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1. General Provisions

The tariff that is formed in the commodity when the state influences it by
means of applying economic and/or prescriptive measures is a regulated measure the
application of which is controlled by the state.

Governmental measures related to regulation of tariffs can be of legislative,
administrative and judicial nature. In all countries the valid legislation sets rules that
govern relations between market participants and the state. Adopted laws create legal
basis for relations between economic entities, and between them and the state in the
field of tariff setting. Authorized state bodies carry out administrative activity on
tariff regulation. In case of violation of laws defaulting parties can be held liable.

The state sets tariffs for products classified in laws as products regulated by
the state. In addition to direct tariff setting, state regulation also includes approval of
cap values of profitability of manufacturing of certain types of products.

In the field of natural monopolies, there are special participants, who include
consumers and subjects of the very natural monopolies; and the state regulation is the
main form of their coordination.

The need of such regulation is conditioned, first, by the monopoly position of
service providing enterprises. That is, the state has to restrain unreasonably high
monopoly prices, which a producer is most likely to set, and subsequent decrease in
the volume of production. The second aspect that is closely related to the first one is
that fluctuations of prices in the fields of natural monopolies can differently, and also
negatively, affect the population.

One of the main methods for regulation of activities of natural monopolies is
price regulation that is carried out by means of setting prices (tariffs) or their cap
levels.

Regulation means that legal acts that comply with requirements of public
economic development set rules for behavior of entities, mode of their operations; it
also means determination of measures aimed at enforcement of set rules, including
liability measures; protection of rights and interests of subjects of regulated relations.

Tariffs of natural monopolies, while being an important component of the
economic price mechanism, are set both for various types of services of production
and consumption nature and for works.

The subject of the report includes legal aspects of the tariff policy in the
field of natural monopolies of the state as one of the levers of the state regulation.

Materials from questionnaires filled in by ERRA member countries: Russian
Federation, Georgia Ukraine Kyrgyz Republic Romania Bulgaria Montenegro Bosnia
and Herzegovina Croatia Kosovo Latvia Hungary Turkey Serbia Mongolia, and
Kazakhstan were used in preparation of this report; we express our appreciation to
regulators who took part in the survey.
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1.1. Legal framework of the price regulation

The nature of methods of legal regulation is determined based on the set
borders of regulated relations; issuance of relevant normative acts that determine
rights and obligations of subjects of relations; relations between market participants
and the state, granting authorities to the participants, determining liability measures in
case of violation of legal norms.

Regulation of relations that appear in the field of activities of natural
monopolies is based on the method of imperative regulation that is characteristic only
for the state represented by its bodies that touches upon only legal norms and that is
enforced by the state.

In ERRA member countries that took part in the survey, the current legal basis
of the state tariff regulation is comprised of legal acts:

e National laws On Natural Monopolies
e Industry specific laws
e Laws on the regulator, as well as by-laws and by-laws issued by the regulator.

Country National Laws Special laws on Industry specific
On Natural regulators laws
Monopolies

Russian On Natural e FZof
Federation Monopolies 14.04.1995,
No. 41-FZ
“On the state
regulation of
tariffs for
electricity and
heat in the
Russian
Federation”
e FZof
26.05.2003,
No. 35-FZ
“On
Electricity”
e FZof
30.12.2004,
“On
fundamentals
of regulation
of tariffs of
utility
complex
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organizations”

Georgia

The Law of
Georgia on
National
independent
regulatory bodies,
Adopted on July
22,2003

Law of Georgia “On
Electricity and natural
gaS”

Ukraine

“On Natural
Monopolies”

“On Electricity” “On
combined generation
of heat and power
(cogeneration)  and
use of waste energy
potential”, “On prices
and pricing”, “On
heat supply”.

Kyrgyz Republic

“Law on Natural
and Allowed
Monopolies in the
Kyrgyz Republic”

Law “ On Energy”,
“On Electricity”,

Romania

Law “On gas”

Bulgaria

Law “On Energy”

Montenegro

Law “On Energy and
regulation of tariffs
for electricity”

Bosnia and
Herzegovina

The Law of Bosnia
and Herzegovina “On
transmission of
electricity” that
governs relations
between the system
operator and the
regulator.

