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      For the purposes of further perfection of tariff policy in spheres of natural monopolies the Government of the Republic of Kazakhstan Enacts:
      1. To approve the attached Concept of tariff policy development in spheres of natural monopolies.

      2. To ratify the attached Plan of activities of realization of Concept of tariff policy development in the spheres of natural monopolies for the years 2005-2007 (hereinafter - Plan of activities).

      3. Agency of the Republic of Kazakhstan on regulation of natural monopolies shall submit annually to the Government of the Republic of Kazakhstan a summary information on the course of Plan of activities realization on the results of the half year and year periods.

      4. The present Enactment shall come into effect from the date of its signing.

 
      Prime Minister of the Republic of Kazakhstan
Approved               
by Enactment of the Government 

of the Republic of Kazakhstan  N 455
dated May 13, 2005 

 Concept 
 of tariff policy development
in the spheres of natural monopolies
 Introduction
      The branches, referred to the spheres of natural monopolies, produce staple resources, necessary for production of goods and services in all branches of economics and life sustenance of population. Entities of natural monopolies in many respects provide the vital activity of the country population, supplying gas, water, electric and thermal power and rendering transport services. The share of products of the entities of natural monopolies in the cost price of the finished products may achieve 30-70 % (particularly "transport" and " power-producing " components). Thus, the significance of entities of natural monopolies, degree of their effect on the society and on the rates and proportions of economical development require to realize the perfection of tariff policy to the side of prices formation systems application, providing intensive development of the entities of natural monopolies on the assumption of observance of consumers’ interests and products.
     The dynamics of prices (rates) for services of entities of natural monopolies is one of the most important factors of internal economical situation formation, provision of competitiveness of domestic products in the world market. It influences on not only the level of incomes and savings in entities of natural monopolies, but also in other branches, which requires complex approach to the question of rates formation, development of the optimal policy in the field of regulation of the sphere of natural monopoly. As the rates of the basic spheres of natural monopolies are the multiplier of the prices and inflation level, so along with the planning of parameters of social, budget-monetary and economical development it is necessary to form the parameters of tariff-prices policy in respect of regulated by the government prices in the spheres of natural monopolies.
     Almost 800 entities of natural monopolies accomplish their activity in the spheres of natural monopolies, including 162 entities of natural monopolies – in the Republican section of the State Register of entities of natural monopolies.
      Creation of conditions for development of all participants of monopolistic market (entities of natural monopolies and consumers) corresponds the interests of the state, at the same time the achievement of welfare parameters achievement is pursued, which correspond to the level of advanced economy. Therefore, the market mechanism of management is completed by the instruments of governmental regulation, the correlations of which depend on the nature of the solved economical tasks and social –economic state of the society.
      Since the adoption in 1998 of the Law of the Republic of Kazakhstan "On natural monopolies" (and subsequent changes and supplements in it) and the related by-laws in the Republic of Kazakhstan have basically conditioned the completion of formation of the legislation on natural monopolies, which has become one of the efficient regulators of the economical life and the basis for civilized forms of governmental regulation in the market economy. Within the period from 2002 till 2004 the "Program of perfection of tariff policy of the entities of natural monopolies for the years 2002-2004 " (hereinafter – the Program) adopted by the Enactment of the Government of the Republic of Kazakhstan N 1126, dated October 15, 2002 has been successfully implemented. Implementation of the Program has allowed to form a methodological base of “fair” rates establishment for all spheres of natural monopolies.
     At the same time, beyond the frameworks of the Program there were left the questions of rates effect on separate sectors and on the economics as a whole, problems of the existing differentiation of rates and arising cross-subsidization, as well as the problems of rates re-balancing and introduction of the separate accounting of incomes, costs and operating assets have not been solved to their fullest extent.
      The present Concept has been developed for the purposes of determination of strategic vision of organization and methodological provision of governmental policy of regulation in spheres of natural monopolies, work out and realization of activities complex, directed on development of tariff policy in the spheres of natural monopolies with consideration of coordinated development of economic branches. Elaboration of the basic directions and mechanisms of regulation is based on analysis of results of Program implementation and determination of the up-to-date problems of governmental regulation.

 1. Place and role of tariff regulation of the spheres of natural monopolies in state economic policy 
      At the modern stage of governmental regulation system development it is necessary to provide the conditions, contributing to the development of market relations and competition in previously monopolistic sectors of economy, to create the mechanisms, providing the restoration of the potential and development of infrastructure branches, to promote to expansion and development of the real sector of economy, to increase of domestic products competitiveness, as well as to provide social protectability of population.
      The economics of any state, depending on the degree of the governmental interference in economic mutual relations can be conditionally divided into two sectors: non-regulated and regulated. The necessity of governmental influence on economic mutual relations shall be defined depending on the extent of market relations, institutions and mechanisms of market self-control and requirements of social politics of government. The less developed are the mechanisms of market self-control, the stronger is the regulation role of the government and the higher is responsibility of the government to market entities.
      In the conditions of monopoly the degree of influence on market relation of services (goods, works) supplier requires in intervention by government for provision of the balance of interests of the given supplier and consumer. Such balance can be provided by the methodology of prices formation, based on joint analysis of interests of both sides: from one side for the supplier of services (goods, works) there should be provided a cover of all economically justified costs and indemnification of the profit rate on operating assets, from the other side for each category of the consumer there shall be established a reasonable price, at the level of solvent demand.
      At the same time, from the macroeconomic point of view, tariff policy is sometimes used for the purposes of achievement of the best parameters of social-economic development, encouragement of the economic growth and investment appeal of the real sector and economics, along with the fiscal and budget-monetary policy of the government as the instrument of inflation regulation and stabilization of economic mutual relations.
      Regulation of the level of rates (prices, charge rates) of the entities of natural monopolies is an important key factor of effect on the balanced development of all branches of economics. The level of rates and profitability in other branches depend on the level of rates of the entities of natural monopoly, that requires complex approach to the question tariffs formation, development of the optimal and forecasted policy in the sphere of tariffs and rates regulation. Parameters of changes in tariffs for products and services, referred to the spheres of natural monopolies, shall be take into consideration at development of plans of social-economic development of the Republic.
      Hence, the government strives for provision of the balance of interests not only between the entities of any separate market (consumers of services and monopolists), but also between separate sectors of economy, and the criteria of optimality of tariff policy (including differential rates) are the aggregate indices of economic development.
      Taking into account a multiplicative effect of rates of the basic entities of natural monopolies on the level of prices and incomes in the sectors of economics, tariff policy, within the last years, has been directed on the protection of population interests and separate branches of industry by the following ways:
     containment of rates at the level, not providing assets reproduction;
     differentiation  of rates by groups of consumers.
      Factors of rates differentiation are divided into two groups: industrial, influencing on the cost price of services, different by number and quality consumed production factors, and non-production, conditioned by social and other principles of the implemented tariff policy. Non-production factors of rates differentiation include the level of consumer’s solvency.
      The implemented policy has allowed to avoid avalanche-like growth of prices, and to reduce the prices pressure on industry, as well as played a positive role in stable development of the Republican economics. At the same time, there happened an accumulation of physical and moral wear of assets of the entities of natural monopolies and there appeared a considerable breach of rates level for the same types of services for various categories of consumers, requiring their re-balancing up to the optimal level. The optimal level of rates differentiation shall be determined according to criteria of their influence on economic development parameters. The problem is in absence of the appropriate methodological base for the present day.
      The government has a limited set of mechanisms for provision of interests balance of manufacturers of goods and services and their consumers:
      mechanism of governmental funding;
     mechanism of economically justified rates differentiation.
      The sources of governmental grants may be the funds of the republican or local budgets. In this connection the government may carry out funding of both the entity of natural monopoly, and the consumers of services. Forma of funding can also be different, such as target funding for fixed assets purchase, for introduction of information systems, address funding of consumers of services. By the validity period governmental grants can be permanently valid, and for the determined period of time.
      At present time the main mechanism of monopolists’ incomes and consumers’ costs balancing is the differentiation of rates by groups of consumers. This mechanism is conditioned by the objective condition of economics development, but it is necessary to differentiate the degree of influence on economics of different variants of rates differentiation. Any differentiation of rate for services of the entity of natural monopoly will lead to re-distribution of welfares between consumers, therefore the economically justified differentiation of rates means such a differentiation, which is expedient from the macroeconomic point of view.
      For further transfer to the establishment of long-term rates and implementation of mechanisms on the basis of accounting balance of consumers and manufacturers’ interests, it is necessary to develop the appropriate methodological and information base. Actuality of creation of the regularly updated methodological and information base is, first of all, related with the fact, that for more precise determination of the balance of Parties’ interests and determination of optimality of the conducted rates differentiation and the regulating authority shall have both information on indices, defining the economical position of manufacturers and consumers, and the methods of evaluation of rates level influence on these indices. The criterion of optimality of the conducted rates differentiation will be the achievement of target economic indices of branch development and economics as a whole.
      The urgent tasks of development of the regulating functions of the government for provision of the efficient development of economics are:
      1) determination of borderlines of the spheres of natural monopolies at the related markets in each of economic branches, concrete entities of natural monopolies and their services, referring to the sphere of natural monopolies on the basis of economic analysis of branches;
      2) Elaboration of regulatory legal acts, regulating mutual relations between market entities in the subjected to reforms branches;
      3) Elaboration of methodology of determination of the economically justified rates differentiation and revealing of the key economic indices, influencing on the levels of the economically justified rates differentiation;
      4) Elaboration of mechanisms of governmental funding of services of the entities of natural monopolies;
      5) Elaboration of methods of calculation of rates (prices, charge rates) for services of entities of natural monopolies;
      6) Elaboration of mechanisms, providing transparency of the activity of entities of natural monopolies;
      7) Elaboration of mechanisms of control and audit of the activity of entities of natural monopolies;
      8) Elaboration of the rules, regulating the application of the established rates and tariffs and determination of mechanisms of control over their observance;
      9) Elaboration of the models and methods of determination of mutual influence of economics branches and development of activities and measures, providing efficient and balanced development of all branches.

