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1.  Foreword

The process of liberalization of the power sector towards market – oriented solutions began in Poland together with the system transformation in the nineties; from command economy to market economy. One of the most significant events was the approval of the Energy Law by the Polish Parliament in 1997. The Polish accession to the European Union accelerated the system adjustment, thanks to the introduction of the community law  standardizing the functioning of the energy sector. But it did not introduce basic changes in the functioning of the energy market. The consolidation of the power sector within the dominating ownership of the State Treasury and strengthening the position of incumbent enterprise in the gas subsector also did not accelerated pro – market changes. 
The scope of competencies of the Polish Regulator, generally similar to the situation in other Member States, is not sufficient to solving problems accompanying the liberalization of the market.  Moreover, the legislator, other state institutions and market players  are also responsible for the shape of the market and its functioning. 
The report submitted to the European Commission is the third one prepared by the President of the Energy Regulatory Office, fulfilling the obligation imposed by the Energy Law and Directives  2003/54/EC and  2003/55/EC. At the same time it is the tenth year of fulfilling his regulatory mission. 
2. Summary, main developments of the last year.

The act of 10th April,1997 – The Energy Law established a new organ of governmental administration – The President of The Energy Regulatory Office, and charged the new body with tasks within the scope of  regulation of fuel and energy sector and promotion of competition.
2.1 Simplified organizational structure of the regulatory agency.
Composition of regulatory board or Commission
The President of The Energy Regulatory Office performs his functions as “a one man entity”  with the assistance of the Energy Regulatory Office (ERO) which structure was shaped to optimize the use of assets (material and financial) and cadres
 The Office consists of seven organizational units (departments and bureaus) and 9 regional branch offices, covering the whole territory of the country. The hierarchical structure is not always flexible and sufficiently efficient efficiently to fulfill new duties vested on the President of ERO, both by legislators and such elements of external environment, as for instance the accession of Poland to the European Union, or observed cases of monopoly abuse carried out by certain energy undertakings. Often there is a need to unite experts’ efforts dealing with different aspects of regulation, or, what often happens in the daily routine of the Office – a necessity to undertake non-standardized actions. This is why the President of ERO during his activity, many times appointed special auxiliary interim Task Forces - horizontal structures in the Energy Regulatory Office. In 2006 they were two such entities: The Team for the Realization of the Program „The implementation of the competitive energy market” and the Team of Social Advisers to the President of ERO. 

The employees of ERO are in general members of the civil service corps. The duties within the scope of civil service are realized by the General Director of the ERO. 
The President of the ERO since 23rd June  1997 has been Dr. Leszek Juchniewicz. There were no changes in the organizational structure of ERO in 2006. 
Main statutory objectives. 
The President of the Energy Regulatory Office performs tasks within the scope of  regulation of fuel and energy sector and promotion of competition.
The competencies and duties of the President of ERO include:
· carrying out tenders for the last resort supplier and construction of new capacities, 

· approval of grid codes within the scope of system balancing and congestion management, 

· monitoring of energy and fuel markets, including the realization of the Third Party Access to transmission and distribution systems, 

· appointing transmission and distribution system operators, 

· granting and withdrawing licenses for energy activity for undertakings, including gaseous and liquid fuels, 

· approval and control of tariffs for electricity, heat and gaseous fuels, 

· agreeing on development plans of network companies, 

· settlement of disputes related to public and legal obligations of energy enterprises, 

· supervision of activities of energy enterprises, 

· imposing fines on energy enterprises for failing to fulfill legal obligations, 

· cooperation with relevant organs in counteracting practices limiting competition, 

· information, promotion and educational activity 

Binding scope of competencies of the President of ERO was created as a result of numerous amendments of the Energy Law. Not all implemented  changes were advantageous, because some of them weakened the role of the Regulator as an institution acting only in these segments of the market, where competition does not function, or its role is limited. In a few cases of amendments, responsibilities laid on the President of ERO were not related to regulation or monitoring of the functioning of the liberalized market. Instead, they changed his profile of activity from a specialized organ whose methods of activity and the scope of competencies emerged from the theory of regulation of natural monopoly and whose primary target was to lead the Polish power sector to functioning in market economy, to an omnipotent administrative body charged with the duty of excessive supervision over the power sector. The competencies of the President of ERO cover many aspects of functioning of the market, but are not always sufficient for effective regulation nor they give full influence on the shaping of the market model. 
It is worth to state, that the lack of some acts of secondary legislation to the Energy Law significantly hinders the realization of regulatory duties. The fact of the limitation of Regulator’s independence is not meaningless, too. 

 Main enforcement powers

Regulator’s actions towards the energy undertakings and pursuing entitlements by consumers which  create the regulatory process, are normalized not only by the Energy Law but also by the Code of Administrative Proceedings. This is a guarantee of transparency, openness and equal treatment of all subjects taking part in the proceedings. The proceedings initiated before the President of ERO are finished with the issuing of an administrative decision – it refers to licensing, tariffs, imposed fines and settlement of disputes. A party can revoke from issued decisions to the Regional Court in Warsaw – The Court for Protection of Competition and Consumers. 
Other forms of regulatory activity refer to education and control. 
The President of ERO is empowered to carry out control of licensed enterprises, check ledgers, and require information on performed activities and investment projects. 
The President of ERO, through issuing The Bulletin of ERO and publications  in the Regulator’s library, a web page and trainings (for instance for local spokesmen of energy consumers) run a wide information campaign promoting knowledge about regulation, promotion of competition and supports actions propagating rational consumption of energy. 
Independence and accountability. Who does it  report to? 
The President of ERO is a central administration body, appointed and  recalled by the Prime Minister from the State Staff Pool on the motion of the Minister of Economy.
 Removal of the term of office principle in 2006 by the act of law, including this function to the State Staff Pool was a very unfavorable change with respect it’s independence. 
The President of ERO is obliged to submit an annual a report on it’s activities, including the evaluation of security of supplies,  to the Minister of Economy, before the end of the first quarter of the next year.   

Information on the existence of overlapping jurisdictions with other governmental agencies/authorities (national and supranational).

Competencies and powers of the President of ERO were set in the Energy Law  and evolved together with the changes of the functioning of the market, economic and political conditions and external environment (adjustment of the Polish law to the EU law) The competencies defined by the law do not duplicate competencies of other organs of governmental administration.

2.2. Main developments in the gas and electricity markets. 

2.2.1. Electricity market

Market structure (mergers)
The Polish electricity sub sector is, to a significant extent, horizontally consolidated. The processes of vertical integration within the ownership structure of the State Property, are now being executed.
The structure of the electricity market is also worsened by historical vertical connections – for instance by existing almost until the end of 2006 legal unity of activity of distribution system operators and traders acting within the structures of electricity distribution companies and by the advancing vertical consolidation. This structure of the market is not adjusted to the conditions for development of competition.
The problem of Long Term Power Purchase Agreements still hinders proper functioning of the electricity market. The act which is to solve the problem of LT PPA’s  was approved by the Polish Parliament (Sejm) on 29th June  and published on 20th July 2007.

No acquisitions and mergers between different owners took place in 2006. 
Price developments
Average wholesale prices of generators in 2006 were slightly higher comparing to 2005 (growth by 0,5%) .
Average wholesale generators’ prices depended on the wholesale prices set by generators in the segment of Long Term Power Purchase Agreements, which were by 43% higher than average wholesale prices in the segment outside the LT PPAs, however comparing to 2005 they were by 7% lower.  

 The system of regulated prices functioned on the retail market, The average growth of prices together with distribution services reached 1,1% for all consumers and 1,6% for households. The prices are differentiated, depending on the area of activity of a given distribution company. An average electricity price was higher by 10,2%, but  its distribution was lower by 7,8%. The most important factor of the average price rise for final customers was the necessity to finance growing share and higher prices of energy from renewable sources and cogeneration in the energy mix and the need to finance return on equity for undertakings’ assets engaged in the licensed activity. 
Market opening 2007.
Since 1st July 2007 the electricity market has been fully open for all energy consumers. In 2006 only 61 eligible  consumers benefited from the right to choose a supplier. 
In 2006 the President of ERO executed his approved the grid codes in parts related to balancing and congestion management of TSO and DSOs, where advantageous regulations regarding customer switching were adopted. The works, however, were carried out without the presence of detailed  legal regulations concerning the functioning of the electricity system. As a result of the approval of the grid codes the costs of participation in the balancing market borne by entities have decreased.  Moreover the President of ERO actively participated in the works on the draft act on the principles of covering stranded costs of generators, related to the liquidation of the Long Term Power Purchase Agreements. 
Unbundling 

In 2006 PSE-Operator Inc. was appointed the Transmission System Operator. The company is in 100% owned by the State Treasury. 
On the distribution level legal separation was carried out in the first half of 2007, enabling the President of ERO to appoint these companies again distribution system operators. 
Market  integration of wholesale markets

Allocation of transmission capacity in 2006 on synchronous connections of the Polish National Electricity System with other systems took part in the form of coordinated auctions. 
Demand for transborder transmission capacity is higher then technical abilities of the connections. Moreover, the lack of a well developed grid infrastructure, specially in interconnectors is a significant barrier blocking entries of new investors and connections with new sources.  
For the time being the Polish Transmission System Operator together with the transmission system operators from Central and Eastern Europe are carrying out works to elaborate and implement of a nomination and allocation of transmission capacity  method taking into consideration real flows of energy in the grid to significantly increase integration of this area. 
To make further integration of markets in Central and Eastern Europe possible and to speed up adjustment to principles applied in other in other EU countries, in the grid code approved by the President of ERO in 2006 the group balancing was allowed. 
2.2.2. Natural gas market.

Market structure (mergers)

Unlike the electricity sector which is characterized by ownership differentiation, the gas sector remains fully  monopolistic – 99,3% of the market belongs an incumbent company POGC, owned in 84,75% by the State Treasury 

The monopole of the POGC Capital Group on the national scale refers to exploration and extraction of gas (exclusive access to the cheapest sources of gas), import of gas, storage, distribution and trade. Six other independent distribution and trade companies are not able to carry out competitive pressure due to limited scale of activity. 
The program of centralized retail  trade being realized with parallel maintaining of exploration and extraction activity means the status quo, which would not foster competition. Moreover, it would help to achieve unjustified monopoly profits by the POGC Capital Group. 
No mergers and acquisitions took place in the gas sector in 2006. 
Price developments

In 2006 wholesale prices of gas were changed twice. On 1st January  by 12% and on 1st April   by 8,8%. As a result  the average wholesale price was by 31,8% higher comparing to 2005. The other elements of average supply price of gas from the transmission network (including transmission and storage) were changed in 2006 only once, on 1st April. An average growth of elements mentioned above for high methane gas  reached 5,4%, thus  average supply price of this kind of gas comparing to 2005 was by 26% higher.  

The changes of fees and prices on the retail market reflected changes on the wholesale market. The prices in trade were increased twice, on 1st January  and 1st April, distribution fees – once on 1st April. Average retail supply price of high methane gas ( considering trade and distribution) grew by 18,6% and for household customers by 19,1%.Average trade price grew by 26,7%, in distribution – 5,4%. 
The growth of wholesale gas prices was due to the growth of imported high methane  gas price, set according to the formula based on prices of oil related products which grew significantly in 2006. The growth of network fees was due to the growth of costs which took place since the last change on 1st October  2003, and the implementation of the principle of full return on equity for companies dealing with this kind of activity allowed by the Regulator.  

Market opening 
Since 1st July  2007 the natural gas market is fully open for all customers but due to almost monopoly position in gas trade no eligible customer in 2006 switched a supplier. 
In 2006 the President of ERO approved the TSO’s grid code in parts related to balancing and congestion management. The main purpose of the Code was, first of all, the setting of rules of using a given network and common respecting of regulations by market participants. The most important parts of the grid code refer to capacity allocation, pro – market principles of balancing, and implementation of an efficient method preventing contract blocking for transmission capacity. Due to the regulations presented above not only the activity of the operator of a given system is more objective, but also participants of the market receive equal access to the network and can independently conclude contracts for transmission of gas from a freely chosen source.
Unbundling 

A very important stage of reorganization of the gas sector was carried out in 2006. Gas System was appointed by the President of ERO the gas transmission system operator for the period until 1st July 2014 , and in December 2006, after positive analysis of an application submitted by the POGC Capital Group, its six daughter companies were appointed the distribution system operators. 
The first license for storage of gaseous fuels was also issued in 2006. The license – granted to POGC on 1st February, 2006 - did not give enough impulse which would force  the only owner of gas storages in Poland to start works on the separation of storage activities and offering access to other entities. In the Regulator’s opinion, it is an example of exceptional arrogance of a monopoly company supported by the government. 
Integration of wholesale markets

The national transmission system is relatively isolated from neighboring gas systems, specially of member countries of the European Community. One of the reasons is that a total transfer capacity of two interconnectors with German operators reaches only 1 bcm.
A characteristic feature of the system is one direction of gas transmission (East – West) and total reservation of nominations at the entry points by POGC. It is interesting that import transmission capacity was used only in 67,8%, what means that also other market participants, besides POGC Capital Group, could import gas. 
2.3. Major issues dealt with by the regulator

Basic issues in the activity of the President of ERO are: the implementation and monitoring of energy market liberalization, counteracting monopoly abuse, sustained energy security, improving competitiveness of the economy, and environmental protection against negative impact of energy processes. The Regulator fulfills his mission, regulating activity of energy undertakings, according to the law and energy policy Guidelines of the state, streaming towards balancing of interests of energy companies and fuel and energy customers. 
Market opening assumptions and preparations.
One of the most significant improvements was empowering the Regulator since May 2005  with the right to approve grid codes of transmission and distribution network operators. This is a specially significant tool in the field promotion of competition, because in the approval procedures the President of ERO can demand the enterprises to implement regulations improving competition.   
The grid code of the electricity transmission system operator was approved by  the President of the ERO in February 2006, and entered into force on 1st June 2006
. The grid code of the gas transmission system operator (approved by  the President of ERO on 21st June) entered into force on 1st August 2006. The first opinions are very satisfactory. The separation of operators from other kinds of energy activity changed their  approach to basic duties, and the proceedings of elaboration and approval of the codes intensified  contacts between market participants.
Not always conferred powers give satisfactory results. For instance the Regulator is obliged to promote competition, but the legislator has not given him effective tools with regard to gathering information,  influencing transformation of ownership structure or initiating  possible actions securing the diversity of the market participants. In the decision making process referring for instance to unbundling, or consolidation on the energy market, the President of ERO plays only, like other invited subjects, a consultative role. The competencies of the President of ERO regarding setting standards of energy activity  are also limited. 
Infrastructure issues (tariff methodology).

The principles of setting connection fees are contained in the electricity tariffs for network companies. A significant change took place  in the calculation of connection fees for energy generators, with special consideration to renewable sources. It has been clearly pointed out that that the sources connected to the grid must cover 100% of costs, excluding renewable sources and cogeneration, covered by preferential regulation with cost reduction of their share  to 50 %. 
Moreover, legal possibility of performing grid connections by qualified  companies from structure of energy companies, reduces the monopoly power of distribution companies in the area of grid works.
3. Regulation and performance of the electricity market.

3.1. Regulatory issues [Article 23(1) except “h”]  

Basic duty of the President of the Energy Regulatory Office is to carry out regulatory activity, realized by: licensing, agreeing development plans, tariff approval for electricity, agreeing limitations of supplies plans, approval of grid codes and appointment of distribution and transmission system operators. Regulation of undertakings functioning on the market is based on stimulation, monitoring and control of activities of undertakings mentioned above, within the frames of existing detailed institutional and legal regulations. Regulation is a form of intervention into economic freedom, aimed at curbing monopoly abuse, which could be performed by an undertaking functioning in the conditions of natural monopoly. 

3.1.1. General

Since July 2007 the electricity market has been fully  opened.In 2006 all non-household customers could execute eligibility rights, what  means 73,5% of market opening indicator. 

In 2006, 61 customers switched, including first time low consumption customers. The size of their purchases reached 8 469 GWh, what constitutes 7,6% of total sales to final customers.(7% in 2005). Additional 613 GWh were bought by customers connected to the transmission grid, and 47 customers bought 4 951 GWh of energy (4,4% of the total) supply from incumbent suppliers at negotiated prices. Generally the quantity of energy sold in 2006 to customers on market conditions reached 14 033 GWh, what constitutes 12,6% of energy supplied to final customers.    
Table 3.1.1. Eligible customers

	Year
	Eligibility 

threshold [GWh/year]
	The share of eligible customers, consumption to in total consumption

[%]

	2006
	All excluding household customers
	7,6*

	2007
	All since July 1st   2007.
	---


· % of share of electricity bought by eligible customers in total quantity of electricity supplied by distribution companies to all customers 

Source: ERO

The President of ERO is aiming at facilitation of switching supplier by the following actions: examining complains, dispute settlement, setting and transparency of tariffs, influencing the relations between participants on the wholesale market, (specially balancing and conditions).However not all identified barriers can be removed by the Regulator. 

3.1.2. Management and allocation of interconnection capacity and mechanisms to deal with congestion.   

Transmission congestion appears  both in the national system and interconnectors with other systems. In the National Electricity System dominates  congestion which forces  generation of units or groups of units of generators supplying concrete junctions on the transmission grid. Some of these congestions have permanent character, what forces generation (must - run energy)  in two power stations - Ostrołeka and Dolna Odra. These power stations concluded contracts for generating must - run energy needed due to grid conditions. Other kinds of congestion are removed by the Transmission System Operator on the balancing market – using the offers of generators with the application of price ceiling for
must - run energy. Grid congestion appearing in the Polish transmission system result mainly from historical conditions of development and operation of the grid infrastructure (for instance the use of elements of 110kV lines for transmission), and very uneven location structure of generation (high density in southern Poland, the lack in eastern and northern Poland.  It is estimated that due to congestion within the Polish transmission system, about 5 – 10% of energy taken from the National Electricity System  flows, within the frames of must - run energy, through the balancing market. Internal grid congestion is solved by the TSO with the “re - dispatching” and “counter trading method”. 

The allocation of transmission capacity in 2006 on the synchronized profiles of the National Electricity System with another systems was carried out according to market principles – in the way of coordinated auctions
, excluding transmission capacities reserved for the realization of historical contracts. High demand for transmission capacity on the synchronized connections of the National Electricity System with other systems, exceeding already existing technical possibilities, is the main reason of structural character of congestion described above. This situation, to a great extent, results from price differences of energy on the Polish, German and Czech markets. Expected by the market participants  transmission capacity  together with price offers in the yearly auction, separately for export and import of energy to Poland are shown below.
.

Picture 3.1.2a Expected transmission capacity together with price offers on the yearly auction for export in  2006. 
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Source: PSE-Operator S.A. 
Explanation for Picture 3.1.2a
„Oczekiwane zdolności” means expected capacity
“Oferowane ceny” means offered prices 
Picture 3.1.2b Expected transmission capacity together with price offers on the yearly auction for import in  2006.
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Source: PSE-Operator SA. 
The most interesting auctions for market participants are yearly export auctions to Germany. In this case no excess concentration of reserved transmission capacity can be observed. However  in the case of yearly auction for 2006 for the import of energy to Poland, certain level of concentration can be observed, they are less interesting for market participants than export auctions. 

In connection with the deficit of reserved capacity in the National Electricity System in July, the PSE-Operator S.A. reduced transmission capacity reserved in yearly and monthly auctions  on July 13, 14, 17, 18, 24 (only monthly auctions),  and July 25, 26, 28 i 31 (only monthly auctions) 2006 for export from Poland. The reduction of transmission capacities in import took place on December 23rd, 2006. 

The calculation assessment  of transmission capacity. 

The TSO in the process of capacity nomination applied the method of Net Transfer Capacity (NTC) based on the setting of net transmission capacity on the interconnectors of neighboring grid systems. The capacity band is set for particular border profiles with the consideration of restrictions notified by neighboring TSOs. As a criterion of reliability the rule n-1 was adopted on the lines of intersystem exchange, on the lines of the Polish electricity system or systems of neighboring countries. Quantities of total transfer capacity available in a given period are nominated on the base of mathematic models of connected systems.  The margin of reliability is calculated with the consideration of weather conditions, wind generation in Germany, non-agreed balancing flows, the behavior of market participants, unexpected events, mistakes in model methodology and mistakes in calculations

The accessibility of information on congestion management

The transmission system operator facilitates accessibility to information on intersystem Exchange (principles of  coordinated auctioning, forecasted transmission capacity, offered transmission capacity on its web page   (www.pse-operator.pl). The participants can also obtain information on the needed data in the auction bureau in Prague  (www.e-trace.biz),  within the scope of: 

· principles of auctions for transmission capacity,

· conditions of participation in auctions for transmission capacity,

· forecasted, offered and allocated transmission capacity,

· prices of transmission capacity,    

· analysis of market participants’ behavior in the range of submitted offers (prices and quantities).

Information about real flows of energy through interconnectors are published on the information exchange platform of the TSOs united in ETSO (www.etsovista.org). Referring to the functioning of the National Electricity System the TSO elaborates and publishes Yearly Coordination Plans, (YCP), Monthly Coordination Plans (MCP) and Daily Coordination Plans (DCP), which present information on the national demand for capacity and the sum of generation capacities. Ex post monthly and yearly reports on the functioning of the National Electricity System and daily information on the demand for capacity in the National Electricity System and national balance of intersystem exchange are also published

The distribution system operators do not offer intersystem connections so they do not publish related information. 

