Transnitria 

is regarded as imported
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MOLDOVA POWER SECTOR STRUCTURE
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Power Market Sales Frameworks

Moldova

•

5 Discos & 3 

Gencos 

are for 

sale;

•

Discos 100% state

-

owned 

prior to privatization;

•

100%  Discos for sale to 

strategic investors.

Ukraine

•

20 Discos and later 5 

Gencos 

are up for sale; 7 discos 

already privatized;

•

Discos partially

-

privatized  

with 7 majority private;

•

25 

-

70% of Discos for sale 

to strategic investors.
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Privatization Framework Issues

•

Resolution of differences between domestic and 

international best practice tender processes;

•

Prioritization strategy: tariff minimization versus 

investment/debt coverage maximization;

•

Company sales packaging plan;

•

Prioritization of companies or packages for sale; 

•

Percent  of companies for sale;

•

Anti

-

monopoly issues;

•

Donor and local government coordination.
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Tender Management: Investment Bank

•

Investor expression of interest (EOI) invitation *

•

Shortlist finalization *

•

Evaluation process definition 

•

Preparation of RFP

•

Issuing of RFP

•

Bidders’ meeting *

•

Bid Acceptance & Evaluation

•

Winning bidder negotiation

•

I Bank contract signing

* 

shortlisting

process has been not part of Ukrainian regulations has present 

a 

major difference to reconcile with international tender procedur

es
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Tender Management: Discos

•

Technical due diligence

–

engineering

–

environmental

–

social

•

Financial due diligence

–

legal ownership

–

financial statements

•

Information memorandum preparation

•

Bid evaluation criteria & process definition

•

Shortlisting 

process implementation 

(not in Ukraine regulations)

•

RFP preparation and issuing

•

Data room preparation

•

Bidders’ conference and road show organization

•

Bid acceptance and evaluation

•

Winning bidder negotiation

•

Contract signing
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Barrier Management

•

Identification of key barriers to sale of 

Discos/

Oblenergos

;

•

Strategy formulation for addressing barriers;

•

Identification of responsibilities with donor/advisory 

community for overcoming obstacles;

•

Implementation of priority actions to achieve sale;

•

Monitoring of progress through periodic donor/

GoU 

or 

GoM

roundtable meetings. 
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Privatization Barriers

•

Power market and privatization legal/regulatory framework

–

legal

: new draft wholesale electricity market law;  privatization and

tender process legal framework

–

regulatory

: NERC/ANRE market rules, licensing, and tariff policy; 

tender process regulations 

–

financial

: transit account policy

•

Financial/Economic management

–

restatements of Disco financial statements

–

debt restructuring and assumption

–

bankruptcy law consideration

–

transparency and efficiency of Ukrainian Stock Market

–

Disco share trading and liquidity

–

privileged consumer subsidy management

–

non

-

payments problem resolution
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Privatization Barriers  (continued)

•

Contractual legal framework

–

investment bank & investor contract negotiations

–

conflict resolution & international arbitration

•

Property ownership

–

transfer of state shares from 

GoU 

or 

GoM

to private ownership

–

right of way access for power line maintenance & metering/billin

g

•

Public education & training

–

energy sector workers 

–

power ratepayer

–

Discog

management

–

policymakers
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Ukrainian Government 

Decision Makers

•

President

•

Cabinet of Ministers

•

Verkovna Rada

Committee for Fuel & Energy Complex

•

State Property Fund (SPF)

•

National Electricity Regulatory Commission (NERC)

•

Ministry of Fuel & Energy (

MinTopEnergo

)

•

Anti

-

Monopoly Committee

•

State Commission on Securities and Stock Market



[image: image15.wmf]15

PRESIDENT

Leonid

Kuchma

PRESIDENT

Leonid

Kuchma

Cabinet of Ministers

Viktor 

Yushchenko

Prime

-

Minister

Cabinet of Ministers

Viktor 

Yushchenko

Prime

-

Minister

First Vice

-

Premier

Yuri 

Yekhanurov

(Economy, Privatization, 

Administrative& Deregulation Reforms)