 2. Modern state of methodology of tariffs regulation
of the spheres of natural monopolies
      For the purposes of balance achievement of government interests, entities of natural monopolies and consumers of their services and creation of favorable conditions for investments attraction to the sector of natural monopoly in 2002 there was accepted a program of tariff policy perfection.
      Within the frameworks of program implementation there were accepted the measures and activities on creation of uniform methodology of regulation of the sphere of natural monopoly, in introduction of the experience of international policy and perfection of the regulatory –legal framework, regulating the activity of entities of natural monopolies. In the result of these measures and activities application it was assumed to provide the stability of the level of rates for services natural monopolies within the limits of medium-term period for the purposes of investments attraction for modernization of production of natural monopolies and quality increase of services (goods, works), provided by them.
      In December 2004 there have accepted changes and supplements into the Law of the Republic of Kazakhstan "On natural monopolies", oriented on achievement of balance of interests of consumers and entities of natural monopoly and perfection of the government control and methods of regulation in spheres of natural monopolies. Those changes and supplements include, in particular, the following:
      regulation of entities’ activity, realized within the limits of regulated services, which list is confirmed by the Government of the Republic of Kazakhstan upon the submission of the authorized body;
      arising of possibility of approval by the authorized body of the investment rate, maximum level of the tariff and tariff with allowance for quality of the provided services (goods, works);
      concrete definition of types of any other activity, permitted for the entities of natural monopoly;
      concrete definition of norms on limitation of the activity and on obligations of the entities of natural monopolies;
      acceptance of norms on establishment of the simplified procedure of governmental regulation of separate entities of natural monopolies;
      concrete definition rules and obligations of the authorized body;
      establishment of restrictions for affiliated persons of the entities of natural monopolies for participation in tenders, conducted by the entities of natural monopolies.
      The tasks of formation of the uniform model of tariffs formation for the entities of natural monopolies have been solved from the uniform positions, on the basis of which there was a principle of determination of services value by the factors of branches functioning: by restructuring processes, demand, offer and governmental regulation. Concept of perfection of tariff policy of the entities of natural monopolies has been formed on the basis of analysis of influence of those factors on the model of prices formation. The following principles have been chosen into the basis of tariff policy perfection:
      structuring of rates, related with the processes  of branches demonopolization;
      accounting of interests of consumers and government at rates differentiation;
      provision of breakeven  of the enterprise as a whole from the point of view of the manufacturer and investor;
     transparency of tariffs structure.
      The model of rates and tariffs calculation shall determine economically justified transparent rates and anticipate the possibility of their further adjustment by the way of mechanism of accounting of balance factors influence. It id supposed to use the given principles in practice of regulation by the way of new tariff formation methods introduction, by monitoring of position of the entities of natural monopolies and their consumers and development of instruments of rates change analysis.
     New tariff formation methods are applied at calculation and approval of rates:
      method of rate of return calculation for the regulated base of operating assets;
      method of rates establishment for medium-term period.
      For the entities of water-management, sewerage system and energy sector, the rates shall be approved with allowance for rate of return for the regulated base of operating assets. For three entities of energy sector (Ust-Kamenogorsk and Aktubinsk Power Generation Plant, Almaty gas networks), as well as partnership with limited liability "Water Resources marketing" there were approved medium-term rates.
      The permitted level of profit shall be counted basing on the market cost of assets, applied at provision of services, including actual investments, and rates of return. A rate of return shall be determined with consideration of the branch belongings of the entity of natural monopoly.
     For the entities of water-management systems the rate of return shall be determined with the help of investment risks accounting method, for the entities of energy sector – it is advisable to use the method of average-weighted cost of capital. The more are the investments of the entity, the higher is its profit.
      Another important factor for investments attraction is introduction into practice of the method of rates establishment for the medium-term period.
      Introduction of stable rates for the medium-term period provides for establishment of tariff frameworks, within the limits of which natural monopolies accomplish their activity. One of the most important factors is the fact, that the entities of natural monopoly receive the possibility to dispose the incomes from the increase of production efficiency independently.
      The condition for provision of rates for the medium-term period is the acceptance by the entity of natural monopoly of obligations on implementation of the approved investment program for the medium-term period. Besides, at calculation of the medium-term rates it is necessary to take into account income, calculated for the regulated base of operating assests.
      For substantiation of the level of rates for services of the entities of natural monopoly there were developed mechanisms of expert diagnostics of financial-economic state of the enterprise. The basic purposes for conducting of financial and technical examinations is obtaining of impartial assessment of the results of the activity of entities of natural monopolies, complex revealing of non-used reserves, constant control of rationality of economic systems functioning, control over the observance of regulating legal acts. The sources of information for financial and technical examination are the systems of accounting and statements, statistical accounting and reports, management accounting and statements and non-accounting sources: materials of examinations, external and internal audit, results of tax authorities control, materials of production meetings of the entities of natural monopoly and competent authorities, mass media.

