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The Condition, Problems and Development Prospects 
of the Modern Energy Supply Companies in Ukraine

Abstract

Introduction. The problem of natural monopolies (including energy entities) effective functioning becomes a privileged issue of go-
vernmental regulation, reformation and reflation. The search for the solution of a technical inferiority of the electricity branch proves
the necessity of further investigation on the way to reforms implementing. 
Purpose is to clarify the basic issues of finance and managerial reforms in the energy sector, their impact on the service level of
business (legal entity) and household (residents) consumers. 
Results. The ability for stable Ukrainian energy provision of economics is limited by a number of the following problems: moral and
physical wear out of the main facilities; a huge debt between the energy market entities; «cost plus» method of energy transmis-
sion and supply tariffs setting; imperfection of contractual relations system on the wholesale energy market of Ukraine etc. One of
the most crucial problems is the households’ tariff for the electrical energy which covers only about 25% of economic price for elec-
tricity, and this difference is re-financed by so-called subsidies for suppliers. Energy Strategy of Ukraine (was adopted in accordance
to obligations of Ukraine under the accession to Energy Community in 2006 year) stipulates the change of government’s priorities
in energy sector towards the efficient provision of sustainable economic development. Implementation of the Strategy means mini-
mization the governmental interference into the work of energy markets, elimination of the present system of subsidies functioning,
the cross-subsidy cancelling. 
Conclusion. The current situation demands taking a decision about electrical power tariffs increase for household consumers to the
level that would allow covering losses without using subsidies, to guarantee the rate of investment return into improvement of worn
out energy generating and transmission facilities. A strong targeted support of the most vulnerable electricity consumers provided
by the government is a privileged issue of a balanced social and economic as well as ecologic development. Implementation of the
Strategy is aimed at Ukraine’s energy sector restructuring from the difficult one, requiring a constant governmental support, into up-
to-date, efficient and competitive sector of the national economy. 
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1. Introduction

Nowadays, the operational value of energy is undeniable. It
guarantees functioning of all other branches of economy,
improves working and manufacturing conditions. It is consi-
dered to be a resource for scientific and technological advance
as well as increase of labor productivity and social and eco-
nomic stability.

Under the generating capacities deficit in the common ener-
gy system of Ukraine, problems in power supply and so-called
«rolling blackouts» (the later has never occurred for the last ten
years), the energy supply of the state has become a burning
issue. The problem of the natural monopolies effective functio-
ning (including energy entities) becomes, in its turn, a privileged
question of governmental regulation, reformation and reflation.

Domestic economy is the most energy-intensive in the
world. To produce one unit of GNP, we spend 3-5 times more
energy than other Eastern Europe countries. This energy inten-
sity is caused by a serious technological inferiority of many
branches of economy as well as housing and utilities sector,
and a high level of capital depreciation.

2. Brief Literature Review

In Ukraine, regulatory control of the energy branch develop-
ment and modernization in its economic, technical and ecolo-
gical approaches as well as its practical implementation is des-
cribed in the works of B. Korobko (2007), O. Onipko (2006),
S. Denysiuk, B. Stogniy (2006). Theoretical and practical basics
of natural monopolies functioning are represented in the works
of G. Bashnianyn (2000), B. Kostiukovskyi (2010), G. Krama-
renko, P. Kutsyk (2011), V. Pavliuk etc.

The leading economists and politicians have constantly
paid attention to the fact that energy manufacturing is signifi-
cantly decreasing, which is caused by the psychological and
physical wear out of power stations equipment as well as tech-
nical inferiority of the branch. Therefore, the search for the solu-
tion of a given issue proves the necessity of further investiga-
tion on the way to implementing reforms, innovative decisions
with the aim of increasing electric power generating efficiency. 

Among the foreign scientists who have studied the issue of
state regulation of the energy sector, reformation and liberaliza-
tion of the electricity market are A. Midttun (2001), C. Kirkpatrick,
D. Parker, Y.-F. Zhang (2008), T. Jamasb (2005), R. W. Bacon,
J. Besant-Jones and M. Pollitt (2005), M. W. White, P. L. Joskow
and J. Hausman (1996) and others. 

3. Purpose 

To clarify the basic issues of finance and managerial re-
forms in the energy sector, their impact on the service level of
business (legal entity) and household (residents) consumers.

4. Result

It should be noted that according to the Program of eco-
nomical reforms for 2010-2014 which states, «A wealthy society,
competitive economics, efficiently managed state», the energy
sector of Ukraine possesses unique reserves of electrical
power generating [1]. However, the ability for stable energy pro-
vision of economics is limited by a number of the following prob-
lems:
• moral and physical wear out of the main facilities (approxi-

mately 80% of the equipment of heat power plants and 60%
of energy saving companies have been worn out completely)
resulting from the lack of sufficient state finance as well as
becoming unattractive for private investment;

• low efficiency of electricity generation and supply: 35% more
energy resources consuming while losses level during supply
is twice higher than in Organisation for Economic Cooperation
and Development (OECD) member countries;

• critical situation in finance and economy of power generation
companies along with energy saving companies; 

• a huge debt between the energy market entities etc.
To the above given consistent general problems it should be

added an imperfect regulation of energy market entity activity
and low efficiency of practical regulation of current household
activity. 

Other problems are as following:
1) insufficient current electricity fee resulting in unstable fi-

nancial functioning of energy companies and enterprises of

energy sector in connection with the erosion of working capital.
In its turn, it doesn’t allow to plan and conduct business and
operations;

2) imperfection of contractual relations system on the whole-
sale energy market of Ukraine (WEM). The result of imperfect
contractual relations system is the insufficient current electricity
fee, household conflicts between the entities of WEM, problems
of costing and payment satisfying obligations, work scheduling;

3) the governmental intervention in regulation of cash flow
of wholesale energy market. It resulted in financial condition
deterioration of energy companies due to which redeployment
of funds is conducted for an indefinite term, difficulties for the
members of wholesale energy market in long-range business
activity, risk identification for potential investors;

4) erosion of working capital resulting from the using of
accrual basis of accounting tax obligation for the actual energy
sale. Under the current Tax Code of Ukraine, there is a necessi-
ty for the payment of tax obligations by the energy supply com-
panies. It should be done in full scale and from the open sum for
the energy sold. As a result, financial standing of energy com-
panies is sharply deteriorated and the debt obligation increases;

5) the limited competition among power generators hardly
permit any opportunity to set a competitive price of electricity
power, it leads to non-optimal price signal for the members of
WEM, consumers and potential investors;

6) imperfect system of tariff and price setting:
• inconsistency between the system of tariffs setting for elec-

tricity consumers and the system of price setting on WEM;
• incomplete reimbursement of reasonable costs for the entities

of WEM;
• imperfect system of bulk and international electrical system

tariffs setting.
This problem resulted in forming of economically insufficient

reasonable prices for electricity as well as tariffs for WEM con-
sumers’ services;

7) limitation of actual demand on WEM (capping system):
the current limits, in connection with the demand limitation,
decrease profitability of energy supply companies, complicate
contractual obligations fulfilment towards electricity consumers;

8) no warranty of today’s energy supply reliability and qual-
ity can lead either to shortages of electricity supply or to the
supply of electricity that does not conform to the governmental
standards;

9) high electricity consumption in local power grid which
has been increasing. This causes the deterioration of energy
supply companies financial standing, their insufficient settle-
ment of payments for the purchased electricity on the whole-
sale market along with the deterioration of power grid condition
(which, in its turn, becomes a reason for further increase of
energy engineering spending);

10) cross-subsidizing via wholesale market price for electri-
cal power. The subsidy is used in case of the tariffs regulation
for citizens, other consumers (including those who use differen-
tial tariffs) as well as certain electrical power suppliers. Cross-
subsidy is caused by unreasonable retail tariff levels becoming
a means of social protection of particular consumers (i.e. popu-
lation) on account of price increase for other consumers (i.e.
industrial entities).

The negative result of cross-subsidy is excessive price of
electrical power for industrial consumers via socially required
tariff level maintenance for population; price perversity;

11) insufficient regulation and transparency of export, import
and transit of electricity. The above mentioned encourages the
loss of economic advantages from export-import activities and
transit of electricity;

12) uncertainty in the current legislation stability, impossible
reimbursement of invested money and generated profit which
significantly constrains investment in energy etc. [2].

Despite the fact that the Concept of Wholesale Energy
Market Functioning and Development in Ukraine ceased to be
in force in 2014, the above mentioned problems, which were
described in the Concept, are still urgent, being not resolved
at the moment, which was confirmed by the analysis of region-
al electricity supply enterprises that we have undertaken. 
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The most often discussed issues are the continued process
of wearing out of energy supply companies’ grid equipment, the
lack of the necessary capital investment and the lowest tariffs
for citizens comparing with the European and post-Soviet coun-
tries. The latter covers only about 25% of economically reason-
able value, which causes cross-subsidy scheme functioning. 

The resolve of energy optimization issues is possible pro-
vided the reformation of the governmental policy implementa-
tion approach and overall reconstruction of business behaviour. 

Energy Strategy of Ukraine (the first edition was adopted in
2006 and it has been renewed and improved several times)
stipulates the change of governmental priorities in energy sec-
tor towards the efficient provision of sustainable economy devel-
opment.

We believe that one of the most crucial problems of energy
sector is the current methods of energy transmission and sup-
ply tariffs setting – the «cost plus» method. The disadvantage of
the method is that it does not encourage entities to save
resources, but stimulates to increase transaction costs.

Among the uncontrolled and economically irrational approa-
ches of such tariffs setting are the following: the tariff includes
sunk costs; a disincentive of energy supply companies to reduc-
tion of operating costs; possibility of unreasonable increase of
assets cost aiming to maximize such sources of financial
capacity as profit and amortization; only spending for mainte-
nance and performance of the present electrical power grids is
included; the government regulation authority of energy supply
companies is not provided with the sufficient information about
the pre-paid expanses of the companies; the regulation proce-
dure demands time and money; there is a risk of increase in
expenses provided that additional specialists will be involved in
the process of tariff revision; possibility of time lag between rea-
sons for tariff revision appearance and putting new tariffs’ ser-
vices into action, which may be caused by political essence of
the process itself.

Only for several companies, who sold their stock of shares
to the strategic investors by tender in 2001, the calculation of
tariffs for energy transmission and supply is conducted on the
basis of investment return rate fixing and tariff’s adjustment
under the inflation pressure. Having set fixed expenditure ele-
ments that were adjusted only under the inflation pressure for 7
years, we managed to implement motivational system in prac-
tice. The companies were encouraged to decrease operational
costs thus receiving a higher profit. Furthermore, other energy
supply companies working under the standard tariff setting
methods have their expenditure level and the profit reviewed on
their demand.

The necessity of common system of tariffs set-
ting implementation for energy supply companies
privatized in 2001 has been stipulated, as well as
the withdrawal of NERC (National Energy
Regulation Commission) directive from 2nd April,
2001 No. 309. This has been the result of the eco-
nomical and energy crisis in Ukraine in 2014. This
has been conducted in accordance with the unified
retail tariffs with the aim of the standardization of ta-
riff regulation as well as the prevention of dramatic
increase of tariffs for the energy transmission and
supply. In addition to this, the cancelling of profit rate
calculation when setting tariffs for energy transmis-
sion and supply has been stipulated as well. 

Thus, all energy supply companies as of Janua-
ry 1st, 2015 were introduced to a common method
«cost plus», which principles stipulate close relation
between expenses and tariffs for energy transmis-
sion and supply services.

Concerning the tariffs for the electrical energy
consumed by business (legal entities) and house-
holds (citizens), we should not forget that the go-
vernment tariff policy encourages its resolve via tariffs’ social
function differentiation. 

The difference between the business and household con-
sumers’ tariffs in Ukraine is the biggest among European coun-
tries today (Figure 1). In most European countries households’

tariffs exceed business tariffs. It can be explained by a higher
cost of electrical power transmission for households through a
more complex grid, as well as higher administrative cost for
public service (Jamasb, Pollitt, 2005; Midttun, 2001).