First Vice

-

Premier

Yuri 

Yekhanurov

(Economy, Privatization, 

Administrative& Deregulation Reforms)

Vice

-

Premier

Yulya

Tymoshenko

(Fuel & Energy Complex)

Vice

-

Premier

Yulya

Tymoshenko

(Fuel & Energy Complex)

Verkhovna Rada

StepanPlusch

Speaker

Verkhovna Rada

StepanPlusch

Speaker

Presidential Administration

Vladimir

Litvin

, Head

Administration

Evgeniy Grigorenko

, Head

Dept of Economy

Committee for Fuel & Energy

Complex of 

Verkhovna Rada

Alexey Gudima

, Chairman

Committee for Fuel & Energy

Complex of 

Verkhovna Rada

Alexey Gudima

, Chairman

Special Control Commission on

Privatization Issues

of 

Verkhovna Rada

Oleksandr Ryabchenko

, Head

Anti

-

Monopoly Committee

Oleksandr Zavada

, Chairman

Ministry of 

Economy

Serhiy Tyhypko

Minister

Ministry of 

Economy

Serhiy Tyhypko

Minister

Ministry of 

Fuel & Energy

Serhiy Tulub

Minister

Ministry of 

Fuel & Energy

Serhiy Tulub

Minister

State Property 

Fund

Oleksandr Bondar

Head

State Property 

Fund

Oleksandr Bondar

Head

Deputy on Power Industry

First Deputy Head

Mikhail 

Chechetov

Deputy on Oil & Gas

Deputy on Nuclear Industry

Deputy on Coal Industry

Deputy Head

Leonid 

Kalnichenko

National Electricity 

Regulatory

Commission

A. I.

Gridasov

, Chairman

UKRAINE GOVERNMENT DECISIONMAKERS
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Moldova Government 

Decision Makers

•

Prime Minister & President

•

Presidential Advisors on Privatization

•

Tender Commission

•

Parliament Committee on Privatization

•

Ministry of Industry & Energy

–

Department of Energy

•

Ministry of Economy and Reforms

–

Department of Privatization

•

ANRE, regulatory agency
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International Privatization Facilitators

•

Power Sector Task Force  (Ukraine) 

•

Power Sector Working Group (Moldova)

•

European Bank for Reconstruction & Development (EBRD)

•

World Bank

•

U.S. Agency for International Development (USAID)

•

European Community (EC)

•

USAID legal, regulatory, market, and privatization advisors

–

Deloitte & Touche, privatization advisor

–

Hunton 

& Williams (Ukraine), 

Hagler Bailly 

(Moldova)

•

EC TACIS advisors

–

Commerz Bank, 

Flemings

, BNP: 

Banexi 

(Ukraine)

•

Investment Bank: Credit Suisse (Ukraine), CCF (Moldova)
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Moldova Results Achieved

•

3 Discos were sold to Union 

Fenosa 

for $25 million in 

February 2000 with promised investments of at least $70 

million over 5 years. 

•

Union 

Fenosa 

from February to April has improved 

reliability from about 12 

-

15 hrs of outages per day to less 

than 2 hours, collections are improving.  

•

Tender for the sale of 3 

Gencos 

and remaining 2 Discos is 

out with bids due June 19th and 12th respectively.  

•

8 international investors 

shortlisted 

for 

Gencos

, 3 for 

Discos.
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Moldova Privatization Of Discos (Phase 1)

Schedule of Event

ã

Contract signed with the Investment Bank 

 

Credit Commercial de France

May 31 1999

ã

Tender Announcement  

August 2 1999 

ã

Press Conference in London 

 

for attracting expression of interests & bids 

-

August 10 1999

ã

8 pre

-

qualified bidders 

September 10 1999

ã

3 bids  submitted finally 

November 21 1999

ã

Union

Fenosa

announced as winning bidder 

December 7 1999

ã

Negotiation with Union

Fenosa

December 7

-

February 7  2000

ã

Contract signed with Union

Fenosa 

 

for purchase of 3 discos

February 7 2000
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Ukraine Results Achieved

