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REGULATION OF THE ELECTRIC POWER
SYSTEM

STATE POLICY IN THE SPHERE OF ELECTRIC POWER IS

SERVICES REGULATORY COMMISSTON.

i
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REGULATION IN THE SPHERE OF ELECTRIC POWER IS
IMPLEMENTED BY THE PUBLIC SERVICES REGULATORY
COMMISSION, WHICH ACTS BASED ON AUTHORITIES PRESCRIBED BY
THRE LAWAND IS ANAINDERPENDENTSBE0DYAWITHIN THE SCOPE OF

IRESEAUNIFRIORINES

LEGAL ACTS OF THE COMMISSION CAN BE APPEALED JUDICIALLY

WHILE APPEALING JUDICIALLY THE TARIFFS ESTABLISHED BY THE COMMISSION, A
COURT CHECKS THE TARIFFS’ CONFORMITY WITH THE REQUIREMENTS OF THE LAWS,
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AS ARESULT OF RESTRUCTURING THE VERTICALLY INTEGRATED STATE
ENTERPR!SE FIEEDSOFPOWERGENERA’HDN mwsmssmwm

COMPANIES WERE ESTABLISHED: OPERATOR OF ELECTRICAL POWER
SYSTEM, SETTLEMENT CENTER.

“ELECTRIC NETWORKS OF ARMENIA” CJSC POWER
DISTRIBUTION COMPANY WAS PRIVATIZED.
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ESTABLISHMENT AND APPLICATION OF REGULATED
TARIFFS IN ENERGY SECTOR

ONE OF THE PRINCIPAL FUNCTIONS OF THE COMMISSION IS
ESTABLISHMENT OF REGULATED TARVIFFS AND PAYMENT FOR SERVICES.

PROCEDURE FOR ESTABLISHMENT AND REVISION OF TARIFFS, FORMS
AND LIST OF NECESSARY DOCUMENTS TO BE PRESENTED (APPLICATION

APPLICATION PACKAGE INCLUDES:
1. APPLICATION FOR ESTABLISHMENT (REVISION) OF TARIFFS (see page 8),

S i

ESTABLISHED BY THE COMMISSTON.
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gy APPLICATION FORM

SASIBJIEHMUE

Ilpoily yCTaHOBHUTE (IIepecMOTpeTh)

(MM3 3RSIBUTEIS) =

(reorpadguucckan MECTHOCTE, 0GIACTE, TOPOA))

(OAEKTPUUECKO SHEPIHI, TCIIOBOF -

YrBep kaaro, qHTO Marepualbl, IIPpEJCTaBJICHHbBIC HaMM comep’KaT  JIOCTOBEPHYIO
mHPOPMAITHIO, HEOOXOIAHMMBIE OOOCHOBBLIBAIOIIHE JIOKYMEHTHI M PAaCYeThl COIJIACHO IMOPSIKY.
YCTAHOBJIIEHHOMY KOMMCCHEH 11O PEryJIHPOBAHHIO OOIIECTBEHHBIX YCIIyr PA.

K zasiBieHuo Innpujiararorcsi:
(HAMMEHOBaAHMA NOKYMECHTORB, KOJHMYCCTBO DKICIUISIPOB M CTPaHMIL)

wos W

(aapec 3asaBurenn)

dDaxc .. DIEKTPOHHAS ITOMTA . .covniiiiiiiiieaanananannnns
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ES‘TABEISHED TARIWS’ ENTE'R INTO WRCE IN

TERM OF TARIFFS CAN NOT BE LESS THAN SIX MONTHS, EXCEPT THE
CASES, WHEN A LICENSEE BREACHES CONDITIONS OF THE ACTIVITIES
IJCE’NSE TN THIS' C‘ASE' COMMIS’S'IDW HAS' A RIGHT m C‘HAN@E mmm

COMMISSION MAY ESTABLISH A LONG-TERM TARIFF FOR A
LICENSEE’S ACTIVITIES.