Relations between congestion management and the wholesale market. 
Intersystem exchange is fully  integrated with the functioning of the wholesale market. It means that the participation in the balancing market is a precondition of participation in the intersystem exchange. According to the principles of the realization of trade contracts in the intersystem exchange, the participants of the market are obliged to submit reports on the realization of contracts resulting from yearly and monthly auctions until 7.45, what lets the TSO to estimate unused transmission capacity and offer it in the daily auction (procedure  UIOLI - Use It Or Loose It). Offered transmission capacity is published not later than at 9.45 and the results of daily auctions are published after 10 o’clock. The reservation of transmission capacity in a daily auction is connected with the duty to use it. The participants of the market are obliged to submit trade contracts to the TSO until 12 o’clock, that means until the hour of closing time gate on the Balancing Market 

The nomination of transmission capacity is carried out by the TSO according to the general scheme of total transfer capacity nomination and reliability margin, approved by the President of ERO. The scheme, elaborated by the TSO, lets to nominate total transmission capacity on the synchronized interconnectors with Germany, the Czech Republic and Slovakia. This solution is a consequence of significant circular flows appearing on the area of the National Electricity System and connected with this significant  correlation of transmission capacities on particular borders. The applied model allows to increase  maximally transmission capacity towards the strongest price signals and connected with them the demand for transmission capacity. The Polish TSO – together with the operators of the transmission systems in Central and Eastern Europe – is running activity aimed at the elaboration and implementation of methods of nomination and offering transmission capacity,  applying flow based method. This approach allows for optimal using of transmission capacity in the whole region and improves significantly security of work of connected systems. 

3.1.3. The regulation of the tasks of transmission and distribution companies.

The management of the electricity system in Poland is carried out by one transmission system operator (TSO) and 15 distribution system operators (DSO). One operator was excluded from the duty of legal separation, due to its range of activity - it possesses less than 100 thousand customers and runs activity on the local scale (art. 9 d item 7 of the Energy Law). 

Table 3.1.3a The types of operators 

	
	Number of undertakings 

	
	2004
	2005
	2006

	TSO
	1
	1
	1

	DSO
	14 (1 
	14 (1
	14 (1


Source: ERO

The appointment of the transmission and distribution system operators by the President of ERO through administrative decisions, on the motion of the owner of transmission and distribution grids - is a regulatory tool which helps to evaluate,  submitted by the undertakings applications,  with regard to fulfilling specific conditions securing proper realization  of transmission and distribution services aimed at supplying energy to final customers. The essence of this tool is a decision if a given undertaking is able to perform a function of the transmission or distribution system operator and if it fulfills all the necessary  conditions required to run this activity, including equal treatment of market participants.

Simultaneously the Energy Law imposed on the vertically integrated companies a duty to separate the transmission and distribution system operators.
 

Facing closer term of the appointment of DSOs and the lack of undertakings’ submissions for the appointment – in the situation when the President of ERO could not act ex officio  – in September 2006 the „information on appointment of the DSOs by the President of ERO” was elaborated and placed on the office’s web page. The guidelines contained in this information were to facilitate the preparation of submissions for the appointment of DSOs. Basic legal conditions referring to the separation of DSOs and requirements referred to necessary documents and data which should be presented by energy undertakings submitting applications for the appointment.

TSO

Since August 1st 2004, the transmission system operator on the whole territory of Poland is PSE – Operator SA
. Until December 31st  the undertaking functioned in the structure of  a vertically integrated undertaking. The assets are leased from the PSA SA (the owner). 

President of ERO of January 26th 2006, the PSE – Operator SA was appointed as the TSO of the electricity system for the period since February 1st 2006 till December 31st 2007.
 

DSO
DSOs are appointed (art. 9h PE) by the President of ERO on the base of the applications of the distribution network owner, in the form of a decision, which specifies period and area of economic activity.
 

At the end of 2006 the President of ERO received applications for the appointment of electricity DSOs of 14 energy undertakings (so called distribution companies) which had fulfilled the duty of the operator (art.7 of the EL) 

All distribution companies functioned as vertically integrated undertakings (art.3 item12a of the EL) – they dealt both with distribution and sale of energy. Before making a decision the President of ERO deeply analyzed if all the formal and legal conditions were fulfilled, and, if there were sound economic conditions necessary to fulfill operator’s duty.

As a result between December 20th and 29th the President of ERO appointed 14 DSOs of electricity system for the period from January 1st 2007 to June 30th 2007. This decision was motivated by the fact, that until the end of the first half of the year the DSOs would obtain legal independence, what means that since July 1st 2007 they would function within other organizational structures.

On June 29-30th 2007 the President of ERO appointed distribution system operators.!0 out of 14 operators, according to their applications, were appointed for the period of validity of the license. 4 operators were appointed for a shorter period, that means for one year. The application of presented above time frame resulted from the separation of distribution system operators realized by these companies. The formula applied was based on the transferring of trade or generation activity to daughter companies The doubts were created by the realization of art. 9d item 2 – specially point  1 – of the Energy Law. It is worth to underline that besides 4 mentioned above undertakings, 10 others received transferred assets  connected with distribution of electricity. 
Network tariffs

The president of ERO continued in 2006 the activity within the scope of tariff approval, according to unchanged principles referring to the method of examining reliability of collected data, catalogue of applied tools, and the evaluation of  the potential of the growth of efficiency and applied benchmarking. The period of tarrification for tariffs based on the price cup methodology or revenue cap, and the influence of the President of ERO on the real structure of tariffs  remained unchanged. All these questions were regulated by the Energy Law and secondary legislation 
Collected  information and method of evaluation of fairness 
Initially, in 1999, energy reports prepared by the undertakings in the form of public  statistical obligation were used in the tariff approval procedure, so called G-10. In the year 2001 ERO introduced its own  data questionnaire, DTA-1, fulfilled twice a year. Initially, in 1999, in the tariff procedure the public data report, so called G10, was used. In 2001 ERO introduced its own statistical questionnaires for distribution companies, fulfilled twice a year. which covered significantly increased regulator’s demand for information within the scope of costs’ division into particular kinds of activity run by a distribution company.
Tools of evaluation of the potential of efficiency growth and benchmarking analysis. 

Since 2002, the revenue cap method has been applied in the tariff approval procedure for distribution companies. The main point of this method is the setting by the President of the  ERO, an amount of revenues for a given year of the regulation period, and the company, on this base, sets the level of prices and fees in the tariffs. The revenue cap methodology releases the President of the ERO from the involvement in the micromanagement (what is necessary at the cost regulation). 

The setting of a justified level of revenues was preceded by the analysis of costs effectiveness of a given undertaking, comparing to other undertakings acting in the same branch and in similar conditions. The costs which are under influence of a given undertaking were taken into consideration, so called operating costs – OPEX,(without amortization and taxes) with grid losses. A simple comparison of costs borne by particular undertakings without specific conditions and the scale of activity does not give foundations for elaborating  conclusions on cost effectiveness of a given undertaking. This is why it was necessary to build an econometric model, which would eradicate the influence of different conditions on the level of operating costs.   
It was assumed that the regulated revenue should cover only justified costs, (set by the model) and that an undertaking would be able to achieve a substantial reduction of costs in the regulated period, before the next regulatory review in 2006. 

The primary regulatory review, executed in 2006, proved the lack of expected efficiency improvement and related reduction of costs. Similarly, new circumstances appeared, resulting from the consolidation development, of energy undertakings (the decrease of entities from 33 to 14). Simultaneously  new action aimed at the creation of the new model of benchmarking analysis was started, which could take into consideration the changes in the structure of the subsector. An updated model is being prepared now and its application  is forecasted for the end of 2007. 
In the case of the TSO, the setting of tariffs is based on the cost method, connected with the reports of public statistics. The application of other method (for instance benchmarking)  is impossible, because there is only one transmission company active in Poland, and international comparison would be extremely complicated due to different conditions of activity. 
The tariff period for tariffs based on price cap or revenue cap.

The competencies of the President of the ERO include the setting of improvement indicators of planned efficiency improvement and change of conditions of running energy activity by a given company, and the setting of validity periods, that means regulatory periods. 

During the setting of tariffs in the years 2002 and 2003 some companies used the possibility to apply for a many-year tariff - the length of the regulatory period depends in every case on the will of a given undertaking and can be 3,4 or 5 years.
The analysis of the information necessary in the process of verification of the tariffs submitted by the system operators, conditions and fees for connections was not changed comparing to 2006. 
The engagement of the Regulator in setting tariff structures.     

The structure of a tariff depends on the kind of energy activity. The role of the regulatory organ is to monitor the conformation of the tariff structures with formal requirements. 
Information on tariffs, conditions and connection fees submitted by the system operators. 
The tariffs of the DSOs, approved by the Regulator, are published in the branch bulletin „Energia Elektryczna” and are placed on the ERO’s and DSO’s web pages. Moreover, the operators send tariffs to the biggest clients. Information on actual connection fees and conditions of connections are integral part of a tariff. 
The structure of fees applied by the TSO on the level of “yearly national G” 
The transmission grid is a high-voltage grid (220kV or over)   and the TSO is responsible for its functioning. 
Legal base for tariff approval for transmission - act of April 10th 1997 - The energy Law  (Dz. U. of 2006  Nr 89, item 625 with further changes) and the ordinance of the Minister of Economy, Labor and Social Affairs of April 23rd on detailed principles of shaping and calculation of tariffs and settlements in electricity trade. (Dz. U. of 2004  Nr 105, item. 1114).

The base of tariff calculation: justified costs – planned costs needed for the running activity of the undertaking, analyzed and verified by the President of the ERO. 
Elements of tariffs:

Permanent component of the grid rate of customers connected to the grid on the base of justified costs resulted from: (i) exploitation of the grid on a given nominal voltage, resulted from expenditures on the reconstruction, modernization and development of the grid used for the realization of transmission service, (ii) permanent fees for transmission of electricity on other levels of nominal voltage and by grids belonging to other owners  (iii) purchase of reserves in transmission capacity in grids belonging to other operators (iv) resulting from outlays on the construction of parts of the grid needed for connections. 

Variable element of grid rate – calculated, for customers connected to the grid, on the base of justified costs: (i) purchase of electric energy required for covering the difference between the quantity of energy transmitted to the grid on a given nominal voltage level and the quantity of energy drew on the grid by customers and transmitted to the grid on different nominal voltage level (ii) variables for transmission of energy by grids on other nominal voltage levels and by grids belonging to other operators. 

System rate – calculated for customers using grids of national electricity system – consists of two elements: (i) quality resulting from the costs of maintenance of system quality standards and reliability of current electricity supplies (purchased by the transmission system operator), needed for required reserves of capacity, system services, required quantity of energy needed for maintaining necessary quality of supplies, bought by the transmission system operator, set as a difference between payments for electricity  and revenues from sales of this energy on the balancing market, and (ii) balancing element, resulting from verified planned payments and payments resulting from differences in payments originated from long – term contracts and planned revenues from sales of capacity and energy. 

Subscription rate - calculated for customers connected to the grid on the base of justified costs borne in connection with meter reading, control, and trade servicing of customers including billing and delivery. 

Settlement rate– calculated for subjects submitting load forecasts, based on justified costs of  the construction and development of balancing and settlement systems and their exploitation, needed for the realization of sales contracts for electricity submitted in the form of load schedules
Division of transmission fees between generators and customers. 

Only customers bear the fees, only settlement rate is applied for generators, customers and trade undertakings. 
Connection fees borne by generators and/or customers.

The fee for the connection to the grid is fixed as one - fourth of real expenditures borne on the realization of a given connection. The fee for the connection of sources cooperating with the grid or grid of endertakings dealing with the transmission or distribution of gaseous fuels is calculated on the base of real outlays, borne for the realization of a given connection, excluding renewable energy sources of installed capacity not higher than 5MW and co-generating units of installed electric capacity under 1 MW, where the fee for the connection is calculated on the level of a half of real outlays. 

System fees paid by generators and/ or customers

Not applied.
Fees paid for localization paid by generators and/ or customers.

Not applied.
Other fees paid by generators and/or customers unless they exist (for instance taxes, additional fees for green energy) 

Not applied.
Average fee  – G

Information on elements included in the fee – G: It includes only fees resulting from settlement rate. The size of settlement rate in 2007 is PLN 0,23 /MWh (in 2006 - PLN 0,20 /MWh) 

Exchange rate of the national currency to: at the end of May 2007 1 EUR = 3,8951PLN, average  2006  1 EUR = 3,8190 PLN.
Grid fees

One of the consequencies of the regulation of network undertakings is the level of payments for grid services of energy supply. Table 3.1.3a presents average net grid payments for three groups of customers of set characteristics of energy consumption. The payments  were calculated on the base of tariffs obligatory for distribution companies in the years 2006 and 2007, as a quotient of revenues coming  from transmission services and the quantity of energy.

Table 3.1.3a  Average grid fee
	customer
	consumption
	capacity
	Average yearly grid fee  2006  
	Average yearly grid fee  2006  
	Average yearly grid fee 2007  
	Average yearly grid fee 2007 

	
	MW/rok
	kW
	€*
	€*/MWh
	€*
	€*/MWh

	Dc:
	3,5 including 1,3 night
	X
	152,08
	43,45
	148,16
	42,33

	Ib:
	50
	50
	3607,19
	72,14
	3392,82
	67,86

	Ig:
	24 000
	4 000
	479591,5
	19,98
	416515,00
	17,35


	*Average exchange rate of the National Bank of Poland
	2006
	3,8951

	
	2007 I-V
	3,8526


Source: ERO

Table  3.1.3b presents minimal and maximal grid fees for chosen groups of customers. The fees were calculated on the base of the data from 14 distribution companies.

Table 3.1.3b  Minimal and maximal grid fees 

	Customer 
	Consumption 
	Capacity
	Min. yearly grid fee 2006 
	Min. yearly grid fee 2006  
	Max. yearly

grid fee 2006 
	 Max. yearly

grid fee 2006 
	 Min. yearly grid fee 2007  
	Min .yearly grid fee 2007 
	Max yearly

grid fee 2007 
	Max. yearly

grid fee 2007 

	j.m.
	MWh/year
	kW
	€*
	€*/MWh
	€*
	€*/MWh
	€*
	€*/MWh
	€
	€*/MWh

	Dc:
	3,5 inc. 1,3 night
	X
	116,03
	33,15
	179,14
	51,18
	113,04
	32,30
	176,6
	50,46

	Ib:
	50
	50
	2544,74
	50,89
	4882,54
	97,65
	2484,56
	49,69
	4780,15
	95,60

	Ig:
	24 000
	4 000
	344186,29
	14,34
	633675,39
	26,40
	300576,23
	12,52
	555133,42
	23,13

	
	
	
	
	
	
	
	
	
	
	

	*Average exchange rate of the National Bank of Poland
	2006
	3,8951
	
	
	
	
	
	
	
	

	
	2007 I-V
	3,8526
	
	
	
	
	
	
	
	


Source: ERO

Controlling quality  of customer service and controlling maintenance of quality parameters of energy
Controlling quality of customer service and controlling maintenance of quality parameters of energy mainly takes place as a result of investigating complaints submitted by customers, regarding monopoly practices applied by energy undertakings  (art. 23 item 2 point 10 of EL). Customers receive explanations regarding their questions and are informed about their rights and duties, according to the actually abiding legal regime. Most of complaints is connected with not maintaining quality parameters of supplies, such as: falls of voltage, breaks in supplies, and improper customer servicing, such as: exceeding the time limits for answers regarding renewals of supplies, or cutting electricity supplies.  In the cases when the President of the ERO states misconduct, the responsible undertakings are called to remove it. 
It is necessary to state that regulatory actions of the President of the ERO within the range of standard control are seen also in the process of electricity tariff approval. Contained in the tariffs, prices and rates are approved by the President of the ERO if they are calculated with the consideration of energy quality parameters, set by the connection ordinance
.The customers are entitled to discounts if the quality parameters set in the connection ordinance are not maintained according to § 41 item  1 and 2 of the tariff ordinance.
 Moreover, the tariff for electricity contains fees for not maintaining quality standards of customer service, set by the connection ordinance. The customers are entitled to such discounts due to not received submissions or complaints, unjustified delays in removing disturbances in electricity supplies, unjustified refusal to execute required  paid actions aimed at easing a safe conduct of activity  by customers within the range of a given grid, refusing to offer information on the settlement principles or actual tariffs, the prolongation of a 14-day period of examining an application or a complaint. 
It is worth to add, that within the frames of a project financed by the EU funds - Transition Facility 2005/017 - 488.02.04 „Strengthening of the regulatory supervision over the energy sector” - Component 2 “Integrated informatics system for the remote analysis of the quality of feeding of loads on the place of energy supplies to a customer and preparing meritoric reports” 

The implementation of the system mentioned above will let the President of the ERO to control currently - based on a representative sample - the maintenance of quality standards of energy supplied to customers all over the territory of the country. 

Permanent, undisturbed supplies of electricity are the best proof of the quality of grid services. Any deviations from this situation are measured, for instance, by the time of interruptions in electricity supplies. 

Table 3.1.3c  Average time of interruptions in electricity supplies. 

	Year
	Interruption
[minutes]

	2005
	429

	2006
	360


Source: ERO

Balancing

The principles of balancing and congestion management in the national electricity system were set forth in 2006 and 2007 by the operators and approved by the President of the ERO. As a part of the grid code (IRiES)
.This method of conduct lets the President of the ERO to influence  efficiently the shape of applied mechanisms. Moreover, The President of the ERO has a duty to monitor effects of their actions (for instance on the base of information and periodical reports submitted by the operators), and evaluates correctness of functioning of approved principles through the   monitoring of the market and analyzing the reasons of disturbances if they appear. This legal regulations met the expectations of market participants within the scope of supervision by the state organs in the field of balancing of the system, because until that moment they had been set by the transmission system operator, what created numerous objections referring to discriminating approach to certain groups of market participants.
 

According to the assumptions, the activity of the TSO should be neutral in character, and the market segment - balancing market, should be used only for the physical realization of electricity sales contracts, but not for market play. Since the very beginning of the functioning of the balancing market, negative economic occurrences have appeared, first of all in the form of increased costs of removing system congestion, cumulated at the TSO.
The main shortcoming of the system was the possibility of submission by the participants of the market, unrealizable schedules, what means energy sales contracts, which could not be realized due to system congestion. As a result, the price in bilateral contracts was decreased  due to the possibility of recovering of the part of the costs on the balancing market.

The grid code which entered into force on June 1st 2006, significantly decreased these practices. 

The most important changes in the new instruction was the transition from area balancing to overall balancing. This way the principles of functioning of the national market were adjusted to the principles functioning in the EC, belonging to Central and Eastern Europe, what makes further integration of European markets possible. One of the most important changes regarded the withdrawal from the band of insensitiveness where the unbalancing was settled at the unified price of settling imbalance (CRO). Introduced by the new grid code model is based on the implemented in the new instruction model based only on dual imbalance price, which results from the change of formula of setting these prices for average weighted with the use of incremental and reduction offers submitted by generators. This formula let to decrease settlement prices on the balancing market. Another advantage for the participants in the Polish market is significant reduction of participation costs, what helps to lift a fundamental barrier of the accession to the market, raised by the participants and also creates better conditions for the realization of TPA rule. Taking into consideration the possibility of participation of retail customers in the modified model of settlement for unbalancing and numerous remarks of participants of the market, the TSO changed the settlement unit for unbalancing from  1 MWh to  1 KWh , what liquidates another barrier in the participation in the balancing market, raised by the participants, specially small customers. 

The grid codes of distribution networks, until the moment of approval by the President of the ERO, were almost exact copies of the transmission network grid code, introducing principles in force on the retail market similar to those on the wholesale markets. They focused on the duties of the participants of the market, without defining their rights, and duties of the distribution system operators. Instructions approved by the President of the ERO, questioned by the distribution companies on the level of administrative procedures, finally introduced unified procedures of switching, requirements referred to the measurement systems and standards of customer services. A significant novelty, referred to customers with small yearly consumption of energy was a possibility of balancing on the base of standard profiles of energy consumption, elaborated by the DSOs, placed on the instructions approved by the President of the ERO. The instructions precisely characterize the role of DSOs, describing duties of measurement system operators within the scope of offering and transferring information necessary in the balancing process. Required legal relations between the DSOs and other participants of the market and their scope were defined. 

The grid codes describe the functioning of the wholesale market in details, giving significant independence of action for the operators of the systems, helping this way to create proper organizational frames for the realization of TPA. 

Implemented changes cannot be characterized as system, because the system changes require the change of law in force ( the Act and secondary legislation).

The balancing mechanism functioning in Poland is based on the application of incremental and reduction offers submitted by generators. The consumers of energy are settled for unbalancing – at the application of dual imbalance prices 
, being a mechanism motivating to the most precise setting of energy demand (table 3.1.3.d). 

Table  3.1.3d  Balancing mechanism
	Indicator
	Description of functioning 

	Period
	60 min.

	Area
	One, central – on the level of the transmission grid

	                                                                                                                                                                        Hour of gate closure of the BM for sales offers to the balancing market 
	12:00

	Possibilities of real time market and changes of contractual positions
	The power exchange offers products in the hourly order, as it is on the balancing market. (now day – ahead market)

	Typical payments for balancing services

Until May 31st , 2006.