•

Seven 

Oblenergos 

privatized in 1998 via over the counter stock sale 

rather than to strategic investors; this approach is generally v

iewed by 

donors as not being the way to continue;

•

GoU

commitment to a schedule for privatization to strategic investo

rs 

established in law and within the RADA, Council of Ministers, an

d 

the State Property Fund (SPF);

•

Investment Bank, Credit Suisse, contract with SPF signed and sta

rting 

to implement the sale of the first 7 

Oblenergos 

with bids due by 

November, 2000;  Second Investment Bank tender for remaining 13 

Oblenergos 

to be announced in June;

•

Donor community and the 

GoU 

working closely to address range of 

issues from short

-

term cash collections to overall market reforms 

necessary for privatization

.
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Ukraine 

Oblenergos 

to be Privatized
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Conclusions: Critical Requirements

•

Confidence in the power market

has had to be established 

through a sufficiently clear legal/regulatory framework, 

regulator authority, market rules, and investment framework; 

Investors are able to work within various power sector models; 

what is important is that they have some certainty of the model 

structure and accepted laws & regulations in Moldova and 

Ukraine;

•

Shortlisting

criteria

critical to preventing investors 

participating that could undermine the market by not bringing 

world class expertise, capital, and management;

•

Marketing to investors

through a well

-

prepared information 

memo, press coverage, and road show has been needed to 

develop investor interest in a region with high risks and 

deteriorating economic conditions.
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Conclusions: Critical Requirements

•

Due diligence

:  Key areas of due diligence were financial 

restatements, land surveys, asset boundary clarification;

•

Privatization Advisory Support

, the ability of the

GoM DoP

and the

GoU

SPF to implement without a privatization advisor 

and investment bank was limited; targeted support for due 

diligence,  info memo preparation, marketing, barrier 

management, and limited public information  was clearly 

needed;

•

Donor Coordination

between IMF, World Bank, EBRD, 

USAID, and EC has been critical to communicating a clear 

message to the

GoU

and

GoM

regarding power sector  and  

privatization priorities.
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Privatization Framework Issues

		Resolution of differences between domestic and international best practice tender processes;

		Prioritization strategy: tariff minimization versus investment/debt coverage maximization;

		Company sales packaging plan;

		Prioritization of companies or packages for sale; 

		Percent  of companies for sale;

		Anti-monopoly issues;

		Donor and local government coordination.
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Privatization Barriers

		Power market and privatization legal/regulatory framework

		legal: new draft wholesale electricity market law;  privatization and tender process legal framework

		regulatory: NERC/ANRE market rules, licensing, and tariff policy; tender process regulations 

		financial: transit account policy

		Financial/Economic management

		restatements of Disco financial statements

		debt restructuring and assumption

		bankruptcy law consideration

		transparency and efficiency of Ukrainian Stock Market

		Disco share trading and liquidity

		privileged consumer subsidy management

		non-payments problem resolution
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Moldova Government 

Decision Makers

		Prime Minister & President

		Presidential Advisors on Privatization

		Tender Commission

		Parliament Committee on Privatization

		Ministry of Industry & Energy

		Department of Energy

		Ministry of Economy and Reforms

		Department of Privatization

		ANRE, regulatory agency
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Moldova Privatization Of Discos (Phase 1)

Schedule of Event



		Contract signed with the Investment Bank 

		Credit Commercial de France				    May 31 1999



		Tender Announcement  					  August 2 1999 



		Press Conference in London 

		for attracting expression of interests & bids -		August 10 1999



		8 pre-qualified bidders 				         September 10 1999



		3 bids  submitted finally 			         November 21 1999



		Union Fenosa announced as winning bidder 	           December 7 1999



		Negotiation with Union Fenosa		      December 7-February 7  2000



		Contract signed with Union Fenosa 

		for purchase of 3 discos				             February 7 2000
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Ukraine Oblenergos to be Privatized
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Conclusions: Critical Requirements



