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ARMENIA COUNTRY PROFILE82 

Overview 

Armenia has a population of approximately 3.0 million, with a GDP around USD 11,917 
million.lvi  The total primary energy supply in 2007 was 2.84 Mtoe (million tons of oil 
equivalent), of which 5.6% is hydro power, 23.4% is nuclear power, 58.0% is natural gas and 
13.0% is oil.  Net imports are around 2.08 Mtoe.  CO2 emissions are 4.79 (measured as Mt of 
CO2).lvii  European Union (EU) relations with Armenia are governed by the EU-Armenia 
Partnership and Cooperation Agreement signed in 1996 and which entered into force in 1999.  
Following the enlargement of the EU, the EU launched the European Neighbourhood Policy 
(ENP) and Armenia became part of this policy in 2004. 
 
1. Institutional structure  

The Ministry of Energy and Natural Resources (MENR) is charged with primary 
responsibility for the energy sector.  Regulatory implementation is the responsibility 
of the Armenian Public Services Regulatory Commission (PSRC), which was 
established in 1997 by the Decree of the President of Armenia “On the Energy 
Commission of the Republic of Armenia” (DP-717, April 1997). 

PSRC is an autonomous regulatory agency; government entities cannot interfere with 
its decisions.  It is a multi-member body responsible for electricity, gas, district 
heating and telecommunications.  Its board is made up of five commissioners, 
including the Chairman.  Currently, it has 107 staff members of whom 80% are 
highly qualified.  

According to the provisions of the Law “On the Regulatory Authority of Public 
Services of the Republic of Armenia”, during their term, Commission members are 
forbidden from holding any paid job in addition to their position as commissioner and 
from working in public regulated entities for up to three years after expiration of 
their term.  The law also forbids Commission members from having any interest in 
regulated entities. 

Commission members are designated by the President of Armenia on the proposal of 
the Prime Minister and serve a five-year term (renewable and on a staggered basis, 
one expiring each year).  Members can be dismissed on the basis of one of the 
following circumstances:  physical impairment (permanent or serious); loss of 
citizenship; retirement age (65 years +); criminal conviction; disregard of duties; 
unmotivated and repeated absence; and breach of the aforementioned provisions on 
conflict of interest.  

PSRC annually estimates its budget and submits it to the Government for approval.  
The budget is financed from compulsory fees paid by regulated entities.  In 2009, the 
overall size of compulsory fees amounted to 418 million Armenian drams 
(approximately equivalent to EUR 720,000 as of October 2009).  Commission 
members and personnel salaries are established by legislation and are higher than 
those of civil servants.  The salary of the Chairman is twice that of a minister; 
commissioners’ salaries are three times the salary of a deputy minister.  

PSRC is responsible for: setting tariff methodology and tariff levels; issuing licences 
and authorisations; establishing and controlling service quality standards; examining 

                                                
 
82 Information herein is drawn primarily from the Armenian Public Services Regulatory Commission (PSRC), from 
answers to questionnaires provided by this project and from PSRC’s 2008 Annual Report. 
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consumer complaints; and approving ex ante investment plans in the sector under its 
responsibility.  PSRC, in collaboration with the MENR, defines basic market rules.  It 
is also able to impose fines for infractions, and may issue orders as well as suspend or 
revoke licences. 

Regulatory decisions may be appealed to the administrative court.  No time limit has 
been set for appealing to the courts, and decisions remain in effect while the appeal is 
pending. 

A separate agency, the State Commission for the Protection of Competition, is in 
charge of preventing monopolistic activities. 
 

2. Electricity sector  
 

a. Market framework 

According to the Energy Law (first adopted in 1996 and amended various times) 
electricity generation, transmission, and distribution companies receive separate 
licences; legal unbundling between transmission and other activities is required.  

Currently, the market is composed of the following participants: one transmission 
company, CJSC Vysokovoltnye Electricheskie Sety, which is 100% state-owned; one 
distribution company, CJSC Armianskie Electroseti (AE), all of the shares of which 
belong to the Russian company Interenergo B.V.; a single system operator 
(transmission and distribution), CJSC Operator Systemy Electroenergetiky, which is 
state-owned and responsible for all dispatching services; and more than 50 generation 
companies, most of which are privatised. 

AE enjoys an exclusive right of distribution and sale of electricity (the original five-
year right fixed by law has expired but the status remains the same).  Electroseti 
purchases electricity from national generating companies at regulated prices and on 
the basis of direct contracts.  As a consequence, the wholesale market is a 
monopsony, with Electroseti acting de facto as a single buyer. 
 

b. Network access and tariffs 

AE is the sole transmission company.  Legislation requires that AE supplies 
electricity to any customer that meets the requirements set by PSRC.  Non-
discriminatory access to transmission and distribution networks is required.  Thus 
far, only electricity exporters have made use of third-party access.  

