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n/e/r/a Introduchon and Summary 

1 INTRODUCTION AND SUMMARY 

This report describes energy price regulabon pracbces m selected European countries It 
has been prepared m order to provide the newly estabhshed State Control Comssion of 
Prices for Energy Resources and of Energy Achvities (SCC) m Lithuania with examples of 
how price regulabon is undertaken m practice In parbcular, the report focuses on the 
structure and acbvibes of the relevant regulatory bohes m each of the countries surveyed 
and the criteria followed when sethng prices 

The SCC has the responsibfity of estabhshmg prmciples for deterrrunmg energy prlces m 
Lithuanla and estabhshmg the rules to be followed m calculatmg prlce structures It IS 
currently charged with checlung and approvmg prices, for c o n h a b o n  by the Government 
of L~thuania However, the viabkty of estabhshmg the SCC as an mdependent body with 
complete jurisdicbon over prices is bemg assessed The equivalent regulatory agencies m 
the majority of the countries surveyed m the report also have advisory roles, although m 
several countries surular moves towards mdependence are underway 

1 1 Countries Surveyed 

The countries selected for this study were chosen to provide a broad cross-secbon of 
ddferent approaches to price regulabon m the energy sector, whllst ensurmg relevance to 
the Lithuanian situahon 

We describe regulatory pracbce m Denmark and Span, both EU countries, m detall In 
Denmark, end-user energy pnces are regulated by mdependent bodies, who follow clearly 
defined rules m d e t e m m g  the prices allowed The Spanish model, m contrast, is one 
where the regulatory body acts only m an adv~sory capacity, recomrnendmg prices to the 
appropnate b i s t e r  who makes the final declsion 

The report also contams more concise overviews of energy price regulahon in five Central 
and Eastern European counfmes Arrangements m the Czech Repubhc, Hungary and 
Poland are of parbcular mterest, smce these three countries are generally agreed to be the 
furthest advanced with energy sector reform m the regon Estonia and Latvia have been 
mcluded as they are Lithuania's Balhc neighbours and there is considerable mterconnecbon 
of energy networks between them and Lithuania 

Table 1 summarises key features of energy price regulahon m the countries surveyed 

1 2 Independence of Regulatory Body 

Denmark is the only one of the seven countries to have truly Independent energy 
regulatory bodies with the power to determme prlces However, m Hungary, the 
Hungarian Energy Agency, which currently only has an advlsory role on prices, wlll 
de terme prices from 1997 Under new legslabon m Latvia, ~t IS envisaged that the Energy 
Regulabon Board there wdl set pnces mdependently, once operabonal Poland is currently 
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enactmg legslabon estabhshlng a new regulatory agency, although the level of discrebon 
with which it wdl operate on pricmg and other issues is as yet unclear 

In contrast to the countries above, the Comsion del Sistema Electrico Nacional m Spam has 
a purely advisory role, as does the regulatory body m Estonia The Czech Repubhc has no 
regulatory body for energy mdependent of Government 

1 3 Prlnc~ples Followed m Price Regulahon 

The majority of the countries reviewed m this report regulate energy prices m relabon to 
costs However, there is considerable variahon m what costs are mcluded and how The 
variabon is greatest on capital costs and profits 

In Denmark, prices for electricity and hstnct heat are regulated to cover "necessary" costs 
In general the uthttes are not perrmtted to make a profit, although the few companies that 
are privately owned are allowed a specified return on operatmg capital In Spam and 
Hungary an exphcit allowance for profits m addibon to costs is made when settmg prices 

The countries are also distmguished by the extent to which the prmciples followed m 
regulatmg prices are made transparent In Denmark, the legslabon, and subsequent Price 
C o m t t e e  pohcy, clearly sets out the costs that can legtrmately be mcluded m determmg 
prices In contrast, the principles adopted m the Czech Repubhc are not defined at all m the 
legslatlon 

The extent to which price regulahon mamtams efficiency mcenbves is Important The 
"benchmarlung" system m Spam sets prices m relabon to "standard costs" As a result, 
companies are allowed to keep any difference between these standard costs and thelr actual 
costs Thls provldes an mcenbve for the companies to make efficiency improvements 

1 4 Composibon of Regulatory Body 

The regulatory bodies surveyed m the various countries are typically composed of technical 
experts, consumer representabves and representabves of the mdustries However, the 
weight accorded to each can vary, of the nme members of the Price Comrmssion m Estonia, 
only the three energy experts are enbtled to vote 

Table 1 overleaf summarises the results discussed above Table 2 provides a summary of 
electricity prices m the countries surveyed, for which we can obtam recent and comparable 
data 
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Table 1 Key Features of Energy Prrce Regulahon 

I 

Denmark 

Spam 

Czech Repubhc 

Electricity Price Committee 
Gas and Heat Prlce Committee 

Electncity CSEN 
Gas mmsterial control 

Es toma 

Mmstenal control 

Hungary 

Independent, apart from pnces for gas 
supply above 300,000m3 

Advlsory body, recommends pnces to 
Mlruster for Industry 

Electricity Prlce comm~ssion 
Gas, Distrlct Heat mmstenal control 

Latvla 

Electncity, Dlstnct Heatlng Pnces set to cover 
costs with no allowance for profit, except m a 
m o n t y  cases 
Gas panty with 011 pnces 

Pnces set to meet "standard costs" (benchmarks), 
wluch mcorporate a rate of return 

None 

Hunganan Energy Agency (MEH) 

Poland 

No clear basis 

Advisory body, recommends pnces to 
Mmster for Economy 

Current mlrustenal control 
Future Energy Regulation Board 

A m g  to ahgn pnces with costs 

Advlsory role to 1997 
Independent thereafter 

Gas, Electncity new law w d  estabhsh 
Energy Regulatory Authority (ERA) 
Dlstrlct Heatmg state 
representatives at county level 

Pnces wdl cover reasonable costs, mcludmg a 
reasonable proht 

Energy Regulation Board wdl be 
independent 

Pnces wdl cover cost, lncludrng profit 

Level of discretion unclear at present Cost based but with considerable uncertainty on 
treatment of capital costs 
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Table 2 Electricity Pnces 1995 (Exc lubg  Taxes), US cents per kwh 

I Denmark I 6 9  1 209 1 
Spml  
Czech Repubhcl 
Hungary 

Poland 

OECD Europe1 

8 0 
5 6 
4 5 

17 4 
2 7  
5 8 

Notes 1 1994 price 
2 approximate current price 

Varzous sources 

4 0 

7 5 
6 2 
14 2 
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2 DENMARK 

2 1 Energy Sector Structure 

Denmark's energy resources mclude 011 and gas However, the 011 price hlke m the 1970s 
led to a strong shlft towards the use of coal, which now accounts for over 90% of existmg 
power producbon m Denmark and is largely Imported Gas is, however, mcreasmg m 
mportance, following the government's decision m 1979 to develop the natural gas sector 

Denmark is a major developer of decentrahsed and renewable energy technologes, such as 
Combmed Heat and Power plants (CHP), biofuel and wmd turbmes About 3% of total 
electricity demand is currently provided by wmdrmlls There IS no nuclear power m 
Denmark 

2 1 1 Electricity Industry Structure 

The 'Great Belt' - a body of water d i v i h g  the East and the West of Denmark - also 
parbbons the country mto two separate electricity supply areas Both the East and the 
West of Denmark have separate high voltage transmssion network There is currently no 
mterconnecbon between the two, although a 500-600kV h k  IS expected to become 
operabonal m 1997 

The Danish elechcity mdustry is charactensed by a hgh  degree of consumer and 
murucipal ownership In general 

municipahbes and consumer co-operabves own the distnbubon companies, 

the &stribubon companies own the generatmg companies, 

the generatmg companies are grouped mto partnership agreements m each regon, 
i e Elsam or Elkraft 

In the West of Denmark, there are 6 generatmg companies, which together form the Elsam 
partnership Elsam owns the transmssion network m the West, operates the Pool m that 
area and is responsible for various co-ordmabon issues, mcludmg the unport and export of 
electricity, fuel procurement and plannmg The Western grid IS mterconnected with 
Norway, Sweden and Germany and there IS a sigruhcant level of transit trade from north to 
south 

In the East of Denmark there are just two mam generators, who jomtly own Elkraft Elkraft, 
as the gnd operator, performs smular funcbons for the Eastern network as Elsam does for 
the West The network m the East is connected with Germany 

There are around 100 distnbubon companies m Denmark The majority of these are co- 
operabves or are owned by municipahbes There are a very few companies who are 
privately owned 
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Danish legslabon does not grant monopoly status for the existmg generabon, transmssion 
and d~stribubon companles Theorebcally, the markets r e m m  open to new entrants, 
prov~dmg they comply with the appropriate hcence requirements In prachce, Denmark is 
divided mto non-overlappmg regonal supply areas with monopoly franchises Supphers 
are obhged to serve the customers m theu local market 

2 1 2 Gas Industry Structure 

All of Denmark's gas supphes are from Danlsh fields The gas 1s produced by a privately 
owned company, Dansk Undergunds Consorhum, which is a jomt venture between AP 
Moller, Shell and Texaco Around 40% of gas producbon IS exported, half to Germany and 
half to Sweden 

The natural gas sector m Denmark is charactensed by a state-owned monopoly, Dansk 
Naturgas (Dangas) Dangas is a subsidiary of the pubhcly-owned Dansk Ohe og Naturgas 
The 1972 Natural Gas Supply Act grants monopoly status to Dangas for the mport, 
transportabon and storage of gas m Denmark untd 2012 Dangas does not have a 
monopoly over distnbubon In 1994 Dangas' mport monopoly was rescmded, after it was 
found by the EC to be m violahon of the Treaty of Rome 

Dangas is the sole purchaser of domeshcally produced gas Gas forms around 10% of 
Denmark's total p m a r y  energy supphes Close to one quarter is used for electr~city and 
heat producbon 

Dangas is the sole suppher of gas to the Danish market Dangas owns and operates a 
centrally despatched transrmss~on system, mcludmg offshore pipehe and storage fachbes 

Dangas IS also responsible for distribuhon to very large end-users, such as power stabons 
and several local authoribes However, there are also five regonal gas companies who are 
responsible for distnbuhon to smaller end-users m thelr local areas These dlstribubon 
companles are municipally-owned and have de facto territorial monopohes The companies 
own and manage the network for hlgh pressure d~stnbuhon m the= regon as well as the 
local distnbubon network All buy the= gas from Dangas The regonal gas comparues are 
represented by an associabon called Komgas 