		Confidence in the power market has had to be established through a sufficiently clear legal/regulatory framework, regulator authority, market rules, and investment framework; Investors are able to work within various power sector models; what is important is that they have some certainty of the model structure and accepted laws & regulations in Moldova and Ukraine;

		Shortlisting criteria critical to preventing investors participating that could undermine the market by not bringing world class expertise, capital, and management;

		Marketing to investors through a well-prepared information memo, press coverage, and road show has been needed to develop investor interest in a region with high risks and deteriorating economic conditions.
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Conclusions: Critical Requirements

		Due diligence:  Key areas of due diligence were financial restatements, land surveys, asset boundary clarification;

		Privatization Advisory Support, the ability of the GoM DoP and the GoU SPF to implement without a privatization advisor and investment bank was limited; targeted support for due diligence,  info memo preparation, marketing, barrier management, and limited public information  was clearly needed;

		Donor Coordination between IMF, World Bank, EBRD, USAID, and EC has been critical to communicating a clear message to the GoU and GoM regarding power sector  and  privatization priorities.
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Ukraine Results Achieved

		Seven Oblenergos privatized in 1998 via over the counter stock sale rather than to strategic investors; this approach is generally viewed by donors as not being the way to continue;

		GoU commitment to a schedule for privatization to strategic investors established in law and within the RADA, Council of Ministers, and the State Property Fund (SPF);

		Investment Bank, Credit Suisse, contract with SPF signed and starting to implement the sale of the first 7 Oblenergos with bids due by November, 2000;  Second Investment Bank tender for remaining 13 Oblenergos to be announced in June;

		Donor community and the GoU working closely to address range of issues from short-term cash collections to overall market reforms necessary for privatization.
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Moldova Results Achieved

		3 Discos were sold to Union Fenosa for $25 million in February 2000 with promised investments of at least $70 million over 5 years. 

		Union Fenosa from February to April has improved reliability from about 12 - 15 hrs of outages per day to less than 2 hours, collections are improving.  

		Tender for the sale of 3 Gencos and remaining 2 Discos is out with bids due June 19th and 12th respectively.  

		8 international investors shortlisted for Gencos, 3 for Discos.
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International Privatization Facilitators

		Power Sector Task Force  (Ukraine) 

		Power Sector Working Group (Moldova)

		European Bank for Reconstruction & Development (EBRD)

		World Bank

		U.S. Agency for International Development (USAID)

		European Community (EC)

		USAID legal, regulatory, market, and privatization advisors

		 Deloitte & Touche, privatization advisor

		 Hunton & Williams (Ukraine), Hagler Bailly (Moldova)

		EC TACIS advisors

		Commerz Bank, Flemings, BNP: Banexi (Ukraine)

		Investment Bank: Credit Suisse (Ukraine), CCF (Moldova)
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Ukrainian Government 

Decision Makers

		President

		Cabinet of Ministers

		Verkovna Rada Committee for Fuel & Energy Complex

		State Property Fund (SPF)

		National Electricity Regulatory Commission (NERC)

		Ministry of Fuel & Energy (MinTopEnergo)

		Anti-Monopoly Committee

		State Commission on Securities and Stock Market
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Speaker
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Administration
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Ministry of 
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Minister

Ministry of 

Fuel & Energy

Serhiy Tulub

Minister

State Property 
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Oleksandr Bondar

Head

Deputy on Power Industry

First Deputy Head

Mikhail Chechetov

Deputy on Oil & Gas

Deputy on Nuclear Industry

Deputy on Coal Industry
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Privatization Barriers  (continued) 



		Contractual legal framework

		investment bank & investor contract negotiations

		conflict resolution & international arbitration

		Property ownership 

		transfer of state shares from GoU or GoM to private ownership

		right of way access for power line maintenance & metering/billing

		Public education & training

		energy sector workers 

		power ratepayer

		Discog management

		policymakers
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Tender Management: Discos