Since June 1st, 2006 
	For customers (nominated for every hour)

CRO – unified price of settling imbalance, calculated as a quotient of minimal costs of changes of verified quantities of supplied energy from active Schedule Units securing balancing of the demand for energy within the field of the balancing market (used in the area of insensibility).

CROz – Settlement unbalancing price of purchase of energy on the balancing market, calculated as an average weighted price of prices reduction bands of balancing offers used in a given hour. 

CROs – Settlement unbalancing price of sales of energy from the balancing market calculated as an average weighted price of prices coming from incremental bands of balancing offers used in a given hour.
CROz – Settlement unbalancing price of purchase of energy on the balancing market, calculated as an average weighted of all correction prices of contract positions used to settle generation reduction for individual Schedule Generation Units of accounts in h hour, reduced for fixed component ∆K-.

CROs – Settlement unbalancing price of purchase of energy on the balancing market, calculated as an average weighted of all correction prices of contract positions used to settle generation increase for individual Schadudle Generation Units of accounts in h hour, increased for fixed component ∆K+. 


Source: ERO

The process and settlement schedule for unbalancing is presented below. 

Table 3.1.3e. Process and settlement schedule for unbalancing 

	Details 
	Description

	Period
	Decade, a month is divided into three decades

	Forms 
	Quantity and value 

	Cycles
	Daily – based on hourly settlement volumes, the quantities of balancing electricity are calculated (delivered or received from the balancing market in a day n) as well as payments for its’ supplies or.collections. Settlement quantities, for day n, are calculated by the TSO in day n+ 1 as not approved and in day n+4 as approved. 

Decade - based on daily settlement volumes, balancing energy quantities supplied or received from the balancing market in a given decade are calculated together with payments for supplied or received energy.

	Corrections
	Executed in monthly cycles, they relate to decade settlements, the term of paying the corrected sum is the last day of the month of the correction.

	Invoicing 
	The period of invoicing liabilities and payments on the balancing market are decades (settlement periods), every invoice must be settled not later than in the period of settlement, i.e. 25th day after last day of settlement period.


Source: ERO

Within the scope of information referring to the balancing market the TSO publishes on the web page the following data: 

· basic cost indicators of the functioning of the BM (quantity of free planned balancing enlectricity, planned forced and not planned), 

· basic price and cost indicators of the BMs’ functioning (average weighted prices of free planned balancing electricity, planned forced, and settlement dual imbalance prices, total cost of covering demand on the balancing market divided into the cost of balancing and the cost of congestion removal).

Data given above concerning the day of realization n are published on the day  n+2.

The purchase of balancing energy between neighboring TSOs are carried out on the base of voluntary bilateral contracts and can take place only in emergency, after depleting all other possibilities in the national electricity system. The balancing markets have not been integrated until now, so this is why balancing offers can be submitted only by the subjects participating in the balancing market administered by PSE‑Operator SA.

3.1.4. Effective unbundling. 
Functional unbundling of a vertically integrated technological chain in the electricity activity from generation to transmission, distribution and trade is a necessary condition for properly functioning competitive electricity market. The implementation of unbundling was a gradual process. The most important element of this process is full independence of network system operators. 

In Poland TSO and DSOs, which are within the structures of vertically integrated undertakings, should remain, regarding organizational, legal form and decision making process, independent from other forms of performed activity not connected with transmission and distribution of electricity (art. 9d of the EL). Referring to the DSO, legal unbundling has been required since July 1st  2007.
 The operators are not subject to this duty, if the number of customers connected to their grids is lower than 100 000 or services electricity systems with consumption lower than 3 TWh in 1996, in which less than 5 % of annual energy consumption came  from other connected electricity systems. 

Now referring to grid companies, finally the duty of accounting unbundling will be of major importance to DSOs excluded from the duty of organizational and legal unbundling. For the rest of DSOs legal unbundling will lead inevitably  to accounting unbundling. 

Table  3.1.4a  Development of unbundling 

	Details


	Number 

	OSP-  ownership unbundling 
	1( 

	OSD - ownership unbundling  
	0

	OSP – legal unbundling, ownership of assets  (grid)
	0

	OSP  - legal unbundling, no ownership  (grid)
	1

	OSD  - legal unbundling, ownership of assets (grid)
	10

	OSD  - legal unbundling, no ownership (grid) 
	4


* Since January 1st  2007  

Source: ERO

The TSO, PSE-Operator SA, is a one-man joint stock company of the State Treasury. Grid assets are leased from the owner, PSE SA. The Operator is creating now its own image,  and possesses its own web page without links to companies connected to it before. Its head office is being built now. 

There are 14 DSOs functioning now on the territory of Poland, separated legally from the structures of big distribution companies at the end of June 2007. The ownership supervision is executed mainly by the State Treasury - 12 companies are one-man joint stock companies of the State Treasury, 2 - joint stock companies with partial ownership of the State Treasury. These companies were DSOs , according to art.7 of the amendment law until December 31st 2006. Since January 1st until June 30th 2007, these companies were DSOs according to the decision of the President of ERO. 

According to the Energy Law, the process of obtaining by DSOs legal independence is to be finished until July 1st 2007.The Energy Law, similarly to the Directive 2003/54/EC does not impose on the DSO the unbundling obligation related to the ownership structure. It is possible to forecast that the DSOs will function within vertically integrated structures. 

Moreover, according to the decision of the President of ERO, since February 1st 2006, on the territory of the Kleszew Community and on the grids belonging to the community, the company „ENERGOSERWIS KLESZCZÓW” Sp. z o.o. performs DSO duties. The number of costumers connected to its’ grids is lower than 100 000. 

Accounting unbundling

Energy undertakings are obliged to run accountings by those means which would make possible to calculate costs and revenues, profits and losses separately, also referring to different groups of customers, set in tariffs. The companies are also obliged to prepare and store financial reports containing balance sheet and profit and loss statement for reporting periods, according to the principles and rules set by the accounting regulations. 
Any lapse, connected with these duties can result in the refusal of tariff approval or imposing a financial fine. 
Neither the Energy Law, nor the act on accounting, do not empower the President of ERO with the right to oblige energy companies to run unified principles regarding cost allocation. Until the moment of functioning of the grid operators in the vertically integrated structures the President of ERO did not possess data on the principles of cost allocation between them and other business structures of a given company or dependent entities.
This situation was radically changed after legal separation of DSOs. Detailed questions are described in table 3.1.4.b.

Table 3.1.4b Unbundling of accounting  (for the end of June 2007)

	Details 
	Transmission
	Distribution 

	Unbundled accounting and annual reports 
	yes
	no

	Setting by the Regulator detailed principles or guidelines regarding the composition of unbundled accounting together with consequences for infringement 
	no
	no

	Are separated ledgers subject to separate audit run by a licensed auditor and to what extent this audit refers to the requirements of the Regulator ?
	yes
	no

	What is the role of a person responsible for conformation of accounting run this way with law? 
	no reference
	no reference

	What are the sanctions of the Regulator referring to undertakings abusing the requirements of accounting and managerial unbundling?
	Art.56 item1 point 8 of the EL*
	Art.56 item1 point 8 of the EL*


* A financial fine can be imposed on a person who runs accounting books without compatibility set by art.44. The principle of this article oblige an undertaking to run accounting records in  a way facilitating separate calculation of costs and revenues, profits and losses for a given performed activity.

 Source: ERO

Employment .

The number of employees employed in the TSO reached 400
, 14 DSOs employed at the end of 2006,  29 889
 employees dealing with distribution activity. Due to the fact that in 2006 trade enterprises were not separated subjects, it is worth to mention that the trade activity of  the DSOs engaged 6 549 employees.

3.2. Competition Issues [Article 23(8) and 23(1) (h)] – electricity market

The objects of trade on the electricity market include: active and reactive energy, reserve of capacity, regulation system services, and must - run generation. The participants of this market are: generators, the TSO and DSOs, trade operators (companies trading in energy), consumers of electricity, (on the wholesale markets - trade undertakings and final customers on the retail energy market), and Power Exchange, as an organizer of this segment of electricity market. This transparent structure is violated by vertical links of historical character or result from ongoing consolidation (administrative or business). The most visible example of this connections was , until the end of June 2007, legal unity of activity of DSOs and trade entities within the structures of electricity distribution companies. 

In spite of undergoing certain changes the structure of the Polish energy market was not significantly changed in 2006. Ten generating companies still have dominating position at the market. A very important element of well developed energy markets are trade companies. The Energy Regulatory Office monitors the functioning of the trade undertakings. In 2006, 21 companies of this type were subject to examination. In the year 2006 trade companies bought 24% more energy from generators comparing to 2005. Independently form the above the development of market play is significantly limited by already existing purchase obligations (green and co-generated energy) or unsatisfactory supply of energy offered on the market conditions due to the existence of Long Term Power Purchase Agreements (LT PPAs with constant price formula), in spite of excess capacity installed in the system. 

The electricity sector is characterized by major ownership of property in the hands of the State Treasury
,  what also impedes liberalization. The ownership policy regarded to these companies also assumes restructurization, including vertical and horizontal consolidation of generation and distribution companies, and limited privatization by public offerings. 

The process of consolidation started in 2006, forecasts: 

· the creation of the Polish Energy Group, on the base of BOT holding, the Dolna Odra Power Station Group, assets left after the separation from the PSE SA the TSO with property, and 8 distribution companies, Zakład Energetyczny Białystok SA, Zakład Energetyczny Warszawa - Teren SA, Zakłady Energetyczne Okręgu Radomsko-Kieleckiego SA., Lubelskie Zakłady Energetyczne SA., Zamojska Korporacja Energetyczna SA., Rzeszowski Zakład Energetyczny SA, Łódzki Zakład Energetyczny SA oraz Zakład Energetyczny Łódź-Teren SA.

· Consolidation of the Southern Energy Concern SA with distribution companies  ENION SA and EnergiaPro SA and Stalowa Wola Power Station SA. 

Moreover the program envisages the creation of two groups, which are to be consolidated and then privatized: 

· ENEA SA and Kozienice Power Station SA. 

· ENERGA SA and Ostrołęka Power Station Group SA. 

In November 2006 the Polish Energy Group has been created, on the base of BOT holding, the Dolna Odra Power Station Group, assets left after the separation from the PSE SA the TSO with property, energy undertakings from Ł-2
, L-5
 and  Rzeszowski Zakład Energetyczny. On December 29th the PGE-Energia received 85% of shares of 9 energy distribution companies (L-5 i Ł-2) the Dolna Odra Power Station Group. Then, on May 9th 2007, the State Treasury transferred  85% of shares of: PGE Energia SA and BOT SA as a non-monetary contribution to the  PSE SA. After the transfer the PSE SA will be divided. Moreover, the PSE SA will transfer transmission assets to the PSE-Operator SA - which will remain in the hands of the State Treasury. The division and finishing of the consolidation of PGE is planned between October and November 2007. The privatization of the group mentioned above will take place not earlier that in 2008. The head office of the Polish Energy Group will be located in Lublin. Thus the process of consolidation of PGE will be finished, its share in generation will reach 45% and in distribution 29%.

At the beginning of December 2006 a holding group Energy Group South was established by the State Treasury, and Enion, EnergiaPro and Stalowa Wola Power Station. After obtaining, the consent of the Government and the Office for Competition and Consumer Protection the capital of the company will be risen by 85% of shares of the Southern Energy Concern and three remaining entities. The rest of shares will be allocated to the employees of the companies entering the Energy South – excluding Southern Energy Concern, because the staff of this company received shares a few years ago. The Capital Group will obtain 16% of energy generation, and its share in distribution will reach 24%. 

The consolidation of the North Group was started at the end of 2006 , when the portfolio company ENERGA SA with the head office in Gdańsk was set. In May 2007 the State Treasury transferred 85% of shares of: Energy Concern ENERGA SA and Zespół Elektrownie Ostrołęka S.A. to increase the capital of  ENERGA SA located in Gdansk. 

The works on the creation of the groups mentioned above have been continued in 2007. It is difficult to estimate now the influence of the consolidation processes on the competitive energy market. However there are substantial fears that the creation of vertically integrated groups, possessing generation, supply and distribution of energy can significantly limit the development of the competitive market.

3.2.1. Description of the wholesale market

The generation of electricity in 2006 reached 161,9 TWh and was by 3,1% higher comparing to the previous year. Total electricity consumption reached over 149,85 TWh (rise of  2,8 % comparing to 2005. Poland is also a significant exporter of energy. 

Table 3.2.1a The demand for energy and capacity.

	Year
	Total consumption 

[TWh]
	Available capacity

[GW]
	Peak demand for capacity

[GW]

	2005

2006
	145,7

149,8
	32,1

32,4
	23,5

24,6


Source: ERO 

Total available capacity of domestic power stations reached at the end of 2006 32,4 GW, 0,9% higher than in 2005. 

Peak demand for capacity reached over 24,6 GW.
. 

The situation in Poland can be characterized by significant excess capacity. The situation can be changed after entering into force new emission limits in 2008-2012.

Market concentration 

Since 2004, at the moment of the creation of BOT SA holding the level of concentration in the generation subsector, measured by the HHI indicator
) has been stable. This conclusion can be drawn out after the analysis of ten major generators of electricity, with total share in national generation  almost 80%. 
Table 3.2.1b Market concentration 

	Year
	Number of generators 

about market share > 5% in the national generation 

(according to available capacity)


	Market share of

the biggest

generators

(available capacity

[%]
	HHI Indicator 

	
	
	
	power stations, available capacity 
	power stations, real generation


	2004

2005

2006
	7

7

7
	62,1

62,6

62,8
	1748,6

1781,8

1789,0
	2138,7

2246,1

2088,4


Source: ERO

In 2006 the number of generators with market share over  5% and HHI remained on the same level, and the HHI indicator means high concentration for generation, medium – for available capacity.  

In 2006 the growth of sales of energy produced by generators to trade companies  reached 2,5%, over 40% of total electricity sold. The share of energy sold on the balancing market decreased by 33% and on the Polish Power Exchange (PX) by about 80%. 
Table 3.2.1c The structure of energy sold on the wholesale market   [TWh]*

	Year
	Total energy supply 


	In LT PPAs**
	In bilateral contracts 
	Power Exchange
	Balancing market ***
	Futures market

	2004

2005

2006
	120,52

124,43

126,11
	54,48

39,45

47,12
	53,81

71,93

70,78
	1,10

1,05

0,19
	11,13

12,00

7,98
	0

0

0


* sales of 10 biggest generators 

** regulated segment,

*** together with generation forced by system conditions 
Source: ERO 

Wholesale trade in electricity on the Polish energy market is based, first of all, on non-standardized bilateral contracts (short and medium-term) and LT PPAs. Comparing to the previous year, sales of electricity within the frames of long-term contracts increased in 2006, comparing to the previous year, by 19,5%, reaching now 37,4% of total sales of system generators.

In the Polish electricity system condensing power stations performes regulation system services (RSS). The quantity od RSS is characterized by the application of the indicator of revenues. Table 3.2.1d below presents data on the concentration and value of RSS performed by system power stations in 2004 – 2006.
Table 3.2.1d Characteristics of the market of regulation system services*

	Year
	Revenues from RSS

[PLN thousand]
	Number of generators with market participation  > 5%

(according to revenues from RSS)


	Market share of 3 biggest generators

(according to revenues from RSS)

[%]
	HHI Indicator 

(according to revenues from RSS)

	2004

2005

2006
	727 798,6
647 804,9

620 443,2
	5

7

7
	57,8

56,7

55,3
	1 488,1

1 443,0

1 482,4


* 10 biggest generators 

Source: ERO 

The revenues of system power stations for regulation system services reached in 2006 about PLN 620 443,2 thousand, and decrised for PLN 27 361,7 thousand,  that is  4,2 % less comparing to the previous year. In 2006 the number of 7 largest generators with market share over 5% remained unchanged. The HHI indicator was not significantly changed remaining on the medium level. 

A company the Pumped Storage Plants SA, with majority ownership of PSE SA plays regulation role in the national electricity system. The company consists of 25 power stations, including small flow power stations and bigger pumped storage plants including: Żarnowiec Power Station (716 MW), Porąbka-Żar Power Station (500 MW), Solina Power Station (200 MW). Total available capacity of units belonging to PSP SA is estimated for about 1558 MW.
No mergers and acquisitions took place in the electricity sector in 2006. The changes took place only within the ownership structure of the State Tresury. Consolidation processes were carried out, but now it is impossible to evaluate their influence. 

Wholesale market and intersystem exchange.
The balance of the electricity exchange with the neighboring electricity systems and real flows of energy are given below. 

Table  3.2.1e  Balance of electricity exchange   2002 – 2006 [GWh]

	
	2002
	2003
	2004
	2005
	2006
	Dynamics 2006/2005

[%]
	Dynamics

2006/2002

[%]

	Trade balance 
	7 069
	10 161
	9 293
	11 172
	11 014
	98,6
	155,8

	Exsport
	9 678
	13 222
	12 487
	14 290
	13 434
	94,0
	138,8

	Import
	2 609
	3 061
	3 194
	3 119
	2 420
	77,6
	92,8

	Real flows
	

	     From Poland 
	11 538
	15 146
	14 605
	16 188
	15 775
	97,4
	136,7

	     To:
	

	 The Czech   Republic
	8 442
	9 490
	9 156
	11 167
	10 183
	91,2
	120,6

	          Germany
	606
	282
	450
	1 046
	720
	68,8
	118,8

	          Slovakia
	2 294
	2 728
	2 623
	2 792
	3 373
	120,8
	147,0

	          Sweden 
	196
	2 646
	2 376
	1 182
	1 498
	126,7
	764,3

	     To Poland 
	4 469
	4 985
	5 312
	5 002
	4 774
	95,4
	106,8

	     From:
	

	          Byelorussia
	799
	1 226
	1 001
	874
	1 045
	119,6
	130,8

	   The Czech Republic
	86
	57
	80
	63
	44
	69,8
	51,2

	          Germany
	1 871
	2 761
	3 156
	2 264
	2 546
	112,5
	136,1

	          Slovakia
	1
	0
	8
	0,320
	4
	1250
	400

	          Sweden
	1 124
	11
	214
	817
	264
	32,3
	23,5

	          Ukraine
	588
	931
	853
	983
	870
	88,5
	148,0


Source: ERO 

Presented figures also contain data on intersystem exchange at the 110 KV lines, that means Wólka Dobryńska-Brześć, Mnisztwo-Trzyniec-Ustroń, Boguszów-Porici, Kudowa-Nachod, Pogwizdów-Darkov.

The fall of export of energy from Poland reached in 2006 only 6%, and the fall of import to Poland 22% comparing to 2005. The decrease of import was mainly due to falling import of energy from Sweden. The structure of energy flows in export of energy was changed. It was possible to observe the decrease of flows to the Czech Republic and Germany. The flow to Slovakia increased substantially. Also the export to Sweden was higher. Refering to a 6-year trend it is worth to underline that the export comparing to 2002 was by almost 40% higher, the import – by 7% lower. 

Taking into consideration the fact, that Poland is a net exporter of energy, total balance of electricity exchange was higher in 2006 by 56% comparing to 2002. The total balance of energy exchange reached over 7% of total energy demand in the National Electricity System. 

Taking into consideration price correlation with neigboring countries, it should be pointed out that the volume of trade on the spot market in Poland reaches only 1,5% of total energy demand.  The evaluation of correlation on such marginal level of liquidity of the spot market  in Poland can not be justified, due to possibility of serious error. It should be marked that the level of prices on the Polish market is significantly lower than on the neighboring markets, supported by the observation of interest in crossborder transmission capacity offered at coordinated auctions. The use of transmission capacity is carried out in the “day ahead” order, intra-day transactions are not carried out.  

The table below presents the level of correlation of basic daily reference prices between the European spot markets. The table below shows that the level of correlation on the Polish market, and not only, is very low. This is due to low integration level between national markets. 

Table 3.2.1f Correlation of daily Basic reference prices on the spot market in 2006. 