 3. Analysis of the current state of spheres of natural monopolies
       Paragraph 1. Sphere of railroad transport 
      The peculiarity of rates for railroad cargo transportation is that they not just determine the level of stable position of the railroad transport, as independent branch, operating in conditions of self-financing, but also, along with other basic branches, render effect on economic position of enterprises and branches of material production.
      Since the acceptance of the Program of restructuring of the railroad transport of the Republic of Kazakhstan for the years 2004-2006, approved by Enactment of the Government of the Republic of Kazakhstan N 145, dated February 6, 2004 and introduction in July 2004 of changes and alterations into the Law of the Republic of Kazakhstan "On railroad transport " there has been started a process of organizational and financial division of natural-monopolistic activity and other types of activity of joint-stock company "National Company Kazakhstan Temir Zholy " (hereinafter referred to as - JSC "NC Kazakhstan Temir Zholy "). The sphere of natural monopoly at the railroad transport includes the activity on rendering services of the main railroad network (hereinafter referred to as - MRN) and services of access ways. Other activity, including cargo and passengers transportation has been put out into competitive sphere.
      The essence of the implemented at present time in Kazakhstan concept of railroad branch reformation is oriented for liberalization and narrowing of the regulated sector at the expense of competition introduction in the branch, where it is possible, and commercialization (orientation on the result) of monopolistic sector at the expense of the economically justified and efficient prices formation.
      Prior to July 20, 2004 in the Republic of Kazakhstan, the rates within the limits of the Republic, applied for transportation of freights between the stations, located at the territory of Kazakhstan, and calculated according to the rates of price list N 10-01 published in 1989 "Rates freight railroad transportations ", estimated in rubles, with allowance for multiplying factor of indexation and recalculation of rubles in tenge, established by the authorized body. Freight rates for cargo transportation in intergovernmental communication calculated according to the rates of pricelist "Rates for export-import freight railroad transportations", estimated in Swiss franc, with allowance for multiplying factors, established by the authorized body and recalculated in currency of payment in tenge at the rate of the National Bank of the Republic of Kazakhstan on the date of payment, which has been introduced since July 1, 1999.
      From July 20, 2004 there were approved and put into operation the rates for services of the main railroad network at transportation of freights bi railroad transport, received by the way of proportional division of rates freight transportations, for infrastructure and other components. The rates for freights transportation by the railroad transport are formed of four components: rates for services of the main railroad network, locomotive-hauled service, freight and commercial works and use of wagons and containers.
      At present time together with the involved government authorities and consumers of services, operator of the main railroad network there is a development of the draft methodology of rates calculation for the services of the main railroad network in accordance with the list of operations, included into the services of the main railroad network, approved by the Ministry of transport and communications of the Republic of Kazakhstan. Rates calculation methodology for the services of access ways has bee approved by the order of acting Chairman of the Agency of the Republic of Kazakhstan on regulation of natural monopolies N 516-ОД, dated December 30, 2004.
      At the same time the payment, made by the carriers for the use of services of the main railroad network shall be subjected to governmental price regulation; other components of the railroad rate (locomotive-hauled service and railroad carriages) shall potentially be referred to the competitive sector, but at present time they are subjected to regulation from the government side in accordance with the legislation on competition and limitation of monopolistic activity.
      Existing nowadays differentiation of rates on different categories of carriages (types of communication and types of freights) has become the result of:
    application, within the definite period of country’s economics development, of differentiated approach to the  entities, exporting products and supplying it to internal market;
     application, within the duration of many years, of the method of indexation of the basic rates of the pricelist 10-01 by the way of differentiated establishment of coefficients of rise in prices for rates of tariff for the definite types of freights.
      Differentiation prices for products of natural monopolies shall serve as the instrument of social and economical policy of the state, permitting to regulate the economic activity of different branches. In other words, the mechanisms of influence on economics through the system of regulated prices shall be the addition to the fiscal macroeconomic policy.
      In connection with the future jointing of Kazakhstan in World Trade Organization, it is planned to realize the leveling of rates in inner-republican and export-import communications according to the schedule coordinated within the frameworks of negotiations process.
      Introduced rates for services of the main railroad network by the way of proportional division of the rates under pricelist 10-01 shall be considered as temporary – till the development and acceptance of the new tariff methodology.
      At the same time there are definite difficulties on introduction of the new methodology of tariffs regulation, related with unreadiness of JSC "NC Kazakhstan Temir Zholy " to transfer the functions of the carrier to "Kazzheldortrans" due to the number of technical and organization reasons. In this connection JSC "NC Kazakhstan Temir Zholy " remains a National carrier of services till January 1, 2007.
     Moreover the perfection of tariff policy in the medium-term perspective will allow to form a competitive environment and with provide a benefit for all: consumers – in the form of low prices; non-regulated enterprises - in the form of greater liberalization of the market; regulated enterprises - through establishment of stable regulation regime, favorable to new investment and technical development.

       Paragraph 2. Power industry sphere

     A market of electric power, consisting of two levels - wholesale and retail markets of electric power has been recently created in Kazakhstan and is successfully functioning. At wholesale market the prices for electric power are formed in the conditions of competition between the manufacturers on the basis of the demand and supply. According to the Law of the Republic of Kazakhstan "On power industry " and the Concept of further development of market relations in power industry of the Republic of Kazakhstan, approved by the Enactment of the Government of the Republic of Kazakhstan N 190, dated February 18, 2004, there were created the required conditions for development of the competitive retail market of electric power, at which the suppliers compete for the right to supply electrical energy to ultimate consumers. In this case the prices for electric power, supplied by the supply authorities, are set independently. Simultaneously any consumer of the retail market of electrical energy, directly connected to the networks of power energy transferring organization, can, upon its own discretion, choose the supplier of electrical energy from among electric power supplying organizations, accomplishing their activity on electric power supply to consumers in individual region (district, village, settlement, having separately fixed scheme of electric power supply).
      Services on electrical energy transfer shall be referred to the sphere of natural monopoly, and the rates for them shall be established by the regulating authority. In this case the rates for power transfer by the National electric power network contain a component, which depends on the distance of electric power transfer from power generating organization up to a consumer. Also the transportation tariff included the costs for acquisition of normative technical losses in the networks. The rates for power transfer by the networks of the regional power network companies (rates for " input terminal ") do not depend on the distance factor, at the same time from April 1, 2005 they include the costs for compensation of normative technical losses.
      In some regions of the country the rates for electric and thermal energy for services of water-management and sewerage system for the population were funded at the industry expense. Without bias the costs for rendering services by the entities of natural monopoly for the population are higher, than for industrial consumers.
      Taking into consideration the social orientation of the given services, there was made a decision on stepwise introduction of the economically justified differentiation. The first stage provided for gradual leveling of rates to the uniform level, at the second stage – introduction of the economically justified differentiation.
      In July 1999 there was accepted a Concept on regulation of activity of entities of natural monopolies in the Republic of Kazakhstan for the years 1999-2000, approved by the Enactment of the Government of the Republic of Kazakhstan N 983, dated July 15, 1999. In accordance with the Concept there was a requirement to realize a withdrawal from unjustified rates differentiation by groups of consumers for electric power - in Aktubinsk, Akmolinsk, West-Kazakhstan, Karaganda, East-Kazakhstan regions and in Almaty city; for thermal energy - in Atyrau, North- Kazakhstan and South- Kazakhstan regions, and in Almaty city, in the form of rates leveling, approval of the uniform rates for services of entities of natural monopoly and introduction of the economically justified differentiation. Application of the economically unjustified differentiation in Kazakhstan was planned to be completed by 2000.
      But due to objective reasons, the economically unjustified differentiation of rates for the electric power has been retained in Almaty, Aktubinsk, Atyrau, East-Kazakhstan, West-Kazakhstan, Karaganda and Mangistau regions, for the thermal energy in East-Kazakhstan and Zhambyl regions.
     Retention of the unjustified differentiation prevent to the effective development of industry. Industrial enterprises, funding through the rates for thermal and electric power of other consumers, in particular the population bear ungrounded high costs, which in its turn negatively influence the competitiveness of products of the given enterprises.
      There was developed and put into operation an instruction on approval and introduction of rates (prices, charge rates) for the medium-term period for services (goods, works) of the entities of natural monopoly, approved by the Order of the Chairman of Agency of the Republic of Kazakhstan on regulation of natural monopolies and competition protection N 30-ОД, dated February 3, 2003, registered in the Ministry of Justice of the Republic of Kazakhstan under N 217. Introduction of the methodology of tariffs formation for the medium-term period has been directed for stimulation of investments into the sphere of power industry. Moreover, for the present day the methodology of tariffs formation for the medium-term period is not sufficiently implemented. For the purposes of more wide introduction of the given methodology in the sphere electric power industry it is necessary to carry out its further perfection, consider the possibility to simplify the procedure of establishment of medium-term period rates and works of the entities at these rates.
     There was developed a number of regulatory legal acts in the sphere of functioning of the wholesale and retail markets of electrical energy. Centralized auctions of electrical energy are conducted. The mechanism of balancing in real time mode is in process of development.
      Basic problems of the sphere of electric power industry:
      1. At present time according to the applied methodology of rates calculation for the services on electrical energy transfer by the networks of the regional and/or local levels by voltage classes, approved by the Order of the Chairman of Agency of the Republic of Kazakhstan on regulation of natural monopolies and competition protection N 334-ОД, dated December 22, 2003, all consumers, both industrial and domestic shall pay a uniform rate for "input terminal", while the principles of economically justified rates differentiation are absent.
      2. Low level of investments attraction in reconstruction and updating of electrical and thermal energy network economy. In particular the level of wear of the thermal energy supply systems in most cities has achieved its critical level, including in the result of decrease of rates, all this lead to the increase of level of extra standard losses of thermal energy. For restoration of technical standards, including the level of technical losses in the introduction of a heating system, it is necessary to attract huge investments for thorough repairs and change of thermal energy networks within the shortest terms.
      3. Imperfection of methodology of rates calculation for services of the National electric power network (hereinafter - JSC "KEGOC"). At present time the level of rates for services of JSC "KEGOC" depends on the distance of electric power transfer. For effective functioning and further development of the market of electrical energy, the tariffs formation for the services on electrical energy transfer by the National network shall not be discriminating for the market participants. In this connection it is necessary to realize further perfection of methodology rates calculation for services of the National electric power network (JSC "KEGOC") in the part of reduction JSC "KEGOC" rates level dependence on the length of electrical energy transfer.
      4. Problem of the justified division of costs at combined generation of electrical and thermal energy with consideration of support of electric power competitiveness, generated by Heat electric generation plant.
      Elimination of unjustified differentiation and introduction of the economically justified rates differentiation will promote, first of all, to fulfillment of the requirements of the current legislation and principles of tariff policy of the Republic of Kazakhstan, and secondly, economically justified reduction of the cost price of manufactured products and correspondingly to the increase of its competitiveness.