		Technical due diligence

		engineering

		environmental

		social

		Financial due diligence

		legal ownership

		financial statements

		Information memorandum preparation

		Bid evaluation criteria & process definition

		Shortlisting process implementation (not in Ukraine regulations)

		RFP preparation and issuing

		Data room preparation

		Bidders’ conference and road show organization

		Bid acceptance and evaluation

		Winning bidder negotiation

		Contract signing
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Barrier Management

		Identification of key barriers to sale of Discos/Oblenergos;

		Strategy formulation for addressing barriers;

		Identification of responsibilities with donor/advisory community for overcoming obstacles;

		Implementation of priority actions to achieve sale;

		Monitoring of progress through periodic donor/GoU or GoM roundtable meetings. 







Deloitte louche
Tnhmatsq







_1029324197.ppt


Tender Management: Investment Bank

		Investor expression of interest (EOI) invitation *

		Shortlist finalization *

		Evaluation process definition 

		Preparation of RFP

		Issuing of RFP

		Bidders’ meeting *

		Bid Acceptance & Evaluation

		Winning bidder negotiation

		I Bank contract signing



	

*    shortlisting process has been not part of Ukrainian regulations has present a major difference to reconcile with international tender procedures





Deloitte louche
Tnhmatsq







_1029324184.ppt


Power Market Frameworks

Moldova



		Population: 4.5 million

		Capacity: 318 MW*

		Power imports: ~ 70%

		Power sector originally vertically integrated; now unbundled into 3 Gencos, Moldtranselectro, and 5 Discos;

		Independent regulator: ANRE.		



Ukraine



		Population: 50.5 million

		Capacity: 54,000 MW

		Power imports: > 3%

		Power sector originally vertically integrated; now unbundled into separate 5 Energos, Energorynok, and 27 Oblenergos;

		Independent regulator: NERC	



* Transnistria capacity not include such that

power from Transnitria is regarded as imported 
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MOLDOVA POWER SECTOR STRUCTURE

Deloitte Touche Emerging Markets Group - March 15, 2000

Bought by Union Fenosa of Spain
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Solid lines are bi-lateral contracts; Dashed lines are balancing market 

Moldavskaya Gres; 2,5201,100 MW (only 900250 operational); 
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State-owned CHP plants; Being privatized now; 
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Power Market Sales Frameworks

Moldova



		5 Discos & 3 Gencos are for sale;

		Discos 100% state-owned prior to privatization;

		100%  Discos for sale to strategic investors.		



Ukraine



		20 Discos and later 5 Gencos are up for sale; 7 discos already privatized;

		Discos partially-privatized  with 7 majority private;

		25 - 70% of Discos for sale to strategic investors.
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Ukraine Wholesale Electricity Market
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Payments for transit  of electricity through electricity networks owned by regional power distributing companies
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 (electricity distribution, supply under regulated tariff, customers services)









Non-qualified electricity producers




(with installed capacity <20 MW or annual electricity production < 1 MWh
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Privatization Objectives	

The objectives of the Ukraine/Moldova power privatization are to expand the application of democratic free market principles in the EE/NIS;  These objectives are driven by the donors and key Ukrainian and Moldovan government leader. Key objectives are:



To promote transparency and international standards in the bidding, regulatory, and market operation process to increase competition and maximize the market’s value;  

To support legal, regulatory, and market reforms in the power sector that will increase cash collections, commercial viability, and the value of these assets.

The plan has been to support the privatization of first power distribution followed by generation over a two year period in a way that attracts long-range strategic private investors which will catalyze the formation of competitive power markets.
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Power Privatization Policy Framework in Ukraine & Moldova 

Presented to USAID Forum:

Power Sector Privatization in Central/Eastern Europe & Eurasia: Results and Future Plans



Presented by:

Fraser Morrison

Deloitte Emerging Markets Group



Budapest, Hungary

June 8 - 9, 2000
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