Croatia

Law On Energy No.
68/01 and 177/04,
Law on regulation of
activities in the
energy sector
(Official Gazette, No.
177/04)

Kosovo

The Law on
energy regulator

Law On Energy

Latvia

The law “On
utility services
regulators”

- The Law on
electricity market, the
Law On Electricity

Hungary

The Law on
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regulation of
electricity market, the
Law On gas

Turkey Law “On regulation
of tariffs in the
electricity market”

Serbia The Law On Energy

Mongolia The Law on energy of
Mongolia, 2001; The
Law on renewable
energy of Mongolia,
2007

Specifics of the legislation of Latvia, Kosovo and Georgia are availability of
separate laws on the regulator.
(Annex 1.)

Regulation in the sphere of natural monopolistic relations and unbundling of
competitive and natural-monopolistic types of activities is done in the framework of
national laws On Natural Monopolies (Kazakhstan, Russia, Kyrgyzstan, and Ukraine)
and industry specific laws in relevant fields that serve as basics for tariff regulation.

In all countries in question services provided in the power sector are classified
as monopolistic. However, classification of other types of regulated services as
monopolistic services on a legal basis significantly differs in the relevant countries.
For example, industry specific and national laws on natural monopolies of
Kazakhstan, Russia, and Ukraine contain exhaustive lists of natural monopolistic
services:

Russian Article 4 of the | {ransmission of oil and oil products through
Federation Federal Law “On | main pipelines;

Natural

Monopolies” transmission of gas through pipelines;

railroad transportation;

services of transport terminals, ports,
airports;

services of generally available electric and
postal communications;

services on transmission of electricity;

services on operational-dispatch control in
the power sector;

services on transmission of heat;

services on use of infrastructure of internal
waterways

Kazakhstan Article 4 of the On transportation of oil and products of
Law “On Natural | oil refining through main pipelines;
Monopolies” On storage, transmission of gas or gas
condensate through main and/or distribution
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pipelines, operation of gas distribution
installations and distribution gas pipelines
related to them;

On transmission and/or distribution of
electricity;

On generation, transmission, distribution
and/or supply of heat;

On technical dispatch of sale to
networks and consumptions of electricity;

Main railroads;

Access ways;

Air navigation;

Ports, airports;

Telecommunications provided there is
no competitive communication operator due
to either technological impossibility or
economic inexpediency of provision of this
these types of services, except for universal
telecommunication services;

On property rent or use of cable sewage
and other assets that are technologically
related to connection of telecommunication
networks to telecommunication networks of
public use;

water and/or sewage systems;

public postal services.

Ukraine

Article 5 of the
Law “On Natural
Monopolies”

transmission of oil and oil products through
pipelines;

transmission of natural and oil gas through
pipelines and its distribution;

transmission of other substances through
pipeline transport;

transmission and distribution of electricity;
use of railroads, dispatch services, railway
stations and other infrastructure objects that
ensure movement of railroad transport of
public use;

air traffic control;

communication of general use;

centralized water supply and water disposal;
centralized heat supply;

specialized services of transport terminals,
ports, airports, according to the list
determined by the Cabinet of Ministers of
Ukraine.

Structures of national laws on natural monopolies in Kazakhstan, Ukraine and
Russia and main notions used in them are similar in their entirety.
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For example, lists of spheres of activities set by laws on natural monopolies in
Kazakhstan and Russia have similar areas of functioning of natural monopolies:

- transmission of oil and oil products through main pipelines;
- transmission of gas through pipelines;

- services of transport terminals, airports and ports;

- postal services;

- transmission of electricity;

- transmission of heat;

- operational-dispatch control in the power sector.

Differences in determining fields of natural monopolies is that in some
countries natural monopolies include only services on transmission and distribution,
and in other they include also supply. For example, the legislation of Russia in the
field of energy classifies as natural monopolies only services on transmission of hear
and electricity. In Kazakhstan, besides services on transmission and/or distribution of
electricity and heat, natural monopolies also include services on heat supply, while
services on power supply in Kazakhstan are in the competitive market. (Annex 2,
appendix 2).

As for natural monopolistic services provided in the utility sphere (Law of the
Republic of Kazakhstan “On Housing Relations™), such services include water supply,
sewage and heat supply, for which tariffs are set in accordance with the legislation on
natural monopolies; and this is the main difference in regulation of such services with
Russia, where tariffs for such services are regulated by the state in accordance with
the Federal Law of the Russian Federation “On fundamentals of regulation of tariffs
of utility complex organizations” that is not applicable to natural monopolistic
services.