       Paragraph 3. Sphere of telecommunications
      The market of telecommunications services in the Republic within the last years shows a progressive growth, unconditionally related with both with general tendencies of economic growth of the country as a whole, and with the conducted liberalization of the branch in the result of activities and measures realization under the Program of telecommunications branch development in the Republic of Kazakhstan for the years 2003-2005, approved by the Enactment of the Government of the Republic of Kazakhstan, N 168, dated February 18, 2003.
      Within 2004, in accordance with the given Program there has been realized a stage of partial liberalization of telecommunications market. There was adopted a new Law of the Republic of Kazakhstan "On telecommunications" and there have been made fundamental alterations and amendments into the Law of the Republic of Kazakhstan "On natural monopolies", realization of which has included a number of regulatory legal acts, which have actually laid the foundation of the new model of government regulation of telecommunications sector, oriented on overcoming of monopoly and active encouragement and development of competition.
      A notion of the national operator has been cancelled in all regulatory legislative documents; all operators are made equal in their rights and obligations. At the end of 2004 there was opened for competition previously monopolistic market of inter-city and international market of communication with revocation of the exclusive license from the joint-stock company "Kazakhtelecom" (hereinafter - JSC " Kazakhtelecom ") and issue of licenses to the new alternative operators of inter-city and international communication. Subscribers and operators of communication of the Republic have got an opportunity to choose the reception of services of inter-city and international communication and routing of their traffic through the networks of operators of inter-city and international communication.
      Earlier existing requirement on connecting of operator’s networks only through the networks of JSC "Kazakhtelecom " has been cancelled, operators of communication have obtained a right of free choice of schemes of mutual connection to one another, except for transit of international traffic of mobile communication providers. There were made changes into the Rules of telecommunications networks connection to the telecommunications network of general use and regulation of traffic transmission by telecommunications network of general use of the Republic of Kazakhstan, approved by the Order of the Chairman of Agency of the Republic of Kazakhstan on Informatization and communications N 145-п, dated July 12, 2004, registered in the Ministry of Justice of the Republic of Kazakhstan N 3041, creating non-discriminating for new providers-operators conditions of  connection to the network and realizing principle of obligatoriness  of connection for dominating providers-operators. There was adopted a new methodology of mutual settlements between providers-operators of traditional services of telecommunication, approved by the Order of the Chairman of Agency of the Republic of Kazakhstan on regulation of natural monopolies N 438-ОД, dated November 8, 2004, directed on stimulation traffic increase of the connecting providers-operators, in which condition their share in tariffs distribution also increases.
      Universal telecommunications services are not included into the sphere of natural monopoly, when rates for these services are subjected to approval by the Government of the Republic of Kazakhstan. The Plan of rates re-balancing for universal telecommunications services, approved by the Enactment of the Government of the Republic of Kazakhstan N 884, dated August 21, 2004, provides for stage-by-stage elimination of cross - subsidization between the services and categories of subscribers, which will create an economic basis for competition creation at the market of local telephone communication.
      In October 2004 there has been implemented the first stage of rates re-balancing for universal services, in accordance with which there was made an increase of the subscriber’s fee for natural persons in urban locality by 20 % with simultaneous decrease by 20 % of rates for services of international telephone communication in all directions. Due to the social value of services of local communication for inhabitants of rural area, the rates for these services shall be left at present level, and the losses of providers-operators, rendering services of local telephone communication in rural area, will be covered within the frameworks of mechanism of universal access.
      In the result of measures and activities realization on governmental policy in the sphere of telecommunications branch liberalization it is possible to observe an objective narrowing of the sphere of natural monopoly, which now has actually no telecommunications services, rendered by the providers-operators of communication to ultimate users. In the sphere of natural monopoly there remain the services on connection and traffic transmission of providers-operators, services on provision into lease or use of conduit run and technological property for the purposes of telecommunications networks connection to the telecommunications network of general use. This circumstance is conditioned by the retention till the end of 2005 of two characteristic features of exclusive right of JSC " Kazakhtelecom ": for international traffic transit of mobile communication providers and provision of services of international and inter-city telephone communication to its subscribers, as well as the necessity of the definite transition period for competition development in providers segment and formations of inter-provider mutual relations on the basis of the new regulating base, transfer to tariffs formation for inter-provider services on the basis of data of separate accounting of providers’ incomes, costs and  assets.
      Besides, it is recognized that the development of mobile communication segment, which services market can be already compared with the market of services of traditional telephone communication.
      Absence of the results of introduction of separate accounting and related examination of correctness of its introduction and coming into effect does not allow at present time to determine duly the cost price of regulated services provision and, accordingly to establish economically justified rates. This Regulations is also referred to the formation and establishment of estimated tariffs (rates) for services on traffic transmission between networks of communications providers. The approach applied at present time is based on determination of participation share of technical elements of communications providers’ networks in transmission of concrete types of traffic. And it is already clear that the given approach is not the most optimal one and in the near future, after completion of separate costs accounting by the majority of providers, it will be necessary to implement a transfer to the methodology of calculation of rates for connection and traffic transmission by the providers of communications on the basis of data of separate accounting.

       Paragraph 4. Sphere of pipeline and water and drainage systems
      Enterprises, accomplishing their activity on oil and (or) oil products transportation by the main pipelines, are considered to be financially stable and are characterized by positive dynamics of the level of net income and stability of volumes of the provided services. The financial position of the enterprises, accomplishing their activity on gas or gas condensate storage and transportation by the main and (or) distributing pipelines, is also assessed as positive.
      The existing situation in the sphere of regulation of water management and (or) sewerage systems branch requires further perfection of the state policy in water sector of economics.
      One of the main problems of government regulation of activity entities of natural monopoly in the given branch is the lack in legislation of the Republic of Kazakhstan of norms and standards, determining the government bodies, authorized for implementation of governmental policy in the sphere public water supply and drainage system, without which many problems are left without solving, starting from the general for all water drainage organizations matter of absence of the clear normative-legal base, determining the fundamentals organizational activity of water supply and  water drainage enterprises, and finishing by the governmental strategy of the given sector development.
      Most of enterprises, rendering services of water-management and (or) sewerage systems for the present day, can be characterized by low degree of financial stability and are considered to be unprofitable.
      In this situation the problem is in ratio of rates of enterprises to services of water-management and (or) sewerage systems and incomes of population (disregarding the level of management at the given enterprises).
      Limited solvency of population does not allow to include into the rates financing of capital investments in necessary volumes for infrastructure repair and development, as it will inevitable lead to the growth, frequently to considerable growth. At the same time deterioration of the fixed assets of the enterprises of water-supply (62 % in the average in the republic in 2003 against 50 % in 2001), in its turn, is considered to be the reason of losses increase (more that 32 % in the average in the republic), and as consequence, reduction of quality of the provided services.
      Besides, one of the negative sides is the low degree of production capacities use in the result of decrease of volumes of the given services consumption (approximately 51 % the average in the republic).
      At present moment different international institutions implement the projects on construction of new and reconstruction of existing systems of water supply, as well as activity on perfection of activity of the given sector as a whole, however the uniform governmental policy, determining the strategic directions of functioning and development of water-management branch of economics, including public water supply and sewerage systems sector, with allowance for peculiarities and current state of economics of the country which is missed.
      With the same degree of importance is the issue of lacking of the detailed elaboration of the notion "services water-management and (or) sewerage systems ", which covers a wide range of different by its functional properties, technology, scales, characteristics suppliers and consumers, as well as by many other parameters, services.
      Taking into consideration the fact, that regulation and control of the activity of entities of natural monopolies shall be realized with allowance for peculiarities of the provided by them services, the lack of the approved lists of regulated services in the provided by the legislation order, which have been referred to the sphere of water-management and (or) sewerage systems, does not allow to conduct effective tariffs policy, providing the observance of interests of all participants of the sphere of natural monopolies of the water- management  sector of economics and considerably reduces the general qualitative level of government regulation.
      Governmental regulation in the sphere natural monopolies shall take into account the characteristic features of types of activity realized by the enterprises-monopolists. To the present day the types of services, referred to the sphere of water-management and (or) sewerage systems, are not determined unambiguously. This considerably reduces the general qualitative level of government regulation and does not allow to conduct efficient tariffs policy, providing the observance of interests of all participants of the sphere of natural monopolies of the water- management sector of economics.

