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"CURRENT SITUATION
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KESH
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Generation Company J [ Distribution/Supply Company }

Currently achieved: To be achieved in 2007:
FUNCTIONAL SEPARATION OF ACTIVITIES LEGAL SEPARATION OF DISTRIBUTION/SUPPLY

ACCOUNTS SEPARATION FINANCIAL SEPARATION OF OSSH (Distribution
company) FROM KESH SH.A

THE PRIVATIZATION OF DISTRIBUTION IS EXPECTED TO TAKE PLACE
BY THE END OF 2008




Governmentt Ob jectives for Privatization

QioRTanser responsibilifiesiandiobligations:

TO jmpr@\r 2 ANG oc ane e S em.'

*r? Zsurerprivatie investments in the power industry in
Alocg J-(

I“r Dl rhcnpa’re in the regional energy market.

* To increase commercial effectiveness.

* Toreduce the influence of the government in the energy
market.

* To ensure revenue from privatization.




e Goal of Privatization Policies
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SERpl o This policy is Terensure economic growihiand benefits for
AlSERIaniCitizens, in The presentiandiin the future, by improving the
iiainyAcisservice andisupplyviatinvesiments, as well asimanagement

aned modzgnsizeanalgc)izs

E

Eeyermenispoliciesiin regard o tihe power sector, including the
Sepuraiiontoit KESH, the approval of a modern market model in the
SeEio) aswell asi privatization of the distribution sector, will
icolrage investments that have been lacking for decades, will

Improvesbad operation and will alleviate chronic financial problems in

e Albanian energy market.

~* Government policies intend to improve consumer reliability on
~ power by optimizing Hydro generation of power and imports.

* The sale of KESH distribution activities will immediately pave
the way to new capital sources, international experience, and

management skills, as well as modern technology.




e Goal of Privatization Policies (cont?)
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ailiicelease governmeni*funding for use iniaddressing
VHERPRIO ity [SSUes.

iBISipolicy will not immediately avoid previous shortages
fNerieraiion and' firansmission that existed for decades,
siimiawilifenable the Government and KESH fo continue

WBIKING onl ihese issues.

— .

g;fﬁs policy will'also encourage Albania to be incorporated
= inio regional and European power networks and to achieve
: gr;oals and committments as stated in the ratification of

he Energy Community Treaty.

* It will enable investors to get reasonable returns on their
investments.




Slegal’ Authorization

IMERprIVaization process is'inicompliance with:s

VIDPEVaizationLawNoy 8306, dated March 14, 1998, "On the

orivatiZarlomSidaide)y Adi OIS Nai are ol Specrfic
significarez,

Trnz ING: 7512, dated August 1991, "On the sanction and
proNeciion ol the Private Property, Free Initiatives of the Power
peiiviiies and Privatization.” All sectors of the economy may be

BSTIBYECH: o privatization.
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“TielLaw "On the power sector” No. 9072, dated May 22, 2003.

* Tihe National Power Strategy as amended.

The Document on Power Sector Policies.

The Market Model of the Power Sector.




S Privatization Method

overnment approves griva’riza’riori po’li'c-st on
ibution activity of KESH by selling 1ts shares and
Na b ‘ ation bo % Q Ne d|51'r'|bu'|'|0n

avaizaiion will be carried out through a transparent,
ernaiional bidding process. Such processes have been
SiieessTUlly applied by many other countries in Europe

§erd e negion

“therimplementation of the bidding process. The
Governmeni established a working group, lead by the
Minister, along with the support of an advisor, 1o
coordinate and implement the transaction. After the
bidding process, the advisor will deal with these issues in
the near future.




dpivatization Method (cont.)

porking group will solicit public comments in all
ects of the privatization process. The public
ifribution process will be open to experts, potential
s’ror's land owners, trade unions, and other
keholders
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Organizationtorf: the Distribution Company and
. Objectives for Privatization,

-

IS bl IEimenit-of a singlesdisiribtinen company (GSSHH)

The organization orinciolzes of the dizieiouiion comoany

FEEABlIcy = INational uniform fee
Sesealereconomy for the distribution network
. ;c’riveness oft the rules of line business
EENeamounitof revenues from privatization of the distribution fransaction.
gatiscan i 110 kV lines in 110 kV substations is accepted as a norm in the European
praciices.