The law of the Kyrgyz Republic “On natural and allowed monopolies in the
Kyrgyz Republic” does not define spheres of activities of natural monopolies. In
accordance with the Regulation on the State Registry of subjects of natural and
allowed monopolies of the Kyrgyz Republic approved by Decree of the State
Commission under the Government of the Kyrgyz Republic on anti-monopoly policy
of December 5, 2001, No. 61, a State Registry of subjects of natural and allowed
monopolies of the Kyrgyz Republic was introduced for the purpose of exercising the
state control over economic entities’ compliance with the antimonopoly legislation.

It has to be noted that in Kazakhstan the list of regulated services (goods,
works) upon the proposal of the authorized body is approved by the Government
(Decree of the Government of the Republic of Kazakhstan of March 14, 2006, No.
155 “On approval of the List of regulated services (goods, works) of subjects of
natural monopolies”).

Similarly, the law of the Russian Federation “On Natural Monopolies” states
that the List of goods (works, services) of subjects of natural monopolies, prices
(tariffs) for which are regulated by the state, and the procedure for state regulation of
prices (tariffs) for these goods (works, services) that includes principles of pricing and
rules of the state regulation and control are approved by the Government of the
Russian Federation.
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In more details the system of legal relations in natural monopolistic spheres is
set in by-laws, adopted norms and main provisions of laws that serve as a legal basis
for them.

Thus, when implementing the regulatory laws, government decrees, industry
regulations that determine the procedure for carrying out certain types of activities,
methodological orders and instructions are adopted.

The legal basis of the current tariff setting methodology in the field of natural
monopolies in Kazakhstan are by-laws that determine the procedure for determining
costs that are taken into account in the calculation of prices (tariffs) for production
and provision of services by subjects of natural monopolies, procedure for
procurements by subjects of natural monopolies of goods, works and services, costs
associated with which are taken into consideration when approving tariffs, procedure
for presenting, reviewing and introduction of prices (tariffs) for goods, works and
services of subjects of natural monopolies and other.

According to Article 4 of the Federal Law of the Russian Federation “On
Electricity” normative legal acts in the field of the state regulation of relations in the
power sector are adopted in accordance with federal laws by the Government of the
Russian Federation and by federal executive power bodies authorized by them.

Similarly, in Kazakhstan, functions of the authorized body include control and
regulation of activities in the sphere of natural monopolies, it also has the right to
develop and approve by-laws that are binding for state bodies and subjects of natural
monopolies (item 1, Article 13 of the Law of the Republic of Kazakhstan “On Natural
Monopolies™).

With respect to prices for electricity and heat in Russia there is the federal
law of 26.03.2003 +“On Electricity” and +“On the state regulation of tariffs for
electricity and heat in the Russian Federation™, and in other sectors — “On gas supply
in the Russian Federation”, “On communications”, «“On federal railway transport”
etc.

In Russia the main by-law developed in accordance with federal laws “On the
state regulation of tariffs for electricity and heat in the Russian Federation” and “On
Electricity” is Decree of the Government of the Russian Federation of February 26,
2004, No. 109 “On pricing with respect to electricity and heat in the Russian
Federation”, which determines the main principles and methods of regulation of
tariffs (prices) for electricity and heat and for relevant services. In addition, in the gas
sector there is Decree of the Government of the Russian Federation of December 29,
2000, No. 1021 “On the state regulation of prices for gas and tariffs for services on its
transmission in the territory of the Russian Federation”. Decree of the Government of
the Russian Federation of September 13, 1999, No. 1158 “On ensuring compliance
with economically justified principles of pricing for products (services) of subjects of
natural monopolies” determines principles of pricing in the field of natural
monopolies; Decree of the Government of the Russian Federation of September 13,
1995, No. 997 “On the state regulation of prices (tariffs) for products (services) of
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subjects of natural monopolies” sets the procedure for regulation of prices (tariffs) for
products (services) of subjects of natural monopolies.

At the same time, at present, there are no decrees of the Government of the
Russian Federation on regulation of certain spheres of activities of subjects of natural
monopolies, in particular, in transport (services of ports, airports, transport terminals,
and there is no base for regulation of transportation of oil through main pipelines and
for railroad transportation). That means that at present only processes on regulation
of tariffs for electricity and heat, for transmission of gas through main pipelines and
regulation of wholesale prices for gas are prescribed in details.