2 1 3 District Heat Organ~sahon 

Denmark has a sigruficant d~str~ct heatmg sector, of which a growmg percentage 1s 
produced as a result of cogenerabon wlth electricity from Combmed Heat and Power (CHP) 
statrons In 1972 the share of CHP m dlstrict heatmg was 29% By 1990 this had rlsen to 
55% In 1990 CHP accounted for 38% of electricity generabon 
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Part of tlus mcrease is as a result of government mibabves smce 1986 to encourage small 
scale CHP enterprises In parbcular, speclfic targets for development of the heat-supply 
networks were set as part of the Danlsh Government's Energy 2000 Plan, announced m 
1990 Of those district heatmg plants which are not h k e d  to electricity producbon, a small 
number are fired by the burnmg of waste The remainder use natural gas or biomass 
(prn-nardy straw and wood chips) as fuel 

The district heat transmssion grids are owned by municipahbes, and dehver the hot water 
both dlrectly to large consumers, and to distributors There are about 400 local dlstnbubon 
companies, the majority of which are owned either by consumer co-operabves or by 
municipahles 

2 2 Regulatory Framework 

2 2  1 Coverage 

The Danish Government has an acbve energy pohcy based on considerable regulatory 
powers The o r i p a l  objecbve of regulabon was to ensure the security of energy supphes, 
followmg the 011 price hlkes m the early 1970s More recent legslabon has been driven 
prnnardy by envvonmental issues 

Energy pohcy regulabon, lncludmg planrung and hcensmg, is the responsibhty of the 
Mmistry of Energy and the Envlronmentl Energy pohcy and strategy is mplemented by 
the Danish Energy Agency (Energstyrelsen), which was estabhshed m 1976 as the 
execubve body of the Mmistry 

In the electricity sector, hcences are reqtured for electricity plants greater than 25 MW and 
for transmssion and dlstnbubon systems designed for voltages of above 100 kV Pure 
electricity dlstnbubon companies do not requlre a hcence The Mmister for Energy is 
responsible for the granbg of hcences In pracbce, the mam condibons for hcence approval 
are that the plant must be a CHP plant, and that it must be situated with regard to the 
largest CHP potenbal There is currently no regulabon regarding thud party access to the 
transmssion grids, although new legslabon has been drawn up to address thls issue (see 
3 5 below) 

Electricity prices are regulated by the Electricity Price Comwttee (Elprisudvalget) followmg 
cost-related criteria set out m the Electricity Act Compebbon issues, such as grld access, 
are referred to the Compebbon Councd 

The natural gas market is a statutory monopoly Distnbubon companies have an effecbve 
regonal monopoly Gas prlces for acbvibes below 300,000 m3 are regulated by the Gas and 
Heat Price C o m t t e e  (Gas- og Varmeprisudvalget) Above this level, prices are dlrectly set 
m relabon to nabonal guidehes agreed between Komgas and Dangas and approved by the 
Mmister for Energy 

1 Under the 1976 Act, the relevant Muustry was the Muustry of Commerce In 1979 a separate Mlnlstry of Energy 
was established In 1994 the scope was enlarged to Include the environment 
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The prices which may be charged by District Heat companies are regulated by the Gas and 
Heat Price Comt tee ,  followmg cost prlnciples set out m the Heat Supply Act 

2 2 2 1  Electrzcrty Sector 

The regulahon of the electricity sector m Denmark was estabhshed by the Electricity Supply 
Act 1976 The Act estabhshed the Electricity Price C o m t t e e  (Secbons 10 & 11) and laid 
down the prmciples of price regulabon (Sechon 9(1)) 

Under Secbon 13 of the Act, the Mmister has the power to order electricity companies to 
construct and operate thelr fachbes m certam ways, mcludmg the speclficabon of the type 
of energy to be used 

2 2 2 2  Gas Sector 

The Natural Gas Supply Act 1972 grants monopoly status to Dangas for the mport, 
transportahon and storage of gas m Denmark untd 2012 

The Heat Supply Act 1979, sets out the prmciples of price regulabon for the gas sector 
(Arbcle 20) The Act grants the Mmister speclfic powers regardmg price deternunahon 
(Arbcle 31) and estabhshes the Gas and Heat Price comnuttee Under Arbcle 29 the 
Mmister may also requlre a gas distribubon company to extend the natural gas network 

The regonal gas dlstnbubon companies are regulated under the Municipahty Act 1993 

2  2  2  3  Drstnct Heat 

The Heat Supply Act 1979, also estabhshes the prlnciples of price regulabon for the district 
heat sector 

2 2 3 The Regulatory Boches 

2 2 3 1  The Electrr czty Przce Commzttee 

Under the 1976 Act, the Electricity Price C o m t t e e  was comprised of a chalrman and nme 
members The 1994 Act mcreased the number of members to eleven In addibon there is an 
mdependent observer from the Danish Energy Associabon 

Members of the C o m t t e e  are appomted by the Mlruster for Energy In order to ensure 
some mdependence, the chalrman and five of the members must be Independent of both 
elecincity supply and municipal mterests Instead they are chosen to represent legal and 
engmeermg slulls and consumer Interests The chalrman is an economst and, together with 
the legal and technical experts, is dlrectly appomted The three members representmg 
consumers are each nomated  by different associabons 
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The SIX remammg members represent the mdustry One is appomted on the 
recommendabon of the Nabonal Associabon of Municipahbes, another is proposed by the 
two largest municipahhes m Denmark (to represent the District Heatmg sector), a thlrd is 
nommated by the Danish Associabon of District H e a h g  Uthhes, and the remamder are 
appomted at the suggeshon of the Associabon of Danish Electr~c Uhhbes (Danske 
Elvaerkers Forenmg) 

2 2 3 2  The Gas and Heat Prlce Commrttee 

The Gas wd Heat Price Cornrmttee consists of a chalrman and 13 members Several of the 
members, mcludmg the chalrman, also s ~ t  on the Energy Price C o m t t e e  Agam, there is 
an mdependent observer from the Danish Energy Associahon 

All the members of the comrmttee are appomted by the Mmister of Energy The chalrman 
of the Cornnuttee is an economst Seven of the members are Independent of mdustry or 
municipahty mterests one is a lawyer, one an engmeer and five represent consumer 
mterests and are nommated by varlous organisabons 

SIX of the members represent the uhhty Interests and are nommated (separately) by the 
regonal gas hstributors, Dansk Ohe og Naturgas, the Nahonal Associabon of 
Municipahbes, the two largest munlcipahhes m Denmark, the Danlsh Associahon of 
District Heatmg Uthbes, and the Associabon of Danish Electric Utibhes 

2 2 3 3  Common Semetarzat 

The two priclng c o m t t e e s  have a common secretariat located m the Compebbon Councll, 
which is under the h l s t r y  of Industry The c o m t t e e s  each meet five or six tunes a year, 
to discuss matters of general mterest and decide on cases whch raBe Issues of principle 
The majority of the work is done by the secretariat, m accordance with the committees' 
guidehes The secretariat has fifteen members 

2 3 Price Regulahon 

2 3 1 Secondary Legislabon 

The standards for electricity prlcmg laid out m the 1976 Act are not very precise They have 
been developed further through the promulgabon of addibonal regulabons 

Mmlsterial Order No 108 of 23 March 1977 provides more exphcit guidelmes for permtted 
depreciabon, allocalons to re-mvestment funds and mterest on cap~tal 

Mnlsterial Order No 25 of 15 December 1977 relates to electrical uhhty accountmg and 
budgetmg 
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Regulahon Order No 604 of 15 July 1993, exempts private producers below 25 MW from 
price regulahon, except where they supply dlrectly to customers 

The Integrated Resource Plannmg (IRP) Act 1994 replaced the origmal 1976 Electric~ty 
Supply Act The aun of the leplabon has been refocused to reflect envxonmental concerns 
and places resource plannmg reqwements on the electricity uthbes The Act allows for 
costs mcurred as part of the IRP programme to be mcluded m the prices charged to 
consumers 

In 1995 the cost-related pricmg prmciple was amended to allow the uthbes to earn a profit 
on "extraordmary rabonahsabon" and mvest it m related commercial acbvihes* The 
maxlrnum capital reserves that can be accumulated is fixed by the Electricity Price 
Comrmttee 

2 3 1 2  Gas 

The Heat Supply Act 1979 requlres the prices and condihons for the supply of gas for 
acbvlhes above 300,000 m3 to be set with regard to natronal guidelmes The current 
guidelmes were decided between Komgas and Dangas, and approved by the k i s t e r ,  m 
an agreement of 4 June 1987 and are due to last untd 2015 

2 3 1 3  Dzstrzct Heat 

The Heat Supply Act was revised m 1990 to grant addihonal duhes and powers to the 
Mmister with regard to promotmg the development of CHP The Act reqwes all 
municipahtres to prepare plans to promote CHP schemes The Act was further amended m 
1994 Price regulahon of heat has not been affected by these amendments 

2 3 2 Relattonshp with Government on Pncing Issues 

The price comrmttees are mtended to be Independent of the pohhcal system The Mlnister 
of Energy cannot Influence then decis~ons The comt tees  are not requlred to report to the 
government on then acbvlhes 

Gas prices for acbvlhes above 300,000 m3are agreed &ectly with the Mmister for Energy 

2 The EC rased an uuhal objechon to the proposed amendment on the basls that it mght conshtute ~llegal state aid 
under Arhcle 92 of the EC Treaty However, m Aprd 1995 it decided that the Treaty dld not apply 
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2 3 3 Insbfxbonal Arrangements for Pnce Regulabon 

2 3 3 1 1 Prmciples Followed 

In relabon to pnce regulabon, Secbon 9(1) of the 1976 Electricity Act sbpulates that prices 
for the supply of electricity may mclude "necessary expenses for fuel, wages and other 
operabonal costs, adwnistrahon and sales costs, operabonal depreciahons and mterest paid 
on loan-capital" 

In prmciple, therefore, there is a requirement for the electricity uthbes to be non-profit 
malung, with prices bemg regulated to cover costs We note m Sechon 2 3 5 below how this 
prmciple has been amended m the case of "extraordmary rabonahsahons" 

Pnces charged by hcensed undertalungs may also mclude "allocabons to re-mvestrnent 
funds and mterest paid on contribubon capital", provided that the Price C o m t t e e  allows 
such costs to be mcluded m the price formulahon (Sechon 9(1)) 