      Paragraph 5.  Aeronavigation Sphere
      The policy of regulation in the sphere aeronavigation is determined by the Laws of the Republic of Kazakhstan "On governmental regulation of civil aviation” and  "On the use of airspace and activity of aviation of the Republic of Kazakhstan".
      The basic functions of aeronavigation are aeronavigation servicing in the upper airspace, local airlines and in the areas of airdromes of the Republic of Kazakhstan. Modernization of the equipment and optimization of procedures air traffic management allows to realize aeronavigation servicing from 12 regions of air movement organization (hereinafter - AMO). The existing network of international air routes allows to satisfy the needs of all users of the airspace of the Republic of Kazakhstan.
      The rates of aeronavigation charges depend on the maximal take-off mass of the aircraft, type of the performed flight and governmental belonging of the airline. The rates for Kazakhstan airlines are lower than the rates, applied to the foreign airlines.
      Perfection of the tariff policy has been caused by the intensification of competition at the world market of aeronavigation services, reduction of transit flights flow performed by the foreign airlines and existing differentiation of rates, which has not resulted to the considerable growth of inland traffic and reduction or stabilization of passengers rates. The basic problems of regulation of the given sphere are for the present day the regulation of Services of aeronavigation, provided to the aircrafts, performing transit flights, introduction of separate accounting of costs, increase of transit potential in the sphere aeronavigation, retention of financial stability and solving of social-personnel questions, attraction of the foreign airlines to the internal market of air carriages of the Republic of Kazakhstan.

       Paragraph 6. Sphere of mail services
 
      Accessible to public services mail communications, which include the services of mail operator on  sending  of non-registered letters, postal cards and small parcels of the mail users shall be referred to the sphere of natural monopoly.
      At present time, basing on availability of widespread mail networks, covering the entire territory of the country, the obligations on their provision by the owner in the person of the government are vested on the National mail operator. The status of the National mail operator of the Republic of Kazakhstan is assigned to the joint-stock company "Kazpochta".
      According to regulations the National mail operator shall provide any user in any inhabited area or locality of the Republic of Kazakhstan with accessible to public services of mail communications.
     The National mail operator shall provide socially important services and frequently bears losses in rural area, as the existing rates for the majority of types of services were established according to the averaged rates, not accounting the differences in the cost price of services provision in the urban and rural areas.
      According to the Law of the Republic of Kazakhstan "On mail" the National mail network is recognized the mail network of general use, existing at the entire territory of the republic and by means of which the services are provided on the basis of the public agreement. The National mail network can be considered the system of provision of the accessible to public services, consisting of the networks of the National and alternative mail operators. But for the present day, due to the lack of alternative mail operators of accessible to public services of mail communications, the mail network of the National mail operator is the National mail network. A definite limitation for provision of the given types of services by other mail operators is the relatively low prices for the given services and the system of strict regulation and control of entities of natural monopoly in accordance with the legislation, as well as decrease of trust from the users’ side to the given services. The volumes of provision of accessible to public services of mail communications as compared with other services of mail communications (mail and messenger services and accelerated, special) from year to year remain at the same level, subscribers’ postal boxes in apartment houses in their majority do not suit for use and service.
      Several external factors greatly promote to the increase of population demand for accessible to public services - favorable economic situation in the country (growth of the level of population solvency, development of private and business sectors of economics, low inflation level and other).
     The most important tasks and goals of the government regulation of tariff policy are the following:
      maximum possible satisfaction of consumers’ demands;
      increase of the efficiency of activity of the National mail operator’s subdivisions;
      provision of further development and modernization of the means, expansion of the market of services and improvement of quality of mail communications services provision;
      search and introduction of the new forms of potential consumers services attraction;
      formation of the economically equal conditions of mail operators, providing services in the rural area;
      assistance in attraction of investments for implantation of the new technologies and equipment;
      introduction of the advanced international experience.
     As a whole, the development of completion at the mail services market will promote to appearance of alternative operators, able to provide accessible to public services. This will allow to consider the possibility of exclusion of the National mail operator from the number of monopolists on named above services and to create legal conditions of entering of private mail operations. For the purposes of creation of equal competitive conditions for mail operators, especially for those who provide services of mail communications in the rural areas, it is necessary to build up an optimal strategy of prices formation.
      In this connection in the sphere of postal services it is anticipated to introduce a separate accounting of costs by types of services. This will allow to determine the real level of cost prices for services, to form incomes for coverage of the current costs and profit gaining. For these purposes there was developed a methodology on division of costs, determination of cost prices for services and calculation of rates in the sphere of mail communications.
      The basic problem of regulation, related with the quality of services provision and satisfaction of the potential demand for accessible to public services of mail communications, dictates the necessity of reconsideration of the list of accessible to public services of mail communications and development of mechanism of universal servicing in the sphere of post for the purposes of increase of trust to mail services and provision of subscribers’ postal boxes safe keeping in condominiums.

       Paragraph 7. Sphere of airports
 
      At present time all airports of the republic are included at present time in the republican section of the State register of entities of natural monopolies.
      With the purpose of air carriers attraction within the frameworks of use of the transit potential of the region by the way of limitation of the governmental tariffs regulation of airports activity there was approved a nomenclature of Services of airports, which apply the regulated by the government prices, and which provides for deduction of the part of services into competitive environment. This Nomenclature includes the exhaustive list of services, at the same time the basic are the provision of take-off and landing (inlet and outlet), provision of aviation safety and services on provision of parking areas for aircrafts.
      For the purposes of provision of transparency of rates formation for services, rendered by airports under conditions of natural monopoly, there was put into practice of regulation a method of airport charges and rates calculation for ground-based servicing in airports of the Republic of Kazakhstan, allowing to realize optimal distributions of costs of the enterprises by the types of the provided services.
      At the same time, in spite of the measures taken, including those directed on perfection of the normative base, the basic problem of tariffs regulation in the sphere of airports is the necessity to eliminate the practice of application of unjustified rates differentiation for the services of some airports by groups of consumers, which has retained till the present time in 11 of 20 airports of the republic.
      Besides, the enterprises have no separate accounting of incomes, costs and operating assests. In this connection, for provision of transparency and validity of costs, accounted at formation of rate estimates and rates for regulated services of airports and aeronavigation there were developed and approved the Rules of introduction of separate accounting of incomes, costs and operating assests of the entities of natural monopoly, providing services in the sphere of airports. Introduction of separate accounting will allow to provide the transparency and validity of costs, accounted at formation of rate estimates and rates for regulated services (goods, works), as well as will promote to termination of practice of cross funding of one type of services (goods, works) at the expense of other, including transfer of part of costs from non-regulated services (goods, works) to the category of regulated services.
      Also, for the purposes of further perfection of the system of tariffs formation for the regulated services of airports it is necessary to elaborate a new methodology of calculation of rates (charge rates) for regulated services of airports.

       Paragraph 8. Sphere of seaports
      Services of sea ports for the present day are provided by two enterprise, included into republican section of State register of entities of natural monopolies: Republican state enterprise "Aktau international sea trade port " and Joint-stock company "National sea shipping company "Kazmortransflot".
      Services of sea ports are regulated according to the approved list of obligatory services of the sea port, in accordance with which handling operations, performed by the forces and means of the sea port, и services for entrance of the vessel into sea port for freight operations production and/or for other purpose with subsequent exit from the sea port (entrance into the sea port) are referred to the regulated services.
      Within the frameworks of implementation of Program of perfection of the tariff policy of entities of natural monopoly for the years 2002-2004, approved by Enactment of the Government of the Republic of Kazakhstan N 1126, dated October 15, 2002, there was elaborated and approved a methodology of calculation of charge rates and fees for the works and services, performed by the sea port. Besides, for conducting of such flexible tariff policy, directed on the increase of volume of the provided services and creation of conditions for re-orientation of transit freights through the Republic of Kazakhstan, there were developed and approved the Rules of establishment and cancellation of temporary reduction factors to the rates (prices, charge rates) for services on freights trans-shipment, performed by the forces and means of the sea port.
     In near-term outlook it is necessary to continue perfection of tariff methodology, applied to the activity of the enterprises, rendering services of sea ports by the way of introduction of the separate accounting of costs and operating assests and development of the procedure profit rate establishment on the regulated base of operating assests.