TARIFF ESTABLISHED MAY EXPRESS BOTH DEFINED
NUMERICAL YALUE AND DESIGN FORMULA THAT DEPENDS ON
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COMMISSION REVISES (RE-ESTABLISHES OR CHANGES) THE TARIFF
AND ADOPTS A RESOLUTION WITHIN 90-DAYS AFTER ACCEPTING THE
LICENSEE’S APPLICATION PACKAGE FOR REVISION.

COMMISSION MAY REVISE THE EXISTING TARIF¥F ON ITS
OWN INITIATIVE AND ESTABLISH A NEW TARIFF
ACCORDING TO A PROCEDURE APPROVED BY THE
COMMISSION AND BASED ON THE RESULTS OF ECONOMIC
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A PERSON HAVING A LICENSE FOR ACTIVITIES MAY SELL ELECTRIC
AND THERMAL POWER, NATURAL GAS OR PROVIDE LICENSED SERVICES
AT A TARIFF THAT IS LOWER THAN ONE ESTABLISHED BY THE

» LICENSED ACTIVITY DOES NOT OR WILL NOT INCUR A DANGER,

» ITDOES NOT AIMED AT ATTAINMENT OF A MONOPOLISTIC STATUS AT
MARKET,

IN CASE OF A SUCH LOWERING OF TARIFFS, THE
COMMISSION WHH.E’ ES‘TABUS‘HING NEW TARIFFS, IDOES‘ NOT
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1. METHODOLOGY FOR CALCULATING TARIFFS FOR ELECTRICITY
SUPPLIED BY COMPANIES THAT PRODUCE ELECTRIC POWER,

2. METHODOLOGY FOR CALCULATING TARIFF MARGIN,

3. METHODOLOGIES FOR CALCULATING TARIFFS FOR PROYIDING POWER
TRANSMISSION SERYICES TO THE ELECTRIC POWER SYSTEM, AS WELL
AS SERYICES PROYIDED TO THE ELECTRIC POWER MARKET BY
LICENSED ENTITYES.

ABOVE MENTIONED METHODOLOGIES ARE BASED
ON THE PRINCIPLE OF ENSURING NECESSARY INCOME
(INCOME OF THE COMPANY GAINED THROUGH
TARIFFS), WHICH SHALL COVER ALL THE COSTS THAT
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-
=
=

METHODOLOGY FOR CALCULATING TARIFFS FOR

ELECTRICITY (POWER),
SUPPLIED BY LARGE POWER PLANTS

%y

THIS METHODOLOGY ESTABLISHES THE PRINCIPLES
OF FORMATION OF TARIFFS FOR ELECTRICITY
(POWER) THAT IS SOLD IN THE WHOLESALE
ELECTRICITY MARKET BY LARGE (WITH MORE THAN
10 MEGMTT INS’MEEED C'HMC‘ITY) HYDROPOWER
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1. DETERMINATION OF NECESSARY
INCOME

NVECESSARY INCOME IS CALCULATED BY USING THE
FOLLOWING FORMULA:

NI=AC+D+P,

WHERE: NI - NECESSARY INCOME;
AC - ANNUAL COSTS AUTHORIZED FOR ENSURING THE RELIABILE AND
SAFE FUNCTIONING OF THE COMPANY;
D - ANNUAL DEPRECIATION OF EFFECTIVE AND USABLE CAPITAL
ASSETS OF THE COMPANY;
P- PERMISSIBLE PROFIT FOR ENSURING SUFFICIENT
PROFITABILITY OF INVESTMENTS.

Page 1'4
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L1 AUTAHORIZED COSTS

AUTHORIZED COSTS INCLUDE THOSE COSTS ONLY THAT ARE JUSTIFIED AND
NECESSARY FOR ENSURING NORMAL FUNCTIONING OF THE COMPANY DURING
THE DESIGNED YEAR.

