Decree of the President of RF dated September 4, 2001 No. 1091 " On Amendmentsto
the Decr ee of the President of the Russian Feder ation dated November 29, 1995 No.

1194 " On Federal Energy Commission of the Russian Federation”

In order to ensure the unified Sate policy in the area of price-formation and Sate regulaion
of the activities of the natural monopolies | hereby decree:

1 To amend dause 2 of the Decree of the Presdent of the Russan Federation dated
November 29, 1995 No. 1194 "On Federad Energy Commisson of the Russan Federation’

(Collection of Laws of the Russian Federation, 1995, No. 49, art. 4770) to read as follows:

"2. To edtablish that the Federd Energy Commisson of the Russan Federdion is a
federa executive body vested with the following functions:

- date regulation of tariffs for eectric and heat power pursuant to the Federa Law
"On State Regulation of Tariffs for Electric and Heat Power in the Russian
Federation’;

- regulation and control over the activities of the natura monopolies pursuant to the
Federd Law "On Naturd Monopolies’ (except for natura monopolies in the generd
access dectric and mail communications indusiry);

- date regulation of prices (tariffs) for certain types of goods (work, services) not
within the doman of naurd monopolies which ae subject to regulaion in
accordance with the laws of the Russan Federation pursuant to the ligt established by
the Government of the Russian Federation.”

2. The Government of the Russan Federation shdl have its regulaions conformed
herewith within 2 months.

3. The chief state legd directorate of the Presdent of the Russan Federation shdl within
one month submit proposals regarding conforming the acts issued by the Presdent of the
Russian Federation with this Decree.

4. This Decree shdl become effective as of the date of its officid publication.

President of the Russian Federation V. Putin



Source: “VremyaNovoste”
Date: September 5, 2001

HERE'S YOUR AGENCY

Presdent Putin yesterday signed a Decree establishing a new agency to regulate tariffs for the
sarvices of naturd monopolies. It is gill unknown who will head it. The sx-month battle over
the form and content of the new agency has become the cabinet's mogst intense dispute of the
year.

Presdent Putin has sgned a decree transforming the Federd Energy Commisson (FEC) into
a common agency to regulate tariffs for the services of naturd monopolies. According to
andyds, the new depatment will indirectly regulate around 65% of the nationd economy.
As for the amount of "direct" regulation, no one can edimate it as yet. The same goplies to
the influence of the person who will head the new agency. Putin himsdf initiated the creation
of the new dructure, and the sx-month baitle over its foom and content has become the
Cabinet's most intense dipute of the year.

The presdentia decree specifies that the new agency will regulate prices and monitor the
activities of naturd monopolies as liged in the corresponding lav. Among them ae
dectricity and hedting, gas tariffs as wel as trandt of gas and il by pipdines. Railroads,
ports and terminds are dso included in natural monopolies. Besides, according to the law,
eectronic communications and posdd communications dso fit into the category - but the
presidential decree excludes these services.

Communicaions Minider Leonid Reman managed to secure his interests in dividing the
tariff pie

The taiff agency will dso gan a number of powers in spheres of activity which are not
adways incdluded among the naiurd minoploies. This lis will be covered in a Cabinet
resolution, and the main battle will be connected with its contents.

At Prime Miniger Kasanov's orders, the FEC has submitted a list to the Cabinet: this
indudes savices of the icebresker flegt, loading ralroad cars, navigation and arport
sarvices for planes. Regulating "nuclear fud cycle products' is dso included there.

There is a lot of tak behind the scenes. In part, the Cabinet is discussng the possbility of
dlocaing other functions to the new common tariff agency, such as regulating fud oil prices
and coa prices for consumers. There has been a proposd to include water supply and
sawerage in the lig of naturd monopolies, as wel as regulating prices for pumping oil
through loca pipdines, and other things.

Now they will have to fight againg those who used to have these powers until now - ether
government departments, or regiond leaders That is why the find variant of the lig of
powers for the new tariff agency till remains unpredictable.

The question of who will head the new agency is dightly clearer. According to a top-ranking
officid, present FEC head Georgy Kutovoi will not be in charge of the new dructure. The
officdd is guesdng that it will be headed by a person whose name is not widely known yet:
"One thing is obvious - it will be someone from the presdentid team." Wadll, it could not be
otherwise - there is much talk in the ministries that the powers of the person in charge of this
agency will be equd to those of aminiger.
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FEC OFFICIALSCRY FOUL ASUNIFICATION ON HOLD

The government is meking a big mistake by shackling what should be an independent
regulator of natura monopolies, the deputy chairperson of the Federd Energy Commisson
warned Monday. Vyachedav Ovchenkov said the government, by pushing the State Duma to
amend taiff-regulation law tha would grip the FEC - Russiads supposedly independent
regulator - of its authority, is making it just another government department, defeating a key
purpose of its existence.

"The amendments, which effectively have been gpproved by the cabinet ... raze the FEC's
independence to the level of a government department,” Ovchenkov said a an Organization
of Economic Cooperation and Development presentation on efficiency and competition in
infrastructure sectors.

"This decison is a misteke" he sad. The amendments are part of a plan to transform the
FEC, which regulates the country's raillways, naturakgas and power tariffs, into a unified
tariff organ. "We interpret independence not as absolute independence from al government
bodies, but when we come up againg what is happening now, when taiffs are in fact st a
the government levd, thisis another picture” Ovchenkov said.

Last week Prime Miniser Mikhail Kasyanov repeded an FEC decison to raise ralway taiffs
by 14 percent as of Monday, and set a 35-percent cgp on al natura-monopoly tariff hikes this
year. Although formdly the cabinet can only recommend which tariffs to incresse and by
how much, in practice its word is the law, said Kakha Kiknavelidze, andyst a Troika Didog.
"The FEC's power is widening in terms of industry coverage. However, the government's
involvement in these decisons is ds0 increasing,” sad Kiknavdidze "The government
appears to be quite concerned with its macroeconomic benchmarks."

The ided role of an independent regulator is to make neutrd, transparent decisons on issues
such as taiffs, free from short-term politicd pressures and business interests. Russa lags
dgnificantly in sheking free from government intervention, sad Nikola Mayshev of the
OECD's Center for Cooperation with Nort Members.

Independently st tariffs ae ds0 an important factor in increesng the investment
attractiveness the sectors, according to the OECD report. Russa is st to become the first
OECD non-member country to undergo a two-year review redating to reforms in the country's
ralways, gas, power and teecommunications sectors, said Joe Phillips, head of the OECD's
competitionlav and policy divison Monday. "The decison has been made on a politicd
leve," and an agreement should be set by spring, said apresidential adminigration officid.
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CHAIRMAN SAYSRUSSIA'SFEC WANTS 15%-18% HIKE IN DOMESTIC GASPRICES

Russds Federd Energy Commisson /FEC/, the naturd monopolies watchdog, wants to
rase domedtic gas prices by 15% to 18%, Georgiy Kutovoi, charman of the FEC, told
reporters Wednesday. The FEC has been transformed into a unified tariff agency by President
Vladimir Putin's decree signed Tuesday. The FEC's proposd is subject to the Economic
Development and Trade Minigtry’s review and approvd. If the ministry gpproves the hike,
the commisson’'s plans ill have to be approved by the Federation Council, the upper house
of paliament. Gazprom, Russds gas giant, requested the FEC to increase domestic gas
pricesby 20% to 25%, citing the urgent need for investment in the gas industry, Kutovoi said.

Gazprom sad the investment would boost the industry’s apped for independent ges
producers. Currently, the low domestic gas price prevents mgor investment in the sector,

Kutovoi said.