 4. Purposes and goals of the Concept
      In accordance with the long-term strategy of development of the country till 2030 and medium-term plan of social-economic development of the Republic of Kazakhstan for the years 2005-2007, as well as approved by the branch programs and restructuring conducted in branches it is necessary to realize further perfection of the existing system of government regulation of naturally-monopolistic markets with transfer of focuses on achievement of economical efficiency with allowance of governmental purposes of regulation.
      The measures taken on regulation of spheres of natural monopolies bear the nature of "macroeconomical" regulation, when the level of rates for services of entities of natural monopolies is established basing on the justified costs of the entity, but not taking into account the influence of the rates level on other sectors of economic and possible disproportions in the state economics development, as the consequences of uncoordinated rates are not taken into consideration. Thus it is necessary to realize further development of such instruments of rates regulation, which will allow to evaluate the degree of coordination of rates from the point of view of general interests of the entire economics as a whole, that is at "macroeconomical " level. Within the frameworks of implementation of the given Concept it is necessary to realize further perfection of mechanisms of macroeconomical regulation and simultaneously develop the instrument of macroeconomical regulation.
The purpose of the present Concept is determination of the basic directions of perfection and development of regulation policy in the spheres of natural monopolies, providing coordinated development of all branches of economics. Creation of the efficient system of tariffs formation for services of entities of natural monopolies, as one of the basic directions of tariff policy, shall be based on the following principles:
      1) observance of the balance of interests of consumers and entities of natural monopoly;
      2) settlement of costs and profit, providing efficient functioning of the entity of  natural monopoly;
      3) stability of rates at medium-term basis;
      4) refuse from unjustified rates differentiation, with the purpose of provision of the process of Kazakhstan integration into global economics;
      5) increase of the efficiency of activity of the entities of natural monopolies.
      With consideration for all mentioned above it is necessary to solve the following tasks on perfection of the existing mechanisms of regulation:
 perfection of tariffs regulation system;
 determination of borderlines of spheres of natural monopolies and competitive sectors by branches;
 elaboration of regulatory legal acts, regulating mutual relations between market entities in the branches subjected to reforms;
 introduction of mechanisms of separate accounting of incomes, costs and operating assests on services of entities of natural monopoly.
      In the direction of development of new mechanisms of regulation it is necessary to solve the following tasks:
 - Elaboration of the models of evaluation of influence on branches of economics and separate groups of consumers, dynamics of changes of rates levels for services of entities of natural monopolies;
 - determination of the economical justified rates differentiation with allowance for specific character of branches;
 - elaboration of mechanisms of governmental funding of the regulated services;
  - perfection of mechanisms of control and technical, financial expertise of the activity of entities of natural monopolies. 

- building up of the system of monitoring of activity of the entities on the basis of the balanced system of indices;
 - Informatization of activity of central government authorities, carrying out control and regulation of activity in spheres of natural monopolies.

 5. Basic directions and mechanisms of implementation 
       Paragraph 1. Perfection of the existing methodological base of tariff
                  regulation of the spheres of natural monopolies
      Necessity of perfection of the existing system of tariffs regulation of entities of natural monopolies is justified by the processes of reformation and development of infrastructure branches, which have served as the reason of remaking of normative-legal base, specification of the list of "naturally monopolistic services". In this connection, the basic directions of perfection of tariff policy are oriented on solving of problematic issues, related with creation of incentives for the increase of efficiency of activity of entities of natural monopoly, necessity of reduction of non-efficient costs, increase of the investment attractiveness of enterprises.
      The basic tasks, the solution of which is necessary for perfection of system of tariff regulation, are:
      perfection of mechanisms of provision of transparency of rates establishment, introduction of mechanisms of separate accounting of incomes, costs and operating assests by services of entities of natural monopolies;
      provision of compensation of operating assests with the purpose of creation conditions for regular updating of fixed assets of entities of natural monopoly, increase of the investment attractiveness of branches.
      One of the most important prerequisites for introduction of the system of separate accounting of incomes and costs by types of services has been the necessity of perfection of system of tariff regulation, that is the necessity of provision of the following conditions:
      economical justification of costs included into tariff;
     transparency of costs included into tariff:
      The theoretical basis for the system of separate accounting shall serve the principles of  economic theory and theory of decisions making. The system of separate accounting shall include the methods of costs distribution for products (services), referring of operating assests to products (services). The basic objects of analysis of the system of separate accounting shall be the types of products (services).
      The frequency of reports making according to the system of separate accounting shall be determined upon necessity, in accordance with the demands and needs of the regulating authority and possibilities of entities.
      Solution of tasks regarding the development of system of separate accounting shall be based on the development and application of the business-model of the entity of natural monopoly, based on organizational-financial structure and operating model of the described branch.
      Separate accounting will allow to provide the transparency and validity of costs, accounted at formation of rates and rate estimates for regulated services (goods, works). Besides, this will promote to termination of practice of cross funding of one type of services (goods, works) at the expense of other, including transfer of part of costs from non-regulated services (goods, works) to the category of regulated services.
      The cost of development and introduction of the system of separate accounting at the enterprise is high enough, thus it is necessary to develop differentiated requirements on its realization for the entities of natural monopoly, depending on the volumes of the provided services and incomes.
      One of the most widely spread methods of governmental regulation of the activity of companies at the markets of naturally-monopolistic branches is rationing of profits, which includes the limitation of profits from the regulated types of activity (products or services).
      Limitation of profit in incomes from the regulated types of activity (products or services) of entities of natural monopoly shall be based on profitableness of operating assests of the given entity of natural monopoly.
      The method of regulation of the admissible profit in composition of rate for provision of definite services shall be realized by the way of determination of cost of operating costs and capital value at provision of these services, which were attracted for operating assests funding. The level of the admissible profit shall be used as the minimal norm of formation (rate) of enterprise operating profit from these services.
      Profit margin for regulated base of assets, based on the capital value, attracted for operating assests funding, shall be an instrument of economic stimulation for all participants of the market of services of entities of natural monopoly.
      It serves as:
      the criterion in the process of decisions making on funds investment;
      basic indicator of investments efficiency;
     the criterion in the process of management decisions making, for instance, regarding the lease or acquisition of production fixed assets into ownership.
      The importance of evaluation of capital value at determination of the admissible profit from the regulated services determines the necessity of corrective calculation of this index on the basis of the corresponding method of calculation. With the purpose of provision of this calculation objective character, it is necessary to develop the methodological instruments, considering risk factors at calculation of the profit rate.