	
	AUT
	CZE
	DNK
	ESP
	FIN
	FRA
	GER
	ITA
	LITHU
	NL
	NOR
	POL
	ROM
	SWE

	AUT
	1.00
	0.68
	0.52
	0.50
	0.21
	0.91
	0.87
	0.74
	-0.14
	0.83
	0.07
	0.35
	0.23
	0.15

	CZE
	0.68
	1.00
	0.40
	0.23
	0.23
	0.57
	0.60
	0.53
	0.05
	0.57
	0.20
	0.42
	0.27
	0.23

	DNK
	0.52
	0.40
	1.00
	0.29
	0.71
	0.37
	0.44
	0.49
	0.29
	0.40
	0.64
	0.45
	0.14
	0.73

	ESP
	0.50
	0.23
	0.29
	1.00
	0.12
	0.53
	0.42
	0.30
	-0.19
	0.39
	-0.07
	0.16
	-0.18
	0.01

	FIN
	0.21
	0.23
	0.71
	0.12
	1.00
	0.08
	0.17
	0.25
	0.58
	0.11
	0.89
	0.30
	0.09
	0.95

	FRA
	0.91
	0.57
	0.37
	0.53
	0.08
	1.00
	0.80
	0.66
	-0.27
	0.81
	-0.09
	0.25
	0.15
	0.00

	GER
	0.87
	0.60
	0.44
	0.42
	0.17
	0.80
	1.00
	0.60
	-0.14
	0.74
	0.06
	0.30
	0.19
	0.13

	ITA
	0.74
	0.53
	0.49
	0.30
	0.25
	0.66
	0.60
	1.00
	0.02
	0.59
	0.13
	0.41
	0.43
	0.22

	LITHU
	-0.14
	0.05
	0.29
	-0.19
	0.58
	-0.27
	-0.14
	0.02
	1.00
	-0.24
	0.71
	-0.02
	0.25
	0.67

	NL
	0.83
	0.57
	0.40
	0.39
	0.11
	0.81
	0.74
	0.59
	-0.24
	1.00
	-0.01
	0.29
	0.10
	0.06

	NOR
	0.07
	0.20
	0.64
	-0.07
	0.89
	-0.09
	0.06
	0.13
	0.71
	-0.01
	1.00
	0.27
	0.12
	0.97

	POL
	0.35
	0.42
	0.45
	0.16
	0.30
	0.25
	0.30
	0.41
	-0.02
	0.29
	0.27
	1.00
	0.14
	0.30

	ROM
	0.23
	0.27
	0.14
	-0.18
	0.09
	0.15
	0.19
	0.43
	0.25
	0.10
	0.12
	0.14
	1.00
	0.12

	SWE
	0.15
	0.23
	0.73
	0.01
	0.95
	0.00
	0.13
	0.22
	0.67
	0.06
	0.97
	0.30
	0.12
	1.00

	Remarks: 

· Denmark : average between western and eastern regions 

· Norway: average over three regions

Source: E-Control 


3.2.2. Description of the retail market
14 distribution companies (vertically integrated) possessed, like in the previous years,  the biggest market share in 2006, when they sold 92,4% of energy to final customers connected to their grids. The number of active traders, independent from grid companies, slightly grew comparing to 2005 (table 3.2.2.a). However their sales grew in 2006 by 6% comparing to 2005, their share remained on a low level, reaching a few percent. 

Capital connections in 2006 between generators and traders were similar to those in 2005. Generally in the sector, in spite of dominating ownership of the state treasury, there were no formal and legal, and also market, connections between generators and suppliers. Just now, in 2006, full consolidation of trade and generation was implemented, with simultaneous separation of DSOs. In 2006 out of 21 active, independent trade enterprises, 8 were connected with international concerns. The beginning of their activity was not connected with the acquisition of existing energy undertakings – however a part of them is connected with generators bought by foreign enterprises 

Table 3.2.2.a Characteristics of retail market

	Year
	Number of network companies with market share over 5%
	Number of traders totally independent from a network company 
	The share of 3 biggest companies 

	
	
	
	Big industrial customers 

[%]
	Mid size customers, industrial and service 

[%]
	Small customers and household 

[%]

	2005

2006
	6

6
	19

21
	45,9

47,5
	50,7

51,5
	48,0

48,2


Source: ERO

According to the data the biggest companies have about 50% share in practically all segments of the market (table 3.2.2.a), and table 3.2.2.b presents the structure of their engagement in details. 
Table 3.2.2.b The structure of energy sales to biggest customers (the end of 2006)  

	Traders 
	The share in sales to final customers 

[%]

	
	≥ 2 GWh
	50 MWh – 2 GWh
	≤ 50 MWh

	Energy Concern  ENERGA SA
	15,7
	20,2
	17,9

	ENION SA
	17,8
	13,5
	14,8

	ENEA SA
	12,1
	17,8
	15,5

	EnergiaPro Energy Concern  SA
	14,2
	9,4
	9,6

	Vattenfal Distribution Poland SA
	11,9
	6,3
	7,2


Source: ERO

The structure of the market adversely affect its development and active approach of consumers, which, due to many other reasons was insignificant. This situation can be described by information on the execution of TPA rights. Data from table 3.2.2.c show, that only a part of big customers sees advantages in consumers’ autonomy.  
Table 3.2.2.c Switching supplier
	year
	
	Number of renegotiated contracts ** 

	
	Number of customers who switched – according to the measurement points 
	Proportion of customers who switched  - according to the energy consumption [%]
	

	
	Big industrial 
	Mid size industrial and commercial
	Small and households 
	Big industrial
	Mid size industrial and commercial
	Small and households
	

	2005
	59
	89
	2
	15,16
	0,0
	0,0
	57

	2006
	82
	199
	10
	15,84
	0,012
	0,0
	 47*


*share of energy sold at negotiated prices in total supplies reached in 2006 4.4%. 

** renegotiation of a contract mean the change of contract conditions with hitherto supplier. 

Source: ERO

This is why the growth of energy sales by distribution companies within the frames of TPA in 2006 was by 14% higher comparing to 2005, but in numbers it was only 8 469 GWh (7,6% of total supplies to final customers realized by the undertakings). 
Table 3.2.2d The execution of TPA principle in  2005 – 2006
	Year 
	Number of customers executing TPA rights 
	Energy supplied to TPA customers

(in GWh)
	Share of energy supplied within TPA  to total energy supplies in a given year [%]

	2005

2006
	35

61
	7 433

8 469
	7,0

7,6


Source: ERO 

Low level of execution by customers the right to switch in 2006 was caused by: 
· Delays in the implementation of LT PPAs dissolution program in the electricity setor, which blocked a significant part of energy accessible on the market
,
· Imperfections in the functioning of the wholesale market, resulting in the lack of competitive offers from traders. The sales of energy by these enterprises to final customers was a little part of their total sales (in the years 2005 – 2006 only less than 4%) and was caused not by the lack of interest in direct sales to final customers, but by impossibility to compete with distribution companies. 

· The lack, until July 1st , of the legal separation of DSOs from the structures of vertically integrated undertakings, that means  distribution companies. As a result, distribution companies frequently lowered the prices of energy (simultaneously increasing transmission costs) encouraging „their own” customers to remain in the company.
 

Moreover, in  2006, still administrative and technical barriers existed, such as: 

· the lack of unified procedure of switching, prolonging and applying by distribution companies unclear, for customers, switching procedures,               

· disadvantagous  principles of balancing,          

· overstating by distribution companies requirements regarding measurement systems,                                                      This approach increased costs connected with switching, reducing simultaneously the advantages of eventuall savings resulted from the purchase of cheaper energy. This is why the profitability of switching, especially in case of medium and small consumption of energy became insignificant. 
The solution of many problems regarded the limitations of TPA execution and switching should take place in 2007, after the approval by the President of ERO (at the end of 2006) grid codes within the scope of balancing and management congestion.New instructions of DSOs contain unified requirements for measurement systems, unified procedure of switching, and customer quality service standards. These solutions limit widely applied by distribution companies voluntarism in the approach to the questions mentioned above and limit costs of a rights’ usage. Additionally, those customers who do not possess meters with daily readings of energy consumption are able to apply for so-called „profiles of energy consumption” 

The instructions presenting detailed role of the DSOs within the scope of publishing information necessary in the process of balancing. Necessary contractual relations between the market participants and system operators were defined, thus facilitating proper functioning of the retail market.

Energy prices

In 2006 paralelly with the energy prices offered by traders to eligible customers (free market) the system of regulated prices for final customers was also functioning. Regulated prices within the electricity tariffs were submitted by 14 DSOs for the Regulator’s approval. These undertakings calculated prices in trade and distribution for particular tariff groups (including big industral customers, small and mid-size commercial and service enterprises and households). 

Average electricity consumption for a typical household reached in 2006 was estimated 2009,5 kWh and was set on the base of information contained in statistical reports G-10.4k. 

Table 3.2.2.e  The quantity and structure of payments for electiricity  

	             Group *
	Ig
	 
	Ib
	 
	Dc
	 
	Typicah household
	 

	 
	
	Change %
	
	change %
	
	change %
	
	change %

	 [€/MWh]
	2006
	2007
	2007/2006
	2006
	2007
	2007/2006
	2006
	2007
	2007/2006
	2006
	2007
	2007/2006

	Energy price **
	32,56
	36,39
	11,76
	35,83
	39,29
	9,66
	37,34
	41,34
	10,71
	37,92
	42,42
	11,87

	Network charges***
	19,98
	17,35
	-13,16
	72,14
	67,86
	-5,93
	43,45
	42,33
	-2,58
	51,55
	49,50
	-3,98

	Taxes ****
	11,56
	11,82
	2,25
	23,75
	23,57
	-0,76
	17,77
	18,41
	3,60
	19,68
	20,22
	2,74

	Levies 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Total energy price 
	64,1
	65,56
	2,28
	131,72
	130,72
	-0,76
	98,56
	102,08
	3,57
	109,15
	112,14
	2,74

	Average yearly exchange rate of the NBP 
	2006
	3,8951
	

	
	2007 I-V
	3,8526
	


*Groups of customers were defined as follows :

Ig = yearly consumption 24000 MWh maximal demand 4000 kW
Ib = yearly consumption  50 MWh maximal demand 50kW

Dc = yearly consumption 3500 kWh of which 1300 kWh at night 

Typical household = energy  (kWh) for households divided into the number of households  

** energy price  = total energy price – network fees  - taxes- other fees

*** Network fees include: system operator’s costs, costs connected with distribution and transmission and congestion management costs including margin excluding taxes.

**** VAT, taxes connected with energy, local taxes.

Source: ERO

It has to be underlined, that characteristics of consumption imposed by Eurostat is not compatible with parameters of a typical household customer and small industry in the Polish conditions. 

3.2.3. Measures to avoid the abuse of market dominance 

I. For proper functioning of competition in the electricity subsector the key importance includes conditions of activity, both generators and suppliers, preventing monopoly abuse. The accessibility of information belongs to the most important elements influencing the quality of functioning of competitive markets. 

 Activity of generators: 

- transparency within the scope of publishing information on available generation capacity, period from placing order to execution, and forecasted level of generation capacity and demand for it 
The principles above are realized within the frames of a demand prognosis for capacity and forecasted generation capacity and its availability. The forecast for capacity in the country is prepared within the frames of coordinating planning. Three- and one - year plans are published on the web page of PSE-Operator SA until the end of November of the preceding year. Monthly plans are transferred to the participants of the market until 26th  of the preceding month. Daily plans reach by electronic means the participants of the market
until 16.00 the day before the realization of supplies of energy. Plans for a concrete day are send to particular participants of the market always after calculation.

- conditions ruling energy sales  – within the scope of carried out tenders for must - run  generation and services connected with proper functioning of the electricity system are known by the participants of the market. This conditions are placed on the web page of the TSO, in the grid code. Energy needed for the balancing purposes of the system is bought within the balancing system, administered by the TSO. The mechanism of purchases is based on one-side auction in which the active parts are generators submitting sales offers. Regulation system services and the service of disposition of generating units are bought within the frames of contracts between the TSO and market participants. The process of contracting of these services is carried out in the form of public tender procedures
. 

In the essential part of their activity the energy generators are released by the President of ERO from a duty to submit tariffs for approval.
 By this step the generation market was recognized as competitive. The President of ERO does not analyze the structures of concluded contracts, but only the level of energy sales prices on the competitive market. It must be noted that competition on the energy market is limited by the LT PPAs , which cover about 37,4% of energy sold in 2006.

· The principles of market supervision: division of competencies between different bodies of the governmental administration
1) The President of the ERO  is a basic organ supervising the energy and fuel market. The President of ERO realizes tasks related to fuel and energy sectors and promotion of competition.                                

2) The President of the Office for Protection of Competition and Customers, who is responsible referring to the energy and fuel markets i.e. regarding the matters of control of abidance of the act on competition and consumer protection by entrepreneurs, analysis of the level of concentration in the national economy, counteracting monopolistic abuse, and also in the matters related to concentration or division of companies, and imposing fines in the cases set by law. 

3) The Minister of Economy, who is responsible for general elaboration of many-year policy of energy security. 
4) The Minister of State Treasury, responsible for ownership supervision and ownership transformation in the electricity sector. 
Basic method of realization of supervisory duties of the President of ERO is permanent monitoring of the functioning of the system and energy market, and initiating actions prescribed by law, for instance acknowledging that a given segment of the market acts in competitive environment, thus the regulatory measures directed at entrepreneurs should be decreased. The President of ERO also monitors the level of sales prices of electricity on the competitive market and publishes results.
 The purpose of action transparency of aforementioned bodies of governmental administration is obtained through the competence separation between them. However, it dose not exclude the necessity of cooperation about issues referring to electricity sector. The cooperation with the President of the Office for Protection of Competition and Customers is based on the exchange of cases according to the scope of competencies of the offices, informing about cases of law abusing practises, exchange of information, knowledge, and participation in joint trainings. Also the cooperation of the President of ERO with the Minister of Economy is based on the issuing of opinions on draft acts and ordinances, presenting opinions and conclusions regarding the power sector.
· Functioning of virtual power exchanges and other forms of trade in offered generation capacities 

Basic organizational forms of off-contractual market are: 

1. Power Exchange

The following positions  are listed on the Power Exchange:  sale and purchase of energy
, trade in ownership rigths, resulting from the certificates of origin issued by the President of ERO for electricity generators, producing energy in renewable sources and permissions for CO2  emissions.
  Since July 1st, 2007, the Registry of Certificates of Origin for ownership rights  was established on the PX aimed at the confirmation of energy generated in  highly efficient cogeneration. Two separate registers were established for energy coming from highly efficient sources.

2. Virtual power exchanges: 

a) The Platform of Energy Trade  - facilitates purchase and sales of energy in the period of the next two years. Within this time span it is possible to buy energy for 1-, 3-, 6- i 12-months, weekly and daily.  It is also possible to add to the order portfolio contracts for each hour of the day. There are two kinds of auctions offered: daily  (three times a day)  weekly (twice a week). Additionally the market of ownership rights of RS and the market of co-generated energy are run. 

b) The Energy Cantor – runs  by energy traders, providing the function of the trade operator within the frames of the balancing market, is an electronic system of energy trade in the form of permanent quotations for each 24 hours of day ahead supply.  

c)  e-SPOT – electronic trade platform, designated for consolidated groups of energy undertakings, which let to minimize unbalancing and maximalize trade volume; it

      facilitates convenient and efficient conclusion of a transaction on the market   called SPOT. 

d) The Polish Choice Market – an electronic platform of energy trade, facilitates purchase and sale of energy within 5 MW bands (maximally 25 MW) The platform sets one price for the next 24 hours, referred both to the purchase and sale offer. 

The share of energy sold with through the stock exchanges does not exceed statistical errors and however it is not taken into consideration in official statistics, it has a meaning as a reference in the contract conclusion process.

Activity of traders:  

· The principle of transparency and the level of accessibility 
· This principle is realized by public information, mostly in Internet: 

a) Web pages of traders 

Web pages of traders running activity in energy trade contain mainly information on a given undertaking. A few of them present additional detailed offer (for instance for wholesale and retail customers separately) and offer of a trade operator. Few web pages contain contact forms. Some traders place on their Web pages tariff calculators, which facilitate to compare competitive offers by customers.

The Web page of the Association of Energy Trade, an organization associating traders, contains actual quotations on the PX market and balancing market, presents historical aspects of a principle of free choice of supplier of energy and show barriers hindering the functioning of free energy market in Poland.

b) Web pages of distribution companies 
Network companies dealing also with trade in electricity do not posses Web pages dedicated to the problems of free market. The companies were trade is run within the frames of the same subject, which deals with transmission and distribution, concentrate on their web page on the servicing of tariff customers. The DSOs place additionally information within the scope trade service for final customers (principles of billing, payments, principles of measurement data transfer by customers, planned breaks of supplies, quality standards of energy, rarely standards of  service, generally limited to receiving and examining complains, referring to errors in invoices, problems with meters, addresses and telephone numbers of persons who could answer their questions). 


It is worth to mention that distribution companies in 2006 did not inform customers on their Web pages about the principles of switching supplier. 

· Structure of contracts (including acceptability with restrictions or clauses regarded financial fines imposed in connection with premature dissolution) 

Traders generally present their offers to final customers in individual mood. The prices and other conditions are negotiated with every customers, and they differ according to the length of the period of supplies, deviations and profile of consumption. Some traders offer assistance in negotiations referred to transmission services. 

Contracts between traders and their customers are generally short-term contracts, concluded for the period from one day (Spot) to a few days, months, half a year and a year. Generally they are frame contracts, which covers every transaction. There are also contracts for a sale of quantity of energy set in advance. Most of contracts contain a resolution regulating responsibility of parties for non-fulfilling or improper fulfilling of the conditions of contracts. Some traders apply standard EFET (European Federation of Energy Traders) contractual forms.  

The definition of payment forms for electricity takes part every time in the contract. Traders usually apply flexible approach in this matter. The settlement is carried out weekly, in decades, fortnightly and monthly. The payments are realized generally by a bank transfer within the term of 14, 21 or thirty days from the date of invoicing.  

Most of trade companies does not possess the procedure of complaint examination. The remarks are analyzed individually. Some companies apply a method of direct care over a customer and solve the problem on the spot. Every contract contains conditions of dispute resolution. First of all amicable approach is preferred, eventual proceeding before the arbitrary court, and where the matter is within the competencies of the President of ERO, an application for starting administrative procedure is submitted.  

Distribution companies conclude with final customers contracts for distribution services or sales contracts. Mainly complex service contracts are concluded, joining sales and distribution contracts. Customers are invoiced for supplied energy or distribution services according to prices and fees contained in the proper tariff groups in approved tariffs for electricity. Settlements for sold energy and performed distribution services are settled within the settlement periods, which are fixed in the tariffs of separate suppliers.
II. Positive impact on the functioning of the energy market is exerted by the actions regarded the policy of promotion and protection of competition carried out by the President of the Office for Protection of Competition and Consumers (the organ responsible in Poland for the actions within the scope of protection and promotion of competition, both in the retail and wholesale sectors)
.
The activity of OPCC towards  energy undertakings is based on the performance of control of abiding the regulations of the act on protection of competition and consumers. Specially on counteracting practices limiting competition, i.e. agreements against competition and monopoly abuse, and control of concentration of companies

Due to specific character of the market, especially the presence of natural monopoly in grid activity, significant majority of antimonopoly proceedings refers to abuse of dominant position.

In 2006 the President of OCCP carried out 13 antimonopoly proceedings in the matter of practices limiting competition. 6 final decisions were taken in 2006, ending proceedings within the scope mentioned above. 
In  three cases the issued decisions stated law abuse  through abuse of dominant position. Simultaneously financial fines were imposed on these companies
. 

Moreover, the President of OPCC issued one decision after carrying out antimonopoly proceeding, in which he stated that no practices against competition were implemented. 

of the size of load from signing new, disadvantageous for an undertaking contract – is not of public interests character but individual, thus is not subject to the President’s of OCCP cognition.  

The last case was began after the appeal by the Court for Competition and Consumer Protection a decision of the President of OCCP of June 29th 2001
 and was discontinued as being undue, because collected material did not support the existence of a dominant position of the company.  

In 2006 14 applications for giving permission for the concentration with the participation of energy undertakings were examined.
In all cases the President of OCCP proclaimed his consent (art.17) for the concentration of companies. He stated that the concentration would not lead to significant limitation of competition , specially by establishment or strengthening of dominant position. Another question is the decision of the President of OCCP in which he agreed for carrying out a concentration process
,however many opinions state that it would significantly worsen competitive conditions.He stated that the concentration would fulfill the conditions set by the act (art.19 item 2) especially improving energy security of Poland.   

Moreover, in the reported period the President of OCCP issued three decisions and one statement about the refusal to start antimonopoly procedure

4. Regulation and development in the establishment of single gas market. 

4.1. Problems of regulation [Article 25(1)]

Regulation of the gas sector, taking into consideration aims and applied tools, is similar the regulation of the electricity sector. The differences refer to the choice of tools, what comes out from different structure of the national gas sector (full monopoly) and the international character of the gas market (dependence on import, this is why questions of security of supplies, including storage and diversification of supplies is of utmost importance). 

In this situation, even after the separation of distribution system operators, there are no conditions for the appearing on the market real competition, thus it is impossible to leave from administrative regulation to market mechanisms. 

4.1.1. General issues  

In 2006, similarly to 2005, about 58 thousand of customers were eligible, that means about 72% of market opening. (table 4.1.1). 

Table 4.1.1  Eligible customers 

	Year
	Eligibility threshold (bcm/year)
	Percent of consumption by eligible customers  [%]

	2006
	All excluding households
	71,22

	2007*
	All
	100


* Since July 1st 2007 

Source: ERO 
Only one real measure of market opening is factual execution of the TPA rigth.Until now the experience connected with switching of gaseous fuels’ suppliers show that the liberalization of the market is very slow. In 2006 only one customer used the network access 
. There were two more cases were customers tried to obtain an opinion on  switching possibility. 

4.1.2. Management and allocation of interconnection capacities and mechanism to deal with congestion.

Current allocation of transmission capacity and transmission congestion management of interconnectors is within the scope of responsibility of OGP Gaz-System SA, securing the integrity of the system and maintenance of exploitation requirements of the transmission network. These aspects of functioning of the transmission grid were precisely defined in the grid code, approved by the President of the ERO, which, together with the draft transmission contracts, the map and cataloque of entry-exit points is published on the website of the operator. 

Table 4.1.2 presents information about system congestions in 2006 and the way of counteracting them. 

Table  4.1.2  System congestion management 

	Place
	Characteristics of congestion 
	Prevention

	All system
	In January 2006 the problems with imbalancing of the system appeared, due to extremal growth of demand and the decrease of supplies. 
	Since January 22nd  2006 the POGC SA decreased supplies for nitrogen plants and PKN Orlen, comparing to concluded trade contracts. They lasted until February 7th.Due to the application of the Management of OGP Gaz-System Sp. z o.o. to the Minister of Economy, the Council of Ministers, by the Ordinance of January 24th  2006 imposed further restrictions for customers on the territotry of the whole country. They were in force since January 26th till January 30th  2006.  

