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i Eneragy: sector challenges:in transition
EconNEmIes

o Highrenergy intensity

o oW operationallerficiency and plant availanilityin
POWEN and heat generation

o Highrlesses inithe transmission; andidistribution of
electricity, heat and gas

o LLowlevel of tariirs andlow cash collection

o Poorenvirenmental; healtin and salety management
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Accessireliapility off Services 1o
PUSIREsS are stillliew
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2. EBRD Sector Retorm Prerities, ...

o Corporatisation and Commercialisation of Public
Sector Entities
— (Cost reflective tariifs andl elimination of Cress, susidies.
— |mprevement of cash cellections
— Coemmercialisation and cerporatsaton

e Privatisation

— Prvate palticipation Infgeneration; and distrhution/supply:as
a Imeans te promote competition and operatienal efficiency.

— |ptreducuon o the private Sectior aceording Lo the SpEecIic
prierities facing the imndustry.

(www.ebrd.{:ﬂm



2. EBRD Sector Reterm Prherties ... ctd

o Competition

Restructuing ofi eneray. utilities torseparate natural nenopoly.
filnctions from| petentially: cempetitve elements.

Seund ecenemic regulation efi the energy: Sector
Impreve the trading| struciure of the whelesale energy: market.

EBRIDIOBJECTHVES

Jjo/ Improeve the Investment climate and allow: the development
Off ENErgy. Sector on market prnciples;

Tjo/ Impreve eneray. efficiency’ andl the guality: o eneray’ SERVICES;
1o Impreve envirenmental perfermance
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3. e Challenges ol Power Sectol
Prvatisatons ...

o PriValisation Nas proven teilse an effiective means ofi
attracting prvateinvestors andla way: of attracting EFbi;
particularly threughl the Sselection oft a strategic InVestor: By

epenIntermational tenoers.

o SOIME Of the arguments fior private eWnership,, aie even
strenger fior transition econemies:

> (e need 1o access capiial tormeet growing demand andiimprove
quality, el sernvice

» Payment aiscipline: provided by, priavate oWRership
» Commercial skills.
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Phvatisation ... Cid

o Slgnificant decling I private Sector appetite
o RISK off Unempleyment and

o SEparation ol profit maximisation em vroader “secial™
OJectives

o Social and pelitical epposition (e.q. te tarifil INCIreases)

3. e Challenges oif Power Sector j

he EBRDIplayedianiactive rele i catalysing thie
privatisation| e distruUtien 1n Severall countries; Including

Armenia;, Kazakhstan, Kyngyzstan; Vieldeva, Remania anad
Ukraine.
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.. Additienal henenlts el privatsanen
A the energy; Sector

o [Declining lesses and ImpreveEments Inisystem
SECUrItY.

o INcentives fior Industrial USers tor Impreve Energy.
efficiency’ and e nove away. firemlenergy-
Intensive: production Metneads

o |IMmprevements in efficiency resulting froem private
participation may/ Initunn reduce thie: Prce INCreases
NECESsSary/ terensure tne vianility: of the pewer
SECLor.
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45 @ther Pelicy: Challenges j

Transmission/Distrivution: NATURAL MONOPOLY

o ITramsmissionIin many: CoURtHES there: IS a state-euWnied
gridieperater subject terveny slew unbunaling

(Challenges oii leng-tern contracts)

Retall and wihelesale tradiinge
CAN BE OPEN TO COMPETIAIION

o \Wholesaleltraaing: progressive: liveralisation for EU
ACCESSION! COUNLHES, WIth seme! priVate: entrny/

www.ehrd.com




SEE Regionall Market j

TThe Athens Memorandum

o REiferm| Steps, 16 Support phasead market opening

o lRdustiy unbundling, develepment o regulatony
fimewerk; market design

o Non housenoldiiveralization from 2005, onihasis of
pilaterall contracts

o EC, IEIS, doners werking tegether te fulfill tais
ehjective

' www.ehrd.com




0. Cruclal reguiatery CheICES

Distribution

o Price cap regulation (RPI-X) 1vased on:
> Expecied cost: total cost Vvs. disaggregatedianalysis

> EXpPECcied efficiency Improvement: idusti/-wide andfcompany.
SPECITiIC

Ghid
o Unbunadling off transmission;ana system halancing

> Iiansmission: connecting| new: generation and unlding imter-
CONNECtors

> Systemibalancing:
o Clear rules to protect system Itegrty
o Vargimal e average pricing (poeoel vs. NETA)

www.ehrd.com




Determinants off Effective Regulationj

Predictanie and reasenanble regulation (Wilchin turs
[EquiIres an extensive consultation process)

SteNg| INCEpPEentent regulator
Iiransparency. of rules and effiective enforcement

Appeall procedures determined

Effective regulation reduces regulatory, Fisks (Cost of;

capital)iand improVes IRCERtIVES te atbiract new capital

' www.ehrd.com




.. Settingl Upran independent
fegulater makes a difference: ...
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Additienal Issues j

o RERewanie energy.
o Distrbutedigeneration
o SECUNILY off supply.

e

e

NEWorK staIlity

Interruptions

supply. efi resources (coall, o1l, gas)
INter-connectors

fiexible generation (Small gas plants)
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5. Policy Recommendations

e Sequencing matters:

» establishing an effective regulatory structure before
privatising energy utilities
- separation between operational and regulatory rules
- Independent settlement of disputes

> introduce greater competition If possible before
privatisation — particularly now

- A single buyer and seller of wholesale energy may be
useful as an interim arrangement until the legal, regulatory
and financial systems become sufficiently credible to
support competitive trading.
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Contact at the EBRD

Power and Energy Utilities
Director: Tony Marsh

Tel: +44 20 7338 7660
Fax: +44 20 7338 7280
Email: marsha@ebrd.com

Office of the Chief Economist

Maria Vagliasindi, Senior Economist
Tel: +44 20 7338 7213

Fax: +44 20 7338 6110

Email: vagliasm@ebrd.com

Website: www.ebrd.com
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