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Role of ERE In Electricity Structure

ERE plays a key role in the strategic structure ofi the electricity.
sector. It I1s armed with substantiall pewers Including licensing ofi
Market operators, review: and approval of electricity” tariffs;, and
monitering ofi all’ licensees. It Is' empowered to: Issue regulatlons
enforcing the LLaw, 1o protect consumer Interests, resolve: disputes
petween market eperatorsk or hetween operators amd Consumers,
and to co-eoperate with ether electrcity regulators, oen  the
International level:

ERE'S primarny goals are to protect consumers, licensees, and market
competition. One off the main tools ter achieve and maintain: this
ehjective Is through tamiifs. In its activity: te rationalize: the tariifs,
ERE shouldl consider that:

Price: signals have: to reflect costs, demand, and leadl to efficient
Uses of electricity.

Supply: cests shouldl be fairly allocated among custemer categories.
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Role of ERE In Electricity Structure

Traniffiss must refiect cost differences between: varieus; categoeries of
custemers.

ERE sheuld ensure that tariffis ane non-discriminatery, transparent,
and reasponable based en Widely recognized ratemaking principles.

ERE maintains a unifern acceunting System in compliance with
International standards, which applies e alls annuall financiall and
economic reports ofi the electricity: secter. Annual acceunts of
liIcEAsees must e separate and must previde infermation on: cests
and’ revenues for each activity i the electricity: market chain and
any other externall activity.

ERE should take inte consideration the National Energy: Strategy’ and
the Decument on| the Pewer Sector Policies.
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Legal Eramework

~_In regard to the procedures on tariff structure analysis and
pricing, thne Tarffs and Prices [Department relies. on the legal
framewerk and approved methedelegles.

1. [law No. 9072, dated 22 May' 2005 “On the Pewer: Sector”

Article 8, paragraph 2(b) states that ERE sets, regulates and
reviews wholesale and retail tariffs and the terms and conditions of
power service proposed by a licensee or reviews them according to
circumstances.

Article 26 defines the authoerity: of ERE for tanifi setting, uUpon
Which:

The ERE is the responsible institution for setting tariffs in all
activities carried out by the licensees in the electricity sector.

In particular, the Law on the Power Sector (Law No. 9072, 22 May
2003) has been subsequently amended on 10 April 2006 for the
purpose of clarifying the definitions, scope, organization and
Independence of the regulatory authority.
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Legal Eramework

2. Vlethedoelegles:

The methodolegy for estimating tariffs of power generation
(approved hy the decision ofi the Board ofi Commissioners, No.
28, dated June 26, 2005)

Methodelegy fer estimating taniifsS, of electricity transmission
senvice (approved by the decision ofi the Beard ofi CommissiGners,
No. 59, dated 29 December, 2005)

Methodology: fier calculating tariffs off electrcity distribution
sernvice (approved by the decision ofi the Beard ofi CommissiGners,
No. 29, dated 26 June 2005)

Methedology fer estimatingl the electricity: sales: tanifif/prices to
captive customers (approved by the decision of the Board of
Commissioners, No 30. dated 26 June 2005)

Tirana, September 19, 2007




Hoew! Is the power tarifif structure
organized i Albania?

The customer: taniif structure should reflect the structure ofi Costs
Incurred  while using the electrical system. Thus, from a
theoereticall point ofi view, the tarif structure might coensist of
severall compenents:

A capacity: related charge, refiecting generatien and network
COStS assoclated with each customer’s demand for network
capacity. This; charge should be based on the capacity of each
CUStemer's connection, or onl his annuall maximum demand.

An  energy charge reflectingl variable coests associated with
providing; additional energy. This charge sk hased on metered
consumption.

A flat charge, reflectingl customer costs assocliated with metering,
pilling and collection.
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Hoew! Is the power tarifif structure
organized in Albania? (continued)

Costs; to be Included In taxiff calculation’ that ane
covered through payments fier capacity-related
chiarges: anadi eneray-related: charges consISt of
capltal costs, eperational costs, andl taxes.

Only: reasopnanie’ econemic costs;, related’ 1o
regulated service Insurance, will e meludeadin
the tariii calculation.
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How Is the electricity tariff structure
organized in Albania? (continued)

While reviewing tarfis propesed by a licensee, ERE will
consider all kinds off reasonable costs Inherent In
electricity’ business, fuel and generatien or purchase
costs, steck cests, depreciation, taxes, envirenmental
protection costs, additienal fees, return; en Investments,
as well as; costs' of compliance: with public Service
ehbligations and energy’ Savings/censervation.

Trariifs may. Increase ence: a year and all tanfi changes
nave 1o be appreved by ERE iR advance.
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Electricity tariffs approved by ERE for the
period 1 January — 31 December 2007

Tariff

Type of Customer (ALL/KWh)

Customers supplied in HV (400/220/110 kV) with their own

assets. 4.50 ($ 0.05)

Customers supplied in MV (35, 20, 10, 6 kV)

Budgetary 9.40 ($ 0.11)
Budgetary - Water Supply 7.00 ($ 0.08)
Non-budgetary - Water Supply 7.00
Private - Water Supply 7.00

Private - Industry 7.00
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Tariffs of Electricity approved by ERE for
period 1 January — 31 December 2007 (cont.)

Non-budgetary - Industry 7.00 ($ 0.08)
Other Non-budgetary measured in MV 7.00
Other Non-budgetary measured in LV 7.00
Other Private measured in MV 7.00
Other Private measured in LV 7.00
Flour mills and Bakeries 7.00
Pumping Stations 7.00
Religious Institutions 7.00

Media 7.00
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Tariffs ofi Electricity approved by ERE for
period 1 January — 31 December 2007 (cont.)