       Paragraph 2. Development of new instruments and methodology on establishment of optimal rates
      The key directions of tariff regulation development in the sphere of natural monopoly are determined by the principle of limited inclusion of tariff policy, conducted in respect of entities of natural monopolies, into national policy of economic development of the republic by the way of development of methodology and determination of macroeconomic criterion of rates establishment.
      Development of system of tariff regulation is based on expansion of the accounting   degree in prices-formation in respect of interests of the basic interested parties with the use of developed instruments of evaluation of influence of rates of the entities of natural monopolies on the branches of economics. The mechanisms of realization of the given tendency is the monitoring of the key indices of positions of the basic с interested parties, intensification of scientific base of support in decisions making regarding tariff regulation with application of econometric and economic- mathematic models of forecast, considering the interdependence of indices. With application of the given indices there will appear a possibility to make preliminary evaluation (forecast) of influence on the market entity and economics as a whole of such factors like change of rates, application of different systems of prices formation for services of natural monopolies, changes in the policy of funding of separate branches and/or entities.
      Measures and activities on perfection of methodology of calculation and establishment of the optimal rates for regulated services of entities of natural monopolies will take into consideration the state of economic sectors, direction of development, set out by the branch development programs and the rate of conducted reforms implementation.
      Thus, for example, in the sphere of electric power industry it is necessary to provide for a stepwise introduction of methodology rates calculation on electrical energy transfer by the networks (RECs) of the regional (local) levels by voltage classes with allowance for inclusion of costs of standard technical losses into "transportation" tariff; possibility of transfer to zonal rates for electrical energy transfer by the National network, development and introduction of methodology rates calculation for thermal energy generation with allowance for support of electric power competitive ability, generated by Heat electric generation plant, for the purposes of provision of fair distribution of costs for electrical and thermal energy generation.
      One more determining direction of tariff regulation system development is accounting of issues, related with integration processes and development of competitive ability of Kazakhstan economics.
      For the current moment the information support of justification of rates level for the services of entities of natural monopolies is provided by experts’ diagnostics of financial-economic state of the enterprise. The basic purposes of financial and technical examinations are objective evaluation of the results of the activity of entities of natural monopolies, complex revealing of unused reserves, constant control over rationality of economic systems functioning, monitoring of observance of normative-legal acts. Correspondingly, the basic tasks of experts’ diagnostics include checks of quality and reasonableness of plans, budgets in conducting of analysis of dependence "costs - production volume - profit", analysis of labor and wages, analysis of efficiency of material resources use, analysis of efficiency of fixed assets use and operation of the equipment, analysis of services cost price. The sources of information for experts’ diagnostics are the systems of business accounting and statements, statistical accounting and statements, management accounts and statements and other sources: materials of inspections, external and internal audit, results of tax authorities’ checks, materials of production meetings of the entities of natural monopoly and competent authorities, mass media organizations.
      For solution of the modern tasks of the tariff regulation policy it is required to create more advanced instrument, allowing to evaluate not only the existing position of market entities and economics as a whole, but also to conduct forecasts for determination of development outlooks. Realization of this requirement presupposes the perfection of traditional financial model up to the instrument, allowing the make clear transfer of purpose of tariff regulation into the plane of real tasks and criteria of their solution.
      The criteria of evaluation of the activity of entities of natural monopolies shall be not just the financial indices, but also non-material indices of business organization business, which in aggregate allow to take into account the balance of different aspects of activity of entities of natural monopolies: mutual relations with clients, organization of internal business-processes and new possibilities.
      The priority-driven direction in the development of information base of tariff regulation is the elaboration of system of monitoring of state of the entities of natural monopolies, their consumers and suppliers on the basis of the balanced system of indices.
      The basic purpose of such system development is the provision of systematic approach and information support of decisions making in the following issues:
     substantiation of the rates level for the regulated services;
      determination of demand volumes depending on the rates level of the entities of natural monopolies;
      elaboration  of mechanisms of funding;
      economic substantiation of necessity and  objective character  of rates differentiation;
      evaluation of the degree of mutual effect of branches and substantiation of the balanced rates level.
      At the first stage of development the authorized body contemplates the decision of the following tasks: formulation of clear concept of regulation, unity of opinions on methods of its implementation and bringing it to notice of entities of natural monopolies. In the long view the system of methodological provision and control shall be transformed from the system of evaluations to the system of regulations.
      Elaboration and introduction of the balanced system of indices of regulation into the practice of functioning of the authorized body require the development organizational-methodological foundations: first of all it is required to realize the elaboration of the related methodology and instruments for support of decisions making in the sphere of regulation of natural monopolies; in the second place, it is necessary to consider the issues of monitoring system organization on the basis of the balanced system of indices with determination of the order of its fulfillment.
      Methodological basis of the balanced system of indices as system of monitoring and regulation of activity of entities of natural and governmental monopoly includes the system of economic models, classifying the objects, methods and instruments of regulation, methods of analysis and balancing of interests of manufacturers of the regulated services, their consumers and suppliers.
      The organizational basis for realization of functions of the balanced system of indices includes two aspects: automatization of the methodological basis, with the purpose of bringing of the developed instrument of regulation to the executive system, and development of additional requirements to the functional structure of authorized body, with the purpose of introduction of executive system of regulation. Elaboration of automatizated executive system of regulation will provide the possibility to trace the state of entities of natural monopolies in the regime of real time, making up of operative reports on the results of application of measures on regulation within the shortest time intervals, comparison of the target results with actually achieved. Introduction of automatizated executive system of regulation from the one side will considerably increase the efficiency of methods, from the other side, it will dictate new requirements to the formats of information collection and transfer, to qualification of specialists and to the methods of authorized body’s activity organization.
      Balanced system of indices will reflect the purpose of regulation in the spheres of natural monopolies through the prism of comprehensive evaluation of activity of entities of natural monopolies, consumers and suppliers.
      Such system fills in the gap of the existing mechanisms of regulation – lack of evaluation of interdependence of rates of different branches. The system of indices shall signal on possible breaks of the balance from the point of view of global interests of economics as a whole. Evaluation of the effect of rates change in one branch on financial- economic state of entities of another branch has a great value for the government from the point of view of economics development provision.
      Development of methodological basis of tariff regulation is based on availability of sufficient information support, and the basic directions of development are determined by its possibilities. Accumulation of information on the system of monitoring on the basis of the balanced system of regulation will allow, first of all, not to observe the uniform methodological approaches and to develop a complex of branch regulators, considering the specific character of technological development of each branch, in the second place, to develop the models of mutual influence of rates of these branches.
      The interests of the state include the creation of conditions (perfection of "environment") for development of all participants of monopolistic market (and entities of natural monopolies, and consumers), at the same time the achievement of macroeconomic purpose of economics development is pursued. Thus the market mechanism of management is supplemented by the instruments of government regulation, the ratio of which depends on the nature of the solved economical tasks and social-economic state of the society.
      Tariff policy conducted by the regulating authority shall provide an optimal level of prices admissible both for manufacturers and acceptable for the consumers. But for accounting of these contradictory interests of the market participants the necessary aspect is the differentiation of rates for services of entities of natural monopoly for different groups of consumers.
      Thus the problem of rates differentiation should be solved with allowance for interests and possibilities of all participating parties. From the manufacturer’s point of view the economically justified will be the levels of rates, based on costs. For consumers the justified will be the differentiation of rates, which makes the services and products available. The government shall determine the economically justified differentiation of rates.
      One of the basic instruments of elimination of the economically justified differentiation of rates is the mechanism of governmental funding. Determination of mechanisms of governmental funding are considered to be one of the priority tasks of regulating body within the frameworks of tariff policy development and is based on the development of methodological instruments for determination of objects of funding, required amounts of funding and their sources, which will exclude:
      1) the methodology of determination of the required amounts of funding;
      2) the order of substantiation according to the forms of funding.
      The priority branches, where it is necessary to develop the mechanisms of governmental funding are the railroad passenger carriages, services of telecommunications, thermal energy generation and transfer, services of water-management system and other.

 6. Necessary resources and finance sources 
      Financial provision of the concept shall be realized at the expense and within the limits of funds of the Republican budget.
      Necessary financial resources, related with implementation of the Concept, comprise in total 1361,8 mln. tenge, including: in 2005 - 399,4 mln. tenge; in 2006 - 496,9 mln. tenge; in 2007 - 465,5 mln. tenge.
      The volumes of costs for the years 2006-2007 will be clarified and adjusted in accordance with the budget for the corresponding financial year.

 7. Expected results from the Concept implementation 
      In the result of implementation of the present Concept there it is expected to receive the following results:
      creation of the mechanism, providing the accounting of interests of entities of natural monopolies, consumers services and government in the part of infrastructure branches restoration;
      creation of the necessary conditions for liquidation of structural disproportions between the branches and transit from economical policy of  survival to economical policy of  development;
     creation of the necessary conditions for transition to establishment of limited medium-term and long-term rates and decrease of administrative mechanisms of influence on economics;
      increase of investment attractiveness at the expense of rates predictability;
      Elaboration and introduction of mechanism of monitoring of activity of entities of natural monopoly, control of the  activity and increase of managements responsibility for the results;
      re-balanced rates;
      provision of transparency of activity of the entities of natural monopolies at the expense of application of advanced methodology of prices formation, separate accounting and methods of profit calculation;
      increase of quality of the provided services at the expense of production process modernization, increase of efficiency of management and reduction of  the above-level losses;
      Elaboration and introduction of instruments, permitting to analyze the influence of change of  rates of the entities of natural monopolies on their consumers and economics, to realize the forecasting of rates dynamics influence on separate branches, incomes of population;
      elimination of the barriers for integration of Kazakhstan into global economics by the way of realization accepted by the republic from the side of the World Trade organization, Eurasian economic community.
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Plan
of measures and activities on implementation of Concept of tariff policy development in spheres of natural monopolies
for the years 2005-2007
	№N

	Activity
	Form of completion
	Entities responsible
for execution
(implementation)
	Terms of execution
(implementation)
	Estimated costs* (mln.
tenge)
	Source of finance

	1
	2
	3
	4
	5
	6
	7

	1.
	Elaboration of the methodology of rates (charge rates) calculation for the regulated services of airports
	Order of ARNM
	ARNM, MTC
	3 quarter of 2005 
	4,0
	Republican budget

	2.
	Elaboration
of the methodology of investment rates (prices, charge rates) calculation for the services  (goods, works) of the    entities of natural monopolies in the sphere of railroad transport and sea ports
	Order of ARNM
	ARNM, MTC
	3 quarter of 2005 
	6,0
	Republican budget

	3.
	Elaboration of rules for introduction of separate accounting of incomes, costs and operating assets
of the entities of natural monopolies, providing services in sphere of
sea ports activity
	Order of ARNM
	ARNM, MTC
	3 quarter of 2005 
	7,0
	Republican budget

	4.
	Elaboration of rules for conducting revaluation of the fixed assets of entities of natural monopolies
	Order of ARNM
	ARNM, МY
	3 quarter of 2005 
	 6,0
	Republican budget

	5.
	Elaboration of rules   for provision of equal conditions of access to the regulated   services (goods, works) in the sphere of telecommunications under condition of absence of competitive telecommunications provider because of technological impossibility or economic unreasonableness of the given types of services provision, except for universal telecommunications
services, as well as in the sphere of provision for property lease (rent) or use of conduit run and other fixed assets, technologically related with connection of telecommunications networks to the network of telecommunications of public use 
	Order of ARNM
	ARNM, AIS
	3 quarter of 2005 
	 3,0
	Republican budget