There are two excepbons to the general provwons of Secbon 9 Elechcity supphers that are 
also mvolved m the dehvery of CHP should allocate costs to these products accordmg to 
"reasonable and busmess-We economc pmciples" (Secbon 9(3)) Second, the provisions of 
Secbon 9 do not apply to the electricity supphers that only dehver electricity at tensions 
below 500 volts (Sechon 9(4)) 

The Coxxuxuttee also has a duty to ensure that price discrmabon does not occur 

2 3 3 1 2 Decision Malung Procedures and Powers 

All prices charged for electricity must be reported to the Price C o m t t e e  and made pubhc 
m a regster The electricity companies are free to estabhsh thelr own pricing structure 

The Electricity Price C o m t t e e  may quesbon certam tariffs and request changes where it 
finds the prices are unreasonable or m violahon of the provisions of Secbon 9 of the Act 

Electricity Price C o m t t e e  decisions are taken on a slmple majority If negohabons with 
the elechcity company fall, the C o m t t e e  has the power to issue an order to the effect that 
prices or condihons must be changed (Sechon lO(4)) 

2 3 3 2 Gas 

2 3 3 2 1 Prmciples Followed 

The regulabon of natural gas prices dlffers from the regulahon of district heat and electricity 
prices 
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Up to a yearly consumpbon of 300,000 m3, prices and condibons are regulated by the Heat 
and Gas Price C o m t t e e  The price which can be charged to domesbc consumers is 
exphcitly set down m the 1979 Heat Supply Act (Arbcle 20) Specifically, prices may not 
exceed the average prlce of gasod calculated on a three months penod, mcludmg fuel tax 
This is known as the gas011 parity conhbon 

The result of the parity condibon is that prlces are set to maxlmse revenue for the gas 
companies as far as posslble without makmg gas more expensive to consumers than 011 
The Danish government has set tarlffs m this way to try and recover the costs of the Darush 
gas pohcy and programme 

Prices and condibons for a yearly consumpbon of natural gas m excess of 300,000 m3 are 
not m the jurisdict~on of the Heat and Gas Price Comrmttee, but are determmed by the 1987 
agreement between Komgas and Dangas A manual of prices and agreements provides 
further guidehes for these sales This agreement also determmes the purchase price paid 
by the regronal distnbubon companies for the gas supphed by Dangas 

2 3 3 2 2 Decision Malung Procedures and Powers 

Prices, ratmg prmciples and other condibons for the supply of gas to consumers under 
300,000 m3 have to be reported to the Gas and Heat Pr~ce C o m t t e e  m order to be vahd 
(Arhcle 21, Heat Supply Act) The C o m t t e e  has a mandate to ensure that prices and 
condlbons are not unreasonable or m confict with other provlslons of the Heat Supply Act 
The c o m t t e e  has the power to request changes where necessary Comrmttee decisions are 
taken on a majorlty 

In the 300,000 m3 and above market, rn the event of a disagreement between the parbes, the 
Mrnister has the power to Impose the guidehes to be followed 

2 3 3 3 Dzstrzct Heat 

2 3 3 3 1 Prmciples Followed 

The prmciples followed m the regulabon of district heat and CHP prices are s d a r  to those 
for electricity Pnces are only allowed to be set with reference to the necessary costs of 
producmg and distnbutmg district heat, mcludlng a reasonably low rent on the Invested 
capital Plants cannot make a profit 

The Price C o m t t e e  has stated that the CHP heat price must not exceed the price of uslng 
the same fuel m an ordmary boder 

2 3 3 3 2 Decision Malung Procedures and Powers 

The heat pnce and tardf structure has to be announced to the Gas and Heat Prlce 
C o m t t e e  who approves both the structure of prices and the average price level Only 
prices relawg to the lowest level of consumpbon are published 
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The Price C o m t t e e  may queshon certam tarlff structures and request changes C o m t t e e  
decissons are taken on a slmple majority If negohahons with the heatmg companies fall, 
the C o m t t e e  has the power to order prlces or conditions to be changed 

2 3 3 4  Appeal Arrangements 

The decisions made by the Prlce Comnuttees can be brought to the Compehhon Appeal 
Tribunal This tribunal is mdependent of either of the price c o m t t e e s  and of the pohhcal 
system It has three members a barrister of the Supreme Court, a professor m legal 
matters, and a professor m econormcs The decisions of the tribunal can be further appealed 
through the legal system 

The fundmg for both Price C o m t t e e s  and the Secretanat comes from the state budget, via 
the Mmistry of Busmess and Industry This Mlrustry allocates money to the Competihon 
Councll, where the funds are divlded between various bodies, mcludmg the Prlce 
Comttees ,  m accordance wlth yearly priorlty &scussions A very small amount of the 
budget for the secretariat is paid dlrectly by the electricity mdustry, to fund the regulation 
of activibes m areas other than the core busmess 

2 3 4 Pnce Regulafion Procedures 

2 3 4 1 1  Rules Followed 

The Comwttee does not approve prices m advance It is the companies themselves that 
calculate prices and tarlffs m first place and they are free to do h s  with a considerable 
degree of discretion An lncreaslng number of companies use tune-of-day tardfs, m 
accordance with guidelmes issued by the Danish Electric Utthhes Assoclabon All 
produchon, distribution and transmssion companies have to n o w  prices and condlhons to 
the Electricity Price C o m t t e e  before they can come mto force 

Such nothcahons are open to the pubhc, and consist of prlces, budgets, accounts, different 
h d s  of dehvery con&tions, arhcles and regulahons The nothcahon of prices and, to a 
lesser extent, accounts and budgets are standardised 

After the new prlce has been nothed, If the comrmttee feels it IS too hsgh they can request 
that the suppher prov~de mformahon about the calculahon method The companies are 
obhged by law to supply the Comnuttee with whatever mformahon it requlres 

The baslc rule followed by the c o m t t e e  m decidmg on the perrmtted level of electricsty 
prices is that only the necessary costs of producmg and distnbutmg electricity may be 
mcluded m the calculahon of prices 



Denmark 

Allowed costs relate to fuel, wages, other operahonal costs and adrmnistrabon Interest on 
capltal is mcluded, as are costs mcurred under IRP programmes Speclfic allocahons for 
depreciahon and remvestment have been lad  out by law The depreciahon rule h t s  the 
allowed period for depreciahon to between 5 and 20 years In adhhon, companies are 
allowed to raise up to 75% of the cost of future mvestments through then pricmg poky, 
with a c e h g  of 25% m any one year 

The word "necessary" h u t s  the costs that are p e r m e d  to those that an efficient company 
would requlre Companies therefore have an mcenbve agamst bemg mefficient 
Calculabons are based on expected costs for the commg year At the end of the year a 
review is made on the basis of actual Income and expendture Any surplus or deficit is 
transferred to the followmg year for inclusion m the new tarlffs 

2 3 4 1 2 Allowance for Profit 

Smce prices are only allowed to cover costs, the regulatory rule mphes that there is a break- 
even obhgahon on the electricity companies The uthhes are therefore not allowed to 
make a pure profit from the produchon, transmssion or sale of electricity, although they do 
have to cover then costs of acquumg capital 

The few companies that are privately owned, are allowed a return on shareholders' 
mvested capital This profit has to be approved by the price comnuttee, whch, m decidlng 
the appropriate profit level, evaluates the risk faced, profits m other sectors, possibhhes for 
savmg for future mvestrnents, mflahon, and the profits of p u b g  money mto non-risk 
mvestments The largest private electricity company m Denmark (NESA) is currently 
allowed an 11% return on equty 

2 3 4 1 3 Consumer Complamts 

At any tune, consumers can make complamts about electricity prices and dehvery 
condihons The secretariat is obhged to review these complamts seriously and to seek 
mforrnahon from the companies m order to reach a decision consistent with both law and 
with estabhshed pracbce Thelr decision has to be announced to both the complamlng 
consumer and to the company If the complamt raises new prmciples, it is the Price 
Comnuttee itself who settles the dispute 

2 3 4 2  Gas 

The legslabon closely defines the procedures adopted for price regulabon m the gas sector 
Domeshc prices are set on the gas011 parity Prices are adjusted every month and have to be 
nothed to the Price Comnuttee 

Industrial consumers m the below 300,000 m3 market sub-divided mto three classes district 
heatmg, power stahons and mdustrial Separate tarlffs apply to each The tarlffs are 
variously related to the price of heavy fuel oil and gas oil, with several discount ophons, 
mcludmg mterruphble supply and conversion dscounts 



n/e/r/a Denmark 

2 3 4 3  Dlstrzct Heat 

As we have already noted, the procedures adopted for prlce regulabon m the dlstrlct 
heatmg sector are very s d a r  to those m the electrlclty sector 

As wlth electnclty, the companles have considerable dscrebon m settmg the prlce structure, 
needmg only to ensure that total costs are Qv~ded among consumers m a reasonable and 
falr way In prachce, there IS a very wlde range of tarlffs set 

Normally the fixed charge to household consumers IS 2030% of the total charge The Prlce 
Comnuttee has declded that the fixed charge may be less than the fmed costs mvolved, but 
should never exceed them 

2 3 5 Future Dvechons 

2 3 5 1  Allowancefor Profit 

There has been a recent revlslon to the legslabon m the electr~clty sector to enable uthbes 
to earn a reasonable level of profit on "extraordmary ratronahsabon" and to mvest ~t m 
related acbvlhes The Electricity Prlce C o m t t e e  deterrmnes the perrmtted level of profit, 
and the total level of capltal reserves the companies wdl be allowed to accumulate To date 
only a few companles have been perrmtted to earn a profit on this basls, on acbvlhes 
relatmg to mergers and jomt accountmg arrangements 

2 3 5 2  Thzrd Parfy Access 

We noted above that there is currently no regulabon regardmg thlrd party access to the 
transmsslon grids m Denmark Draft legslahon contammg proposals for thlrd party 
access was released m March ~s year The proposed legslabon does not compel the grld 
operators to prov~de access to thud parbes, but states that Elsam and Elkraft "must not 
abuse then poslbon" The Electr~clty Prlce c o m t t e e  IS to decide m the case of a dispute 

The prlce that the g r~d  controllers wdl be allowed to charge for access to therr networks 
lncludes a contnbubon to the mplementabon costs of the government's envxonrnent- 
frlendly energy pohcy, together wlth the costs mcurred by Elsam and Elkraft m 
guaranteemg supply to consumers and mamtalrung reserve coal stocks m Denmark for 
local electrlclty producbon 