The regulatory authority is responsible for setting tariffs and defining 
methodologies for tariff calculation.  Within the framework established by 
legislation (the Energy Law and the related “Procedure of Establishing and 
Reviewing of Tariffs in the Sector of Energy”, June 2007), PSRC Commission has 
established the procedure for approving and reviewing tariffs, as well as a list of 
necessary documents a licensee must submit; all of these have been established 
according to legislation.  The following categories of tariffs are currently in force 
in the electricity sector:  generation (single price nationwide, which includes a 
capacity component with monthly payment), transmission, distribution, retail 
supply (two rates: day and night), export.  In principle, tariffs cover all current 
and capital costs, and include a fair profit.  No subsidies or grants are provided to 
private or state companies to cover possible financial gaps. 
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Tariffs may be reviewed either on the initiative of a licensee or the Commission.  
Once it has begun a tariff review process, PSRC has a 90-day period to issue its 
decision.  The procedure for approving and reviewing tariffs is the same for all 
types of licences. 

Despite considerable preparatory work, a grid code has not yet been adopted. 
 

c. Operational environment 

Foreign capital investment is not restricted.  Tenders are carried out for new 
capacity projects of a large size.  MENR elaborates development plans in the 
power sector while PSRC issues authorisations/licences for the construction and 
operation of new capacity.  PSRC cooperates with MENR in monitoring medium 
and long term supply and demand balance, providing market analyses and 
forecasts.  

Given the structure of the Armenian electricity market, AE performs the role of 
supplier of last resort. 

As for quality of service standards, PSRC sets up rules and licence conditions.  
While those conditions require utilities to register customer complaints, PSRC has 
no ability to review internal complaint procedures of licensees.  However it does 
have the authority to issue rules on dispute resolution and to directly review 
complaints. 

A division of PSRC is responsible for supervising market dominance in the energy 
sector and compliance with market rules.  With regard to this issue, full 
cooperation with the State Commission for the Protection of Competition is 
normally guaranteed. 

Resolutions, licence rules, tariff filings and dates for hearings are regularly posted 
on PSRC’s official website, though the information is available only in Armenian.  
Regulatory decisions are also published in the “Reference Book of Ministerial 
Normative Acts.”  Hearings are usually public, although they may be closed to 
protect confidential information.  Licensed entities may determine what type of 
information is considered confidential, but the final decision belongs to PSRC.  
Yearly, PSRC is required to submit to the Ministry of Finance and Economy a 
financial report which is made public.  The Ministry of Finance and Economy has 
the power to audit the regulatory agency. 

 
3. Gas sector 
 

a. Market framework 

The market is de facto a vertically integrated monopoly.  According to the 
Energy Law, the functions of import, transmission, distribution and system 
operator in the gas sector are subject to licensing by PSRC.  These functions are 
currently monopolised by Armrosgazprom (ARGP), a majority-Russian-owned 
company that, together with its subsidiaries, has complete control of the 
Armenian gas sector.  ARGP was established in 1997, with shareholdings from the 
Armenian government (45%), Gazprom (45%) and the international group Itera 
(10%), to import, transport and distribute Russian gas.  In 2006, a dual 
transaction gave on the one hand the control of ARGP to Gazprom, and on the 
other hand the control of the fifth unit of Armenia’s largest thermal power plant, 
Hrazdan, to ARGP.  ARGP also has exclusive rights to system operation, and 
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ARGP is responsible for the operational and technical control of transportation, 
storage, transit and distribution.  Transgaz LLC, a legally unbundled entity with 
100% of its shares owned by ARGP, holds an exclusive licence to carry out gas 
transmission and transit. 
 

b. Network access and tariffs 

Third Party Access is established by law, with PSRC responsible for ensuring that 
non-discriminatory conditions are applied by Armrosgazprom.  The absence of 
regulated tariffs for TPA and the aforementioned market conditions mean Third 
Party Access is not utilised in practice.  A set of technical rules equivalent to a 
grid code is in force for both electricity and gas. 

The following categories of tariffs are currently in force in the gas sector:  
transmission, distribution, system operator services, retail supply. 
 

c. Operational environment 

MENR is responsible for working out long term plans for the development of gas 
import and storage facilities, as well as for monitoring supply and demand 
balance.  PSRC may provide the ministry with technical consultancy support and 
scrutinises, from a technical and economic point of view, investment 
programmes submitted by the licensed entities.  

Foreign investment in the gas sector is not restricted by legislation.  The notion 
of supplier of last resort is not applicable due to the market structure. 

As in the case of electricity, quality of service standards is set by PSRC in 
coordination with the relevant public administration offices.  PSRC ensures 
compliance with those standards and, in the event of breach, PSRC can adopt 
measures which range from issuing a warning to suspending or withholding a 
licence. 