Customers supplied in LV (0.4 kV)

Budgetary

Budgetary - Water Supply
Non-budgetary - Water Supply
Private - Water Supply
Non-budgetary - Industry
Other Non Budgetary
Private

Flour mills and Bakeries
Pumping Station

Religion Institution

Media

Households Customers
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10.00 ($ 0.11)
7.50 ($ 0.08)

7.50
7.50

8.00 ($ 0.09)

8.00
8.00
7.50
7.50
8.00
8.00

7.00 ($ 0.08)
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Why Is the tariff structure approved by
ERE considered appropriate?

The average: financial tarfii approved by ERE fer the alkeve structure
IS based on:

The cost eff existing resources; and the: cests ofi new: generation and
distrbution capacities:

Elnancialf planning fer the construction of these capacities and.

The anbility: off KESHI to continue a reliabler commercial function,
PAased on sufficient revenues.
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Why Is the tariff structure approved by
ERE considered appropriate? (cont.)

ne approved tanff striucture avoids; double: standards: inf setting the
prices for different categories of customers ensuring that tariffs: are
non-discriminatory.

Customers: that incurred low: costs for: Utility int HV-and MV do not
pay for technical and nen-technical lesses Incurred by other
CONSUMErS Inf V.

The approved structure encourages technical andf financial efficiency,
In the sector; It Increases, profits by improving technicall ISsues and
reducing the costs, Issues; Included in; approved: Action Plan as a
condition| determined Py doners who! fund the: rehabiliiation and
reconstruction prejects in the energy Sector.

The structure complies with the National Strategy off Energy’ to
encourage the efficiency in the energy sector.
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Why Is the tariff structure approved by
ERE considered appropriate? (cont.)

It takes Inter account the results ofi previeus studies conducted In
this fieldl (such as DECON andl LAHMEYER).

Jihe above' structure avolds cross-subsidization between different
greups ofi CUstomers.

It sends the rght pricing signals; for diffierent level of veltage, Which
means that prices reflect real costs In each level ofi veltage where a
uitrhity’ company, offers, 1ts Service.

The approved structure intends te unify sale prices of power within
each level ofi voltage.
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Categories of custemers In previous
structures

CUSTOMERS
Type

Budgetary
Non-budgetary - Water Supply

Other Non-budgetary

Private
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Categories of customers In previoeus structures

MV  Budgetary
Non-budgetary - Water Supply

Non-budgetary - (Oil, Chrome, etc.)
Other Non-budgetary

Subsidized Private

Common Private

Budgetary

Non-budgetary - Water Supply

Other Non-budgetary
Subsidized Private
Common Private

Domestic (Block 1, Block 2)
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Differences between the previous and
current structures

By, companng structure presentation, i 1S 6hvIeUs; that:

The new structure re-groups’ existing) custemer categories
WItH ther same characterstics: off supply: Thisk st important te

the Albanian Utility (KESH) 1 1tS precess oii ie-erganization;

Separation: off transmission from: generatien: and distribuition
activities IMpPoSes the re-grouping ol Consumer Gategeres
that are supplied with different voltage levels: respectively.
Eor the first time, the current strtcture considers the categery
off tariifii customers: of transmission;, Which are: supplied with
110/220/400 KV veltage: levels.
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Differences between the previous and
current structures

Regarding heusehoeldl custemers, the current structure
ncludes only: ene tariff (separation I blocks IS eliminated).
This IS an Important step lecause It avelds the subsidies
petween two blocks: efi Meusehold customers.

he Gevermment off Allbania has: the: responsihility ter mitigate
the efifects of price Increase on CUstemers In need.

The current structure alse avelds cross-subsidization between
dififerent categories) ofi Consumers.
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Eurther steps for improving the
current structure

e thisyenad, the Tarfis and Prcing Department has stuaied
and analyzed tne expenences of ether countries: In tne
region.

Ihere ane many countries that apply different complex
structures of tariffs comparned ter eur simple structure.

I general, we have noticed that:
There are different taniifs for different voltage levels.

There are different taniifs for different load fiactors;, referring
1o dififerent: zenes; and hoeurs.

Ehere are different taniis applied at en-peak and off-peak
oursS.

There are different tarififs applied during the seasons of the

year. _
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Eurther steps for improving the current
structure

he analysis of tarifi structure of other countries
Il the region shews: that the application; of
diffierent: taxiiis during 24" hours (time-ef-day/

tariifs) can make the price structure guite
attractive tor diffierent categoeres) off cConsumers;
thAuS eading tera Iow: pewer consumption durnng
the peak hours and therwillingness te; Use
electricity i the ofif-peak heurs due te
diffierences In tarifis.
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Pending Case

Level of service Average tariff (ALL /kWh) and % of increase regarding the level of service

Jan 1 — Action Plan 2008 Version No | Version No Il Version No Il
June 30, 07

Customers in 4.50 7.00 55.6% " 5.15 14.4% 8.70 93.3%
HV

Customers in 7.12 8.08 13.5% / 7.19 1.0% 10.76 51.1%
MV

Non residential 8.30 10.00 20.5% ; 11.03 32.9% 12.68 52.8%
Customer
sin LV

Residential } 4 15.48 121.1%
Customer
sin LV

Average total 7.10%* 8.04 13.2%  13.08 84.2% 9.78 37.7% 9.78 37.7%
tariff ($0.08)  ($0.09) ($ 0.16) ($0.11) ($0.11)
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Conclusion

o ERE has made goed pregress toward the
Improvement: of taxrifi structure; thus giving| the
Proper signals regarding pricing pelicies in the
electricity Sector.

The TarififrandPrices, Department Is also
responsible for assessing changing circumstances
and fer further Improeving the currenit tarifh
structure.

THANK YOU !
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