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ñIt is important to remove infrastructure obstacles one-by-one. 

Electricity is the priority.  The dramatic situation with the accident at 
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Setting Russia into a context
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Generation

(OGKs)

ñThe Russian government will keep to its reform commitments and will not change 

the timetable for opening electricity marketsò.

2 December 2008 Prime Minister Putin speaking to E.on CEO Wolf Bernotat

ñWe agree with investors on the significance of long-term capacity markets as a 

signal that investments will be financially secureò.

1 June 2009   Energy Minister Sergei Shmatko
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Planning for system reliability
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YoY change in national demand
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Timetable to open competitive generation 
markets
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Generation pricing today

ÅRegulated Contracts (cover 50% of production volumes). Electrical energy is 

sold at plant-specific prices established by the Federal Tariff Service.1-year 

duration.

ÅDay-ahead Market (covers up to 50% of production volumes). Electrical energy 

sold at free prices established by auction for each hour.

ÅFree Contracts. Bilateral contracts establishing price and time of delivery.  

Concluded within the scope of the liberalised section of the market.

ÅBalancing market. (covers up to 5% of production volumes). Electrical energy 

traded to compensate for differences between  forecast and actual demand.Price 

may be higher or lower than on the Day-ahead Market.
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Pricing on Zone 1 (European) market
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Characteristics of the Zone 2 (Siberian) 
generation market

ÅCapacity is 51% hydro and 49% coal-burning CHP

ÅWater flow has a major impact on price-formation 

ÅProduction is dominated by Sayano-Shushenskaya Hydro 
(6,400MW), Krasnoyarsk Hydro (6,000MW) and Ust-Ilimsk Hydro 
(3,840MW).

ÅIn periods of high water flow (May and June), prices on the Day-
ahead market and Balancing Market can vary between zero and 
$31.25/MWh.

ÅCHPs are inflexible, so take several hours to be brought on-line 
following any unplanned reduction in available capacity.

ÅThe only connection between the Siberian market and the rest of 
Russia is a 1,200MW transmission link to Chelyabinsk in the Urals, 
via Kazakhstan



Page 10

Pricing on Zone 2 (Siberian) market

Temporary ceiling set 

by market council
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Location of generation plants in Russia
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Market pricing promises strong generator cash flows, 
once new capex commitments have been met
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OGK 1H09 performance
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Price levels of genco pre-crisis 
privatisations
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Distribution

(MRSKs)
ñIbelieve that tariff regulation of infrastructure companies should be based on the following principles. First,

long-term tariffs should provide investors with guaranteed returns and profit on invested capital that is

consistent with market norms. Second, we have to link the tariff level with the quality of service offered and to

provide financial incentives to reduce operating costs. It has to be understood that without stability, there will

be no development in this sectorò.

Prime Ministerô Vladimir Putin  to State Duma 8 May 2009

As a result of adopting RAB tariffs, the EBITDA of distribution companies will increase four-fold between 2008 

and 2011.

Alexander Chistyakov, Deputy CEO Federal Grid Company December 2008

ñ...electricity tariffs must include an element to allow power companies to invest so that they can meet future 

demand.  Itôs essential to think about future developmentò.

1st Deputy Prime Minister Igor Shuvalov 23 April 2009

ñElectricity tariffs were discussed at a government meeting today chaired by Deputy Prime Minister Igor 

Shuvalov. The only concrete decision reached was that the grids would move to RAB tariffs in 2010ò.

Interfax 28 August 2008

Government at its meeting chaired by deputy prime minister Igro Shuvalov agrees to transfer 2-3 grid 

companies to RAB from 1 Jan 2010, with remaining to get rab in 2010-2012. Exact legally set schedule of 

RAB roll-out will be published in the next few weeks. According to Interfax source, one of the grid companies 

to get RAB from 2010 is FSK.

Interfax 9 September 2008



Rate-of-return (RAB) regulation for 
distribution

Page 17

1. Initial regulatory review period of 3+ years.  Thereafter 5 years.

2. a.  Phased implementation 2008-2011.

b.  5 pilot implementations launched 1 July 2008

c.   In light of the Sayano-Shushenskaya accident, full implementation will be 

brought forward to 2010.

2. Immediate post-tax 12% return allowed on new capex, with no phasing-in.

3. Allowable post-tax return on iRAB:

6% in 2009;  9% in 2010;  12% thereafter.

4. RABs established on the basis of depreciated replacement cost net of 

redundant assets.  Assessed by independent appraisers.

5. 35-year depreciation life for all assets.

