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1. Foreword
The Regulatory Office for Network Industries (hereinafter referred to only as the "Office"), for the activity of which me as a chairman together with the regulatory board, have been accountable for already for three years, fulfils the function of price regulator in the power sector, the gas sector, the heating sector and the water sector. Its role is to regulate prices in the environment, where competition is lacking and the generators and suppliers of energy commodities and drinking water could abuse their dominant position by unruly determination of prices.

Accession of the Slovak Republic to the European Union has evoked the necessity to complete the harmonization of the Slovak legislation with the EU legislation. From 1 January 2005 amendment to the Act on Regulation in network industries, as well as the new Energy Act came to force. These Acts have been harmonized with the energy and regulatory legislation of the EU and contain provisions, which respond to changes emerging in network industries and in their regulation in the recent years. 

Year 2005 was a truly breaking one for the Regulatory Office for Network Industries and also for the market participants on the power and gas markets. From 1 January 2005 all customers, except households, have become eligible customers. 

Market opening in electricity and gas in Slovakia has brought a number of changes, which affected mutual relations between all entities operating on the market in a significant way, including consumers. Therefore the Office had to undertake a whole range of measures, which helped to stabilize the energy market and create better conditions for all categories of consumers.  

In 2005 the network industries of the Slovak Republic operated without significant failures and the customers were not forced to limit their consumption and were not exposed to damage due to failure in supply of ordered products and services. This fact is important also with respect to attraction of new investments, as the stability of energy supply and transparent regulatory framework for network industries are important factors in decision-making of investors regarding their investments and activities in Slovakia. 

	
	Karol Dvorák

Chairman of the Regulatory Board 
and the chairman of ÚRSO


2. Summary \ Major Developments in the last year
The competences of the Regulatory Office for Network Industries in the field of regulation of network industries

The Regulatory Office for Network Industries (hereinafter only "the Office") is a state administrative authority established by the Act No. 276/2001 on Regulation of Network Industries and on amendment and supplement  of certain acts in the wording of latter provisions related to regulation of network industries (hereinafter only "the Act on Regulation"). The Office is a state budgetary organisation based in the town of Bratislava. Under the Act on Regulation the chairman and the vice-chairman act as statutory bodies of the Office. 

Chairman of the Office is the chairman of the Regulatory Council, having the following responsibilities: 

· Managing the Office and bearing responsibility for performance of its activities, 

· Acting as a statutory body on behalf of the Office in all the matters, however, being bound by decisions made by the Regulatory Council, 

· Signing generally binding provisions issued by the Office, 

· Approving the organisational order of the Office as soon as it has been negotiated by the Regulatory Council,

If absent, the chairman of the Office is represented by the vice-chairman. The vice-chairman of the Office is the vice-chairman of the Regulatory Council.

The Regulatory Council outlines the regulatory policy and respective implementation tools. Its responsibilities include: 

· Approving a budget proposal for the Office,

· Electing and withdrawal of the chairman of the Regulatory Council and the vice-chairman of the Regulatory Council into and from the Regulatory Council, 

· Making decisions on the exemption of a regulated activity from regulation provided that the grounds for regulation ceased to exist, especially if market forces act sufficiently to maintain the purpose that gave reason for regulation., 
· Approving the meeting agenda for the Regulatory Council, 

· Approving the Annual Report of the Office, 

· Making decisions on appeals against decision issued by the Office in the first instance proceedings,

· Fulfilling other tasks arising out of the regulatory activities of the Office.

The Regulatory Council has six members and has a quorum, if at least four of its members are present, however, the chairman or the vice-chairman of the Regulatory Council must always be present. The Regulatory Council takes decisions with the majority of votes of all of its members. The chairman of the Regulatory Council is responsible for managing and calling the sessions of the Regulatory Council. Along with the vice-chairman or another member of the Regulatory Council he also signs rulings and decisions issued by the Regulatory Council.

Members of the Regulatory Council are appointed and withdrawn by President of the Slovak Republic. The membership in the Regulatory Council is a publicly available position, which means that a member of the Regulatory Council must be a citizen of the Slovak Republic, who complies with professional and moral criteria. President of the Slovak Republic appoints three members of the Regulatory Council based on the proposal submitted by the National Parliament of the Slovak Republic and three members of the Regulatory Council based on the government of the Slovak Republic (hereinafter only “the Government"). There are at least two candidates for each position of a member of the Regulatory Council. 

The service term of members of the Regulatory Council lasts six years. Every two years the Regulatory Council replaces one third of its members. The membership in the Regulatory Council is not compatible with holding the position of a member in the National Parliament of the Slovak Republic or the Government, or with any work position or the membership in central or local state administration authorities and territory-confined municipal authorities. In addition, the membership in the Regulatory Council is not compatible with any business activities or with the membership in management, supervisory and controlling bodies of private enterprises. 

A member of the Regulatory Council is not allowed to become an employee of regulated companies, a member of management, supervisory and controlling bodies of regulated companies, he or she is not allowed to have any equity participation in business activities of regulated companies acting on his or her behalf or by means of an association of individuals; such constraints will continue to exist one year following the termination of the membership in the Regulatory Council. 