The legal framework for natural monopolies includes laws and other
normative acts that are adopted not only by federal state power bodies, but also by
constituents of the Russian Federation on issues that are in their exclusive competence
or under joint control with the Russian Federation. This right of constituents of the
Russian Federation is recorded in Article 76 of the Constitution of the Russian
Federation, constitutions and charters of constituents of the Russian Federation.

In Kyrgyzstan the decree of the Government that determines methods of
regulation and formation of costs for subjects of natural, state and allowed monopolies
is Decree of the Government of the Kyrgyz Republic of July 17, 2003, No. 445 “On
approval of the Regulation on the procedure for determining prices (tariffs) for goods
(works, services) of economic entities that are regulated by the state”. The Regulation
is applicable to subjects of natural, state, allowed monopolies and serves as a basis for
determination of the method of regulation and determination of costs for those
entities. However, there are no methodologies for tariff setting.

Therefore, on the basis of legal acts that determine tariff regulation the state
ensures adoption of decisions on introduction of the state regulation of prices and
tariffs in industries that belong to natural monopolies where development of
competition is impossible or inefficient for the purpose of prevention of overpricing
and overshooting of tariffs by subjects of natural monopolies for their products, and in
order to prevent reduction of volumes of their production, coordinate activities of
executive power bodies on price regulation, approve lists of products, goods and
services, prices for which are subject to be regulated in the internal market.

In many counties, within the government, or in some special bodies there are
expert committees that include well-known specialists, representatives of the general
public that consult state bodies on the issues of tariffs and express their opinions on
draft laws that touch upon tariff setting issues (annex 3, The appendix 3).

For example, in Romania, ANRE Regulatory Committee gets assistance from
the Advisory Board consisting 11 members appointed by the Decision of the Prime-
Minister of Romania based on proposals of the President of ANRE; it represents
major organizations, associations and companies in the Romanian energy sector. In
addition, for the purpose of ensuring transparency of the decision-making process
within the structure of procedures set in order to design legal actions, Law No.
52/2003 requires authorized bodies to announce through their web-sites and to publish
in mass media relevant information.
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In Ukraine regulated subjects and their public organizations have the right to
participate in elaboration of regulatory documents, give comments and proposals with
respect to published drafts, can participate in open discussions of issues related to
regulatory activities. This right is specified in the law of Ukraine “On fundamentals
of the state regulatory policy in the sphere of economic activities” of September 11,
2003, No. 1160.

In Latvia, suppliers of regulated utility services and their public organizations
take part in the process of drafting the legislation in regulated spheres. Meanwhile,
the form of interaction differs from participation in public hearings.

Also in Hungary, prior to discussion of laws in the Parliament, they are
coordinated with consumer protection organizations, with subjects of natural
monopolies. In addition, decrees elaborated by regulatory bodies also have to comply
with the coordination process before the final proposal is sent to the Ministry.
Detailed rules of settlement and price application have to be prepared by the regulator.
In this process the regulator has to take into account opinion of consumer protection
organizations, and opinion of organizations that represent interests of clients and
persons that hold patents.

In Serbia, the legislation adopted by AERS has to undergo the process of
public consultations with all stakeholders. It is done in the following way. Draft
documents are placed on the Internet site, and opinions of all interested parties on
these drafts are taken into consideration while working on the final version of
documents.

Similarly, in the Republic of Kazakhstan, public organizations have the right
to take part in elaboration of laws and by-laws. For this purpose on the web-site
drafts are published so that all interested parties could discuss them. Meanwhile, the
regulator has to coordinate with associations and unions of legal entities drafts of all
legal acts that touch upon interests of entrepreneurs; and this is stipulated in the law.