	Western Pomerania 
	The shortage of flow capacity and connected lack of possibilities to connect new exit points  and increase capacity on between Piła – Koszalin – Słupsk and in the system aypplying gas blenders of E group and  Ln, group producing for the area of Przymorze (Koszalin, Kołobrzeg) nitrated gas Ls (gas pipeline  Goleniów – Nowogard – Gorzysław).No flow capacity between Piła − Koszalin − Słupsk, the shortage of transmission capacity estimated at 5-8 m3/h
	Planned development of the pipeline Goleniów – Nowogard – Gorzysław will let to increase supplies of gas and to rebuild pipeline Włocławek – Gdańsk. Moreover, the performance of transmission services in the area was offered on the interruptible way, but the customers were not interested.

	Northern and Western Poland
	The decrease of flow capacity took place in the high methane gas. 
	To improve the flow capacity the transmission system Goleniów – Nowogard – Płoty is being developed, what will increase conditions of supplies of gas group E to blending installation in Przymorze. Additionally  the construction of a pressure installation in Goleniów is being planned. . 

	Area Gdańsk 
	The reserves decreased in the system  of high methane gas
	The works on the development of pipelines Karlino-Koszalin-Słupsk are being carried out, with the connection to pipeline  Włocławek-Gdynia near Wiczlina

	Area Częstochowa
	The reserves decreased in the system  of high methane gas
	To increase the supplies in the area of Częstochowy a pipeline  DN 500 Lubliniec – Częstochowa is being built


Source: OGP Gaz-System SA

The deficit of capacity in the national system results from the lack of necessary investment in the development of the transmission network. This is the reason for the lack of new connections of customers to transmission and distribution networks. 

Now only customers willing to obtain the supplies in the interruptible mood can be connected to the network. As a result, areas touched by network congestion are characterized by significant number of refusals of connections
. Moreover in the periods of increased demand for gas there are problems with the securing of supplies for customers already connected to the network. 

Table 4.1.2a presents information on the transmission capacities of interconnectors of national transmission system, managed by OGP Gaz-System SA. 

Table 4.1.2a Interconnectors with other system operators  

	Name of the system operator
	Country 
	Interconnector
	Total transmission capacity* (mcm/yar)
	Reservation of transmission capacity for long term contracts  (mln  mcm/year)
	Direction of supplies
	Kind of submitted nominations**

	Uktransgaz
	Ukraine
	Drozdowicze
	4800
	4 388
	Poland 
	a)

	Biełtransgaz
	Byelorussia
	Wysokoje
	5000
	1 732
	Poland 
	a)

	
	
	Tietierowka
	100
	60
	Poland
	a)

	VNG AG
	Germany 
	Lasów
	1000
	817
	Poland
	a)

	
	
	Kaminnke
	90
	40
	Germany
	a)

	EuRoPol

Gaz
	Poland 
	Włocławek
	2800
	1 502
	Poland
	a)

	
	
	Lwówek
	1100
	1 075
	Poland
	a)


* Maximal continuos transmission capacity which can be offered by a transmission system operator to network users, taking into consideration integrity of the system and exploitation requirements of transmission lines. 
** Kinds of nomination :

a) monthly and daily, in a weekly cycle.

Source: OGP Gaz-System SA

Table  4.1.2a  presents that on all the entries to the national transmission system the share of transmission capacity reserved for a long period of time exceeds 50%.The incumbent undertaking did not resell transmission capacities in these points on the secondary market. Information related to transmission capacities in these points, required according to Regulation 1775/2005/EC, are presented on the website of the OGP Gaz-System SA. 
The cooperation between regional TSOs is based on agreements between the operators
. In 2006 OGP Gaz-System SA sign his agreement with Ukrainian transmission system operator „Ukrtransgaz”, for the entry point to the system in  Drozdowicze, and also with a German company VNG for border stations in Lasowo, Gubin and Kaminnke. Moreover the negotiations with Byelorussian transmission system operator– „Biełtransgaz” – for import points in Wysokoje  Tietierowka are in the final phase. The TSO forecasts that the transmission capacity in import will increase in the years  2007-2011. Planned transmission capacity in 2007 will reach 13,3 bcm, and increase by 100 mcm each subsequent year, reaching the level of 13.7 bcm in 20113. 

The contract for gas transit through the territory of Polland is valid until the end of 2019, and is being realized by the owner of the transit pipeline, SGT EuRoPol GAZ SA. In 2006 the transit capacity of 28,76 bcm to Germany was reserved.  

The principles of congestion management are subject to Regulator’s approval, in the grid code in parts related to balancing and congestion management, which entered into force on August 1st, 2006. The regulations in the code foresee the application of „use it or lose it” principle in removing congestion by the TSO. Facing network congestion the swap transactions were nor applied.  

Both in and also in 2007 OGP Gaz-System carried out intensive works aimed at the establishment of an information platform on its website. The level of fulfilling the information duties imposed on the TSO was subject to ERGEG’s evaluation. It was stated that most of the requirements was properly fulfilled by the operator. The methodology of nomination of  maximal technical flow capacity, according to generally abiding forms, was not a subject of a separate regulatory control. The elements of the evaluation should be realized in the case of the analysis of the reasons of refusals for network connections and justifications of new network investment. 

4.1.3. The regulation of the tasks of transmission and distribution companies.
In the national gas system (network) two kinds of operators were separated: acting on the level of the transmission network or regional performing functions of distribution system operators – see table 4.1.3.
TSO

Since July 1st 2005, the TSO on the whole Polish territory has been the Operator of Gas Transmission Pipelines Gas System SA. The owner of the part of the network is the operator (now about 20%), the rest belongs to GK PGNiG SA, which is exploited by the operator as leased assets. 
The value of own assets of the TSO is estimated (for September 28th 2006) for about PLN 1 055,1mln. The TSO disposes the transmission assets of (for September 28th 2006) about PLN  3 683,6 mln (according to „Operation Leasing Contract”). 

To be fully independent the TSO must possess its own transmission assets. On May 16th 2005 the TSO concluded with PGNiG SA the „Operation Leasing Contact” which could let the operator to carry out gradual acquisition of the transmission network. The operator was significantly supported by the State Treasury, which acquires from PGNiG SA a dividend, which dividend in kind, in the form of key elements of the gas transmission system and transfers it to the OGP Gaz-System SA. 
The operator creates its own image – logo, and Internet service without links to connected enterprises. 

DSO

It is not enough for proper functioning of the competitive gas market to separate the TSO from a vertically integrated undertaking. A similar process should take place also on the retail market. According to the Energy Law integrated vertically companies were obliged to separate organizationally and functionally companies which could perform only the duties of a DSO. This duty entered into force on July 1st 2007. 

Table 4.1.3 Regulation of network companies 

	
	Number of regulated companies, TSO and DSO

	
	2004
	2005
	2006

	Transmission
	1
	1
	1

	Distribution 
	6 big DSOs *
	6 big DSOs
	6big DSOs


* DSO with the number of customers over 100 thousand and sale of gas not exceeding 100 mcm per year.  

Source: ERO 

Network Tariffs 

The way of tariff approval for gaseous fuels
 is based on the examination if a given tariff fulfills the requirements of the Energy Law and secondary legislation, i.e. tariff ordinance and the network connection ordinance. According to the regulation a tariff of a company dealing with transmission or distribution should guarantee:  

· covering of justified costs of performed activity, that means costs necessary due to technical and organizational or economic reasons, to carry out a given activity, together with justified return on equity. 
· covering of justified costs borne by transmission and distribution systems operators connected with the realization of their duties 
· protection of consumers against unjustified rise of charges 
In the case of companies dealing with transmission, justified costs are justified operating costs
, amortization from regulatory asset base, and taxes. Additionally, in the case of the transmission system operator, justified costs also cover expenditures, planned by the company, connected with concluded leasing agreement, due to which it is able to use the transmission grid. 

The TSO since the moment of starting its activity in July 2005 till March 30th 2006 applied the tariff of PGNiG SA within the scope of transmission
. In the tariff set by it, the transmission fees were group fees. The introduction of distance fees, according to the tariff ordinance, due to configuration of transmission network was unjustified. The implementation of „entry–exit”, charge for transmission networks, supported by the EU was impossible, because the tariff ordinance does not foresee such method. Additionally, the Operator set charge for odorization of gas, because gas sold to customers connected to the distribution networks
 – according to quality norms – must be odorized. The charges approved in the tariff for transmission services of high methane gas set by the system of the SGT EuRoPol GAZ SA, are distance fees.  
In the case of companies dealing with distribution, justified costs are the costs of purchase of transmission services from other network companies, costs of purchase of storage services, from PGNiG SA, justified own operating costs
, amortization from regulatory asset base and taxes. For all companies dealing with distribution of gaseous fuels, unified principles of return on equity are applied. Due to consumer protection against excessive rise of charges, in 2006 the return on equity covered only 50% of network assets of the company, estimated for December 31st , 2005.  

In the tariff of a company dealing with wholesale trade in gaseous fuels and gas storage, PGNiG SA, they were set - excluding prices of fuels  - two kinds of charges. One of them is the transmission charge for transmitting gas by the network of the SGT EuRoPol GAZ SA, which compensates the costs borne by transmission of gas from „the Yamal contract” from the Russian order to the exit points in Włocławek and Lwówek. The second – storage charge, which is a symbol of implementation, in the near future, the TPA principle in storage activity. The storage charge was calculated in a simplified way, as a quotient of planned storage groups for set tariff groups of customers to planned quantity of sold gas 
.
Types of gathered information

Data required in the tariff approval of a network company:
· the length of the network, divided into pressure levels,
· number and capacity of reductors,
· value of tangible assets, including network assets,
· value of amortization of network assets,
· the level of investment outlays within the period of tariff validity, 
· number of connected customers and the level of connection fees, 
· number of customers from each tariff group, quantity of gas purchased by them, and ordered capacity, 
· balance of gas,
· quantity of gas purchased for covering balance deficit, 
· quantity of network losses,
· quantity of costs in three profiles: costs by nature, by particular tariff groups, by own and and transferred costs,
· quantity of revenues in particulat tariff groups.

Data mentioned above – collected for the last reporting year (that means for a year preceding the year of tariff setting, for which the report was audited, according to regulations on reporting and quantities planned for the year of the validity of a submitted for approval tariff.  

The way of evaluation of gathered information.

Basic guarantee of reliability of data for a reporting year is a statement about their authenticity, subject to a imprisonment of three years in case of submitting untrue information. The persons, authorized to represent a given company in front of the Regulator are subject to sanctions described above. Independently, it is examined if the financial data presented in a tariff application for a given calendar year do not exceed the quantities from financial reports and are compatible with data presented in monitoring run by the regulatory organ each quarter. It should be mentioned, that financial reports for an undertaking (independently from a kind of activity) are subject  to verification by licensed auditors. 

The main method of the examination of planned financial data is the comparison with the quantities of the last reporting year, or, in case of doubts, with data referring to previous years. The evaluation of other data, needed for tariff calculation, for instance planned quantity of gas suplied to customers and planned quantities of ordered capacity, is carried out both  by comparison with data from the reporting year and tendencies from the past.  Moreover, mainly in tariff groups with high number of customers (over 100) trends referring to avarege quantity of transmitted gas for one customer and average quantity of capacity ordered for one customer are analysed. Additionally the compatibility of balances of gas and planned ordered capacity by gas system operators and traders are compared. 

Tools of improvement of efficiency evaluation

Main tools of efficiency estimation are comparisons of unit costs (own costs divided into the quantity of transmitted gas), unit transferred costs (costs of purchase of transmission services and quantities of transmitted gas) and the share of gas dedicated for losses and balance difference in the genal quantity of transmitted gas.

Regulatory period 

Basic regulatory period is a year. However the tariff within the scope of transmission services fixed by the PGNiG SA and tariffs within the scope of distribution companies of six biggest undertakings have not been changed  since October 1st 2006, just on April 1st 2006, when the new tariffs entered into force.

The participation of the regulatory organ in the setting of the structure of actually valid tariffs.

The participation of the ERO in the setting of actually valid tariffs was reflected in: 

· verification of adopted for calculation transmission and distribution charge, planned for a tariff year quantity of transmitted gas to customers and capacity ordered by them, 
· the estimation of justification of combining or separation of tariff groups and the evaluation of their effects for consumers, 
· determining the size of justified return on equity, 
· the limitation of the size of justified share of gas for losses and balance difference in total quantity of transmitted gas, 
· control of fised fee shares in total payments for gas transmission. separation in the PGNiG SA charge rate for gas transmission by the SGT EuRoPol GAZ SA and storage fees,
· denomination of the size of maximal growth of rates for gas transmission 
Network fees
Table 4.1.3a compares average payments for the usege of grids for three customer groups with defined characteristics of consumption. The payments were calculated on the base of tariffs applied by network companies in 2006 and 2007.

Table   4.1.3a Fees for network usage

	consumer
	consumption
	Load factor
	Average network fee 2006 
	Average network

 fee 2006 
	Average network 

fee 2007 
	Average network 

fee 2007

	Unit
	[GJ/year]
	[h]
	[€]
	[€/GJ]
	[€]
	[€/GJ]

	I4-1
	418 600
	4000
	458 836,39
	1,10
	463 898,05
	1,11

	I1:
	418,6
	–
	1 204,78
	2,88
	1 218,07
	2,91

	D3
	8,37
	–
	239,14
	2,86
	241,77
	2,89

	Average exchange rate of the NBP
	2006
	3,8951

	
	2007 I-V
	3,8526


Source: ERO

Role of the regulatory organ in the process of estimation of network efficiency. 

Due to fact that, the President of the ERO does not approve methodology of tariff setting, his role is limited to the approval of such revenues, which would guarantee the security of supplies and efficiency improvement, evaluated by an average period of brakes in supplies resulting from breakdowns, decrease of network flow capacity, and the decrease of gas for balancing difference. 
It should be noted that the evaluation of the functioning of the network is carried out on the stage of agreeing development plans for following years, in which the President of the ERO analyses justification of planned investment outlays for network development. The source of financing are justified tariff revenues. 

The symptom of the efficiency of gaseous fuel supplies to customers is an average period of breaks in supplies. The tariffs of network companies contain conditions related to the size of discounts for non keeping of quality parameters of supplied break and quality of services
. It is worth to mention that the discounts regarded incompliance with standards are set by the secondary legislation to the Energy Law. 

Average period of breaks in the supplies in 2006 , per one consumer was calculated on the base of information collected from network companies -  table 4.1.3b

Table  4.1.3b Interruptions in gas supplies 

	2006
	Breaks

	
	Period of time

[min]
	Number of customers 


	Average time span 

[min/cust.]

	Interruptions
	89 518 594,80
	123 361
	725,66

	Planned outages
	76 721 978,40
	153 386
	500,19


Source: ERO

Balancing

Balancing of the gas system in 2006 was realized by the OGP Gaz-System SA. Until the moment of entering into force the grid code, balancing  of the system was carried out on the base of simplified procedures, of submitting the level of demand by participants of the transmission system. 
In the grid code, approved by the President of ERO on June 21st  2006, 
 the mechanism of balancing foresees physical balancing based on the accumulation of the transmission system and storage capacity reserved for the TSO for balancing. Due to the market structure which results in the lack of competitive offers, the use of market mechanisms of physical balancing was not foreseen. Settlement balancing is based on the settlement by the TSO subjects which have concluded transmission contracts, regarding the accuracy nomination. 
The grid code foresees a charge for unbalancing and non-compatibility with the nomination in entry and exit points. Applied fees are calculated as a quotient of the size of the standard deviation, indicator and reference price of gas, resulting from the purchase price of gas bought by the TSO. Basic information on the mechanism of balancing valid since August 1st  2006, are given in table 4.1.3c:

Table 4.1.3c Balancing mechanism 

	Indicator 
	Description

	Period
	24 hours 

	Area
	One area – on the level of the transmission grid  

	Gate closure 
	12.00 day n-1

	The dependence of limits on the size of ordered capacity 
	The criterion  Km=15 000 m3/h  for the setting of permitted limits of unbalancing as sum 
of  capacity ordered on the entry points. The quantities in brackets for Km respectively 
over and under 5 000 m3/h

The differentiation of the limits is to protect small and new market participants. 

	Charges:

Daily unbalancing 

Maximal incremental unbalanced quantity

(MNIN)

Fee for not keeping daily nominations over limits.

Fees and discounts for not keeping quality parameters of transmitted fuel. 
	Unbalancing in the gas 24 hours

It is a difference between the quantity designated for transmission and received from 
the  transmission system within one single gas 24 hours. There are two limits of 
permitted unbalancing: 

Daily Limit of Unbalancing (5%  i  15%)  

Maximal Daily Limit of Unbalancing (15% i 45%). 

Their values refer to the quantity transmitted  on entries in a given day 

The service of unbalancing referring to DLN is included in the transmission fee.

The transgression of DLN i GDLN respectively is connected with additional fees. 

Incremental unbalancing it a sum of unbalancing in subsequent gas days. 

The MNIN value is set for (20% / 40%) of daily average in a given gas moth, calculated 

on the base of monthly quantities for a given month in Yearly Nomination.  

In the case of transgression in a given month MNIN  additional motivate fee is

implemented additionally, to secure the stability of the system  

Calculated separately for each entry and exit point in the gas of transgression by 10%. 
Calculated separately for each entry and exit points in the case of not keeping calorific value or other quality parameters.


Source: ERO

The calculation of fees for daily unbalancing was calculated on the base of unit storage costs of PMG Mogilno, (injection/withdrawal, capacity and storage capacity orders) and costs of balancing gas transmission in the transmission system (with consideration of penal character of fees in the case of balancing outside nominated limits, described in the table).

The method of calculation of fees for incremental unbalancing (monthly) outside the limit and not keeping nomination on the entry or exit point was set on the base of comparing tariffs of TSOs in the EU, and the smallest fees were accepted. The exchange of trade information between the TSO and entities ordering a transmission service takes place according to principles in the transmission contract and the grid code. 
In 2006 the system of electronic information exchange was  not implemented - which- according to the assumptions - is to be based on the document electronic exchange standard EDI, in the version elaborated for the gas sector, EDID@S. Now basic form of information exchange is in writing. In  2006 the TSO, through its website, published information related to offered services and applied conditions, together with technical information about transmission capacity. 
4.1.4. Effective unbundling 

The TSO and DSO which are in the structure of a vertically integrated company are obliged to implement legal, organizational and accounting separation, however legal separation of DSOs is required from July 1st 2007. This duty does not refer to gas DSOs if the number of customers connected to the grid is not higher than 100 000 customers and yearly sales do not exceed 100 mcm. 
All energy companies were obliged to implement accounting separation. 

Referring to network companies final accounting separation duty will be of utmost importance for DSOs excluded from the duty of organizational and legal separation. For the rest of DSOs legal separation will inevitably lead to accounting separation. 
Table 4.1.4.  Unbundling development *

	Details


	Number

	TSO - ownership separation
	1 

	DSO - ownership separation  
	0

	DSO - which supply(distribute energy) to less than 100 000 customers 
	0

	TSO - legal separation ,ownership of transmission assets
	0

	TSO - legal separation, no transmission assets
	1

	DSO - legal separation, ownership of transmission assets 
	0

	DSO - legal separation, no transmission 
	0


* for the end of 2006.

Source: ERO 

In 2006 the number of employees employed (full time jobs) in the network companies (one TSO and six DSOs – only in the network activity) reached 14 514,20.

TSO

In the case of TSO not only legal separation, but also ownership separation was implemented - from April 28th the owner of 100% of shares of TSO has been the State Treasury. This company is not a part of a vertically integrated undertaking. Thus its independence from company dealing with extraction and exploration of gas was guaranteed. The head office of the operator is in a separate building, only the National Gas Dispatching Center is situated in a separated part of a building, occupied also by a company dealing with extraction and trade in gas (PGNiG SA). 

DSO

In case of DSO (six big distribution companies belonging to PGNiG SA Capital Group) the organizational separation took place. Within the frames of his action, the company was reorganized, through the accounting separation of divisions dealing with distribution. The restructurization is supported by elaborated by the company Compatibility Programs, which describe in details principles of cooperation between other areas of activities of the capital group.  

In October and December 2006 the President of the ERO received from companies mentioned above the applications about the nominations for the positions of DSOs. In the ligth of presented data the President of the ERO stated, that gas companies had met the requirements of art 9d item 1 of the Energy Law. Their organizational and functional independence is guaranteed. To fulfill this task, in vertically integrated structures of energy enterprises, the units performing operator’s functions were separated. The members of managements of DSOs do not participate in managerial structures of other energy companies dealing with gaseous fuels. They are empowered to run independent activity and take independent decisions within the scope of asset management necessary for efficient fulfilling of operator functions, specially within the scope of decision making process regarded exploitation, maintenance, repairing and network development. They effectively realize  duties referring to allocation of transmission capacity, operation of nominations and network congestion management.  

In December 2006 the President of ERO appointed  6 gas DSOs, and the validity  of the appointment referred to the period from January 1st 2007 to June 30th , 2007. It was due to the fact, that until June 30th , 2007, specialized DSOs should, within their legal form, perform only distribution activity, what means that since July 1st  2007 they will obtain legal separation and will operate only within the range of distribution of gaseous fuels, not mixing  this activity with other licensed kinds of energy activity, particularly with the trade in gaseous fuels 
. 