3 SPAIN 

3 1 Energy Sector Structure 

Spam is one of the European countries with h t e d  mdigenous energy resources Its major 
energy reserves are comprised of high cost coal and hgnite, whde oil, gas, and hydroelectric 
resources are h t e d  The country is thus heavdy dependent on energy mports, a factor 
contnbutmg to higher-than-average (m Europe) energy pnces Subsidies to the coal sector, 
and a nuclear power plant moratorium that left Spam with bdhons of dollars worth of 
parbally bullt nuclear capacity, also contribute to relabvely high energy prlces 

Spam's economc mtegrabon with the rest of Europe is the other d e h m g  characterisbc of 
its energy sector The Spanlsh have pursued pohcies m the natural gas and electric sectors 
wluch attempt to both open the sector up to foreign duect mvestment while at the same 
h e  enhancing the abhty of Spanish cornparues to compete withm Spam and, mportantly, 
outside of Spam as well, both m Europe and m the rest of the world (especially Law 
America) The result has been a hberahsabon of the Sparush energy market comcident with 
a pronounced concentrabon of the major energy companies Where there were dozens of 
companies only 20 years ago, today the energy sector is domated  by only three players- 
Repsol, the Endesa Group, and Iberdrola These three firms account for around 75% of the 
prlrnary energy consumed m the Sparush economy 

3 1 1 Electricity Industry Structure 

Spam's electricity supply mdustry has become mcreasmgly concentrated m recent years 
All transmsslon assets are now operated by Red Electrica de Espana (REE), which was one 
of the first examples of an Independent system operator (ISO) m the world REE was 
formed m 1985 and owns almost all of the hgh  voltage transmssion h e s  m Spam 
Shareholders mclude Endesa and other electric uihbes, as well as state holdmg company 
Teneo, with no one shareholder allowed to hold more than 30% of the equlty 

Two distnbubon/ generabon companies d o m a t e  the sector - state-controlled Endesa 
Group, and privately owned Iberdrola Endesa (Empresa Nacional de Electndad) was 
historically a state-owned, coal-hed generatmg company As the largest state-controlled 
enbty m the sector, Endesa became the vehlcle m which to group most of the other state 
owned assets m the electricity sector, other than the transmssion assets which went to REE 
Two other distnbubon/generabon uthbes, represenbrtg less than 20% of the sector, also 

operate m the sector 

Aside from these four distnbubon/generabon enbbes and REE, there are numerous 
munlclpal distributors and rural electric co-operabves at the distnbubon level, and an 
lncreasmg number of self-generators, many of which are able to sell excess power Into the 
grld at favourable rates 



Distnbubon-Generabon 
Cornparues Market Share Generatron (%) Distnbubon (5) 

Endesa Group 50 41 
Iberdrola 27 40 
Uruon Fernosa 13 15 
Hldro Cantabrico 5 4 
Self Generahon 5 n/ a 

Teneo (formerly INI), is the state holdmg company for electricity sector assets, ownmg 
about two-thuds of the Endesa Group and 1% of REE 

As a result of the 1994 Elechcity Law (LOSEN), an element of compehhon has been 
mtroduced mto the Spanlsh electricity supply mdustry However, it is not clear how 
mtense compehhon wdl become over tune Essenhally, the law attempts to create parallel 
structures-a pubhc (or "Integrated") system on the one hand, and a private (or 
"mdependent") system on the other The companies hsted m the table above make up the 
mtegrated system Over tune, it IS envisioned that other companies-which could be 
separately organised subsidiaries of the above companies-could bu~ld power plants and 
sell power m the mdependent sector In that case, the market would be large mdustrial 
customers or possibly the dstnbuhon arms of the companies m the mtegrated system 
These Independent power plants would be outslde the tarlff system (the MLE) whlch is 
explained below m Secbon 3 4 3 

In addihon to the mtegrated and mdependent system, there is a category of generator 
withm the mtegrated system called the "special r e m e  " These are generators of less than 
100 MW that are able to sell mto the mtegrated system at government-determmed rates 
Many of these special r epne  generators are self-generators who sell excess power mto the 

grid Others are small hydro facihhes and wmd-powered plants This was a very profitable 
busmess durmg the 1980s when the government was trymg to encourage special r e w e  
generators, and offered high rates Special r e p e  tarlff rates have come down of late, 
however 



n/e/r/a Spain 

3 1 2 Gas Industry Structure 

The Spanish gas sector is dorrunated by Repsol, which controls the major 011 and gas assets, 
mcludmg Gas Natural and Enagas 

Ownership in the Spanish Gas Sector 

Reps01 

SEPI 10% 

Repsol 45 26% 
I 

LaCam25 49% 
SEPI 3 81% 

Enagas 
Gas Natural 91 % 

SEPI 9% 

Sagane 
Gas Natural 9% 

SEPI 9 1 % 

Technically, compehbon at the transmssion and Import level is allowed m the gas sector, 
but currently only Enagas has a concession to mport gas and to use and operate the 
evolvmg nahonal gas grid The pohcy approach here is m a state of flux -more compebbon 
wdl probably be allowed exphcitly m the relahvely near future, to conform to EU dlrecbves, 
but Enagas has so much gas under contract at this tune that any compehtor could find ~t 
very difficult to break Into the market m the foreseeable future 

Market Sfmcture 
Compebbve 

Monopoly, some mter-fuel 
compehbon 

Monopoly 

N/A 

Company 
Reps01 

Gas Natural 

Enagas 

Sagane 

Achvlhes 
011 and gas explorabon 
and producbon 

011 refrnlng and 
marketmg 
Chermcals 

Natural gas marketmg and 
distribubon 
Natural gas mportmg and 
transrmssion 

Temporary majority 
ownership of GME 



Spain 

Comcident with a huge Increase m natural gas mports that is conlmumg, almost all of 
Spam's distnbubon companies were grouped together m Gas Natural m 1990, whlch at that 
tune was state-controlled by vlrtue of the state's dlrect mterest and the shareholdmg of 
state-controlled Repsol By 1996, however, the duect state holdmg m Gas Natural had 
fallen to 3 5% and to 10% m Repsol In 1994 Gas Natural took over Enagas, the enhty 
responsible for natural gas transmssion and mports 

All of these enhbes had previously been state-controlled, with the state's ownership stake 
held by a state h o l b g  company called Sepi This share has fallen dramahcally, except for 
the large temporary stake m Sagane, the enbty created to develop the Gazoducte Maghreb- 
Europe (GME) pipehe from Algerla to Spaln via Morocco Sagane (Enagas spelled 
backwards) was formed to remove the development risk of thls project from Enagas, as well 
as to allow Enagas to be absorbed by the largely private Gas Natural Once the GME is 
completed, Gas Natural wdl absorb the GME mto Enagas and Sagane wdl Qsappear 

3 2 Gas Regulatory Framework 

For the purposes of tlus report, regulahon of the Spanish natural gas sector is of lesser 
mterest than that of the electricity mdustry, for two reasons Fnst, regulahon follows the 
more f d a r  h e s  of misterial control-there is no mshtuhon at the nahonal level with 
separate regulatory responsibhhes - and second, pricmg conforms to European norms, 
with gas prices mdexed against competmg 011 product pnces This priclng mechanism 
reflects the need m Spam, as m other lmport dependent countries, to offer gas on 
compebhve terms so that a market for the mports evolves A 1985 Gas Protocol and 1987 
Gas Law lay out the general regulatory framework, which requlres distributors to have 
concessions to have the right to sell gas, and obtam author~ahons to budd or upgrade 
fachbes 

3 3 Electricity Regulatory Framework 

3 3 1 Coverage 

Regulabon covers all parts of the electricity mdustry 

Generabon- hcenses are reqwed for all achvihes although the authorisahons are 
different for the normal regune, the special regune, and the mdependent system 

Transmssion - a hcense is requlred Curiously, the hcense does not grant a monopoly 
to the hcensee, and technically at least, it is possible for companies other than REE to 
budd and own transmssion h e s  It appears, however, that it would be difficult to 
secure an authorisahon to bulld a competmg h e  

Distnbubon-a hcense is requlred As with the transrmssion hcense, these hcenses do 
not grant the hcensee an exclusive franchise 



System Manrung-through the mechmsm of the PENs (nahonal energy plans) the 
Mmistry of Industry has secured a significant voice m all plannmg issues The PENs are 
prepared by the Mmistry of Industry and rat&ed by the Councll of Mmisters While the 
PENs do not require the uthhes to budd any speclfic plant, the ulzhhes know that a 
request for an authorisahon to build somethmg for which the latest PEN identhes a 
need, wdl m general be favourably received 

Technical Integrabon - operahon of the nabonal grid is accorded to REE, whlle CSEN 
oversees the settlement system CSEN also has approval authority over technical codes 

Import-Export-authorisahons are requlred but a g m  the legal and regulatory 
framework allows for mulhple importers and exporters, m accordance with EU 
dlrecttves In pracbce, only REE is authonsed to engage m this market, and requests for 
Import or export pernuts from other parttes could challenge pohcy makers 

Access - Rules regardmg access are vague, but LOSEN, the Electricity Law, regulates a 
variety of types of access 1) access of mdependent generators to them customers, 2) 
access for transit services as described m the EU transit Dlrecbve, and 3) other cases as 
may be necessary Because of the vagueness of some of the transit provisions there is 
great scope for the Comnussion to mterpret these provisions very broadly-or very 
restncttvely 

Spam's 1978 Constttubon estabhshed it as a constdxbonal monarchy, with the key &vision 
of powers between the central government and 17 autonomous regons 

There are two key pieces of electricity sector legslabon 

The Mavco Legal Esfable (MLE), or "Stable Legal Framework," the 1987 tarlff law 
which estabhshed a cost recovery system for companies m the electricity supply 
mdustry 

The 1994 Electricity Law, or LOSEN (Ley de Ordenacion del Sistema Electric0 
Nacional), which was mtended to mcrease compebbon and transparency withln the 
general framework of the MLE 

These laws clearly assert central junsdicbon over the electricity sector, estabhsh a pricmg 
framework, and allocate sector management dubes between the Mlnistry of Industry and 
the Cornrsron del Srsterna Electrrco Nacronal (CSEN), the regulatory commssion estabhshed by 
LOSEN 



LOSEN's central objecbve was to mcrease compebhon and transparency m the mdustry, by 
requlrmg either complete or accountmg separahon of funchonal acbvi.hes, and by requlrmg 
compebbve biddmg for all new generabon capacity It also allows for the evolubon of the 
"mdependent" system, although this has not yet come mto bemg 