 

 
4. Renewable energy sources/energy efficiency 

MENR is charged with developing, along the lines established by the Government, the 
national energy saving strategy and with promoting the diffusion of renewable energy 
sources.  Regulatory implementation is carried out by various agencies.  In particular, 
licensing and tariff setting are carried out by PSRC; national standards on energy 
saving are set by the National Body for Standards Setting. 

To carry out any licensed activity in the energy sector, applicants must submit to 
PSRC a business plan which includes an environmental impact assessment and a 
detailed description of the technical solutions required to meet environmental impact 
limits set by law. 

As a consequence of an amendment passed April 2001, the Energy Law assigns 
dispatching priority to all the electricity produced from small hydro power plants and 
other renewable energy sources for the 15 years following plant commissioning.   
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On 9 November 2004, the Law “On Energy Saving and Renewable Energy” was 
passed.  This Law defines policy for efficient electricity production and promotion of 
renewable energy.  Much secondary legislation as well as considerable implementation 
mechanisms and procedure are still lacking.  However, a feed-in tariff system is in 
place, ensuring a purchase price higher than the average electricity tariff.  On 1 
January 2009 the following feed-in tariffs were established (amounts set forth below 
exclude tax and assume an exchange rate of 1 USD to 400 dram): 

 small hydro power plants (constructed on the natural aqueduct) = 17.127 
dram/kWh (4.28 cents USD/kWh) 

 small hydro power plants (constructed on irrigation systems) = 11.417 
dram/kWh (2.85 cents USD/kWh) 

 small hydro power plants (constructed on the aqueduct with drinkable water) = 
7.613 dram/kWh (1.90 cents USD/kWh) 

 wind power plants = 31.387 dram/kWh (7.85 cents USD/kWh) 

 power plants that use biomass as a primary energy = 32.803 dram/kWh (8.20 
cents USD/kWh) 

The Law on "Ecological Tax Rates”, adopted on 19 April 2000, introduced a number 
of emission taxes aimed at reducing the release of dust, sulphur compounds, chloride 
and other harmful substances.   

Armenia ratified the Kyoto Protocol to the United Nations Framework Convention 
on Climate Change on 26 December 2002.  The designated National Authority has 
not been established and the various mechanisms required by the Protocol have not 
yet been implemented. 

 

 
 

5. Conclusion 

Armenia performs very well with respect to its grouping (Group C), largely above 
average for both electricity and gas.  Within its Group, Armenia has an electricity 
sector score of 0.664 relative to a Group C average score of 0.461.  Armenia has a 
gas sector score of 0.582 relative to a Group C average of 0.399. 

The institutional structure and the regulatory framework are largely above the 
average for its grouping.  The regulatory body, PSRC, appears to be close to best 
standards both in terms of independence and authority. 

Currently, the regulatory environment in Armenia is a hybrid one, which combines 
elements of the “single buyer”, “cost of service” and “competitive” models.  This 
model has permitted the sector to emerge from crisis following the collapse of the 
Soviet Union integrated energy system.  However, this model may pose significant 
challenges in the short or medium term, since it does not adequately promote 
exports, nor does it fully take advantage of unused cross-border transmission capacity 
and spare generation capacity. 

In the gas domestic market, given the almost complete control of Gazprom, it seems 
complicated to introduce elements of competition in the short to medium term. 
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The priorities of the Armenian energy sector as a whole appear to be as follows: 
finalisation of the electricity sector reform; redesign of electricity and gas pricing 
mechanisms to deal with the likely gas price increases; development of a full-scale 
energy-saving strategy. 

 

 

Electricity spider graph – Armenia 

 
 
Note: The diagram presents the electricity sector results of Armenia, in accordance with the benchmarks and 
indicators identified in the assessment model. The extremity of each axis represents an optimum score of 1.0, 
that is, full compliance with international best practices. The fuller the “web”, the closer the overall electricity 
regulatory framework approximates international best practices. The results for Armenia are represented by the 
thick bold line. See next page for comparison purposes, the shaded area presents the electricity sector average of 
the Group C countries.  
 
Electricity Sector - Comparative view of Group C countries 
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Gas spider graph- Armenia 

 
 
Note: The diagram presents the gas sector results of Armenia, in accordance with the benchmarks and indicators 
identified in the assessment model. The extremity of each axis represents an optimum score of 1.0, that is, full 
compliance with international best practices. The fuller the “web”, the closer the overall gas regulatory 
framework approximates international best practices. The results for Armenia are represented by the thick bold 
line.  For comparison purposes, the shaded area presents the gas sector average of the Group C countries.  

 

 

Gas Sector - Comparative view of Group C countries 

 

 

 




