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energy efficiency

New Rules for Electricity 
Market and Utilities

Upon signing the Association 
Agreement with the European 
Union, Ukraine undertook sev-
eral obligations regarding the 
harmonization of its own legis-

lation in various spheres.
One of the major points were obliga-

tions in energy sector. Ukraine’s energy reg-
ulations are currently significantly behind 
modern approaches to regulations on this 
market. The absence of a free market for 
gas and electricity was a particular concern 
to Europe.

In 2015 the new Law On Natural Gas 
Market was adopted and completely new 
legislation for this market was introduced. 
The most important changes were division 
of suppliers and carriers of gas, were sup-
posed to be independent from each other. 
In theory new regulations should have al-
lowed a person to purchase gas from one 
supplier at his or her own choice rather than 
the supplier who actually had a gas network 
connected to it.

Unfortunately, the market transforma-
tion took more than a year, mostly due to the 
delays with approval of various legislative 
acts by the ministries and special regulatory 
bodies. Moreover, after the all necessary ba-
sic legislation was approved, the market still 
had significant problems in practice.

Nevertheless, reform of gas can be gen-
erally described as successful. Regardless 
of current problems the basic market struc-
ture was formed, and all its members are 
slowly getting used to new rules while the 
state continues to improve regulations.

At the same time, after the adoption the 
new law on gas other reforms were stalled 
due to various lobbies from energy genera-
tion companies. In particular, the new law on 
electricity market and the new law on utility 
services. The latter was even more crucial 

for implementation due to the fact that a 
new system of subsidies for the population 
came into effect which depended on it.

At last in 2017 both new laws were  
adopted and should come into force on  
10 June 2018 with some critical provisions 
from 1 July 2019. All the required subordi-
nate legislative acts should be adopted by 
this date. What changes do the new laws 
bring?

The newly adopted Law On Electrical 
Energy Market was adopted on 17 April 2017 
and should be the outcome of more than 
three years of successive changes to intro-
duce competition to the energy market.

The main change made by the Law is 
the final termination of the State Company 
Enerhorynok, which was a monopolistic 
purchaser of all energy from all generat-
ing companies. Enerhorynok then “mixed”  
energy from all sources (cheap from nu-
clear generation and expensive from re-
newable sources) and created an average 
tariff for industry and individual consu- 
mers. In addition, the tariff for industry was 
higher than the tariff for individuals was 
subsidized (in recent years approximately 
30-35% of the industry tariff was subsidy 
for the population’s tariff).

According to the new Law, Enerhorynok 
will be closed. All general consumers will 
buy energy on the energy exchange, where 
one will be able to choose supplier and how 
much to pay for electricity. 

In addition, direct supply agreements 
between a consumer and energy generat-
ing company are allowed. This will be most-
ly used by large consumers but can signifi-
cantly decrease cost of electricity for those 
ones buying directly from nuclear plants.

At the same time, there are also some 
problems with new regulations, as men-
tioned by experts. 

First of all, it should be noted that the 
exchange market will not most likely be 
available for small consumers, namely the 
general population and small companies. 
They would have to buy energy from their 
regional supply company (or “Oblenerho”, 
like now), and won’t be able to choose en-
ergy supplier and price. It means that the 
actual tariff for such consumers will be de-
pendent on the price at which the Oblen-
erho was able to buy the electricity on the 
exchange. This also creates a significant po-
sition for possible abuse by Oblenerhos and 
methods of control against this are still not 
entirely developed and introduced.

The second critical problem is the in-
crease of energy price for the  people. 
The new market model does not provide 
mechanism for all kind of subsidies in the 
calculation of the tariff (except for direct 
subsidies to energy generating compa-
nies). The electricity price for people will 
be increased and number of non-payers 
will grow. It is still unclear how the state will 
solve this problem.

Thus, it is still debatable as to how the 
new Law On the Electrical Energy Market will 
affect the energy market. It is clear that large 
consumers (i.e. those ones able to sign di-
rect supply agreements) win from the new 
regulations as, according to calculations 
made by experts, the tariff for them (includ-
ing the payment for transportation) will be 
around half of the current one.

At the same time, small companies 
with low consumption will more likely suf-
fer from the increase in tariffs. Most experts 
are sceptical as to whether the Oblenerhos 
will be able to find and purchase low price 
electricity from the electricity exchange, as 
such energy will be immediately purchased 
by industry.

Another significant law adopted in 2017 
is the Law On Housing and Utility Services 
which was adopted on 9 November 2017. 
The Law should also come into force on  
10 June 2018.

The new Law introduced several major 
changes to regulations of utilities, which 
significantly affect the market. 

The first major change is the monetiza-
tion of subsidies. The new Law allows the 
receipt of a subsidy in actual funds rather 
than a discount on the cost of services. This 
should theoretically allow consumers to 
use such funds to implement energy sav-
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ing measures (thereby reducing energy 
consumption) rather than just pay for the 
services. It is also not clear enough how this 
model will work in practice as these pay-
ments will begin from 2019.

It should also be noted that the new Law 
imposes the obligation to conduct capital 
repairs of the building by its residents, which 
should be additional motivation for them to 
implement energy saving measures by us-
ing the subsidies received.

Another significant change is manda-
tory insulation of meters for every utility. 
The services themselves will have to be 
divided into three costs: the cost of the 
consumed service, the cost of transporta-
tion (or cost of maintenance of the inter-
nal pipe network in the building) and the 
charge for connection.

The new Law also regulates in detail 
all matters connected to housing service 
companies. The old municipal services pro-

viders will have the same status as private 
ones and it is expected that competition will 
reduce tariffs.

In general the new L    aws are an im-
portant part of energy reform conducted in 
Ukraine. While there are number of prob-
lems and possible gaps in regulations, 
they introduce an entirely new system of 
relationships based on competitive market, 
thereby giving this sphere a boost in growth 
which was so necessary.
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