On December 21st  2006, the President of the ERO was asked by the POLENERGIA SA company, with head office in Warsaw, to appoint it for the position of DSO for the area defined by the license. According to the license owned by it, POLENERGIA SA carries out activity within the range of distribution services on the area of town and community of Tomaszów Mazowiecki.  

4.2. Competition issues  [Article 25(1)(h)]

4.2.1. Wholesale market 

In 2006 total gas consumption in Poland reached 13,9 bcm, including  30,8% from national sources. Comparing to 2005 total gas consumption grew by 0,9%, import by 3,5% and national production decreased by 1%. 

National extraction was supplemented by import supplies. Like in the previous years, Russia (the Yamal contract) Germany, Norway and Central Asian republics were the main suppliers.  

Picture  4.2.1 The sources of natural gas in Poland  2005-2006
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Source: PGNiG SA

The market of natural gas in Poland is a market of one supplier and seller – the Capital Group of the PGNiG SA. In 2006 other suppliers delivered to the domestic market only 0,5% of gas. The trade in gas is also run by other companies, but their share in overall balance does not exceed 0,7%.  

Table 4.2.1.  Market concentration

	Year
	Number of entities controlling  >=5% of extraction and import capacity of gas 
	Number of entities offering >=5% of consumed gas
	Market share of three biggest wholesale traders  [%]

	2006
	1
	1*)
	99,98

	2007
	1
	1
	n.a. 


* PGNiG SA
Source: ERO 

In 2006 the sale of gas on the wholesale market reached 8 324,2 bcm, only 2,13% was bought by other entities than distribution companies. 

Table 4.2.1a  Wholesale market: production, import

	
	Demand
	Production
	Import  [bcm/year]

	Year
	Total consumption

[bcm]
	Peak[bcm]
	Total

[bcm ]
	Daily production capacity [bcm/day]
	Total
	Reserved for transit
	Reserved in connection with LTC
	Not reserved

	2006
	13,9
	0,0675
	4,3
	0,012
	43,2
	28,4
	9,57
	5,23


Source: PGNiG SA.

In 2006 transmission capacity of the “Yamal pipeline” was reserved in 87,2%. If we add reservations for the supplies of gas to Poland, the transmission capacity will be reduced to 4%. Unused transmission capacity is at the disposal of Gas Trading SA 
. 

In 2006, like in 2005, no trade in gas hubs or on futures market were carried out. There wasn’t gas exchange.
Table 4.2.1b Trade in natural gas 

	Year
	Spot market 

[bcm]
	Futures market

[bcm]
	Over-the-counter market

[bcm]

	2006
	0
	0
	0

	2007
	0
	0
	0


Source: PGNiG SA

Wholesale tariffs. 

The wholesale market of natural gas,- due to its structure- practically one seller – can not be recognized as competitive, thus the prices on this market are shaped by the tariff decisions of the President of the ERO
. The national monopoly within the scope extraction, import and trade in gas PGNiG SA, in the first quarter of 2006 applied the tariff approved in 2003. It was subject to subsequent amendments, in the form of gas price increases. The last change of this kind took place on January 1st   2006 and implemented prices higher by 8,8% from prices from December 31st  2005. In the next tariff which PGNiG S.A. started to apply from April 1st  2007  the prices of gaseous fuels, fee for gas transmission by the network of SGT EuRoPol GAZ S.A. and storage charge were set. 

The price of high methane gas was fixed in this tariff according the principle implemented before, as a quotient of average weighted costs of gas extraction from domestic sources and import, divided into planned volume of sales to customers. During the administrative procedure, each element of the calculation was evaluated and verified, that means the price situation on the stock market of oil derivates, according to the price formulas contained in import trade contracts, approved for calculation: PLN/USD exchange rate and  planned costs of gas extraction from national sources. 

The prices of nitrogenised gas were shaped on the level not worsening the relations between a costs of thermal unit obtained from the process of burning of this gas and the cost of a thermal unit obtained from high methane gas. This way of setting prices of gas lets to balance interests of consumers supplied by gas coming from cheap domestic sources. (nitrated gas) and customers supplied by gas both domestic and import sources (high methane gas).                                              
4.2.2. Description of the retail market

Most of undertakings active in the gas sector are commercial law joint stock companies – limited liability companies, joint stock companies and general partnership companies. There are no individual companies among them. From 2003 it has been possible to notice the growth of number of participants in the gas market what resulted in significant growth of investment connected with the construction of new distribution networks on the areas of communities not covered by gas distribution network. Moreover, together with the development of new technologies, the possibility of the development of the network fuelled by LNG appeared.  

The dominant position in the sector belongs to the Polish Oil and Gas Company Capital Group, consisting of Polish Oil and Gas Company SA (PGNiG SA) and 6 regional distribution companies,from which in 2006 carried out activity within the scope of retail trade and distribution of natural gas, and also in the range of exploitation, repairing and development of the distribution system
. Distribution companies also performed the role of distribution system operators (DSOs) 
.
Picture 4.2.2. Geography of activity of gas companies.
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Besides the Capital Gropup of the PGNiG SA there are only small local gas companies active in the sector, performing trade and distribution activity together. The biggest independent distributor of natural gas in Poland is G.EN. GAZ ENERGIA SA, which cover 48 communities in four provinces: Western Pomeranian, Greater Poland, Pomeranian and Lower Silesian
. The second biggest is Media Odra Warta Sp. z o.o. (MOW), which runs activity on the area of several communities of Lubuskie and Lower Silesian voivodship
. 
Moreover, since  2001, an independent distributor of gas KRI Sp z o.o., has been active on the area of some communities of Greater Poland province
. In the Western Pomeranian province the local distributor is a company Gaz Technologia i Energia Sp. z o.o.

Besides the sale of gaseous fuel to trade intermediaries, PGNiG SA sells also gas to final customers. Over 40% of gas sold on the Polish market goes to final customers directly from the domestic transmission system or from deposits, most of it to industrial customers. Moreover PGNiG SA sells gas to the OGP Gaz-System SA and daughter companies of the  PGNiG SA – for own consumption, that means for their own purpose – balancing of the system. In 2006 technological demand (losses and own consumption) of the OGP Gaz-System SA and capital group of the PGNiG SA reached 466,07 mcm.
Table 4.2.2 presents the quantity and structure of sales of the CG of the PGNiG SA in 2006 .

Table 4.2.2  The quantity and structure of sales to final customers [mcm]

	Details
	Sale of capital group PGNiG SA
	Including:

	
	Volume
	%
	Sales directly from the transmission system or deposits
	Sales by daughter companies of the PGNiG SA

	
	
	
	volume
	%
	Volume 
	%

	Total
	13 352,29
	100,00
	5 395,7
	40,41
	7 958,66
	59,59

	1. Industry, including;
	8 090,24
	60,59
	5 235,8
	39,21
	2 854,44
	21,38

	Nitrogen plants 
	2 399,30
	17,97
	2 399,3
	17,97
	0,00
	0,00

	CHPs
	1 013,06
	7,59
	960,8
	7,20
	52,26
	0,39

	Heat stations 
	237,13
	1,78
	12,6
	0,09
	224,53
	1,68

	Other small customers 

Consumption under 1mcm/year) 
	657,37
	4,92
	10,1
	0,08
	647,27
	4,85

	Other mid-size customers

(consumption from 1 mcm to 25 mcm/year)                  
	2 104,48
	15,76
	536,8
	4,02
	1 567,68
	11,74

	Other big customers (consumption over

25 mcm/year)
	1 678,90
	12,57
	1 316,2
	9,86
	362,70
	2,72

	2. Trade and services 
	1 333,63
	9,99
	33,0
	0,25
	1 300,63
	9,74

	Small customers  (consumption from 1 mcm/year  or under)   


	1 206,12
	9,03
	4,7
	0,04
	1 201,42
	9,00

	Medium size customers 

 (consumption from 

1 mcm to 25 mcm/year)
	127,51
	0,95
	28,3
	0,21
	99,21
	0,74

	Big customers 

(consumption over

25 mcm/year)
	0,00
	0,00
	0,0
	0,00
	0,00
	0,00

	3. Households 
	3 801,51
	28,47
	0,0
	0,00
	3 801,51
	28,47

	4. Export 
	40,60
	0,30
	40,6
	0,30
	0,00
	0,00

	5. OGP Gaz-System SA
	86,30
	0,65
	86,3
	0,65
	0,00
	0,00


Source: ERO 

The structure of the retail market in 2006 was not different comparing to the previous year – see table 4.2.2a

Table 4.2.2a  Share in the retail market 

	Year 
	Number of independent traders  **
	Number of companies with marketshare 5% or more in the retail market of eligible customers ***
	Total of biggest 1) supplied to:

	
	
	
	Gas power stations 

[%]
	Big industrial eneterprises  

[%]
	Medium customers 

Industrial and commercial [%]
	Small enterprises 

and households 

[%]

	2006
	71****
	7
	98,18
	96,44
	59,38
	61,83

	2007*
	75****
	1
	b.d.
	b.d.
	b.d.
	b.d


1) Shares calculated with the consideration of organizational separation of dougther companies of PGNiG, market  share calculated for the whole capital group could be on the level cose to 100% (over 99,5%).

* Most actual data

** Number of sellers independent from national transmission or distribution companies. 

*** Final retail market divided into eligible and not eligible customers, and the shares were calculated on the base of consumption by eligible customers  .
**** number of issued licenses for trade in gas, besides licenses for companies belonging to GK PGNiG SA
Source: ERO

Retail market in Poland is strongly concentrated. 7 companies united in one capaital group of the PGNiG SA possess market share over 5%. It is worth to mention that due to specific nature of activity of distribution companies  (they are practically only one supplier on their respective areas) the retail market is divided into local monopoly markets. The PGNiG SA is carried out sales from the system and directly from deposits, mainly to industrial customers.This is why it is diffucult to speak about the possibilities of switching. 

Table 4.2.2b Switching supplier
	Year 
	Number of customers who switched [%]
	The share of renegotiated contracts ** [%]

	
	According to measurement points 
	According to energy consumption 
	

	
	Gas power stations 
	Big industrial enterprises 
	Medium insustrial and commercial 
	Small enterprises and households 
	Gas power station
	Big industrial enterprises
	Medium insustrial and commercial
	Small enterprises and households
	

	2006
	0
	0
	0
	0
	0
	0
	0
	0
	0

	2007*
	0
	0
	0
	0
	0
	0
	0
	0
	0


* The most actual data

** Renegotiation of a contract means the change of conditions of a contract with hitherto supplier. 

Source:ERO 

In 2006 prices of gaseous fuels on the retail market were set in the tariffs of distribution companies, which, besides performing distribution services were also active in trade in gaseous fuels. The quantity of these prices are mainly determined by the purchase prices of gas from PGNiG SA and own costs of trade. In the new tariffs a margin of 4% from own costs of trade was accepted. The changes of the fuel prices followed changes in the tariff of the PGNiG SA.

Table 4.2.2d  Structure of payments for gas 

	             Group **

 [€/GJ]
	l4
	I1
	D3
	Typical household 

	
	2006
	2007*
	2006
	2007*
	2006
	2007*
	2006
	2007*

	Price of gas ***
	4,54
	5,16
	4,76
	5,38
	4,96
	5,56
	5,59
	6,23

	Network fees ****
	1,10
	1,11
	2,88
	2,91
	2,86
	2,89
	3,23
	3,27

	Taxes *****
	1,24
	1,37
	1,68
	1,82
	1,72
	1,86
	1,94
	2,09

	Other fees ******
	
	
	
	
	
	
	
	

	Total price 
	6,88
	7,64
	9,32
	10,11
	9,54
	10,31
	10,76
	11,59

	

	 
	2006
	39,5

	
	2007*
	39,5

	Storage fees  *******
	2006
	0,07

	
	2007*
	0,07

	Average exchange rate of the NBP 
	2006
	3,8951

	
	2007 I-V
	3,8526


* Most actual data

** Customer groups are defined as follows:

I4 = yearly consumption 418,6 TJ
I1 = yearly consumption 0,4186 TJ
D3 = yearly consumption 83,7 GJ
Typical household  = gas supplies (m3) for households divided into the number of households. 

*** Cost of gas = total price  - network fees - taxes – other charges

**** Network fees contain costs of measurement, do not contain taxes , public and legal charges. 

***** VAT, gas taxes, local taxes
****** Public and legal charges, obligatory non taxation charges paid by customers or suppliers              

*******  Average value for the country (total cost of used storages in the country  divided into total consumption 
Source: ERO

A typical household consumes 570 m3 (14,43 MJ) of gas. Prices of gas in table 4.2.2d originate from regulated tariffs. In 2006 the supplies to 33 815 customers were cut due to non payments. 

 5. Security of supplies  

Security of supplies is the main pillar of energy security. This security has been defined in the document „Energy Policy of Poland until 2025” 
 as the state of economy that enables to cover current and future demand of customers for fuels and energy in a technically and economically justified way while minimizing adverse effects of the energy sector on the environment and living conditions of the society.   

The level of energy security depends on many factors. Their significance for balancing demand and supply of energy depends not only on internal factors of a given country but also the situation on the world markets. An important element is the diversification of the structure of energy carriers that constitute national energy balance, the level of diversification of sources of supplies, technical state and efficiency of transmission and distribution equipment and installations.   

Basic supervision on the security of the supplies of electric energy is performed by the Minister of Economy while the President of  the ERO monitors the electricity system
. 

5.1. Electric energy [ Article 4]
Characteristics of the market in the context of guarantying security of supplies. 

Electricity security depends, first of all, on the capability to meet peak demand for energy and capacity as well as current and future structure of fuel mix in the process of energy generation. Obviously, all these elements are subject to the monitoring of security of energy and gas supplies in its broad sense that is a precondition for undertaking proper regulatory actions.  

The situation on the electricity market and development for capacity forecasted by TSO is shown in the table 5.1.b.

Table 5 .1.b.Peak demand and available capacity in  2000 – 2009. 

	Year


	Peak demand  [GW]


	Available capacity [GW]

	2000
	22,29
	26,64

	2001
	22,87
	26,32

	2002
	23,21
	26,87

	2003
	23,29
	27,59

	2004
	23,11
	27,98

	2005
	23,47
	27,80

	2006
	24,64
	27,13

	2007*
	25,20
	31,11

	2008*
	25,70
	31,12

	2009*
	26,90
	30,88


* Forecast


Source: PSE Operator S. A.
The data presented above shows that in the short-term perspective Poland will have excess capacity, which will positively influence guarantying security of energy supplies to customers. 

Referring to the demand for energy, and, consequently the balance of its generation and demand – one can state that within the last years it was not subject to forecast analyses. It is hard to draw conclusions on the future possibilities to cover the demand for energy based exclusively on the subject elaborations that come from the sector . 

The generation of electricity is predominantly based on coal and lignite, which is presented in the table 5.1.a. What’s more, according to the assumptions of the energy policy it is not going to be changed in the nearest future. 

Table  5.1.a. Fuel mix in electricity generation 2006

	Fuel
	Share in electricity generation  [%]

	Coal
	62,1

	Lignite
	33,0

	Natural gas
	1,7

	Water
	1,9

	Biomass and co-firing of biomass
	1,1

	Other RES
	0,2


Source: ARE

In 2006 and 2007 the following generation investments were continued or launched:

1) Investment in the group of Southern Energy Concern in Łagisza II. power station, - a block of 460 MW. The test run is planned for December 2008 and the commissioning - on March 31st  2009. 

2) Investment realized in Pątnów Adamów Konin Power Stations. Pątnów II power station wil contain a block of 464 MW. It will be equipped with the latest installation for atmosphere protection, including installation of wet desulphurization of exhaustions and will be characterized by high level of generation efficiency. Pątnów II is going to be commissioned on December 31st  2007. 

3) The investment realized by BOT. Bełchatów II power station, the block of which will be of 833 MW capacity (forecasted even 850 MW). The construction of the new investment started at the end of 2006. It is going to be the biggest and the most modern block in Poland. The synchronization of the block with the national electricity system is due to February 2010. 

The crucial element of security of supplies is the flow capacity of the grid and its technical state.That is why the most important are the investments carried out by the transmission system operator (TSO). The investments realized by the TSO within the national transmission system are to meet two basic aims: to guarantee security of energy supplies  and increase the freedom of energy trade, including  the single energy market (interconnectors). The TSO undertakes investment decisions on the base of periodically run analyses and technical criteria, referring to, first of all, reliability and quality of supplies and the evaluation of efficiency of planned ventures.  

Investment tasks are included in the development plan of the national transmission grid. The draft plan, elaborated by the TSO for the years 2005–2009 on the base of the analyses performed, is subject to the approval procedure by the President of the ERO. The costs of the investments in the agreed draft plan are considered as an element of justified costs in the calculation process of thr TSO’s  transmission tariff. 

Investments completed in 2006 :

1) modernization of 400kV line Krosno-Lemesany aimed to improve the feeding the system, 

2) actualization of profile of 220 kV line KRA - VIE aimed to  increase transmission capacity, 

3) modernization of 220 kV line Połaniec – Radkowice to transmit energy from generation sources.  

Investments in progress:

  1.   construction o  220 kV connection between  400/220/110 kV station Olsztyn Mątki and  220/110 kV station Olsztyn,

  2.   installation of new transformers :

        -   220/110 kV capacity 160 MVA in the Konin station,

        -   400/220 kV capacity  330 MWA in the Olsztyn Mątki station, 

        -   six transformers  220/110 kV in stations: Mokre, Chełm, Czerwonak, Leśniów, Kielce Piaski i Toruń Elana.

3. construction of power switchgear  400 kV in Gdańsk I station, construction of 1 cable path 400 kV Żarnowiec-Gdańsk Błonia, installation ATR 400/220 kV (the period of realization: 2005-2007)

         
4. construction of  400 kV line from stations Ostrów to Rogowiec-Trębaczew line, the construction of power output 400 kV Rogowiec-Joachimów line to Trębaczew station  (the period of realization 2004 -2008), 

5. construction of 400 kV line Pasikurowice-Wrocław Południe-Świebodzice with the use of already existing 220 kV line Świebodzice-Klecina (the period of realization: 2006 -20011), 


6. construction of 400 kV Power switchgear in Morzyczan station, power output  400 kV Krajnik-Dunowo, installation ATR 400/220 kV (the period of realization: 2006 -2009), 

In 2006 no new investments were undertaken within reference to interconnectors with neighboring transmission systems as well as network investment inside the transmission grid that would have impact on the growth of transmission system capacity in intersystem exchange. 

Planned investments 

In 2007-2010 the PSE-Operator S.A. is planning the realization or launching the following investments:

I.  Investments improving the security of feeding, and consequently the improvement of  reliability of supplies and reduction of capacity losses in the National Electricity System:

1) Construction of 400 kV switchgear in Gdańsk I station, the construction of power output of 1 cable path 400 kV line Żarnowiec-Gdańsk Błonia, installation ATR 400/220 kV (period of realization: 2005-2007), 

2) Installation of compensation gland in the National Electricity System (period of realization: 2008-2011), 

3) Installation of the third  ATR 220/110 kV in Pabianice station (realization: 2010), 

4) Construction of 400 kV line from Ostrów station to Rogowiec-Trębaczew line, Power output of 400 kV line  Rogowiec-Joachimów to Trębaczew station  (realization: 2004 -2008), 

5) Construction of 400 kV line Pasikurowice-Wrocław Południe-Świebodzice with the use of already existing 220 kV line Świebodzice-Klecina (realization: 2006 -20011), 

6) Construction of a switchgear 400 kV in Morzyczan station, power output 400 kV Krajnik-Dunowo, installation ATR 400/220 kV (realization: 2006 -2009), 

7) Installation of the second ATR 220/110 kV in Lubocza station (realization: 2009),

8) Connection of  220/110 kV line Towarowa to cable paths 220kV Miłosna-Mory (realization: 2010).
9) Construction of 400 kV line Kozienice-Siedlce-Miłosna, construction of  400/110 kV station Siedlce (realization: 2007 - 2015), 
10) Construction of 400 kV line Rogowiec-Pabianice-Pątnów, construction of switchgear 400 kV in  Pabianice station (realization: 2007 - 2015), 
11) Construction of  400/110 kV station Wołomin (realization: 2009 - 2015),
12) Construction of 400 kV line Rogowiec-Ołtarzew, construction of switchgear 400 kV in Janów (realization: 2009 - 2015).

II. Investments necessary to transmit capacity from two blocks under construction in Pątnów Power Station and  Łagisza Power Station: 

1) Construction of switchgear 400 kV in Pątnów station, installation ATR 400/220 kV (realization: 2008 ),

2) Construction of 400 kV line Kromolice-Pątnów, construction of  400/110 kV station Kromolice (realization: 2006-2009),
3) Development and modernization of unit Power Station Łagisza – with the connection of  Łagisza block on the voltage 400 kV do KSP (realization: 2007-2009),
The role of the Regulator in the process of authorization of new generation capacities.

The President of the ERO grants licenses (promises of licenses) for energy generation thatcontain the obligation to report on the changes in scope and conditions of  activity performed, what results in amendments of  licenses. According to the amendment of the EL, in case the minister proper for economic affairs states a possibility of shortages in long – term fulfilling the demand for electricity,  the President of the ERO announces, organizes and conducts tenders for the construction of new generation capacities. The type of economic and financial  instruments  which facilitate the construction of new capacities will be defined in separate regulations. The criteria for evaluation of offers privided  in the ELare the following:
      -    national energy policy, 
· security of the electricity system,           

· requirements referring to health and environment protection as well  as  public security,
· energy and economic efficiency of a venture,           

· location of new capacities,                                        

· characteristics of the fuel mix usedin the new capacities. 