3 3 3 The Regulatory Body 

The Mmlstry of Industry has the prrmary price setbng authority and is the architect of the 
Plan Energetzco Nacronal (PEN), or Nahonal Energy Plan, used to estabhsh a pohcy 
framework for the energy sector Prior to the creabon of CSEN, the Mmstry worked closely 
with UNESA, the electricity mdustry associabon, on preparmg the PENS CSEN wlll largely 
replace UNESA m that adwsory capacity, and prowde techrucal analysis of expansion 
needs from its own resources UNESA, meanwhile, has taken on an advocacy role and has 
emerged as a vehicle for co-ordmatmg Industry acbon on various matters, mcludmg 
lobbymg and appeals However, mdividual uthbes are also evaluatmg thelr regulatory 
strateges and lobby the Muustry and CSEN separately on many important matters- 
especially compebbon, pricmg, and the generabon m x  

CSEN also advises the Mmistry of Industry on prices and oversees the payment and 
settlement system between the distnbubon, transmssion, and generabon enbbes It has 
httle real power over pricmg 

CSEN is comprised of seven comrmssloners, mcludmg a Chavman, who are appomted by 
the government for five year terms and can only be removed m instances of gross 
msconduct or Incapacity However, due to the highly pohbcal nature of the appomtment 
process, there may, m pracbce, be other ways to remove comrmssioners-prmcipally by 
offermg c o m s i o n e r s  jobs elsewhere m the government, as may now happen with the 
formabon of a new government m Madrid CSEN expenses are paid for parhally from an 
electricity surcharge and parbally from the government budget 

CSEN is not designed to be a representahve body, but m pracbce the appomtment of 
comrmssioners has covered nnportant pohbcal, sectoral, and regonal bases For example, 
there are comrmssioners drawn from, respectwely, the Basque regon, Catalonia, and the 
labour unions One result is that only two comrmssioners on the current board have any 
real experbse m the power sector The personnel target for CSEN is a staff of about 200, but 
the Comrmssion is s td l  bulldmg up staffing levels and is currently far below the target 



The spht of funcbons between the Mmistry and CSEN is as follows 

The role of CSEN m compehhve biddmg has not been fully estabhshed CSEN wdl play an 
important part m the bid evaluahon criteria, and m selechg the wmnmg projects But the 
Mmistry, through the PEN mechan~sm, wdl play the key role m deterrmnmg the need for 
power Relahons between these two bo&es and the players m the mdustry could be a 
potenbal source of confhct m the future 

Ministry of Industry 
Investment plannmg 

Pncmg 

Investment authonsahon 

Imposihon of sanchons 

Rules and regulahons for the 
regulatory regme 

Handhg of appeals 

3 4 Price Regulahon 

- 
CSEN 

Admister  payment and settlement 
system among uthbes 
Rules and regulabons for the 
regulatory r e p e  

Inspechon of fachhes 
Advlce to Mmistry on various matters 

Oversight of procedures for new 
produchon and transmssion fachhes 

Quabty of servlce 
Approve technical rules for the Grid 

Arbitrate thud-party access Issues - 

3 4 1 Secondary Leg~slahon 

The MLE/LOSEN framework requlres all parbcipants m the mdustry to be hcensed to 
perform speclfic funchons The MLE guarantees the comparues recovery of thelr standard 
costs 

3 4 2 Relatronship with Government on Pncing Issues 

The Mmistry of Industry sets prices and is accountable to the Spanlsh legslature CSEN 
has an obhgahon to recommend prlces to the Mmistry, but has no author~ty to set prices 
itself 

There are no formal requirements for CSEN advlce to be made pubhc However, the current 
chalrman of CSEN has used various media to make CSEN posihons on varlous matters 
clear to the pubhc Under this chauman, it is clear that CSEN is a very vocal and 
mdependent orgarusahon, not prone to echomg the oplnion of either the mdustry or the 
rmnistry However, there have been no open, major disagreements between the Mmistry 
and CSEN Furthermore, where there have been disagreements, the Mmistry vlew has 
prevailed though not without considerable negohahon among the Mmistry, CSEN, and the 
utdlbes 



Spamfs federal structure, wlth ~ t s  attendant need to achieve consensus among the repons 
on key issues, contributes to nabonal pohcies to keep electr~city and natural gas prlces 
unlform across the whole country 

3 4 3 Inshtuhonal Arrangements for Pnce Regulahon 

Prlces are set by the Mmlstry of Industry on the recommendabon of CSEN, and pubhshed 
m the form of a tarlff In the mtegrated system thls tardf schedule 1s pubhc mformabon and 
there are no contracts The tarlff schedule IS reviewed annually, and -along with oversight 
of the settlement system-consbtutes the major duty of CSEN UNESA has been used as a 
veh~cle for appeals under thls system 

Under the MLE, the goal of price regulabon was to s tabhe the electr~city sector, which had 
been adversely affected by a combmabon of fuel prlce volathty, mflahon, and the nuclear 
moratorium whlch threatened to leave the mdustry with losses of bdhons of dollars (Five 
nuclear units were affected by the moratorium and remam unhlshed) The MLE is 
deslgned to cover a gven company's "standard costs" 

These costs are estmated on a highly dlsaggregated basls, 1 e , each major component m the 
cham of supply is considered, mcludmg generabon, transrmsslon, distribubon, and 
operabonal costs as well as fuel costs and the cost of demand slde management programs 
The revenue requirement for the enhe system 1s the sum of all these measures of "standard 
cost," plus an amount for recovery of lost nuclear mvestrnent Coal subsidies are accounted 
for m the fuel cost for the coal-fired generators 

The objecbve of CSEN m ~ t s  prlclng recommendabons is to 1) review the standard cost 
measures, and 2) design a tardf structure that wlll allow those costs to be fully recovered, 
based upon expected demand for the upcomg  year In general, the MLE has proven to be 
relabvely easy to admlster compared to the chaobc, fractrous system that it replaced, but 
~t 1s not clear how well it wdl funcbon as compebhon mcreases m the mdustry 

Because standard costs are developed for categories of equipment-for example, there wlll 
be a standard cost for each type of generatmg plant- the MLE framework has been referred 
to as a "benchmarlung" system 

It is not clear exactly what rate-of-return on assets is used m the standard cost approach 
However, the companies know that d they are able to control thex actual costs, they w d  be 
able to make addlbonal profits, all of whlch they wdl be able to keep Some or all of these 
savlngs may then be mcorporated mto the annual standard cost revision In ths  regard, the 
MLE framework also resembles a prlce cap system, grven the strong mcenbves for cost 
cuthng 

It 1s mteresimg to note that average electrlclty prices m Spam have decreased steadily, 
though not dramabcally, throughout the 1990~~  but - at over 11 cents per kwh m 1994- 
remam high by any measure 



All revenues are collected at the distnbubon level and then distributed upwards to the 
transmssion and generabon companies accordvlg to the= aggregate standard costs 
Because tarrffs are unlform but cost structures vary among the distnbubon-generabon 
companies, this means m effect that the more profitable companies pay out under the 
system, whlle the less profitable obtam a cross-subsidy CSEN ensures that these transfers 
take place as they should 

There are several mportant aspects of this system and the tanff structure that has resulted 
Flrst, there are strong mcenbves under the MLE for fums to cut costs, although the frequent 
(1 e annual) price revlews may blunt some of the mcenbve Second, whde the approach 
does not consider dlrectly ma rpa l  system costs, the tanff structure that has resulted (wrth 
variabons by voltage, load, mterrupbbhty, and tune of consumpbon) does m general 
distribute costs among customer classes falrly equitably In parbcular, large mdustrial 
consumers receive attracbve rates reflectmg thelr steady, baseload demand Thlrd, Spam's 
pohcy objecbves appear to have been served Endesa and Iberdrola have been sohdlfied as 
companies and have both been able to compete successfully outside of the Spanish market 
Meanwhde, Spam's coal mdustry has been preserved, and its manufacturers have not been 
priced out of producmg m Spaln 

It is difficult to assess the effechveness of decision-makmg under the new system, because it 
has not been m place very long In parbcular, CSEN's role is stdl emergmg, as it budds up 
its technical staff and as the powers of its comssioners -and especially of its Chamman - 
become more clear What is apparent so far is that there are some differences that have 
emerged among the various stakeholders of the mdustry, and that these are hkely to 
sharpen over tune as compebbve pressures mcrease Among the generators, for example, 
hydroelectric producers have complamed that the Spanish pricmg system seriously 
undervalues hydro resources durlng peak demand penods 

3 4 4 Future Directtons 

The big quesbon facmg the Spanish electricity mdustry IS the future of compebbon It is not 
clear how mdependent generators wdl be treated as far as issues such as the coal subsidies 
and the nuclear moratorium, costs that are now shared by all elecbcity consumers Wdl 
the Mlnistry spread these costs to mdependent generators as well7 The answer may well 
determme whether this mdependent system actually comes mto existence 

The coal subsidies also anger hydro plant owners, who feel they are not gettmg 
compensated for the full economc value of then hydro productron The current system 
may also comphcate the abhty of Enagas to move large quanbhes of natural gas mto the 
power generabon market, which it wlll need to do gven its m e n t  contractual 
obhgabons (the GME wdl begm dehveries later this year or early next) But with coal and 
nuclear plants dispatched on a must-run basls and overall growth m electricity 
consumpbon relabvely slow, it is not clear that demand for gas m the power sector wlll be 
strong unless slgnlficant fuel switchmg is enforced by the Government 



n/e/r/a Czech Republic 

4 CZECH REPUBLIC 

4 1 Energy Sector Structure 

4 1 1 Electricity Industry Structure 

Czech Power Company (CEZ) undertakes transmssion and dormnates generabon It is a 
jomt stock company founded by the Nalonal Property Fund m May 1992 It is the sole 
unporter and exporter of electricity, by vlrtue of its control of the high-voltage transmssion 
h e s  A mmority bust over 30%) of the shares m CEZ are privately owned, held by both 
domesbc and foreign mvestors However, it remams a predomantly state-owned 
company m which private shareholders effecbvely play only a m o r  role A number of 
&strict heat enterprises, formerly part of CEZ, have been separated from it and set up as 
mdependent companies CEZ produces about 75-80% of the Czech Repubhc's electricity 
requlremen ts 

There are eight mdependent distribulon companies These were estabhshed as jomt stock 
companies m January 1994 The d~stribubon companies are already partly privabsed, with 
about 15% of each sold m the voucher for shares mass privahsabon programme It IS 

planned that a 20% stake m the companies wdl be offered for sale to strategc mvestors, 
possibly durmg 1996 or early 1997 34% has been allocated to the municipal governments 
m which the distnbubon companies operate The r e m d e r  wdl go to the Nabonal Property 
Fund, although some shares may be allocated for mass privabsatton and some for the 
reshtutton fund It is possible that a further part of the companles will be sold to strategc 
mvestors at a later stage 

Each of the eight electricity distnbubon companies buys electricity from CEZ at a dlfferent 
price The dlfferent prices are set to roughly compensate distnbubon companies for 
differences arismg from disparibes m the proporbons of mdustry and household consumers 
served These wholesale prices have more than one part 

A possible future development is that the transmssion grid may be separated from the rest 
of CEZ, though this is far from certam at present Further privabsabon of CEZ is not 
foreseen m the m-tmediate future 

4 1 2 Gas Industry Structure 

There is one mtegrated transmssion and supply company, Transgas Transgas is wholly 
state owned Transgas 1s responsible for the cross-border translt of gas through the Czech 
Repubhc as well as the hgh-pressure transmssion network which supphes gas to the 
separate distribubon companies Transgas also owns most of the storage facihbes m the 
Czech Repubhc Government pohcy is to retam state ownership of Transgas 

Smce 1 January 1994, there have been eight mdependent regonal distnbubon jomt stock 
companies The pnvabsabon plans for the gas dlstribubon companies parallel those for the 
electricity distnbubon companles Transgas sells to each of the elght distnbubon 
companies at a dlfferent tarlff 
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4 1 3 D ~ s h c t  Heat Organlsahon 

Sphttmg the dstnct heat comparues from the verhcal structure of CEZ was the first step m 
the restructumg and privabsakon process Most &strict heat companies are now 
predomantly privately owned, although municipal governments have large ownership 
stakes To illustrate the pr~vabsahon of the heat companies, the ownership structure of the 
Prague Heatmg Company is as follows, a German energy company (Gesa) owns about 19%, 
foreign msktukonal mvestors own about 40%, the clty of Prague owns 25%, and the rest 
belongs to small mvestors 

4 2 Regulatory Framework 

4 2 1 Coverage 

The Mmistry of Flnance and the Mmlstry of Industry and Trade are the two bodies 
responsible for the regulahon of the energy sector A small p r e h a r y  Energy Regulatory 
Department was estabhshed withm the Mmstry of Industry and Trade m February 1993 

The State Energy Inspectorate has a role m monitormg and enforcmg the condikons m the 
new Energy Law which is described below 

A new Energy Law came mto force m January 1995 3 This wlll be followed m due course by 
a decree on regulabon, which has not yet been Issued The Law makes the followmg 
provisions 

Regulabon will be performed by the Mrnistry of Industry and Trade 

The Law sets up a hcensmg regme for the energy sector, to be undertaken by the 
Mmistry of Industry and Trade 

Flnal approval of prices remams with the b i s t r y  of Fmance, although the M~nistry 
of Industry and Trade has a role m advlsmg the Mmistry of Fmance on the 
appropriate level of tarrffs 

The role of the State Energy Inspectorate was redefined, it is now responsible for 
monitoring the behaviour of hcensed enterprises and enforcing comphance with the 
law 

3 Act on Condihons for Buslness and the Performance of State Adrmnistrahon m Energy Sectors and on the State 
Energy Inspectorate, 2 November 1994 
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4 2 3 The Regulatory Body 

There is no regulatory body mdependent of Government Mmistrles Under Arbcle 11 of the 
E r e r g j  TAUT, h e - M ~ ~ ' ~ f t r y  of Thdcstrgr- and Trade 1s respcns~ble fcr regu!at;m+dthough it 1s 
the Mmistry of Fmance which has the final authority on prlces The Mmlstry of Industry 
and Trade 1s responsible for hcensmg energy acbvibes (Arbcle 3) 

The State Energy Inspectorate is responslble for monltormg and enforcmg the condihons set 
out m the Energy Law, rather than bemg responslble for regulatory tasks such as sethng 
prices or quahty standards The State Energy Inspectorate is subordmate to the Mmistry of 
Industry and Trade The Mlnlster of Industry and Trade is responsible for appomtmg the 
execuhve dlrector of the State Energy Inspectorate, and has the nght to dlsmss h m  

4 3 Price Regulahon 

Under the new Energy Law the Mmistry of Industry and Trade submts proposals for prlce 
changes to the M~rustry of Fmance which has the final say on prlces, usmg powers from the 
Prlces Law 1991 The basis on which prices wdl be set is not made clear m the new law, and 
it seems unhkely that the future decree on regulabon wdl make this clear 

At present much of the analysis mvolved m sethng prlces 1s carried out at the Mmistry of 
Fmance and not the Mmlstry of Industry and Trade Thls may change over tune, as the 
Regulatory Department withm the Mmistry of Industry and Trade becomes larger and 
more experienced 

The pricmg arrangements vary shghtly sector by sector For electricity, the Mmistry of 
Fmance sets state wide maxrmum prices for dlfferent classes of end user The prlces at 
whlch CEZ sells to electricity distribubon companles is theorebcally free of regulabon The 
dlstnbubon companles negobate with CEZ as one body through thew associabon 
However, because the distribubon companies and CEZ have difficulty m reachmg 
agreement on the appropr~ate price, the Mmlstry of Industry and Trade has tended to 
mtervene and set the average price to be paid by the distnbuhon companies Once the 
average price has been agreed, the distnbuhon comparues decide amongst themselves what 
price each mdividual distrlbubon company is golng to pay Thls is done on the basis of the 
need for mvestment and the cost of servmg the dlfferent geographical areas As a result, 
although end-user prices are d o r m  across the country, the prlce at which CEZ sells bulk 
power to the distnbubon companies 1s dlfferent for each of them This provides the finance 
for the areas with more mdustrial consumers to cross-subsidise those wlth more household 
consumers 

For the gas mdustry, the Mmistry of Fmance sets the dlfferent prlces at whlch each of the 
gas drstnbubon companies buys from Transgas The Mmlstry of F~nance also controls eight 
sets of regonal maxlmum prices for mdustrial and commercial users, and one state-w~de 
residenbal tarlff Untd recently the gas supply tarlffs were one-part, but they are now belng 
changed to be two-part tarlffs 
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For district heat the prlces which heatmg plants and distributors set to bulldmg owners are 
set mdivldually for each district heatmg network, agaln by the Mlnistry of Fmance A 
smgle, state-wlde h a 1  residenhal price IS set by the Mlnistry of Fmance 
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5 ESTONIA 

5 1 Energy Sector Structure 

5 1 1 Electncxty Industry Structure 

The Estonia electricity supply mdustry consists of one company, Eesh Energa, whlch has a 
monopoly of nnportabon, generahon, transrmssion and distribuhon Domesbcally 
produced 011 shale is used to generate 95% of the electricity m Estonia The amount of 011 
shale used may decrease m the future as cleaner fuels mcrease m importance Estonia 
exports electricity to Lahrla and Russia 

Eesb Energa is stdl a state owned enterprise, although it is planned to corporabse it m the 
near future through a government decree, but with the state retalnlng a 100% shareholdmg 
Eesh Energa is organised so that a head office co-ordmates the achvihes of the operahonal 
divisions In some ways these operabonal &visions operate as subsidiaries, havmg 
mdependent budgets and objecbves Once Eesh Energa is estabhshed as a company, these 
operatronal divisions will be estabhshed as subsidiary companies m a holdmg company 
structure Under the holdmg company structure, there wdl be a separate transmssion 
company and a number of separate generahon companies and distnbubon companies The 
holdmg company would lnihally hold all the shares m the subsidiary electricity companies 

The next stage m the restructurmg and privatlsabon programme would be to allow private 
mvestors to obtam shares m the subsidary companies This privabsahon could be a full or 
parhal privabsatron The transrmssion company would remam m state ownership 

Accordmg to recent press reports, a US company, NRG Energy, has signed a non-bmdmg 
Memorandum of Understandmg with the Estonian government to gam jomt ownership m 
three state-owned Eesh Energa plants, once they have been estabhshed as separate 
subsidiaries Two of the plants are the Balh and Eesh power stahons, which are by far the 
two most mportant plants m Estonia, conshtutmg approxnnately 90% of Estonia's 
electricity generatmg capacity 

5 1 2 Gas Industry Structure 

Eesh Gaas controls mportabon, transmssion and distribuhon of gas m Estonia Eesb Gaas 
has been parhally privahsed, through sales to strategc mvestors Gazprom owns 31% of 
Eesb Gaas, and Ruhrgas of Germany acqulred a 15% stake m Aprll1995 The other maln 
shareholders are the state with about 40% and the Balk Repubhc Fund with 8% The state 
is permtted by a parhamentary decree to reduce the state's share m Eesb Gaas to lo%, and 
~t is quite possible that there wdl be further privahsahon m the near future Gazprom and 
Ruhrgas have both expressed an mterest m obtammg a larger share of Eesb Gaas Gaz de 
France and Italgas have also expressed an mterest 

Gas is used prlmarlly for generatmg heat m municipal and mdustrial plants, and not m 
final consumpbon by the mdustrial or resldenhal sectors 
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5 1 3 Distnct Heat Orgamsabon 

Eesb Energa generates about 35% of the d~str~ct  heat produced m Estoma, and d~stributes 
heat m a number of the larger cihes The d ~ t n c t  heat distribuhon achvihes of Eesh Energa 
are set up as subsidiaries, operatmg at arm's length from the head office of Eesh Energa A 
separate enterprise, Estonia Murucipal Heatmg Networks, runs the d~stnct heat networks m 
the smaller networks 

5 2 Regulatory Framework 

5 2 1 Coverage 

The Mlnistry for Economy is responsible for the energy sector There are plans to estabhsh 
an energy regulatory framework to protect mvestors and consumers A new Energy Law 
has been discussed 

A Price Comrmssion has been estabhshed for 011 shale and electricity However, this Price 
Comnussion only makes recommendahons to the Mmistry of Economy, it does not have the 
fmal authority over price controls The Price Comrmssion does not deal with gas or district 
heat 

5 2 2 The Regulatory Body 

In 1994 a Price Comrmssion was created by statute by the Mmister of Economy to evaluate 
011 shale and electricity prices 

The Price Comrmssion is composed of nme members three energy experts, three consumer 
representahves, and three producer representahves Only the three energy experts are 
votmg members At present, the three energy experts are made up of an academc 
professor from the Inshtute of Cybernehcs, who is chalrman of the Price Comrmssion, a 
representatwe from the Insbtute for Economy at the Estoruan Academy of Sciences, and a 
representahve from the Mmistry of Fmance The non-votmg members are free to express 
dissentmg views m an annex to the Comnussion's recommendahon 

The Comrmssion is designed so that the members have experbse m carrylng out a detalled 
economc appraisal of the Eesb Energra's costs 

5 3 Price Regulabon 

The Mmistry of Economy is responsible for the energy sector, and it has the most important 

role m s e h g  energy prices It makes recommendahons to the Councll of M~rusters, who 
decide on the fmal price changes The Price Comrmssion plays no part m controhg 
district heat or gas prices 
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For electricity, the procedure is as follows Eesh Energa submts an apphcabon for a price 
mcrease to the Myustry of Economy for approval The Mmistry of Economy considers Eesh 
Energa recommendabon and discusses it with the Eesb Energa They agree (a) an average 
price and (b) tarlff structures In pracbce, the residenbal tariff tends to be fixed at a level 
agreed with the government, and the other prices are calculated around that 

Once the M~rustry and Eesh Energa have reached agreement, the Mmistry submts the 
proposals to the Price Comrmssion The Comrmssion then has two months m which to 
make a recommendahon Durmg these two months, the Comss ion  has further 
discussions with Eesb Energa, and wlfh the government By the end of two months, the 
Comrmssion must make a recommendahon to the Mmister 

However, the Mmister is not bound by the Comssion's recommendabons, and may 
submt its own recommendahon to the Councll of Mmisters This recommendabon would 
contam both an average price and the price structure A change m prices is issued m the 
form of a government decree 

The Price Comssion has made recommendabons for price mcreases based on the need to 
ahgn prices with real costs, and to allow for mflahon This has caused some tension with 
the Mmistry and government who are opposed to large price mcreases 

An equivalent procedure is followed for 011 shale The large majority of od shale produced 
is used to generate electricity Other 011 shale consumers mclude plants processing od 
products from od shale and the cement Industry 

A recent announcement m Estorua sad  that the regulatory regme would be changed A 
new Estonian power Industry regulatory agency would be estabhshed Under this new 
structure the Estonian government would authorise the price formula, but the regulatory 
agency would agree the price changes 
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6 HUNGARY 

6 1 Energy Sector Structure 

6 1 1 Electricity Industry Structure 

At the end of 1991, the Hungarian verbcally mtegrated electricity mdustry was broken up 
mto two hers The top her consists of the jomt-stock company Magyar Vlllamos Muvek 

(MVM) MVM operates as a holdmg company for the group and owns and operates the 
high voltage transmssion grid and the nahonal dispatch centre 

The lower her mcludes eight generatmg companies grouped by regon and by fuel type and 
six regonal distnbuhon companies Most of the power stabons also supply heat to district 
heatmg systems 

MVM's dispatch centre contracts for power with generators and Imports electricity By 
buymg power from the cheapest plant, the dispatch centre can create compebhon m 
generahon, although at present this only seems to be happenmg to a k t e d  extent 

In November 1994, the government announced a new pohcy for privahsahon of the 
electricity mdustry This is partly due to the need for new mvestment m generahon, 
transmssion control and distnbubon The privabsabon pohcy was revlsed m July 1995, 
and the present poslhon is that the government wlll 

sell rmnority stakes m the distnbubon companies, with the possibhty for mvestors 
to mcrease then share to 50% plus one share by the end of 1997 Once these mihal 
sales have been completed, 25% of the shares of the distributors wlll be even to the 
local murucipahhes which they serve After 1997, the munlcipahhes wdl be allowed 
to sell then shares m the distr~buhon companies 

sell between 34% and 49% of the generators (with the excepbon of the Paks nuclear 
generator), with the possibd~ty for mvestors to Increase then share after 1997 

a merge the transmssion company and Paks nuclear plant with MVM and s e b g  
24% Thls company wlll then remm as a majority state owned company 

In 1995, mmority stakes (typically of 49%) m the six distribuhon companies and a number 
of the generator companies were privahsed Companies buymg the stakes mcluded 
Electricit6 de France and RWE of Germany 

After some of the tenders for the generatmg companies were seen as too low, the 
government changed its strategy agam and is now offermg majorlty shares m some of the 
remammg generator comparues For example, a 74% stake m Budapest Eromu (250 MW) IS 

bemg offered and an 81% stake m Tisza Eromu (1,100 MW) Restrichons were unposed on 
the number of plants any one companies could bid for, so to ensure that the generatron 
busmess could become fully compebbve MVM has not yet been privahsed 
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6 1 2 Gas Industry Structure 

MOL is the sole producer of gas m Hungary However, this posibon is not a statutory 
monopoly and, m 1994, four mternahonal 011 companies were awarded explorabon and 
producbon concessions 

GOV, a subsidiary of MOL, operates all high-pressure pipehes GOV is one of 13 separate 
busmess units withm MOL MOL also owns and operates all gas storage facihhes m 
Hungary, which are m depleted gas fields MOL is now b e p m g  to separate and spm off 
some of the busmess units 

Mmerahpex is the maln Importer of gas, though no longer has no statutory monopoly 
MOL has started to Import gas m compebhon to Mmerahpex 

Distribubon was separated from transwssion m 1991, and is carned out by five regonal 
companies owned mamly by the state and by one company, Budapest Gas Works, owned 
by the municipahty MOL supphes part of mdustrial and power sector demand from high- 
pressure transmssion lmes (34%) Thrd party access is allowed for hcensed gas supphers, 
at least to the extent that MOL has free capacity 

Untd November 1993 MOL was 100% owned by the state through the State Asset Holdlng 
Company Av Rt, which 1s charged with preparmg the company for parbal prlvahsahon 
MOL has already been parbally privahsed, with around 5% of the shares owned by the 
private sector 

The government's pohcy had been to malntam long term strategc shareholdmgs m MOL 
and the &stribubon companies However, this pohcy has been modlfied and m 1995 the 
50% plus one share of each of the gas distnbubon compames were sold to foreign gas 
companies, such as Gaz de France and Ruhrgas 

40% of the remalnmg shares wlll be gven to the local government m the area of operahon 
However, the local governments wlll be free to sell the= shares, and some of them are 
understood to have held discussions with foreign gas companies which could allow them to 
bulld-up majonty stakes 

19% of the MOL was privabsed m an mternahonal stock market flotahon at the end of 1995 
About 54% was also offered to employees of MOL on preferenbal terms The state's plans 
as stated last year were to retaln a blockmg mmority share of 25% plus one share m MOL, 
and to sell the remammg 50% to mshtubonal mvestors and forelgn 011 companies 

6 1 3 Distnct Heat Organisahon 

Hungary has about 75-80 heatmg companies They buy then heat from electric~ty 
generatmg companies and local factories, or generate heat from thelr own plants The 
dlstrict heat companies are owned by the municipalhes m which they operate 
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6 2 Regulatory Framework 

6 2 1 Coverage 

Withm the govemment, the Mmistry of Industry and Trade has prunary responsibhty for 
the energy poky  Thls mcludes the final approval of gas and electricity prices untd 1997 

The Hungarian Energy Office (MEH) is responsible for mplementmg poky  m speclfic 
areas This Includes hcensmg gas and electr~city supply The purpose of creatmg MEH was 
to Improve the transparency of price regulahon and Lzcensmg MEH's most mportant 
function wlll be to advise on prices, and after 1997 it wdl take over responsibhty for 
approvmg price changes 

6 2 2 Pnmary Leg~slabon 

A new Gas Law and then a new Electricity Law were passed m 1994 4 The Gas Law 
estabhshed MEH, and the subsequent Electricity Law dealt with the role of the MEH m the 
electricity mdustry There have been various decrees issued under these laws d e t a h g  the 
system of regulation 

6 2 3 The Regulatory Body 

The Mlnlster of Industry and Trade stdl has some control over the MEH The govemment 
approves the MEH's organisabon, and its rules and operahon, and the Head Dlrector and 
dlrectors are appomted by the Mmister It is not clear from the Laws on what grounds the 
dlrectors can be dismssed from then office MEH reports to the Mmister of Industry and 
Trade, and once a year Informs Parhament of its achvibes 

MEH's budget is mcluded as part of the Mlnistry of Industry's budget, and has to be 
approved by the Government 

6 3 Price Regulahon 

The new Gas and Electricity Laws have different arrangements for settrng prices before and 
after 1 January 1997 

Up to 1997, MEH acts as an advisory body to the b i s t e r  of Industry and Trade, with the 
Mmister actually settmg prices MEH puts forward recornrnendahons for prices, after 
consultahon with varlous consumer groups and suppher representatives and pressure 
groups The Laws say that by 1997 all price categories must be adjusted to reasonable costs, 
lncludmg a reasonable profit 

4 Act XLI of 1994 on Gas Supply and Act XLVIII of 1994 on the Produchon Transport and Supply of Electric Energy 
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After 1 January 1997, MEH wlll set the prices itself m such a way that pnces recover the 
costs of efficient operahon and mvestment In the Electricity Law, the exact wordmg is that 
the price "shall mclude the recovery of reasonable mvestrnents and the costs of the hcence 
holders operatmg effic~ently, as well as the profit necessary for ongomg operabon " 

On heat, MEH regulates the price at whch MVM sells heat to the district heat companies, 
but the end user prices remaln regulated by the municipahhes 
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LATVIA 

7 1 Energy Sector Structure 

7 1 1 Electrrclty Industry Structure 

The state-owned company Latvenergo is responsible for mportabon, generabon, 
transnussion and distribubon Latvenergo is also responsible for generatmg about 50% of 
the district heat consumed m Latvia 

About three-quarters of Lama's small generawg capacity is from hydro plants There are 
substanhal mports of electricity from Estonia The level of mports m any year varies 
considerably, dependmg on the amount of electricity generated from the hydro pants, 
which depend on ram-fall and snow-melt Lama also has a roughly balanced electricity 
trade wlth Lithuania, m order to optmuse system operabon 

The possible privahsahon of Latvenergo is currently bemg chscussed A worlung group 
withm the Muustry is considermg whether to privabse the whole company or whether to 
privabse only parts of it 

7 1 2 Gas Industry Structure 

Lamjas Gaze has a monopoly over gas transportabon, mportahon and dlstnbubon 
Latvljas Gaze is currently a 100% state owned company However, it is planned that 
16 25% wdl be sold to Gazprom, and another 16 25% to a Western gas company Latvijas 
Gaze Imports Russian gas vla pipelmes through Belarus and L~thuania 