= Jaking into account new management and practices as well as the investment
level'in the TU networks, the objective for distribution losses with the

purpose of estimating fees is as follows:
* 15% - 17% in the first three years (T0+3), below 10% - 12% for a five-year period (TO+5)

The objective for fee collection

- It will'be up to the private investor to set its own objective (a norm from 90-95% is
expected in the first two years and over 97-98 7% in three years' time).
9




Currenty Organization of Distribution Compared to Other

Countries in the Region -

.
: : FYRof : Czech Repudlic
Abania Bulgaia . | Romena Gexe : o _
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C ani%al Structure of Distribution
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Restrucilgiel
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— ar)r @iTonoy"C g Sisia (1€gal,
Uz Sional, financial)

= _,ar'a‘rlon of Distribution Activities (network) from
SUpply

P Clirtailment of distribution staff in cooperation

gg:ﬂ\ﬂ"'h firade unions (KESH currently has more employees than
= ofhericompanies in its field).

*“Necessity to organize the Public Supplier (o

define its obligations for a reliable supply of end users as well as the
relations with users and other market operators).




Division of the Corporation

EGliewirnGgrhe Decision of: the Councilfoi= Ministiers, dated December 2006,
srisadeesiablishiment of tilherShareholding company,, The Disiribution
Sysizin JoZddiof” a2 S2deddey| iStribUensechor fromiKESHH
asnNiaied The distribution company, OSSH, is registered as a
SrarEerelding company with 2min lek S$ 2,700) capital, divided'in 2,000
Braresihia nominal value of 1,000 lek ($12) each.

2 The }ilecjrnmenf owns 1007 of OSSH shares, with KESH being the only
Blarerolder.

édecision has been made to liguidate the three pilot companies in
koder, Elbasan, and Vlora.

g

T
e —~
= =%5h
- e
..F:-

Uniil 31 December 2006, KESH had the ownership of assets as well as the
rights and obligations. Now the process is underway to divide the assets

and accounts.

Ministry of Economy, Trade and Ener'gy (METE) has assignhed auditors to
prepare the opening balance in order fo establish the new distribution

company.
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L .y
Organization and Legal Separationss

— O Meay S 200y RS URErVIsSory Councilfapproved
snerestablishmenti off OSSH and the new structure
iaisribuiion branches:

v __br'anches (Tirana, Durres, Elbasan, Korca, Fier, Berat,
S Shkodra, and Burrel)
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* Distiribution Director, Secretariat Services, Human
Resource Department, Department of Economics,
Department of Engineering, and Sales and Services

Department.

— On 19 June, 2007, OSSH was registered with the
Tirana District Court. b




ﬂh. ° °
Privatization Form _

IMEESEle o1 shares' inf compliance witih the

f

sorila approved for privatization.

2 The Iiicense fior Distribution/Supply will be

Sisslied o OSSH for a 20-year period for

e —_

=dis¥ribution, and a 5-year period for supply.

 —

*= The approval of the New Privatization Law.




Regtilatory Role in' Privatization
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r\Jr siied the Law “Onfthereneragy sec’ror' o new.
Sielnisliancesycireatediaiiersliie esiablishnent oif

PIIVEIE companies
Cdf*- = ssue tierm licenses

2 2yadjlistment: - elaborate on current methodology

_r'der' to reflect changes in the energy market,
= ,__1m|n9 ali full cost coverage

= Draft and approve agreements for energy purchases
= Review codes
* Unify the accounts of licensees




" Future Steps
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SEPIEMPErROY. Implementation untilidanuary ‘08  Implementation in June ‘08

Designinglof Au 4 Merket Rules T R

] Faviayw ine Disirlgution Cojcle
Distribution
company

= revisw ing Disirigution Fee Transmission fas

Publicisupplierinithe Elcansigefaf Puielicsitigolics

cfsitgtition coi el Contract between Generation-

Public Supplier

Contract between
Generation-Public Supplier

International
Accounting
Standards

Contract between Generation
— SO




. Future Steps
Original Transaction Schedule ..

January March-June September
2008 2008 2008

Restructul

et h —

< > /\ A .
/\ Drafting of Bidding

. and Contractual
Review Legal and Documents

] Regulatory -

Selection of Framework | Inv;:sl'!'ors "Due

Consultants  “pye diligence” Report on lligence |
(Financial, Legal, Strategic = Close

Technical) Alternatives Transactio

Information

Signing and Memorandum

Establishment =

of IFC Report on p——
Proposed Pre-qualification

1 Anm;ncFynen'r
Separation for Bidding




Whainis) Expectied to Happen?
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2Npraviinzed KESH that willfeperatie in a commercial and
ianspurent manner, in compliance withiall Albanian laws and
pzglariof:

ImEeasediefificiency of the company by reducing losses and
HEEEsInG payment collections.

fiprovediquality of service.
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, _;gffﬂ‘_‘e_ased investiment potential in generation and distribution
~— seciiors.
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- Establishment of clear rules is a responsibility of the government,
and ERE as an independent regulatory authority.

Necessary resources will be available to ensure that regulatory
skills improve adequately in order to protect both investors and
customers.
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