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The Ochakovo power substation uses new ABB generating equipment to provide electricity to part of the
city. Igor Tabakov

Several major energy companies signed the first capacity supply agreements Thursday in a
ceremony that started laying the groundwork for future investment into the Russian energy
industry.

Siberian Coal Energy Company, known as SUEK, along with OKG-6, Fortum, Inter RAO and
others signed the agreements with the industry's self-regulating groups such as the Market
Council.

The agreements offer the firms involved a guaranteed rate of return on the energy they
produce with their new plants for at least 10 years. Other strong economic incentives include
preferential treatment at long-term capacity auctions.
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In exchange, the signatory companies will be expected to invest in a range of fossil fuel-fired
generating assets to fixed deadlines over the next five to seven years, amounting to a
generating capacity of some 25 gigawatts.

Companies involved and the regulating authorities have trumpeted the agreements, which
should all be signed by December, as a milestone in the government's strategy of harnessing
private firms to expand the country's insufficient power generating capacity.

“I can say that these signings are quite an epoch-making event in the Russian legal system,
the Russian energy industry and the Russian economy,” Dmitry Ponomaryov, the Market
Council chief executive, said at the signing ceremony in reference to the entire signing
campaign.

Analysts have welcomed the introduction of the new agreements for bringing clarity to both
generators and investors.

“It draws a line under a substantial area of uncertainty for the power producing companies,”
said Derek Weaving, a utilities analyst at Renaissance Capital. “Companies now know what
they have to build and when.”

When the energy monopoly Unified Energy Systems was broken up and privatized in 2007,
buyers took on commitments to expand generating capacity because the government was
concerned by squeezes on energy supply at the height of the pre-crisis economic boom.

But the incentive for the expansion was based on the assumption of an ever-growing market
— that failed when the economic crisis came along in 2008.

“As the 2008 crisis showed, you can never be sure what your returns will be. So there was a
reluctance on the part of some companies to sink investment into new plants,” said Alexander
Kornilov, chief utilities analyst at Alfa Bank.

Electricity demand plummeted 6 percent to 7 percent during the economic crisis that hit
Russia at the end of 2008, Weaving said.

The agreements now being signed “set up a concrete schedule for the commissioning of
newly built capacities and give the government assurance that all of this capacity is going to
be commissioned on time,” Kornilov said.

Prime Minister Vladimir Putin originally signed off on the drafting of new agreements in
February, but the deadline was repeatedly put back as generating companies negotiated over
legal language and the deadlines for construction of new plants.
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