THE FOLLOWING CLASSIFICATION OF COSTS IS USED FOR A
PURPOSE OF REGULATION::

-  OPERATION AND MAINTENANCE COSTS,
-  [FUEL COSTS (FOR NUCLEAR AND THERMAL POWER PLANTS),

-  MAINTENANCE COSTS FOR USED NUCLEAR FUEL, FOR ESTABLISHMENT
OF A FUND FOR DECOMMISSIONING OF THE NUCLEAR POWER PLANT,
COSTS FOR IMPLEMENTATION OF MEASURES FOR INCREASING SAFETY
OF THE NUCLEAR POWER PLANT,

-  TAXES (EXCEPT OF A PROFIT TAX AND VAT),

-  OTHER JUSTIFTED AND NECESSARY COSTS, ENVISIONED BY LEGISLATION
OF THE REPUBLIC OF ARMENIA.

AUTHORIZED COSTS INCLUDE THOSE COSTS ONLY THAT PERTAIN
TO LICENSED ACTIVITY.
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1.1.1. OPERATION AND MAINTENANCE COSTS

» SALARY OF OPERATING PERSONNEL, INCLUDING PAYMENTS TO THE SOCYAL
SECURITY FUND,

» TANGIBLE COSTS THAT ARE NECESSARY FOR OPERATION,

» MAINTENANCE COSTS, INCLUDING COST OF MAINTENANCE/ REPAIR WORIKS
IMPLEMENTED BOTH BY OWN POWERS AND OTHER CONTRACTORS,

» OTHER OPERATIONAL COSTS.

1.1.2. FUEL COSTS

FUEL COSTS FOR NUCLEAR AND THERMAIL POWER PLANTS
ARE DETERMINED IN ACCORDANCE TO METHODOLOGIES
DEVELOPED BY COMPANIES AND APPROVED BY THE
COMMISSION.
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1.2. DEPRECIATION

ANNUAL DEPRECIATION OF CAPITAL ASSETS IS
CALCULATED BY A LINEAR METHODOLOGY
BASED ON AN INITIAL COST

(COST OF ACQUISITION) OF CAPITAL ASSETS
THAT ARE RECOGNIZED BY THE

COMMISSION AS

Juna 14-17, 2010, Yaravan, Armeniz Page 17



the PSRC of Armenia and the IUB of lowa, USA

1.3. PERMISSIBLE PROFIT

SIZE OF THE PERMISSIBLE PROFIT IS CALCULATED BY USING THE FOLLOWING FORMULA:

PROFIYT = BASIS OF PROFIT CALCULATION X PROFITABILITY RATE
OF THE ASSETS

BASIS OF PROFIT CALCULATION FOR HYDROPOWER PLANTS IS THE COST OF
NETASSETS, PRESENTING A DIFFERENCE BETWEEN THE COST OF EFFECTIVE AND
USABLE NON-OPERATING ASSETS (BEING DETERMINED BY THE COMMISSION) THAT

BASTS OF PROFIT CALCUALTION IS RECALCULATED NO FREQUENTLY THAN ONCE A YEAR
WITH A PURPOSE OF TAKING INTO ACCOUNT INVESTMENTS MADE IN EFFECTIVE AND USABLE

SIZE OF THE PERMISSIBLE PROFIT RATE IS DETERMINED
EQUALLY TO THE AVERAGE WEIGHTED SIZE OF THE COMPANY’S CAPITAL,
WHICH IS THE AVERAGE COST OF LOAN AND OWN CAPITAL, CALCULATED
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2. COSTS ANALYSIS

COSTS ANALYSIS OF THE COMPANY AND THETR DISTRIBUTION
DEPENDING ON THE TYPE OF LICENSED ACTIVITIES, TYPE OF

COSTS ANALYSIS CONSISTS OF THE FOLLOWING STAGES:

2.1. FUNCTIONALIZATION OF THE COSTS
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2.1. FUNCTIONALIZATION OF THE COSTS

THIS STAGE OF THE COSTS ANALYSIS IS CONDUCTED AT
THERMAL PLANTS ONLYWHEN ELECTRIC AND THERMAL
ENERGYARE JOINTLY GENERATED.