6. Controllable costs indexed to CPI-X.  X will be in the range 1% to 2.5%.

7. Non-controllable costs compensated as incurred, including electricity 

purchased to compensate for grid loses.

8. Annual corrections to address differences between forecast and actual costs, 

investment and distributed volumes 



Rate-of-return (RAB) regulation for 
transmission

Page 18

Transmission (FSK)

FSK management proposal to Federal Tariff Service:

Implementation in 2010.

Post-tax target return on iRAB of:

3% in Year1, 6% in Year2, 9% in Year3.

RAB of around $150k per km of grid.

Use-of-grid tariff would rise by 70%
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Gird assets and operational efficiency
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Estimating New Replacement Cost 

Distribution Grid New Replacement Cost ($/km) I

Central Networks (England West)* 60,293                   

Central Networks (England East)* 52,143                   

United Utilities (England North-West)* 80,085                   

Western Power Distribution (Wales South)* 60,978                   

Western Power Distribution (England S West)* 55,584                   

EdF Energy  (London)* 108,008                 

EdF Energy  (England South-East)* 54,325                   

EdF Energy (England East)* 48,222                   

Scottish Power (Scotland South)* 71,391                   

Scottish Power (England North-West)* 74,063                   

Scottish and Southern Energy (Scotland North)* 53,526                   

Scottish and Southern Energy (England South)* 70,386                   

Great Britain weighted average (ex London)* 68,386                   

Volga MRSK** 61,710                   

Source:  * 2007 Company regulatory accounts; ** Company annual report 2007; Renaissance Capital

Produces overall 

new cost for 

Volga MRSK of 

$61,455 per km

.................Russian grids are typically 45%-70% depreciated...............
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Estimating iRAB for a typical (North-West) 
MRSK

- 10,000 20,000 30,000 40,000 50,000 60,000 70,000 80,000 

New replacement cost, $/km

Depreciated replacement cost, $/km

iRAB valuation expectation (DRC less excessive grid), $/km

Current market vlauation, $/km

North-West MRSK valuations vs current market, $/km

Based on valuations of independent assessor, company iRAB is estimated at $3,600 mn 

or $21,000/km. 
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North-West MRSK multiples ïcurrent and 
post-RAB (company estimates)
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RusHydro
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Damage assessment from Sayano-
Shushenskaya accident of 17 August  

1. Sayano-Shushenskaya commissioned 1978-80 with installed capacity of 

6,400MW (18% of RusHydro total); normal effective capacity limited to 4,200 

MW due to transmission constraints and to 2,000MW in times of low winter 

water flow.

2. 6 turbines require complete replacement (3 years); 1 turbine damaged, but 

repairable; 3 turbines lightly damaged and likely to be re-commissioned in 

2010.

3. Outdoor switchgear undamaged; no damage to the body of the dam or 

spillways

4. Estimated repair cost $1.3bn (RusHydro) to $2bn (Renaissance) ; $525mn lost 

revenues to 2012; 

5. Funding recover:  $200mn insured risk; $650mn Sberbank credit; $450mn 

from new share issue to state: higher regulated tariffs for RusHydro.     
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RusHydro under pressure...  

ñOn the 29 July 2009, RusHydro formally requested of the electricity Market Council that, in response to unpaid debts for electricity 

supplied under bilateral contracts to RusAl's Krasnoyarsk, Novokuznetsk and Sayansk aluminium smelters, the smelters be expelled from 

the wholesale market.  RusHydro further requested that the Council consider additonal disciplinary measures allowed by the Market 

Rules, including cancelling contracts and limiting electricity supplies to RusAl.ò

Interfax 5 August 2009  

ñThe statements by the acting head of RusHydro, a publicly traded company and a major state monopoly, in which he openly states that 

the companyôs management will avoid the fulfillment of earlier signed contracts, is highly dangerous for all partners of RusHydro.

The situation when the acting Chairman of the Board of RusHydro Mr. Zubakin openly states that he wants to use the accident to avoid 

fulfillment of obligations questions RusHydroôs status as a serious business partner. This kind of  irresponsibility could have caused the 

largest in the history of Russia breakdown of the HPP, which took out of operation the energy system of Siberia, and became the reason 

of the crisis situation at the largest mono-city enterprises of the regionò.

RusAl company statement 26August 2009

ñWe donôt understand how this accident (at Sayano-Shushenskaya)  could have happened. We have information that for several days 

before the accident, everyone at the plant knew that it needed to be shut down, but there was no manager around to make the decision.ò

.Vadim Solovyov ïDuma Deputy 4 September 2009
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Investment Conclusions
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Ownership and valuation summary