The organisation structure of the Office is as follows:

· Heat Supply Regulation Division

· Gas Regulation Division

· Electricity Regulation Division
· Water Supply Regulation Division
· Legislative Division

· Inspection Division

· Economic and Administrative Division

· Chairman’s Department

· Personal Department

The objectives of the regulatory policy are as follows: 

· to ensure non-discriminating and transparent performance of the activities in network industries, 

· to reduce any risks associated with the violation of rules of an economic competition by abusing the dominant position in the market with goods and services in order to protect the rights of eligible consumers and households, 

· to ensure reliable, economical and high-quality delivery of goods and services

· to ensure effective development, safe and reliable operation of energy, water supply and sewage systems, 

· to ensure non-discriminatory and fair conditions for all entities in the electricity and gas market, 

· to create conditions aimed at increasing a competitive environment in electricity and gas markets by improving efficiency of the market functioning and their integration with the EU markets, 

· to protect energy and water consumers by enforcing such price regulation methods that will provide incentives for regulated companies to diminish their costs and improve their economic effectiveness in regulated business activities, 

· to protect justified interests of license and certificate holders allowing them to carry out business activities in network industries, as well as any measures aimed at achieving an adequate return on investments, 

· to reduce the costs for regulated activities by maintaining the quality of supply by means of an up-to-date regulatory method, 

· to bring incentives for private businesses to make investments into advanced technologies, development of which is part of the national energy policy, by using appropriate regulatory methods

· to ensure the compliance with the goals of the energy policy of the Slovak Republic. 

Under the Act on Regulation the subject of regulation is to determine or approve a method, procedure and conditions for the following:
· a connection and access to the transmission system, the distribution system and the transportation system,

· electricity transmission in a specified service area,

· gas transportation and distribution in a specified service area,

· provision of ancillary services in the electricity and gas sectors,

· provision of services of the transmission system operator and the distribution system operator,

· access and a connection of new electricity and gas producers to the system,

· heat production and distribution

In addition, the subject of regulation is regulation of prices for goods and services provided in network industries and determination of the conditions for their implementation (hereinafter only "price regulation"). The following areas are subject to price regulation: 
· Production of electricity from renewable energy sources, combined heat and power production or local coal, 

· A connection into the grid, in case of storage tanks it is in the extent specified by the rules for the gas market, 

· A connection of new producers of electricity or gas into the grid, in case of storage tanks it is in the extent defined by the rules for the gas market,

· Access to the grid, in case of storage tanks in the extent defined by the rules for the gas market,

· Electricity transmission and distribution, 

· Electricity supply to households, 

· Provision of balancing services in the electricity sector, 

· Provision of ancillary services in the electricity and gas sectors, in case of storage tanks it is in the extent defined by the rules for the gas market, 

· Gas transport and distribution, 

· Gas supply to households, 

· Heat production, distribution and supply, 

· Potable water production, distribution and supply through the public water supply system, 

· Discharge and treatment of waste water though the public sewage system, 

· Provision of water supply services associated with utilisation of hydro potential of river flows and treatment, supply and extraction of surface water and extraction of water from river flows for energy purposes. 

The price regulation method applied on goods or services, delivery or provision of which is subject to regulation, may be determined as 

· Direct determination of the maximum or fixed price, or a comparable price, or 

· Determination of the calculation method for setting the maximum or fixed price, or a comparable price, whereas the calculation method has to take into account justified costs and an adequate profit, including the scope of investment, which may be included into the price; the scope of justified costs has to take into account the scope of investments required to provide long-term operability of the system, including the proportional part of mandatory levies for liquidation of nuclear installations and disposal of burn up fuel and radioactive waste, as set out by a special provision, or 

· Determination of the scope of justified costs that may be included into the price; the scope of justified costs has to take into account the scope of investments required for provision of long-term operability of the system, including a proportional part of mandatory levies for liquidation of nuclear installations and disposal of burn up nuclear fuel and radioactive waste, as set out by a special provision, or 

· Determination of the amount of an adequate profit, including the scope of investments that may be included, whereas the amount of an adequate profit has to take into account the scope of investments required for provision of long-term operability of the system. The amount of an adequate profit will also take into account a proportional part of mandatory levies for liquidation of nuclear installations and disposal of burn up nuclear fuel and radioactive waste, as set out by a special provision. 

Individual price regulation methods can be put together or combined.

The subject of regulation also includes a method, procedure and conditions of:

· Operation of the system,

· Electricity and gas supply to households,

· Production, transmission and distribution of electricity based on renewable energy sources, combined heat and power production and domestic coal.

In addition, the Office shall

· Publish its valid decisions in the Office Internal Journal and on the web page,
· Publish the report on compliance with the rules for the functioning of electricity and gas markets,

· Publish the annual report of the Office in the Office Internal Journal and on its web page,
· Provide the Ministry of Economy with information on any allocated capacities of tie-ins for the purpose of cross-border electricity exchange, on their allocation and the amount of payments for such cross-border electricity exchange under the EC Regulation No. 1228/2003, 

· Provide, upon request of the EU authorities, data on regulated activities,  

· Keep and publish records including the lists of license holders with permit to carry out regulated activities, 

· Inform the European Commission on the following issues :

· any reasons for rejection of an application for granting a license for performance of business activities in the energy sector,

· measures aimed at providing access to gas production systems,

· any decisions made with regard to granting exception from the obligation to provide access to the gas transportation system, the gas distribution system or gas storage tanks,

· a share of individual participants in the electricity market and on the compliance with the rules for an economic competition applied in network industries as determined by the Act in question and on any measures adopted to ensure the competition in the market; this report is submitted on a yearly basis not later than until 31 July 2010 and every other year following the year 2011,

· electricity import to third countries; such information is quarterly reported to the European Commission on a regular basis,

· Submit the European Commission the applications on : 

· granting any exceptions from the obligation to provide access into the system for new or existing tie-ins,

· granting exceptions from the obligation to provide access of third parties to the system or storage tanks,

· