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The WECM is the place of
circulation of electricity
and capacity within the
framework of the Unified
Energy System of Russia
(UES of Russia) with the
participation of large
producers and buyers of
electricity and capacity
(as well as other
organizations who have
received the status of a
wholesale market entity).
It is regulated by the
Federal Law “On the
Electric Power Industry”.

Figure 1. Annual payment discipline in the WECM,
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RUSSIA

ELECTRICITY FIRST, MONEY LATER, OR WHO IS
PAYING FOR ALL OF THIS?

Payment discipline in Russia’s electric power sector. Preliminary data on the
dynamics of debt in the wholesale and retail electricity markets in 2022.

2022 results show that consumption of electricity in Russia grew amid an
improvement in payment discipline among consumers in the Wholesale Electricity
and Capacity Market (WECM). However, the debt of end consumers grew in the Retail
Electricity Market (REM).

According to data of the Center for Financial Settlements? (CFS), the level of payments
in the WECM for electricity supplied in 2022 grew by 1 percentage point and 0.5
percentage points compared to 2021 and 2020, respectively. Debt for electricity
supplied in the WECM in 2022 declined by 14.3% compared to 2021 and amounted to
RUB 12.3 bin (Fig. 1-2).

Figure 2. Annual growth of debt in the WECM, RUB
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1 The CFS is a commercial infrastructure organization of the WECM, whose main task is to provide a comprehensive service for calculating the
requirements and obligations of WECM participants and making financial settlements between them.
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The main reason for such a sharp decline in debt was the signing of an agreement
between PJSC ROSSETI and energy companies on restructuring the debt of electricity
sales companies based in the North Caucasus at the end of 2021. Under this
agreement, the sales companies (Chechenenergo JSC and Rosseti Northern Caucasus
PJSC) handed promissory notes to the generating companies in March 2022 in order
to pay off the debt formed before 2022. Chechenenergo JSC and Rosseti Northern
Caucasus PJSC thereby payed off 90% and 83% of their debts, respectively. The size of
debt amounted to around RUB 12 bln, 85% (around RUB 10.2 bln) was repaid by
transferring promissory notes. In 2022—-2026, the scheme of mutual settlements in
terms of shortfalls involves payment in two ways: promissory notes (bonds) or cash
with an interest-free deferral of 13 years. At the same time, there are conditions with
regard to discounts — 10% for Chechenenergo JSC and 17% for Rosseti Northern
Caucasus PJSC. It is planned that from 2027, these companies will fully perform
settlements using ‘real’ money.

According to JSC System Operator of the Unified Energy System? (JSC SO UES),
consumption of electricity in the UES of Russia grew by 1.5% in 2022 compared to
2021, and by 7% compared to 2020.

This growth was due to both colder weather in the winter period and growth in
electricity consumption by oil production and transportation enterprises (Fig. 3). In
2020, warmer weather and coronavirus restrictions had an adverse effect on
electricity consumption. Growth in consumption in 2021 was due to both colder
weather compared to 2020 and the restoration of the positions of the domestic
electric power industry amid growing demand from the Russian economy following
the removal of pandemic restrictions.

Figure 3. Annual consumption of Figure 4. Annual consumption by
electricity in the UES of Russia, kWh interconnected energy system, kWh bin
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2JSC SO UES is an operational dispatch control entity (the term ‘system operator’ is also used in regulatory and technical documentation), which
carries out centralized operational dispatch control of the UES of Russia. JSC SO UES is authorized to issue operational dispatch instructions and
orders that are mandatory for electric power sector companies and electricity consumers, which affect the electric power mode of operation of

the energy system.
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An IES is a set of several Electricity consumption in 2022 was higher than in 2021 for most of Russia’s
:'li:i‘ﬁ;’;tmz:r;}ted Y interconnected energy systems (IES), and for most of them, these indicators
exceeded 2020 results (Fig. 4).

operation, with a
common dispatch Total debt in the WECM amounted to RUB 74 bln in 2022, which is lower than the

control as the highest

level of control in indicators as of the end of 2021 (RUB 86.3 bin), but slightly higher than at the end of
relation to the dispatch 2020 (RUB 72.9 bin). At the same time, it should be noted that the volatility of this
controls of its indicator is mainly due to the abovementioned mechanism on restructuring the debt

tituent . . ;
:3;2;2%\:?;% of the sales companies of PJSC ROSSETI in the North Caucasus (Fig. 5-6).
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Figure 6. Annual WECM payment discipline, including assignment agreements, by federal district, %
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Market Council
(Nonprofit Partnership
Council for Organizing an
Efficient Trading System
in the Wholesale and
Retail Electricity and
Capacity Market)
organizes wholesale and
retail trade in electric
power and capacity
(previously Trade System
Administrator Nonprofit
Partnership).

Guaranteeing Electric
Power Supplier is

a company that is obliged
by the Federal Law “On
the Electric Power
Industry” to conclude an
electric power supply
agreement with any
consumer who applies
for such agreement.
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In 2022, the growth rate of debt in the WECM in the North Caucasian Federal District
declined, but in natural terms the size of debt was higher than in 2020 (Fig. 5-6).

Most of WECM debt is formed by sales companies that buy electricity in the wholesale
market and sell it to end consumers in the REM3. In 2022, the WECM and the REM
demonstrated multidirectional debt dynamics: WECM debt decreased, while REM
debt continued to grow; the amount of REM debt, as before, significantly exceeded
WECM debt (Fig. 7). These dynamics are mainly due to adjustments in liabilities in the
WECM (write-off of bad debts), as well as the compensation by retail electricity
providers for end consumer debts.

It should be noted that in 2022, according to CFS, the growth rate of consumer debt
in the REM has increased: over the past year, debt increase by RUB 32.4 bin, while in
2021 and 2020, it grew by RUB 2.4 bin and RUB 24.1 bin, respectively (Fig. 8). In
general, REM debt growth was caused by weakening payment discipline among
almost all categories of consumers.
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In ACRA’s opinion, end consumer debt is primarily borne by electricity sales
companies. Oftentimes, this leads such companies to bankruptcy and/or loss of
WECM participant status due to late payments for electric power/capacity. For
example, by its resolution dated June 22, 2021, the Market Council withdrew the
aforementioned status from three guaranteeing suppliers controlled by PJSC
ROSSETI: JSC Kabbalkenergo, JSC Kalmenergosbyt, and JSC Karachayevo-
Cherkesskenergo, due to their multi-billion ruble debt to generating companies. In
addition, consumer debt is also borne by electric grid and generating companies,
which could potentially lead to insufficient cash to cover their operating and capital
expenses necessary to maintain the reliability of the UES of Russia.

In the period from January 1, 2023 to March 20, 2023, the volume of planned
electricity consumption® in Russia increased by 0.6% year-on-year, according to the
Association NP Market Council.

At the same time, WECM debt increased by RUB 0.3 bin in January—February 2023
compared to an increase of RUB 5.7 bln in the same period in 2022. In January—

3 REM participants: electricity consumers; utilities providers; guaranteeing electricity suppliers; electricity sales companies; electricity suppliers;
electric power producers for retail markets other than wholesale market participants; electric grid companies, owners of electric power facilities;

system operator.

4 Planned electricity consumption is the total planned volume of consumer purchases determined as a result of a competitive selection of
applications for the day ahead. Volumes of export deliveries of electricity are excluded from consumption volumes by price zones.

—p. 4
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February 2023, REM debt increased by RUB 69.2 bln, which is higher than
RUB 65.8 bln in the same period last year (according to NP Market Council).

In ACRA’s opinion, electricity consumption dynamics in Russia in 2023 will range from
-1.5% to 0 compared to 2022 due to the delayed impact of external economic
sanctions on industrial production and economic activity in the country. Nevertheless,
even if the volume of electricity consumption in Russia in 2023 remains at the level of
2022, the debt for supplied electricity will continue to increase, which is likely to affect
the financial performance of companies in the industry. At the same time, despite the
formation of unfavorable trends, ACRA believes that in the medium term (six to
twelve months), the industry will be able to absorb negative shocks.
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The Analytical Credit Rating Agency (ACRA) was founded in 2015, with its 27 shareholders representing major Russian
corporate and financial institutions and its authorized capital exceeding RUB 3 bin. ACRA’s main objective is to provide
the Russian financial market with high-quality rating products. Methodologies and internal documents of ACRA are
developed in compliance with Russian legislation and with regard to global rating industry best practices.

The provided information, including, without limitation, credit and non-credit ratings, rating assessment factors,
detailed credit analysis results, methodologies, models, forecasts, analytical reviews and materials, as well as other
information placed on the ACRA website (further referred to as Information), coupled with the ACRA website software
and other applications, are intended for information purposes only. Information must not be modified, reproduced
or distributed by any means, in any way or form, either in whole, or in part, in marketing materials, as part of public
relations events, in news bulletins, in commercial materials or reports without prior written consent from, and
reference to, ACRA. Any use of Information in violation of these requirements or the law is prohibited.

ACRA credit ratings reflect ACRA’s opinion about the ability of a rated entity to meet its financial obligations or about
the credit risk of individual financial obligations and instruments of a rated entity at the time of publication of the
relevant Information.

Non-credit ratings reflect ACRA’s opinion about certain non-credit risks assumed by interested parties interacting
with a rated entity.

The assigned credit and non-credit ratings reflect all material information pertaining to a rated entity and known by
ACRA (including the information received from third parties), the quality and reliability of which ACRA considers
appropriate. ACRA shall not be responsible for the accuracy of information provided by clients or relevant third
parties. ACRA does not audit or otherwise verify the provided data and shall not be held responsible for their accuracy
and completeness. ACRA conducts rating analysis of information provided by customers using its own methodologies,
with the texts thereof available on ACRA’s website — www.acra-ratings.com/criteria.

The only source that reflects the latest Information, including the one about credit and non-credit ratings assigned by
ACRA, is ACRA’s official website — www.acra-ratings.com. Information is provided on an “as is” basis.

Information shall be considered by users exclusively as ACRA’s statement of opinion and must not be regarded as
advice, recommendation or suggestion to buy, hold or sell securities or other financial instruments of any kind, nor
shall it be viewed as an offer or advertisement.

Neither ACRA, nor its employees and persons affiliated with ACRA (further referred to as the ACRA Parties) provide
any direct or implied guarantee expressed in any form or by any means regarding the accuracy, timeliness,
completeness or applicability of Information for making investment and other decisions. ACRA does not act as a
fiduciary, auditor, investment or financial advisor. Information must be regarded solely as one of the factors affecting
an investment decision or any other business decision made by any person who uses ACRA’s information. It is
essential that each of such persons conduct their own research and evaluation of a financial market participant, as
well as an issuer and its debt obligations that may be regarded as an object of purchase, sale or possession. Users of
Information shall make decisions on their own, involving their own independent advisors, if they deem it necessary.

ACRA Parties shall not be responsible for any action taken by users based on Information provided by ACRA. ACRA
Parties shall under no circumstances be responsible for any direct, indirect or consequential damages or losses
resulting from interpretations, conclusions, recommendations and other actions taken by third parties and directly
or indirectly connected with such information.

Information provided by ACRA is valid only as of the date of preparation and publication of materials and may be
amended by ACRA in the future. ACRA shall not be obliged to update, modify or supplement Information or inform
anyone about such actions, unless the latter was recorded separately in a written agreement or is required by
legislation of the Russian Federation.

ACRA does not provide advisory services. ACRA may provide additional services, if this does not create a conflict of
interest with rating activities.

ACRA and its employees take all reasonable measures to protect all confidential and/or material non-public
information in their possession from fraud, theft, unlawful use or inadvertent disclosure. ACRA provides protection
of confidential information obtained in the course of its business activities as required by legislation of the Russian
Federation.
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