In Poland there are no formal mechanisms supporting the construction of new generation capacities, facilitating the decision making processon newinvestments. Preferential connection fees are applied only to renewable energy  sources and combined heat and power stations on the level of 50%. Other generators pay 100% of connection expenditures. 

The President of the ERO in 2006 granted within the scope of new generation sources             77 licenses for electricity generation, out of which 59 licenses were for renewable sourcesof  total generation capacity reaching 82,291 MW. (The share of energy generated in renewable energy sources is still a small percentage of total generation). 

The evaluation of energy security
For the time being energy security is not threatened. Both, the ratio of available capacity in the national electricity system to peak demand
 and good economic condition results of energy undertakings show that in the nearest future the  problems with the energy supplies should not appear. 

Economic results of distribution and generation companies in 2006 support  stable economic standing in these subsectors. Low investment activity of the entities is rather due to the will of not taking risks than the shortages of financial sources. However , the consumption of revenues from energy generation and sale brings adverse effects, especially for age structure of generation blocks. The behavior in the long run can lead to troubles in fulfilling the demand for electricity due to age structure of generation capacities.  

5.2. Gas [Article 5] and 2004/67/EC [Article  5]

Characteristics of the market and its prospects in the scope of guarantying security of supplies. 

At the momentPGNiG SA imports gas within the frames of agreements and contracts mentioned below, i.e. long – term import contract from Russia and three medium – term contracts for supplies from Central Asia and Germany;

• many – year contract for supplies of Russian gas with OOO Gazexport ( since November 1st 2006 OOO „Gazprom export”), dated September 25th 1996, and valid until 2022. On November 17th 2006 Annex 26th was signed, which changed the purchase pricing formula.  

• 
agreement  for gas import with VNG-Verbundnetz Gas AG, dated  August 17th 2006and valid until October 1st 2016.  During the first two years the supplies will reach 500 mcm/y. From October 1st  2008 to October 1st 2016 the level of supplies will reach 400 mcm/y. This way from October 1st the contract will replace the contract of September 15th 2004 with VNG-Verbundnetz GAS AG/ E.ON Ruhrgas AG, valid until September 30th 2008. 

• contract signed with ROSUKRENERGO AG for the import of Central Asian gas. The supplies began from January 1st 2007, reaching 2,5 bcm (according to GOST) and will be continued until January 1st  2010, with possible prolongation for the next 3 years

Table 5.2 shows consolidated level of present and future state of security of supplies in the gas sector. 

Table 5.2  Security of natural gas supplies  (forecast for  2006-2009)

	Year
	Total gas consumption  ** 

[bcm]
	National extraction *** [bcm]
	Import technical capacities ****

 [bcm]

	
	
	
	domestic
	Transit *****

	2006
	13,9
	4,3
	14,8
	28,4

	2007*
	13,9
	4,4
	14,8
	28,4

	2008*
	15,6
	4,6
	14,8
	28,4

	2009*
	16,4
	5,0
	14,8
	28,4


* forecast

** Quantities of natural gas are given according the calculation based on natural gas group E (high methane) of calorific value 39,5 MJ/m3.

*** Domestic extraction or planned extraction is covered by extraction capacity of deposits
**** Import capacity = import transmission capacity

***** Data from  Gaz-System S.A. and EuRoPol Gaz S.A.

Source: OGP Gaz-System S.A., PGNiG S.A. 

Prospects for increasing domestic extraction

The updated forecast of PGNiG SA assumes the maintenance of national extraction on the level of 4,3 bcm in 2007. Jasionka deposit is to be exploited (first stage was realized in January 2007). PGNIG SA also plans to connect  to exploitation 5 drills on the deposits already in use of total capacity 580 m³/min, which, assuming  all-year –round exploitation, will give  the inrease in gas extraction by  260 mcm.. In 2008 Jasionka (II stage), Cierpisz andŁękawica  depositisas well as 8 drills on the production deposits of total extraction capacity about 600 m³/min are to be exploited, which will give the increase of generation capacity by 280mcm per year. In 2007-2008 5 gas deposits: Kaleje, Kaleje-E, Łęki, Paproć-W, Nowy Tomyśl of total extraction capacity of  635 m³/min are to be exploited, which, assuming  all-year –round exploitation,  will give the increase in  gas extraction  by 320 mcm³   . 
Investments increasing security of gas supplies

Capital Group PGNiG SA is planning to increase until 2012their storage capacity by 1,2 bcm3, reaching 2,8 bcm³. One of the elements of the plan is to increase the capacity of the only  gasstorage in Poland, placed in salt caverns in Mogilno. After the construction of two more caverns the active capacity of the Mogilno storage will increase by 100 mcm (in normal conditions).
The company is planning to construct  two underground storages of nitrated gas in Maszewo and Bonikowo, which will allow to optimize gas supplies in the system of nitrated gas and to cover increased demand for the nitrated gas in these regions. 

The decision by Capital Group PGNiG SA taken in December 2006on the construction of an LNG terminal at  the Polish sea coast in the area of Świnoujście will increase the energy security of the country via  diversification of gas supplies. 

According to the assumptions made by the company, the initial capacity of the terminal will reach 2,5 bcm per year. The poject of the terminal will facilitate possible further development of the capacity until the level of 5 – 7,5 bcm per year, if justified by the growth of the demand . LNG will be imported to Poland by tankers of 140 000 m³ capacity .
Planned investments:(interconnectors).

OGP Gaz-System SA prepared the first development plan for the years 2006 – 2008, which is the base for the development and construction of the transmission network on the country-wide scale usingboth: its own assets as well as the assets leased from PGNiG SA. In January 2007 the TSO submitted updated version of the development plan that prolonged the planning period  until 2009. 
In 2006 the transmission system, managed by OGP Gaz-System SA, comprised  7 interconnectors of one – way transmission, including one with western (German) operator. To integrate the Polish transmission system with the systems of western pipelines the construction of new interconnectors is being planned, which  in turn will facilitate the use of alternative sources of gas supplies to Poland and neighboring countries. The interconnectors presented on the list below are  in the phase of projects prepared by the TSO but not approved yet ::

· construction of gas interconnector Poland – Germany (area of Zgorzelec). Accomplishment of the project would increase the flow capacity of  the transmission system between Poland and Germany around Zgorzelec (fully used now) thus would increase gas supplies from western direction (in relation to theneed to increase capacity) and would allow for  development of real interconnections with the EU countries.  construction of gas interconnector Poland – Lithuania. 
The project will cover building a pipeline from the system hub in Rembelszczyzna (near Warsaw) through Mazurian Lakes, the Suwałki region and the part of the pipeline in Southern – Western Lithuania, which would facilitate the connection of the gas systems. 
Investments in progress and planned – gas pipelines of the Polish transmission system.

In 2007-2010 OGP Gaz-System SA will execute investments stipulated in ‘The Operational Program Infrastructure and Environment – National Coherence 2007-2013‘
. The connections will facilitate the termination of congestion and, in the future, will facilitate the transmission of gas from the planned import LNG terminal. The co-financing of the investments is to be provided from the EU funds.. 

The grid investments are as follows :

1) accomplisment of  the gas pipeline  Włocławek-Gdynia, 

2) the gas pipeline  Szczecin–Gdańsk (the construction of northern pipeline),

3) the gas pipeline  KPMG Mogilno-Odolanów,

4) the gas pipeline  Gostynin-Płońsk,

5) the gas pipeline  Piotrków Trybunalski-Tworóg,

6) the gas pipeline  Szczecin-Lwówek (z węzłem w Goleniowie). 

7) the gas pipeline  Niechorze-Płoty, 

8) the gas pipeline  Świnoujście-Szczecin.

All investments mentioned above are listed both in the national development plan 2006-2008and in the project 2007-2009.

National regulations on the so called „new infrastructure” 

Energy undertakings dealing with transmission, distribution and storage of gaseous fuels are obliged to offer to all customers (since July 1st 2007 also to household customers) or to the companies dealing with trade in gas, according to the principle of equal treatment, provision of transmission, distribution and storage services. However, the regulations allow, under special circumstances,  for obtaining a release from the duty. According to article 4i of the Energy Law, the President of the ERO, can, on the justified request of an energy enterprise, release a given company from the obligation to perform  services within the defined scope and tosubmit tariffs for his approval in case  the services are provided with the use of „new infrastructure” , i.e. elements of the gas system or gas installations the construction of which was not finished until August 4th 2003 or started after that day 

The President of the ERO  can approvethe application for release when all conditions listed below are fulfilled:
· new infrastructure ehnances competitiveness in the supplies of gaseous fuels or the security of supplies;
· due to  the risk connected with the construction of the infrastructure,  the construction would never be launched without the release;
· the new infrastructure is/will be the property of an independent entity, which is, at least in the legal aspect, independent from the TSO of the gas system in which the infrastructure was/ will be  built;
· the users of the new infrastructure are charged with the fees for the usage of infrastructure;
· the release will not worsen the conditions of competition and efficiency of  the functioning of the gaseous fuels’ sector or the gas system, in which the new infrastructure was/will be built. 
The President of the ERO
 grants licenses for the gas storage economic activity in storage installations and appoints
, on the request of the owner of a gas storage installation, a  gas storage system operator. An energy undertaking, dealing with storage of gaseous fuels, is obliged
, according to art. 4c of the Energy Law, to guarantee for customers, on the principle of equal treatment, performance of gaseous fuels storage services in storage installations. However the assumptions of the Energy Law (Article 4h pos.1 of the Energy Law) foresee the situation in which an energy company dealing with natural gas storage can be released from a duty to perform such service or  temporarily limitation of performing this service can be applied. Such a decision can be taken by the President of the ERO on the justified application of an energy undertaking interested in it, after conducting a separate proceeding, described in art.4h pos. 2 – 8 of the Energy Law. On February 1st 2006 the President of ERO issued a decision about the granting to PGNiG SA a license for storage of gaseous fuels, but the company did not submit to the President of ERO the application for the appointment of the operator of the system of storage of gaseous fuels. 
Evaluation of security of supplies 
The picture of the situation in the gas sector prooves that the level of security of supplies can be characterized as „satisfactory”. In 2006 the total number of customers which possesed licenses for gas related activities reached 153, what is a sign of significant development potential and possibilities of liberalization of gas market in Poland. Diversified ownership structure of the sector is also an advantage. However the biggest Polish gas companies are the state property and due to this fact  they are to often used for the realization of political, not economic aims, but we can hope that the privatization started two years ago will be continued and bring positive development impact for the undertakings. 

Referring to financial standing of gas companies it is worth to mention that the improvement of financial results gives them more credibility thus increasing financial potential of investment targets, both in modernization and development. 

A very significan role in the security of the gas supplies is played by transmission, distribution and storage infrastructure. In 2006 the efficiency of the system was not questioned. However it must be taken into consideration that the growing demand for gas will force the development of transmission capacity and the modernization of the transmission grid, because almost 50% of it was constructed over 26 years ago. It is impossible also to ignore the disturbances in supplies in the peak demand period, which took place in January 2006. Due to contractual flexibility during increased consumption it is possible to protect consumers fully and guarantee unbroken supplies of gas. However the actions aimed at the increasing of the quantity of stored gas and storage capacity are necessary. 

6. Public service issues [Article 3(9) for electricity and  Article 3(6) for gas]

Public services include public goods, which should be accessible for everybody. These are goods which should have expected quality – independently from a number of consumers, every new consumer does not abuse the rights of the others. 
Performing public services  –  legal status 

The questions connected with public service obligations and consumer protection (i.e. guarantee of security of supplies, regularity, quality and price of supplies, also including raw materials, respecting environmental protection) were regulated both in the Energy Law,
 and, additionally, in the regulations referring to consumer protection
. 
The Minister of Economy, the President of ERO, and, to a certain extend, the President of antimonopoly body monitor proper execution and obedience of regulations mentioned above.
Realization of duties referring to public service obligations – chosen aspects 

Perfect management of public services requires the increase of common accessibility and better quality of services. Common accessibility and the improvement of quality is the result of many actions undertaken by the President of ERO. Significant meaning can be atributed to i.e. regulations imposing transparency of activity of energy undertakings, and individual interventions related to concrete companies, caused by complaints and interventions of customers:

- certification of primary sources of electric energy 
All renewable sources of energy are obliged to possess a license for electricity generation (independently from the size of installed capacity). The credibility of energy origin from a renewable source is confirmed by the President of the ERO, by issued certificates of origin of electricity. The system of issuing and revoking of certificates of origin is based on regulations contained in the Energy Law and has been functioning since the beginning of 2005 (Articles 9a and 9e  of the Energy Law).

The system of certificates of origin is a regulation which facilitates marking of energy from renewable sources with the division into the following technologies of generation:

1) From hydro and wind power stations;

2) From sources using biogas and biomass;

3) From solar photovoltaic cells;

4) From co-firing of solid fuels and biomass or biogas. 

In the national energy system licensing of renewable energy sources and certificates of energy origin from renewable sources are equivalent of „green certificates” and unequivocally identify the origin of energy both for own consumption of generators and transmitted into the national electricity system. 

The certificates of origin are issued by the President of the ERO on the motion of a generator (license holder) confirmed by the operator of the electricity system within the scope the quantity of energy generated in a given period. 
 

- criteria of Annex A of directives/54/EC and  2003/55/EC

Most of criteria  placed in the Annexes ware implemented as legislative solutions. However detailed form of these solutions creates the situation, when effective implementation by energy undertakings will be possible after the implementation of proper regulations to the secondary legislation related to the Energy Law 

In  2006 legislative works on proper ordinances were carried out, aimed at introducing more detailed description of obligations of energy companies versus consumers, within the scope of public service obligations (art. 9  of the Energy Law). The president of ERO actively participated in these works. 

- situation of vulnerable customers 
These matters are not regulated in the Polish Energy Law, the regulations of the EL do not contain the definition of „vulnerable customers” (including economically weak customers) Besides general rules, regarding social assistance, there are no detailed regulations regarding tariff mechanisms. There is no doubt that this matter must be resolved, due to high number of disconnections caused by non – payments. The situation in 2006 improved comparing to previous years. It can be connected with better execution of payments for energy by customers, and with increasing incomes of the society. 
Table 6 a Number of disconnections 

	
	Electricity 
	Gas

	Year
	Number of disconnections 
	Number of total customers 
	%
	Number of disconnections 
	Number of total customers 
	%

	2004
	236 012
	15 661 600
	1,5
	46 451
	6 337 536
	0,73

	2005
	239 289
	15 761 619
	1,5
	44 957
	6 386 160
	0,70

	2006
	190 936
	15 817 289
	1,2
	33 815
	6 396 234
	0,53


Source: ERO
Regulator’s initiatives aimed at the securing of transparency of supply contracts, with regard to the share of responsibility between the Government, the Regulator and public institutions. 

The realization of requirements regarding transparency of energy supply contracts is carried out on the level of: legislative actions by the organs of the state empowered with legislative initiative (the Government, Parliament and the President of the State: the President of ERO participated in the legislative process, however he is not empowered with the right of final shaping the regulations)
                    - the application of law ( specially the President of ERO , the President of OCCP, the Court for Protection of Competition and consumers) 

Law.  The text of agreements for energy supplies and gas are determined by the regulations of the Energy Law and secondary legislation – ordinances. In 2006 the President of ERO, executing his regulatory experience, undertook initiatives aimed at the increase of transparency of  contracts during legislative works, connected with the implementation of
cogeneration directive
 and drafts of ordinances, which ended with the amendment of the Energy Law.

Another initiative, inspiring legislators, was the publishing and sending to the members of the Parliament a wide “ Position of the President of ERO” regarding complex amendment of the Energy Law
,  containing references to the subject of contracts. 

Application of Law. The Energy Law did not empowered the President of ERO with competence tools facilitating direct impact on the text of contracts for energy or gas supplies, for instance by approval of contractual forms or by an obligation of energy undertakings to the implementation of proper regulations to contracts, such as regulations which do not come from the regulations contained in legal acts but resulting from good practices. Consequently the principle in force means that the undertakings are obliged to actions resulting from legal regulations. 

In case of disputes, (art. 8 item 1 of the Energy Law), the President of ERO can shape contracts between an energy undertaking and a consumer, but always within the frames of the application for the dispute settlement. The obligations of an energy company takes place within the frames of the Energy Law and secondary legislation. The application of so called

 “good practice” would require the introduction of changes to contracts, exceeding the regulations originating directly from the Energy Law. In 2006 the President of ERO settled 88 disputes related to energy supplies. 

It should be clarified that the criteria of contractual transparency, aimed at granting to customers proper knowledge referring to prices, conditions and service quality or changes of these conditions are realized by the energy undertakings voluntary, or indirectly, by the President of ERO – by properly shaped tariffs or license conditions
. 

Moreover in 2006 the President of ERO undertook actions aimed to the consumers as a whole, facilitating the understanding of changes (including contracts with energy supplies)               which would take place after July 1st  2007, publishing wide information on the web page of the office and in the ERO Bulletin. 
Another position published in the Regulator’s Library was a work titled „A consumer on the energy market. The evaluation of European Regulators”, which was to spread knowledge on the realization of consumer protection, switching process and transparency of prices, bills and contracts, including Propositions of Best Practices 
.  

Simultaneously, within the frames of a project „The implementation of competitive market in Poland”  the actions were  undertaken aimed at the elaboration and implementation of ‘The Code of Energy Suppliers” . This document will create a base for regulations contained in the licenses for energy undertakings. The elaboration of the code will be proceeded by the preparation of the report on methodology and evaluation of self – consciousness of consumers regarding their rights, methodology and evaluation of the ways of concluding contracts referring to consumer protection, evaluation of implemented procedure of switching methodology of elaboration of unified contracts and standard unified contractual forms. 
Prices of energy for final customers 

In 2006 there were two ways of setting prices for final customers: 

 1) regulated tariffs, approved by the President of ERO for 14 distribution companies Approved tariffs consisted of energy trade prices and charges for supplies in the distribution part. 

2) energy prices offered on the competitive market to eligible consumers who executed the TPA rights. These customers were authorized „to return” to regulated tariffs in the trade part of the purchase of energy.  

After July 1st 2007 all customers have the right of choice of a supplier. Those who will not use this right will be authorized to use last resort supplier. This function, until the end of 2007, will be performed by distribution companies. 
Table 6b Regulation of prices for final customers

	Details
	Electricity
	Gas

	
	The biggest customers 

(according to quantity of supply electricity)
	Small and medium enterprises
	Very small enterprises and household customers gospodarstwa domowe
	Combined Heat and Power Stations and gas fired power
	The biggest consumers
	Medium consumers and distribution companies
	Very small enterprises and households

	Tariff regulation  (Y/N)
	Y
	Y
	Y
	Y
	Y
	Y
	Y

	% of tariff customers
	85
	100
	100
	100 
	100
	100
	100

	Possibility of return to regulated tariffs 
	Y
	Y
	Y
	Y
	Y
	Y
	Y


Source: ERO

In the tables below energy prices are shown separately for eligible and non – eligible customers. The evaluation of information value of comparable data in 2005 – 2006 is problematic, due to high volatility of currency exchange rates. Only comparisons between different groups within a given year are valuable. 

Table 6c  Sale prices  of energy in distribution companies for tariff customers                               

	Details
	

	
	2005
	2006

	
	Average sales price
	Including:
	Average sales price


	Including:

	
	
	Payment for electricity
	Transmission fee
	
	Payment for electricity
	Transmission fee

	
	Euro/MWh

	Consumers total
	67,77
	33,07
	34,69
	71,70
	34,53
	37,17

	Including: high voltage consumers (groups A)
	48,26
	30,05
	18,21
	51,16
	32,06
	19,09

	Medium voltage (groups B)
	56,48
	31,26
	25,22
	59,49
	32,78
	26,70

	Low voltage consumers (groups C)
	84,03
	34,37
	49,65
	87,68
	35,20
	52,49

	consumers groups G
	79,65
	35,85
	43,80
	85,62
	37,42
	48,20

	Including: houses and farms
	79,65
	35,80
	43,84
	85,73
	37,48
	48,26


Prices for 2005 calculated according to average yearly exchange rate for 2005, announced by the National Bank of Poland 1 Euro = PLN 4,02 

Prices for  2006 calculated according to average yearly exchange rate for 2005, announced by the National Bank of Poland  1 Euro = PLN  3,8951 

Source: ARE S.A.

Table 6d Purchase of electricity by TPA customers 
	Year
	Customers  characteristics
	Quantity of energy bought from consumers within the frames of TPA in MWh
	Average price of energy for customers using the TPA principle in Euro/MWh
	Average price of energy according to regulated tariffs 

Euro/MWh

	2005
	HV customers
	4 184 775,00
	29,61
	30,05

	2006
	HV customers
	2 804 637,00
	32,13
	32,06


Prices for 2005. calculated according to average exchange rate for 2005, announced by the NBP   1 Euro =  PLN 4,02 

Prices for 2006  calculated according to average exchange rate for 2005, announced by the NBP: 1 Euro = PLN 3,8951  

Source: ARE S.A. 

According to the Energy Law generation of gaseous fuels does not require a license. Since the day of coming into force the amended Energy Law these undertakings are not obliged to submit their tariffs for the regulatory approval, what is directly connected with free market shaping prices of this raw material. In other scope prices of gaseous fuels, subject to regulation, are listed below. 