The results of the questionnaire show that in ERRA countries the general

public is involved in discussions of documents related to regulation, except for
Mongolia.
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1.2. Goals of the tariff regulation

The state regulation of prices in natural monopolies is aimed at achievement
of the following goals and resolution of the main tasks:

Achieving the balance between interests of consumers and those of
subjects of natural monopolies (private and public). This goal born in
mind when justifying the list of goods, works, services, prices for
which are subject to legal regulation, when choosing types and
methods of regulation;

Protection of interests of consumers of goods and services against
unjustified increase of tariffs and against violations of set tariff setting
rules;

Determining tariffs for various groups of consumers on the basis of real
Costs;

Ensuring sustainable and economically efficient functioning of subjects
of natural monopolies;

Setting economically justified level of regulated tariffs. This level has
to be determined by the level of economically justified costs and by
getting weighted average profit;

Creation of economic conditions under which enterprises of natural
monopolies find it profitable to reduce costs, to introduce new
techniques and technologies, to improve efficiency of use of
investments;

Leveling or differentiation of tariffs in certain regions in order to
ensure their rational development (in Russia).

These goals are determined by laws (annex 4, appendix 4):

Country National laws on Natural Monopolies
Laws on regulators
Industry-specific laws
Russian Federation Goals and objectives of the state regulation of tariffs:

State regulation of tariffs is done for the following
purposes:

Protection of economic interests of consumers against
monopolistic increase of tariffs;

Creation of the mechanism of coordination of interests of
generators and consumers of electricity and heat;

Creation of competitive environment in the power energy
complex in order to increase efficiency of its functioning and
minimization of tariffs;

Creation of economic incentives that ensure use of energy
efficient technologies in production processes;

Providing to legal entities — generators of electricity (capacity)
irrespective of their organizational-legal forms of the right of
equal access to the wholesale market (article 3 of FZ of April
14,1995, No. 41-F2).
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Georgia

a)
b)

d)

9)

protection of consumers monopoly prices;

possibility for licensees, importers, commercial system
operator and suppliers to cover their expenses that
include cost of fuel acquired at the economically
justified price, operating costs, payment of the principal
and interests on loans taken as working capital, expenses
related with getting a license for relevant activities, and
regulatory costs. At the same time, the tariff has to
envision reasonable and fair level of returns on capital
investments, which has to be sufficient to attract
investments for the purpose of rehabilitation and
development of the industry;

fostering growth of financial revenues of the licensee,
importer, commercial system operator or supplier,
reduction of expenses on maintenance through
improvement of efficiency of operations and
management  provided the licensee, importer,
commercial system operator or supplier comply with
provisions of the legislation and (or) license in terms of
the service quality (9.06.2006 3292 from September
1, 2006);

fostering economic efficiency growth by setting short-
term and long-term cap prices in power and natural gas
sectors and by forecasting price dynamics taking into
consideration possible excess or deficit of electricity;

possibility for licensees, importers or suppliers to repay
economically justified expenses, including expenses
incurred in order to get a relevant license, and regulatory
costs, as well as expenses related to membership in the
power market (taken 9.06.2006 3292 from September
2, 2006);

takes into account main directions in the politics of
Georgia with respect to priorities of categories of
consumers of electricity and natural gas. At the same
time, it does not restrict the right of a licensee, importer,
commercial system operator or supplier to require
payment of the cost of its services and to terminate
services in case of non-payment

takes into account the state policy in the field of tariff
benefits specifying that it is impossible to subsidize
tariff benefits for any consumer category at the expense
of a licensee, importer, commercial system operator,
supplier or any other consumer category (9.06.2006
3292 from September 1, 2006);
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h) reflects different cost of services for different consumer

categories
Ukraine e protection of consumers against unjustified increase
of tariffs;

e creation of a mechanism of optimal balance of
economic interests of a generator, on one hand, in
terms of ensuring receipt of sufficient funds for
expansion of reproduction, and on the other — of
consumers in terms of ensuring competitiveness of
products and the level of social protection;

e creation of conditions for a generator that promote
optimization of tariffs on the basis of improvement
of efficiency, use of new techniques, modern
technologies and logistic solutions in order to ensure
proper level of security, to reduce costs and improve
economic feasibility of investment projects;

e ensure a possibility of short-term and long-term
forecasting of changes in levels of tariffs.

Kyrgyz Republic

The goal of activities of the regulator and its tariff policy is to
ensure adequate revenues, so that energy enterprises could
develop and expand, and to prevent excessive monopoly
benefits and discrimination of consumers, and also to ensure
balance of interests of consumers and generators in terms of
prices of tariffs for energy

Romania

According to Article 98 (1) of Law “On gas” No. 351/2004: the
system of prices and tariffs for natural gas has to ensure:
a) development of competition in the natural gas market,
development of the security of its supply;
b) return on investments;
c) energy savings on the level of final consumers;
d) opening of new resources and development of available
natural gas reserves;
e) improvement of the quality of natural gas and services
provided to consumers.