7 1 3 Distnct Heat Orgarusahon 

Latvenergo runs all the CHP plants and many of the heat only plants m Latvia 

7 2 Regulatory Framework 

7 2 1 Coverage 

The Mmistry of Economy is responsible for energy pohcy malung A non-governmental 
body called the Latvian Energy Agency was estabhshed m March 1994 to advise the 
Mmistry of Economy 

Recently, new legslabon has provlded for an Energy Regulahon Board Although the 
Board is not yet operabonal, it has been gven the followmg responsibdhes under the new 
legslabon 

hcenslng energy supply enterprises, 

developmg tarlff methodologes and approvmg energy price tardfs, and 

developmg regulahon on energy producbon and supply 



The Law on Entrepreneurship Acbvihes m Energy Industries was passed m September 
1995 This Law provides for the estabhshrnent of the Energy Regulabon Board as a state 
msbtulon The Law describes the power and duhes of the Board Much of the secondary 
legslabon which is provided for m this Law has yet to be Issued 

7 2 3 The Regulatory Body 

Under Artrcle 3 of the Law, the Energy Regulahon Board wlll be estabhshed by the Councll 
of M~nlsters The Chair of the Board shall submt the staff hst of the Board to the Council of 
Mmsters for approval, the staff may not be more than 11 people On the Board, there must 
be representabves from relevant state mshtulons, from energy supply companies, and 
consumer representabves 

The regulahons and structure of the Board have to be approved by the Councll of Mlnlsters 
The Board's Statutes had stdl not been approved by March 1996 The Board's budget is 
from the country's central budget, and has to be approved by the Councll of Mmisters 

The Board wlll deal with the whole energy sector, mcludmg district heat, electncity, oll and 
oll products, natural gas and LPG 

Energy enterpnses requrre hcences, except for small operahons (for example, produclon 
from power plants with mstalled capacity less than 1 MW are exempt) These hcences will 
be issued by the Board These hcences can then be modrfied by the Board m the way which 
wdl be specified m the Board's regulabons, whlch have not yet been drafted For energy 
producbon, transmssion, distnbulon and stormg enterprises, these hcences must not be 
less than 20 years m length For the sale of energy, the hcences must be for at least 5 years 

The Board is also responsible for approvmg construchon and extension of energy fachhes 

7 3 Price Regulabon 

Under the new Law, the Energy Regulabon Board has the authonty to set prices for the 
energy sector 

The hcences shall Include condibons relatmg to how tarlffs are to be set Arlcle 17 of the 
Law sbpulates that these hcence condilons must allow for various categories of cost to be 
recovered As well as various operatmg expenses, these mclude depreciabon and profit 
However, the Law does not speclfy on what basis the level of profit will be set 

The hcensed enterprise would submt thelr apphcabon for a tarlff rise to the Board, and the 
Board would then approve the tardf If it considers the mcrease appropriate 
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8 POLAND 

8 1 Energy Sector Structure 

8 1 1 Elechcity Industry Structure 

Reform of the electricity mdustry began m August 1990 Its structure was changed agam at 
the end of 1993 The new structure is as follows 

34 mdependent power generatmg companies, mcludmg about 14 combmed heat and 
power plants (or groups of them), 

a separate Pohsh Grid Company (which has three pumped storage stabons), and 

33 distribubon companies 

The comparues are mostly state owned, with the shares held by the state Treasury A few 
have private ownership, or are m the process of movlng towards prlvate ownership 5 

At present the Pohsh Grid Company (PSE) buys all electricity from the generators and then 
sells it to distributors and large customers who are connected dlrectly to the transrmssion 
grid Transnussion charges are levled separately to payments for energy flows There is 
currently no thud party access by which distributors can buy electricity from generators 
and transport the electricity via PSE's network 

PSE is developing proposals to mtroduce a short-term wholesale market for electricity In 
the longer term, the objecbve is to have full wholesale compebbon and thud party access 

A new draft Energy Law is currently golng through Parhament m Poland The latest draft 
of the Law would allow competrbon m generabon and thlrd party access to the 
transmssion network The law also allows for private ownership of power statrons 

8 1 2 Gas Industry Structure 

The Pohsh 011 and gas company, Polslue Gornictwo Naftowe 1 Gazownictwo (PGNiG) is a 
verbcally Integrated company with an effectrve monopoly on all gas actrvitres It is 
responsible for producbon, nnportabon, transmssion, storage and distnbubon 

In March 1993 the Anb Monopoly Office issued a legally bmdmg decision ordermg the 
division of PGNiG with a view to creatmg condibons for the development of compebbon m 

gas supply As a result of this, PGNiG has had to separate some of its acbvibes from the 
mam enterprise Seven non-gas buslnesses have been separated from PGNiG, these 
comprise buslnesses which were peripheral to PGNiG's mam acbvibes 

The Leg combmed heat and power plant near Krakow 1s expected to become the frst  Pohh plant m whch the share 
owned by foreign mvestors exceeds 51 % A World Bank loan is expected to finance 80% of the cost of renovahng 
the plant 
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There have been various proposals for further restructurmg of PGNiG m the future The 
Anh-Monopoly Office would hke to break PGNiG mto Independent distribuhon, 
transmssion and produchon companies, but this is unhkely to happen for the foreseeable 
future 

The plans now approved by the Cabmet mvolve commerciahsmg PGNiG m the near future, 
followed by lncorporabon m September 1996 The next stage wlll mvolve separaimg out 
ancdlary acbvibes mto separate companies, which may then be partly privabsed At a later 
stage it is hkely that the remamder of PGNiG wdl be divlded mto two mam dlvlsions, one 
deahg w~th  explorahon and producbon, and the other deahg with transmssion and 
distribubon It is currently not clear how mdependently these two divisions wdl operate 
At a later stage distnbubon comparues may be separated from the transmssion and 
distnbuhon part of PGNiG The privabsahon of some of the components of PGNiG may 
also be a possibhty m the longer term 

8 1 3 Distnct Heat Organisahon 

About half of &stnct heat supphed m Poland is from CHP plants which are predomantly 
owned by companies mvolved mamly m power producbon The district heat enterprises, 
which are responsible for the distribubon of heat, own some small heat-only plants 

8 2 Regulatory Framework 

8 2 1 Coverage 

The energy regulatory regme m Poland is currently bemg changed A new Energy Law 
has been prepared and approved by the Government but not yet by the Pohsh Parhament 
This new law wdl estabhsh a new regulatory regrme, m which a new Energy Regulatory 
Authority wdl be responsible for energy sector regulabon 

The Mlrustry of Industry and Trade has the mam responsibAty for energy pohcy Other 
Mmistries are also mvolved with speclfic aspects of pohcy The Mmistry of Physical 
Plannmg and Construcbon shares responsibhty with the Mmistry of Industry and Trade 
for district heatmg and energy distribubon The Mlnistry for Enwonmental Protechon 
shares responsibhty for environmental issues The Mmistry of Privabsabon works as a 
consultmg body for the privabsabon and reorganisahon of the State owned enterprises and 
for the sethng up of State treasury companies It also now has the responsibhty for 
restructurmg the gas mdustry 

End user prices are controlled by the Mmistry of Fmance The Mmistry of Industry and 
Trade is responsible for "mternal" prices, between electricity generators, PSE (the 
transmssion company) and the distr~bubon companies 
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The Draft Energy Law covers all mdustries m the energy sector (electnclty, heat, gas and - 
to a very luruted extent- downstream 011 and coal) It covers producbon, transport, 
dlstribubon, use, conservahon and some energy related envlronmental protecbon, except 
the exploitahon of natural resources and nuclear energy (Poland has no nuclear power 
stabons ) 

The Draft Energy Law of 8 August 1995 gves the Mmistry of Industry and Trade 
responsibhty for energy pohcy The excepbon to thls is the heat sector which, under the 
law, falls to the Mmistry for Physical Plannmg and Construchon The two Mmlstries are 
due to be merged by end-1996 

The Mmistry of Industry and Trade, halsmg with the Mmistry for Physical Planrung and 
Construchon, wlll prepare energy pohcy guidehes designed to gve a long-term forecast of 
energy sector development (Arhcles 15 to 17) These guidehes will, among other thmgs, 
determme mvestment and pricmg pohcy 

Arbcle 23 of the law estabhshes the Energy Regulatory Authority (ERA) to regulate the 
electricity and gas Industries The Voivods6 would be responsible for regulatmg the heat 
Industry (Arbcle 27) ERA and the Volvods would be responsible for issumg hcences, 
agreemg sectoral plans and for approving tariffs 

Electricity and gas enterprises are requlred to prepare detaded development plans for thelr 
sectors and agree these with ERA (Arbcle 18) Communes are made responsible for 
plannmg heat supply m  the^ regons The Communes are, m the current draft, requned to 
submt these plans to the Voivods who must check them for conforrmty with state energy 
pohcy guidehes and laws The Voivods have responsibhty for co-ordmatmg heat supply 
plans withm thelr Voivodshlp 

8 2 3 The Regulatory Body 

Under Arbcle 23 of the Draft Law, the President of ERA is appomted and removed by the 
President of the Councll of Mmisters The current draft of the law does not speclfy m what 
circumstances the President of ERA could be dlsmssed, hence it would seem that there 
may be no restrichons on the President removmg the President of ERA The mternal 
organisaixon of ERA wlll be determmed by an ordnance 

ERA'S budget wdl be determmed by the Councd of Muusters, and voted by Parhament 

End-user prices for electricity, gas and district heat are currently the responsibdity of the 
Mmistry of Fmance 

Volvods are the representahves of the state at Voivodslup (county) level 
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Under the new draft Energy Law, control of the price settmg procedure wdl change 
Ordmances wdl be issued by the relevant Mmistry whlch describe the terms of formulahon 
of tarlKs (see Artrcle 48 of the Draft Law) For electricity and gas, this wdl be the Mmlstry of 
Industry and Trade, and for heat will be the Mlnistry of Physical Plannmg and 
Construchon The law requlres the two Mmistnes to consult the relevant Regulators and 
the Mmistry of Fmance m settmg these ordmances 

Electricity and gas companies wdl propose prices and a tariff structure to ERA, which 
would then have to gve ~ t s  approval before the changes came mto effect (Arhcle 49) It is 
not clear at present how much discrebon ERA wdl have m the tarlff settmg process It wdl 
depend crucially on the ordmances issued by the relevant Mlrustries 

Heat tadfs will be subrmtted to the Voivod for approval (Ar'acle 50) 

The new Draft Law gves the Mmistry of Flnance a veto on price changes for a penod of 24 
months from entry mto force of the Energy Law 