AT THIS STAGE EACH COMPONENT OF THE COMPANY’S

June 1417, 20110, Yaravan, Armania Page 20



the PSRC of Armenia and the IUB of lowa, USA

2.2. CLASSIFICATION OF THE COSTS

FIXED COSTS - ARE THOSE COSTS THAT ARE MADE BY THE COMPANY
IRRESPECTIVELY OF THE VOLUMES OF ELECTRICITY SUPPLIED.
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DEPRECIATION OF THE COMPANY’S FIXED ASSETS MAYALSO TO A
CERTAIN EXTENT BE INCLUDED IN VARIABLE COSTS WITH CONSIDERATION
OF RELATION OF THE TERM OF CAPITAL ASSETS OPERATION AND THE
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=1 T3 SELECTION OF TARIFFS STRUCTURE

SELECTION OF TARIFFS STRUCTURE DEPENDS ON REQUIREMENTS OF THE
ELECTRIC POWER SYSTEM, AS WELL AS POSSIBILITIES OF PROVIDING NECESSARY
S’ER‘VICE‘S’ swanmmwnmmm PROWC‘HON PROV’!S!W OF' RE’S‘E‘RVE‘

POSSIBILITIES AND PRACTICABILITY OF THEIR ACCOUNTABILITY.

| STRUCTURE OF TARIFFS, TYPES OF SERVICES WHICH ARE |
PAID BY MEANS OF TARIFF RATES, AS WELL AS
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4.1 ONE-PART TARIFFS SYSTEM

OPERATION MODE OF WHICH IS NOT DISPATCHED BY THE SYSTEM OPERATOR.

THESE ARE MOSTLY SMALL HYDROPOWER PLANTS, WIND POWER PLANTS, AS
WELL AS OTHER PLANTS THAT PRODUCE ELECTRICITY FROM RENEWABILLE

WHEN APPLYING ONE-PART TARIFFS, NO CLASSIFICATION NI
OF COSTS IS CONDUCTED AND THE TARIFF

(T IN DRAMS/KW/H) IS CALCULATED BY THE FOLLOWING
FORMULA:
WHERE IN - INCOME NECESSARY (IN DRAMS),
Wn - ESTIMATED VALUE OF ANNUAL PRODUCTION OF ELECTRIC POWER (kW/H),

MULTIVEAR PRODUCTION OF ELECTRIC POWER.
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4.2 TWO-PART TARIFFS SYSTEM

AVANLABLE ARE PAID SERVICES IN THE SYSTEM OF TWO-PART TARIFFS SYSTEM.

TWO-PART TARIFFS ARE ESTABLISHED FOR THOSE GENERATING COMPANIES,
WHOSE PARTICIPATION IN THE BALANCE OF ELECTRIC ENERGY (POWER) IS
REGULATED BY THE SYSTEM OPERATOR.

C

var

A RATE BASED ON THE AMOUNT OF ELECTRIC POWER (YN =
DRAMS/KW/H) IS CALCULATED BY THE FOLLOWING
FORMULA:

[ wHERE C - VARIABLE COSTS OF THE COMPANY (IN DRAMS),
var

IN THE ANNUAL BALANCE OF ELECTRIC ENERGY (POWER) AND IS CALCULATED BY
THE SYSTEM OPERATOR IN THE PROCESS OF PLANNING THE ANNUAL
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A MONTHLY RATE BASED ON CAPACITY AVAILABLE IS CALCULATED BY THE
FOLLOWING FORMULA:

wHERE C. . - FIXED COSTS OF THE COMPANY (IN DRAMS),
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4.3 MULTIPART TARIFFS SYSTEM

OR QUALITY OF THE SYSTEM OF POWER SUPPLY MAY HAVE SEPARATE TARIFF
RATES FOR THE APPROPRIATE SERVICES.

A NEED OCCURS IN THIS CASE FOR DISTRIBUTION OF FIXED AND VARIABLE
FORALL SERVICES PROVIDED ACCORDING TO A METHODOLOGY

MMWWMEAWWWMWBDETW

Juna 14-17, 2010, Yaravan, Armeniz Page 27




the PSRC of Armenia and the IUB of lowa, USA

June 1417, 20110, Yaravan, Armania Page 28