Bulgaria

Ensuring balance between interests of clients and interests of
energy companies.

Montenegro

Fair tariffs based on objective criteria set by the Agency

Bosnia and
Herzegovina

- impartiality,  transparency and  prevention  of
discrimination;

- promotion of efficient performance of regulated
companies and transmission network users;

- promotion of mechanisms for energy efficiency
improvement;

- establishment of sustainable relations in the electricity
market and sustainable conditions for investors in the
energy sector;

- promotion of transmission network development for
ongoing improvement and maintenance of the quality of
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supply.

Croatia

Improvement of energy generation efficiency, competitiveness
and management, including expanded use of renewable energy
sources.

Kosovo

Setting transparent procedure for tariff regulation based on the
free market principles;

- transparent activities of service providers based on
public service obligations;

- setting on the basis of tariff methodologies of reasonable
and fair prices for regulated services;

- maintenance of balance of interests of consumers and
energy enterprises;

- taking appropriate measures for strengthening social-
economic unity;

- security of services and supply of electricity by means of
building transmission network infrastructure, including
compatibility;

- protection of interests of consumers by means of
transparent and open access to information with respect
to estimates and tariffs.

Latvia

1) provision of high quality, ongoing and safe services by
utilities at economically reasonable prices (tariffs);

2) promotion of efficient and sustainable development of
utility enterprises that guarantees rates of return
compatible with prevailing economic conditions;

3) development of economically justified competition in
regulated sectors.

Hungary

Safe supply of electricity at the lowest costs.

Efficient use of generation, storage, transmission and
distribution facilities, as well as sources of purchase, taking into
consideration specific features of the natural gas integrated
system.

Turkey

- the goal of regulation should present principles and procedures
that govern preparation, expert testing, evaluation, modification
and approval of regulated tariffs in the electricity market.
Regulation includes criteria for preparation of tariff proposals
Turkish Electricity Transmission Co. Inc, Turkish Electricity
Trading and Contracting Co. Inc.

Serbia

Expansion and development of the energy market on principles
of non-discrimination and efficient competition, guarantee of
security of energy service provision and equality of clients

Mongolia

The goal of the tariff regulation is to set system of prices and
tariffs, which allows supply of energy at lowest possible costs
and ensures adequate rate of return.

Kazakhstan

The Law of the Republic of Kazakhstan “On Natural
Monopolies”: determination of legal framework for the state
control and regulation of activities in the natural monopolistic
spheres; achievement of balance of interests of consumers and
subjects of natural monopolies (Article 1); emergency
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regulatory norms taken by the authorized body in order to
protect lives, health of citizens, property of physical persons and
legal entities, and also protection of environment (Article 3 item
25)); prevention of infringement of rights and lawful interests of
consumers of regulated services (goods, works) of a subject of
the natural monopoly, or constraining economically justified
transition of the relevant commodity market from being natural
monopolistic to becoming a competitive market (Article 18-1);
prevention of interruption or significant decrease in volumes of
provided regulated services (Article 18-3)

The Law of the Republic of Kazakhstan “On Electricity”:
maximal satisfaction of consumer demand for energy and
protection of rights of participants of the electricity and heat
market by means of creation of competitive conditions in the
market that guarantee to consumers the right to choose supplies
of electricity and heat; ensuring safe, reliable and stable
functioning of the power complex of the Republic of
Kazakhstan; unity of management of the power complex of the
Republic of Kazakhstan as it is especially important life support
system for economic and social complexes of the country
(Article 3)
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1.3. Principles of the state tariff regulation

Principles of regulation differ depending on a lot of procedural factors.

Principle of objectivity and lawfulness of tariff regulation is that legal
regulation of activities of economic entities has to rely on objective regularities and
real opportunities. Activities of economic entities have to be carried out in strict
compliance with requirements of the legislation that ensures tariff regulation. This
principle cannot be implemented without clear work of mechanism of holding
subjects liable for unlawful behavior. In addition, the state has to ensure lawfulness
of legal acts, lawfulness of activities of state power bodies, whose competence
includes setting and monitoring of application of regulated tariffs. Establishment in
normative acts of rules that do not comply with the said principle can lead either to
non-fulfillment of these rules due to the lack of possibilities, or to slowing down of
forward motion in public development. Following the principle of objectivity,
normative acts determine the mechanism of setting economically justified level of
prices that ensures recovery of economically justified costs and getting profits. In
addition, this principle is shown in stability and predictability for economic entities of
the state tariff policy.