:

Table 6e Supply prices of 1m³ of natural gas [euro/m³]

	Details 
	2004
	2005
	2006

	Price – total supplies
	Transmission grid *
	0,14
	0,15
	0,20

	
	Distribution grid**, including:
	0,22
	0,22
	0,29

	
	Consumers under  m³/h
	0,24
	0,24
	0,32

	
	Consumers over 10 m³/h
	0,20
	0,20
	0,26

	Trade price
	Transmission grid *
	0,11
	0,12
	0,18

	
	Distribution grid**, including:
	0,13
	0,13
	0,19

	
	Consumers under  m³/h
	0,14
	0,14
	0,21

	
	Consumers over 10 m³/h
	0,12
	0,12
	0,18

	Transmission charge 
	Transmission grid *
	0,02
	0,02
	0,03

	
	Distribution grid**, including:
	0,09
	0,09
	0,10

	
	Consumers under  m³/h
	0,10
	0,10
	0,12

	
	Consumers over 10 m³/h
	0,08
	0,08
	0,08


· Pressure over  0,5 MPa – according to classification in force since May 3dt 2005.  

· ** Pressure not higher than 0,5 MPa

Net prices for  2004 according to average weighted exchange rate of Euro for 2004, announced by the NBP

 1 Euro= PLN 4,53 

Net prices for  2005 according to average weighted exchange rate of Euro for 2004, announced by the NBP

 1 Euro= PLN 4,02 

Net prices for 2006  according to average weighted exchange rate of Euro for 2006, announced by the NBP 1 Euro = PLN  3,8951 

Source:ERO
�The maximum effect was achieved by the  policy of staffing -  strongly motivated people with internal discipline and  potential to act, mostly with university education were hired. Less important was professional experience, because the  combination of  administrative approach with understanding of technical and economic aspects of functioning of the power sector, together with regulatory practice, was rare at that time in Poland.   


 


� The act of  August 24th, 2006, on the State Staff Pool and senior state positions.(Dz. U. 170, item 1217 with further changes.)


� Act on the principles of covering the costs faced by generators in connection with the early termination of long term agreements on the sale of capacity and electric energy (Official Journal 2007, Nr 130, item 905)


�This instruction was changed by the decision of the President of ERO of December 22nd , 2006, and entered into force on 1st  January  2007. The change referred to changes of settlements for forced generation. 


�Five TSOs take part in the  coordinated auctions for transmission capacity in the intersystem exchange : VE-T i E.ON (Germany), CEPS (The Czech Republic), SEPS (Slovakia), PSE-Operator S.A. (Poland).


� Offers on the Polish German profile are marked gold, Polish – Czech red and Polish – Slovak – blue.


� According to art.7 of the amendment act, these energy undertakings which received the license for transmission or distribution of electricity or gaseous fuels before May 3dt 2005, (only licenses of this kind were granted at that time by the President of ERO) and performed duties of transmission and distribution system operators – became TSOs or DSOs by virtue of this law, not later than until December 31st, 2006.


� PSE − Operator SA was created within the program of the restructurization of the PSE SA, aimed at the acquisition of the function of the TSO. The creation of PSE – Operator SA was mainly determined by the necessity of fulfilling requirements set by the Directive 2003/54/EC of the European Parliament and Council


of June 23rd 2003 on the principles of the single energy market, requiring the separation of operators’ functions from other kinds of activity. PSE − Operator SA on April 15th 2004  obtained a license for transmission of electricity on the territory of Poland, and was appointed, by the decision of the President of ERO of July 28th 2004, the transmission system operator for the period since August 1st  2004 to June 30th 2005.  The undertaking company carried out the function of the TSO according to article 7 of the amendment law. On November 30th PSE SA and PSE – Operator SA submitted to the President of ERO next application for the nomination for the position of the TSO. In the decision of January 26th 2006 the President of ERO, decided, taking into consideration the undergoing process of ownership transformation aimed at securing for  the TSO legal status according to the law, security of work of the National Electricity System, and the period of validity of the leasing contract for transmission assets, to appoint the PSE – Operator SA as a TSO for the territory of the Republic of Poland for the period since February 1st 2006 until December 31st, 2007. At the moment of the analysis of the application the PSE Operator SA functioned within the frames of a vertically integrated undertaking. According to art. 9k of the Energy Law, the TSO should function as a joint stock company, with the full ownership of the State Treasury. In connection with the above, to secure legal status of the TSO according to the requirements of the law, the PSE SA informed the President of ERO about undertaken adjustment procedures. Within the frames of this action the “Conception of the consolidation of BOT GiE SA and PSA SA with the participation of chosen subjects from the electricity sector” was elaborated, setting principles of transferring PSE Operator SA to the State Treasury. It was necessary to state, that the proper actions aimed at the fulfilling the conditions set in art.9k of the Energy Law were undertaken.It was equipped with assets needed to perform the function of the TSO in the form of fixed, tangible and intangible assets, transferred by the PSE on the base of the “Contract on investment management” 


� The „ Conception of consolidation of BOT GiE SA and PSE SA with the participation of chosen entities from the electricity sector” was elaborated and submitted to the Ministry of State Treasury and the Ministry of Economy on December 15th 2005, setting the way of transfer of PSE – Operator SA to the State Treasury. On December 29th, 2006, the consolidated part of shares of were transferred to the State Treasury According the the Protocol of Transfer of Owned Shares, the transfer of ownership rights was effective since December 31st 2006. 


� According to art. 7 of the amendment law and the environmental law , until the moment of the appointment by the President of ERO, but not longer that until December 31st 2006 the energy undertakings, fulfilling before that day of entering this law into force the duties the system operators became system operators within the scope as before.  According to the amendment law, Since May 3dt to December 31st, the DSOs were companies, which performer this function before the amendment. Basically they were vertically integrated companies (distribution companies) . According to  art. 9d item 1 of the  Energy Law since May 3dt 2005 r. distribution companies were to be organizationally separated that means that operator activity should be separated from other forms of activity. Until July 1st 2007 (art. 22 pkt 2 of the amendment law) the DSO are to be legally separated.  





� Moreover, 182 companies own  licenses for transmission and distribution of energy. 


�The Ordinance of the Minister of Economy, Labor and Social Affairs of December 20th 2004 on the detailed conditions of connections to electricity grids, flow and exploitation of the grids (Dz. U. of  2005 r. Nr 2, item 6).


� The Ordinance of the Minister of Economy, Labor and Social Affairs of April 23rd 2004 on detailed principles of shaping and calculation of tariffs and settlements in electricity trade (Dz. U. of 2004 Nr 105, item. 1114).


� The amendment of the Energy Law, which entered into force on May 3rd 2005, imposed on the President of the  ERO a duty to approve grid codes within the range of balancing and congestion management. It was a result  of transferring  into the national regulations the Directive 2003/54/EC. According to the regulations of the act the transmission system operator was obliged to elaborate a separate part of the instruction and submit it to the President of the ERO for approval within the period not longer than 6 months since the entering of the amended act into force. Within the scope of balancing of the distribution system the operator of this system was obliged to elaborate principles of balancing and congestion management and submit them to the President of the ERO for approval Moreover the principles of balancing of the distribution system should take into consideration the principle elaborated by the transmission system operator and approved by the President of the ERO. 


Detailed conditions of functioning of the electricity system, including balancing principles and congestion management, should be described in the secondary legislation to the act. 


� Until 2005 the principles of balancing in force  were implemented automatically by the TSO – by the resolution of the management, after consultations with the market participants.   


� This situation significantly led to improper evaluation of energy on the market and, consequently, lowering the price in 2002 - 2005.  Subsequently forecasts of prices on the competitive market applied in the tariff assumptions of distribution companies from one point of view were criticized for not reflecting generation costs, in reality were higher than the execution in subsequent periods of tariff approval. 


� Until May 31st 2006 the price CRO was added in the case when the deviation of a market participant from declared sales contract is, in so called „sphere of invulnerability” of 1%. 


� The description of this operation was presented in part 3.1.3. The regulation of duties of distribution and transmission companies. 


� The President of ERO  tried to regulate this question and submitted to the Minister of Finance the request to apply powers (see art. 83 item 2 point 6 of the accounting law of  29th September 1994 r. (Dz. U. z 2002 r. Nr 76, item 694 with further changes) regard to the settlement of account plans for energy undertakings in respect to the Energy Law. The Ministry of Finance did not agree.   


� Data on the employment from the report of PSE-Operator SA F-01/I-01 for the 4th quarter of 2006 


 �Data on the employment (distribution and trade) from the consolidated report of DSOs G-10.5 – Raport parametryczny – 2006 


� The share of the State Treasury in the generation subsector reaches 75%, and in the distribution subsector 85% , what causes that The Minister of State Treasury performs ownership supervision over the majority of the energy undertakings, being joint stock companies of the commercial law. 


� According to the program of the realization of the ownership policy of the Minister of State Treasury regarding the electricity sector adopted in January 2003, and on the base of the program being the actualization of the ownership policy of the Minister of State Treasury regarding the electricity sector, adopted in June 2005. “Program for the electricity subsector” adopted by the Government on March 23rd 2006. 


� The group consists of two distribution companies: Łódzki Zakład Energetyczny SA and Zakład Energetyczny Łódź-Teren SA.


� The group consists of 5 distribution companies: Zakład Energetyczny Białystok SA., Zakład Energetyczny Warszawa - Teren SA, Zakłady Energetyczne Okręgu Radomsko-Kieleckiego SA, Lubelskie Zakłady Energetyczne SA, Zamojska Korporacja Energetyczna SA.


� Short description of possible scenarios of shaping the demand for capacity, depending on the forecasted economic growth is shown in  section 5.1of his report.


� Hirschfeld Hirschmann indicator is set as a sum of quadrates of market shares in % ,: HHI > 5 000 − very high concentration , HHI from 1 800 to 5 000 − high concentration, HHI from 750 to 1 800 – medium concentration  (according to  „Report on the development of internal energy market for electricity and gas” Brussels 2005)


� Observed in  2005 the fall of sales within the LT PPAs resulted from a transfer of a LT PPA made by BOT Power Stadion SA to BOT SA.In 2006 this contract extinguished, and the energy sold before within the frames of LT PPA is now being sold to trade companies. 


� The act on the principles of covering generators’ costs connected with anticipatory dissolution of LT PPAs, which will finally solve the problem of long-term contracts is in the final stage of legislation process.                                                                  


�  According to the data collectedby the Regulator from the undertakings, estimated value of a difference resulted from the application of different conditions of sales or distribution services from given by tariffs reached PLN 15,4 mln.





� Procedures applied within this scope are set by the law of January 29th, 2004 – Legal Procurement Act  (Dz. U. of 2004  Nr 19, item 177, with further changes).


�Taking into consideration advanced process of implementation of mechanisms of competitive market in the electricity sector and after profound analysis of the electricity market the President of ERO released the energy generators from the duty to submit tariffs for regulatory approval on July 1st 2001.


� The President of ERO, until every March 31st  announces in the Bulletin of ERO and on the web page, average sale price of energy on the competitive market in the preceding year.


� Since June 30th,  2000 


� Since September 7th, 2006 


� For electricity generated in a cogeneration unit fuelled by gaseous fuels or with installed capacity under ! MW – the “yellow” register for electricity generated in cogeneration other then mentioned above the “red” register.








� The problem was neglected: the undertakings did not place neither  standard applications for switching nor contracts for performing distribution service, nor phone numbers and names of people who could inform customers about necessary procedures. According to the information supplied by DSOs, switching from the date of submitting a formal request by a customer should last from one to 3 months. The majority of undertakings stipulate that factual length of switching procedure could depend on earlier termination and the period of adjusting measurement system. There were no unified commonly applied principles regarded the facilitation of access to the measurement data by distribution companies to traders. Usually these conditions were agreed each time for particular cases and set by the contracts for distribution services. The question was regulated in grid codes, approved by the President of ERO.     


� This part of the report was created on the base of information received in writing from the President of the Office for Protection of Competition and Consumers of June 21st 2007. 


� The act on the protection of competition and consumers of December 15th 2000 (Dz. U. z 2005 r. Nr 244, item 2080 with  further changes).


� First case: abuse of dominating position was based on subjection of concluding a contract from fulfilling by the other party other material contribution without any material or customary connection with the subject of the contract. The company subjected the renewal of energy supplies to the customers from the payment by customers, fees resulted from illegal consumption of energy. Second case: the abuse of dominant position on the local distribution electricity market was stated, by imposing by an energy undertaking, in issued by this company modernization guidelines, the duty to execute works for electricity installation at a customer’s site by companies from the list run by the energy undertaking. Third case: the abuse by an energy undertaking a dominating position on local electricity trade market,by imposing on a condominium, in a project of the contract of the light of an area by light equipment, disadvantageous conditions of the contract. The company, without justification, transfer a duty to bear costs of modernization, removal of breaks and exchange of devastated equipment to the condominium, that means on its members. 


� The proceeding regarded the abuse of dominating position on the national market within the scope of purchasing  repairing services, modernization of the grid and from companies possessing authorization for such services, by imposing in offer requirements additional difficult, bringing unjustified profits additional conditions in the form of imposing indirect costs on the contractors. 


� The proceeding regarded the abuse of dominating position on the national market within the scope of purchasing  repairing services, modernization of the grid and from companies possessing authorization for such services, by imposing in offer requirements additional difficult, bringing unjustified profits additional conditions in the form of imposing indirect costs on the contractors. 


� Based on the acquisition by the PSA SA the control over: BOT SA, Dolna Odra Group of Power Stations  SA, Zakład Energetycznym Białystok SA,  Zakład Energetyczny Łódź-Teren SA, Zakład EnergetycznyWarszawa-Teren SA, Zamojską Korporacją Energetyczną SA, Rzeszowski Zakład Energetyczny SA, Lubelski Zakład Energetyczny SA, Łódzki Zakład Energetyczny SA, Zakłady Energetyczne Okręgu Radomsko-Kieleckiego SA.


�  The first case referred to the practice of limiting competition, resulted in abusing dominant position on a local electricity cable market by imposing extremely low prices. In the proceedings it was stated that the applicant is in the state of bankruptcy. The administrator of bankruptcy refused to enter into the rights of the applicant. In the second case the expiration of one of the charges took place, and the second charge was not confirmed. The statement of refusal was issued due to formal reasons. In the third case it was stated, that the reimbursement of part of the costs of reconstruction of a station of an applicant would not bring unjustified profits to the supplier.





� Since July 2005 , when eligibility rigths were given only to subjects with annual consumption not less than 25 mcm per year, only Mazowiecka Spółka Gazownictwa Sp. z o.o. applied for the access to the grid and obtained permission for it. 


�  In 2006, in Northern and Western Poland 77  connection refusals were decided, the number of refusals in Northern and Eastern Poland and Southern and Eastern Poland reached respectively 14 and 33. 





� The operators’ agreements regulate i.e. questions connected with technical parameters of border stations, where the quantity and quality of gas is measured, ways and procedures of information exchange between operators, and principles of actions in emergency.


� According to art. 47 of the Energy Law .


� Without amortization 


� According to  § 31 item 2 of the ordinance of the Minister of Economy of December 15th  2004 on the principles of shaping and calculation of tariffs and principles of settlement in the trade in gaseous fuels. (Dz. U. Nr 277, item 2750)


� In the tariff ordinance in force there is no obligation to set in tariffs approved by the President of the ERO, a charge for  odorization, but taking into consideration the fact that hitherto distribution fees contained the costs of odorization of gas and no choice of competitive offers within this range by distribution companies – the fees were included into the approved tariff of the OGP Gaz–System SA.


� Without amortization.


� It was decided, first of all, by the lack of concluded contracts for storage between PGNiG SA and consumers Unsatisfactory capacity of storages is the reason why they can be used only by companies which purchase gas from PGNiG SA.


� Additionally, it is worth to mention, that the discounts resulting from unkept standards were regulated in the secondary legislation to the Energy Law.  


�  This instruction entered into force on August 1st, 2006, and was changed by the decision of the President of the ERO in the part referred to balancing of the transmission system and congestion management. This change does not concern the regulations of the Grid Code in the scope of balancing of the system and congestion management. In the decision, the period of validity was set for until August 1st, 2008. 





� Exclusion of trade activity from distribution companies belonging to PGNiG Capital group will be carried out by the acquisition of this activity by PGNiG SA, thus the companies will run only distribution activity.  


� On the base of the „ Agreement between RSA Gazprom, PGNiG SA, Gas Trading SA and EuRoPol GAZ SA about the principles of dispatching transmission capacity of transit pipelines, crossing the territory of the Polish Republic”. 


� In the tariffs approved by the President of ERO only prices of gaseous fuels which are supplied to customers by transmission or distribution networks are set. The prices of gas sold directly from sources or transmitted by  direct gas pipelines are fixed by contracts. It is due to the regulations in the EL.





� Until October 1996  PGNiG S.A acted as a state company, and, then, in the form of a one-man joint stock company of the State Treasury. The were gas plants in the structure of the undertaking,(included in 6 regional gas plants with head offices in Gdańsku, Poznan, Tarnow, Warsaw, Wrocław and Zabrze), exploration, extraction and services The gas regions were liquidated. In 2003 six joint stock gas companies  were separated from the structure of  PGNiG SA (100% ownership), which act in the sphere of distribution and retail trade in natural gas on the whole area of Poland. 


� No company besides PGNiG SA, possesses installation for gaseous fuels storage.


�  Supplies gas to almost 12 thousand customers with the sales volume – 72,4 mcm. 


� It was created in  1999 r. by EWE Polska Sp. z o.o. and Związek Międzygminny Odra Warta. In  2006  supplied gas to  30 communities in the region (6 167 customers), buying raw material from  PGNiG SA and its German mother company  EWE AG. In 2006 the sale to final customers reached 41,7 mcm


� In 2006 the company bought gas from PGNiG SA a then sold by its own network�191 km long,  to  370 institutional customers and  1 400 individual. In 2006 the sale of network gas reached      15,6 mcm, and LNG – 11,1 mcm ( included import  from Norway 57,6 thousand of cubic meters).


� The undertaking supplies in gaseous fuels the residents of Kamień Pomorski and Międzydroje. (2 453 customers). In 2006 the sale of gas through its own network, 89 km long, reached 8,2 mcm.


� ‘Energy Policy of Poland until 2025’, approved by the Government on January 4th 2005.


�  According to art. 23 item 2 point 20f of the Energy Law.          


� Within the scope of proportions for capacity in the winter peak and available transmission capacity, it must be stated that the Polish electricity system still possesses 10% excess capacity, however in recent years this excess has been significantly reduced. 





� Document approved by the Government on November 29th, 2006 – Operational Program Infrastructure and Environment for  2007 – 2013, which, according to the National Strategic Reference Frames for 2007 – 2013,  is one of the operational programs used for the absorbrion  of the Coherence Fund and the European Fund of Regional Development.   


� According to art. 32 item 1 pkt. 2 of the Energy Law 


� According to art. 9h of the Energy Law.


� According to art. 4c  of the Energy Law





� The implementation into the Polish legal system related requirements (also criteria of Annex A of directives 2003/54/EC and 2003/55/EC)  took place in 2005. The amendment law of  March 4th, 2005 regarded the Energy Law and the Environmental Law  (Dz. U. of 2006  Nr 62, item 552).It was presented in details  in the National Report of the President of ERO of 2005. The Report was published in  the State of competition on the electricity market and gas market: benchmarking reports of the European Commission  The President of ERO, the Regulator’s Library, Warsaw January  2006.





� The Law of December 15th  2000 about  the protection of competition and consumers (Dz. U. of 2003  Nr 86, item 804 with further changes) – antimonopoly law. The resolutions of the Law about the protection of competition and consumers, due to its general character, and the classification in the legal system as lex generalis, are applied only in this scope, in which consumer protection in a concrete situation can not be satisfactory executed by applying sector regulation, that means  the Energy Law and secondary legislation – for instance this situation takes place, according to the judgments of the Highest Court, for instance in the cases of applying by energy undertakings not allowed contractual conditions in contracts already concluded (monopoly practices) which are counteracted by the president of the antimonopoly body, executing his powers.  


� For the needs of issuing of certificates of origins, data referring to the quantity of energy covered by the certificates of origin, measured on the line terminals of generators (photovoltaic cell, fuel cell) or nominated according to a special algorythm (precedure of settlement) in the case of electricity coming from co – firing of fossil fuels with biomass or biogas.  





�  The Energy Law  (Dz. U. of 2006 r., Nr 89, item 625, Nr 104, item 708, Nr 158, item 1123 i Nr 170, item 1217 and of  2007 r. Nr 21, item 124); Directives  2004/8/WE of the European Parliament and Council of  February 11th    2004 on the support for co-generation based on the demand for heat on the domestic energy market, changing the Directive  92/42/EEC (Dz. Urz. EU L 52 of 21.02.04). 


� Change of January 24th  2007 (Dz. U. Nr 21, item 124).


� Dr Leszek Juchniewicz, „The Energy Law – evaluation and propositions of changes”, July 31st  2006, www.ure.gov.pl.


� The regulation on the need of earlier information about changes of prices by energy undertaking, whose tariffs are subject to the approval by the President of ERO, are placed in the tariffs of these companies. 


� The publication contains a translation into Polish of reports prepared by the Working Group for Retail Consumers ERGEG  with wide introduction by the publisher. 
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