The analysis of economic and political situation in the coun-
try for the last few years enables to make a conclusion that the
electricity households’ tariff is set on the basis of governmental
policy only. As a result, nowadays this tariff is several times
smaller than the wholesale market price, i.e. electricity price for
households (citizens) is 0,3084 hrn/kWt*h (the cheapest pa-
ckage of services), while the anticipated electricity wholesale
market price for January, 2015 was 0,98803 hrn/kWt*h [5],
which means it covers only about 25% of economical price.

It is obvious that households’ tariff is incapable to cover not
only the cost of energy transmission from the generating facility
to the consumer but also the cost of generating the electricity
itself. Therefore, the difference between the tariff and the price
of the wholesale market, the cost of energy transmission is co-
vered by so-called subsidies. 

From the above given thorny issue it can be concluded that
the present instrument of subsidy for energy supply companies
aiming to compensate the expenditures from energy supply to
certain categories of consumers is not ideal. By the legal acts of
Ukraine, it is stipulated that electricity preferential tariffs for va-
rious categories of consumers must be introduced, especially
for household consumers, urban electric transport, religious or-
ganizations, street lighting of towns and cities. The losses from
electrical power supply on the preferential tariffs are carried for-
ward other consumers in the form of subsidy by means of cross-
subsidy. As a result, energy tariffs are increased to 12-14% for
industrial entities, public facilities and other business consu-
mers. This process impacts the competitiveness of consumers’
products on internal as well as external market, which causes a
constant increase of prices and tariffs for products (services) of
domestic manufacturers (Figure 2).

In October 2014, the Ministry of Mines and Energy made a
decision about the urgency of Energy Strategy of Ukraine wor-
king out (further called Strategy) [8, 9]. It has been caused by
the changes in fuel and energy potential of Ukraine due to the
armed aggression of Russian Federation, the urgency of me-
thods coordination of issuing energy policy papers as well as
their implementation arrangements in accordance to obligations
of Ukraine under the accession to the Contract about establish-
ment of Energy Community and Association Agreement
between Ukraine and European Union along with European
Atomic Energy Community and their members. 

The Strategy stipulates long-term priorities of energy policy
of Ukraine as the context of euro integration choice shall
require; records the principles of long-term government admin-
istration along with its implementation on the basis of prevailing
terms of «the third energy package» of EU Resolution.

Fig. 1: Energy tariffs in the countries of Europe and CIS

Source: EIR Center data [6]
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Currently, the necessity to implement the next stages of the
Strategy is obvious. They should be as follows:

1) in the short term, the government interference into the
work of energy markets should be minimized, the functioning of
the present system of subsidy (allocating investment support)
should be eliminated, cross-subsidy should be cancelled, a le-
gislation acts should be adopted and administrational decisions
should be taken on the coordination of the energy policy with
the obligations of Ukraine under Association between Ukraine
and European Union;

2) in the mid-term, the crucial tasks are a practical authori-
zation of market principles of energy sector regulation and
energy market performance; the provision of complete recon-
struction of government and market participants relationships;
the quality increase of market participants organizational cul-
ture;

3) in the long term, to guarantee the efficient performance
of the energy sector of Ukraine on the internal market and its
competitiveness on the European markets.

5. Conclusion

Cash deficiency in the state budget causes insufficient
financing of equipment improvement which influences the
quality of services of energy generating and transmitting com-
panies. The current situation demands taking a decision about
electrical power tariffs increase for household consumers to
the level that would allow to cover losses without using subsi-
dies, to guarantee the rate of return of investment into
improvement of worn out energy generating and transmission
facilities. 

A strong targeted support of the most vulnerable electricity
consumers provided by the government is still a privileged
issue of a balanced social and economic as well as ecologic
development. Implementation of the Strategy aimed at restruc-
turing of energy sector of Ukraine from the difficult one, requi-
ring a constant government support, into up-to-date, efficient
and competitive sector of national economy. It is an essential
and prompt action of the government administration under the
regional integration on European energy markets.
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Fig. 2: Dynamics and framework of subsidies through wholesale 

market price (from the Report about NERC performance in 2013)

Source: Resolution of the National Commission for State Energy and 
Public Utilities Regulation [7]
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