One of the main principles of achieving balance of interests of consumers and
those of subjects of natural monopolies is granting to consumers equal access rights to
regulated services (goods, works). Therefore, there is no differentiation between
state-owned and private enterprises in the field of commercial conditions for getting
access to raw materials and other resources in the field of natural monopolies.

Principle of publicity of legal regulation of tariff setting contributes to better
justification of decisions that are made with respect to activities of regulated entities,
thus, attracting consumers to the process of discussion and determination of the size
of tariffs.

Provisions that reflect general approaches to regulation are contained in the
legislation of countries, in particular, in articles 5, 6, 7 of the law of the Republic of
Kazakhstan “On Natural Monopolies” (“Restrictions of activities of subjects of
natural monopolies”, “Rights of a subject of the natural monopoly” and “Duties of a
subject of the natural monopoly™), articles 7, 8 of the law of the Kyrgyz Republic “On
Natural and Allowed Monopolies in the Kyrgyz Republic” (“Restrictions of activities
of subjects of natural and allowed monopolies”, “Duties of subjects of natural and
allowed monopolies”), Article 8 of the law of the Russian Federation “On Natural
Monopolies” (“Duties of subjects of natural monopolies™).

In general, it has to be noted that provisions of these articles are aimed at
ensuring transparency of activities of subjects of natural monopolies, regulation of
their activities and protection of rights of consumers, which boils down to the
requirement:
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- to provide equal conditions to consumers of goods manufactured in the
conditions of natural monopolies (except for provision of benefits to
certain categories of consumers in accordance with the legislation);

- to ensure quality of services for consumers taking into consideration
prices set by the regulator that supervises activities of subjects of natural
monopolies;

- to apply efficient production methods and technologies;

- to submit to the regulator that supervises activities of subjects of natural
monopolies reports on their activities.

The main tariff setting principle contained in the named laws states that tariffs
or their cap levels for regulated services (goods, works) of a subject of the natural
monopoly approved by the authorized bodies have to be not lower than the value of
costs needed to provide these regulated services (production of goods, works), and
have to take into consideration possibilities of getting profits that would ensure
efficient functioning of a subject of the natural monopoly.

In addition, principles of regulation are stipulated in industry-specific laws
(annex 5, appendix 5).

Thus, principles and methods of the state regulation and control in the power
sector are set in Article 20 of the law of the Russian Federation “On Electricity”
(ensuring unity of technological management of the Unified Energy System of Russia,
reliable and safe functioning of the Unified Energy System of Russia and
technologically isolated territorial power systems; efficient management of state
property in the power sector; achievement of balance of economic interests of
suppliers and consumers of electricity; ensuring affordability of electricity and heat
for consumers and protection of their rights; ensuring social protection of citizens of
the Russian Federation against unjustified increase of prices (tariffs) for electricity
and heat; creation of necessary conditions for attraction of investments for the purpose
of development and functioning of the Russian power system; development of the
competitive electricity market and restriction of monopolistic activities of certain
entities in the power sector; ensuring non-discriminatory access to subjects of natural
monopolies in the power sector and to services of the wholesale market trading
system administrator; maintenance of elements of the state regulation in the power
sector where there are no conditions for competition or where they are limited;
ensuring access for consumers of electricity to information on functioning of the
wholesale and retail markets, and also on activities of power sector entities) and
article 2 of the law of the Russian Federation “On the state regulation of tariffs for
electricity and heat in the Russian Federation” (setting economically justified tariffs
(prices, fees for services) for electricity and heat and/or their cap values).

In the Kyrgyz Republic, Article 21 of the law of the Kyrgyz Republic “On
Electricity” (prices have to reflect full cost of generation, transmission and
distribution of heat or electricity, including costs associated with production and
technical maintenance, recovery of capital costs, attraction of investments and rate of
return; changes in prices should not cause unexpected economic difficulties for
generators or consumers; discrimination while providing services and in tariffs is
prohibited, as well as in terms of the quality of services; all consumers of the same
group with similar consumption characteris