	6.
	Elaboration of the methodology of calculation of the maximum level 
of rates (prices, charge rates) for the services
(goods, works) of the entities of natural monopolies
	Order of ARNM
	 ARNM
	3 quarter of 2005 
	 3,5
	Republican budget

	7.
	Elaboration of methodological recommendations on conducting analysis of spheres of natural monopolies for the purpose of referring services (goods, works), provided by the entities of natural
monopolies within the limits of the given spheres   to the category of regulated services
	Order of ARNM
	 ARNM
	3 quarter of 2005 
	 3,5
	Republican budget

	8.
	Elaboration of rules for introduction of separate accounting of incomes, costs and operating assets
of the entities of natural monopolies, providing services in sphere of thermal energy transfer
and  (or) distribution 
	Order of ARNM
	 ARNM,
 MPIMR
	3 quarter of 2005 
	 4,0
	Republican budget

	9. 
	Elaboration of the methodology of rates calculation for services on thermal energy transfer
	Order of ARNM
	 ARNM,
 MPIMR
	3 quarter of 2005 
	 No
	  

	10.
	Elaboration of rules for introduction of separate accounting of incomes, costs and operating assets
of the entities of natural monopolies, providing services in sphere of oil and (or) oil products transportation by the main pipelines 
	Order of ARNM
	 ARNM,
 MPIMR
	3 quarter of 2005 
	 5,0
	Republican budget

	11.
	Elaboration of the methodology of investment rate (price, charge rates) calculation for the services  (goods, works) of the    entities of natural monopolies in the sphere of oil-and-gas and power engineering sectors
	Order of ARNM
	 ARNM,
 MPIMR
	3 quarter of 2005 
	 7,0
	Republican budget

	12.
	Elaboration of rules for introduction of separate accounting of incomes, costs and operating assets
of the entities of natural monopolies, providing services in sphere of accessible to public mail services
	Order of ARNM
	 ARNM,
 AIS
	4 quarter of 2005 
	 5,0
	Republican budget

	13.
	Elaboration of rules for introduction of separate accounting of incomes, costs and operating assets
of the entities of natural monopolies, providing services in sphere of the main railroad network
	Order of ARNM
	 ARNM,
 MTC
	4 quarter of 2005 
	 10,0
	Republican budget

	14.
	Elaboration of rules for introduction of separate accounting of incomes, costs and operating assets
of the entities of natural monopolies, providing services in sphere access ways provision
	Order of ARNM
	 ARNM,
 MTC
	4 quarter of 2005 
	 5,0
	Republican budget

	15.
	Determination of the competent authority in the sphere of services provision of water-management and sewerage systems
	Offer to the Government of the Republic of Kazakhstan
	 ARNM
	4 quarter of 2005 
	 No
	  

	16.
	Elaboration of requirements to the complex of methods and economic-mathematic
models of assessment of influence of rates change of the basic entities of
natural monopolies on 
the branches of economics and inter-branch aggregate
indices
	Order of ARNM
	 ARNM,
 MEBP
	4 quarter of 2005 
	 1,8
	Republican budget

	17.
	Conducting of financial and technical examination of the activity of entities of natural monopolies 
	Report to the Government of the Republic of Kazakhstan
	 ARNM
	4 quarter of 2005 
	 328,6
	Republican budget

	18.
	Introduction of the methodology of rates calculation for services on electrical energy transfers by the networks of inter-regional level, with the use of energy deficit factor and network capacity
	Order of ARNM
	 ARNM,
 MPIMR
	1 quarter of 2006
	  No
	  

	19.
	Elaboration of methods of rates calculation for services of water-management systems (agricultural irrigation activity) 
	Order of ARNM
	 ARNM,
 MAC
	3 quarter of 2006 
	  8,0
	Republican budget

	20.
	Elaboration of methods of investment rates (prices, charge rates) calculation for regulated services (goods, works) of the entities of natural monopolies in the sphere of aeronavigation
	Order of ARNM
	 ARNM,
 MTC
	3 quarter of 2006 
	  6,0
	Republican budget

	21.
	Elaboration of the methods of investment
rate (price, charge rates) calculation for regulated
services (goods, works) of the entities of natural monopolies in the sphere of telecommunications
	Order of ARNM
	 ARNM,
 AIS
	3 quarter of 2006 
	  7,0
	Republican budget

	22.
	Introduction of the methodology of rates calculation for services on transfer of electric power by networks of the regional level, differentiated by voltage classes
(1 stage)
	Order of ARNM
	 ARNM,
 MPIMR
	3 quarter of 2006 
	  No
	  

	23.
	Elaboration of the methods and electronic model of demand flexibility determination by groups of consumers of services of the entities of natural monopolies
	Order of ARNM
	 ARNM
	4 quarter of 2006 
	  23,2
	Republican budget

	24.
	Elaboration of the methods of determination of the consumption structure of the services entities of natural monopolies by the ultimate consumers (domestic entities)
	Order of ARNM
	 ARNM,
 MEBP
	4 quarter of 2006 
	  10,0
	Republican budget

	25.
	Elaboration of the methods of determination of the mutual influence of prices and rates of corresponding
branches with creation of the complex of multi-sector balance electronic models (5-6 models)
	Order of ARNM,
software product
	 ARNM,
 MEBP,
 MTC,
 MPIMR,
 AIS,
 MAC
	4 quarter of 2006 
	 44,7
	Republican budget

	26.
	Development and support of electronic data base for monitoring of the activity entities of natural monopolies
	Order of ARNM
	 ARNM
	4 quarter of 2006 
	 48,0
	Republican budget

	27.
	Conducting of financial and technical examination of the activity of entities of natural monopolies
	Report to the Government of the Republic of Kazakhstan
	 ARNM
	4 quarter of 2006 
	 350,0
	Republican budget

	28.
	Elaboration of the methodology of rates (prices, charge rates) calculation with allowance for qualitative characteristics of services,
provided by the entities natural monopolies in the sphere of aeronavigation services 
	Order of ARNM
	 ARNM,
 MTC
	3 quarter of 2007 
	  5,5
	Republican budget

	29.
	Elaboration of the methodology of rates (prices, charge rates) calculation for regulated services of the entities of natural monopolies in the sphere aeronavigation with keeping of separate
accounting of incomes,
costs and operating assets
	Order of ARNM
	 ARNM,
 MTC
	3 quarter of 2007 
	 3,5
	Republican budget

	30.
	Introduction of the methodology of rates calculation for services on transfer of electric power by networks of the regional level, differentiated by voltage classes (2 stage)
	Order of ARNM
	 ARNM,
 MPIMR
	3 quarter of 2007 
	   No
	  

	31.
	Construction of monitoring system for the activity of entities on the basis of balanced indices system 
	Information to the
Government of the Republic of Kazakhstan 
	 ARNM
(calling)
 MEBP,
 MPIMR,
 MTC,
 MAC,
 AIS
	4 quarter of 2007 
	 24,3
	Republican budget

	32.
	Elaboration of the methods of assessment of effect of rates change of the entities of natural monopolies on economics with formation of criteria of optimal rates differentiation (systems of branch and inter-branch
indicators) and summarized electronic model
	Order of ARNM,
software product
	 ARNM
 MEBP,
 MPIMR,
 MTC,
 MAC,
 AIS
	4 quarter of 2007 
	 34,2
	Republican budget

	33.
	Development and support of electronic data base for monitoring of the activity entities of natural monopolies
	Order of ARNM
	 ARNM
	4 quarter of 2007 
	  48,0
	Republican budget

	34.
	Conducting of financial and technical examination of the activity of entities of natural monopolies
	Report to the Government of the Republic of Kazakhstan
	 ARNM
	4 quarter of 2007 
	  350,0
	Republican budget


Notes:
      - Financial support of the Concept shall be realized at the expense and within the limits of funds of the republican budget. Necessary financial resources, related with implementation of the Concept, comprise in aggregate 1361,8 mln. tenge, including: in 2005 - 399,4 mln. tenge; in 2006 - 496,9 mln. tenge; in 2007 - 465,5 mln. tenge.
      Volumes of costs for the years 2006-2007 will be clarified and adjusted in accordance with the budget for related financial year.
      ARNM - Agency on regulation of natural monopolies
      MEBP - Ministry of economics and budget planning
      MTC  - Ministry of transports and communications
      MAC  - Ministry of agriculture
      MPIMR – Ministry of power industry and mineral resources 
      AIS  - Agency on information systems
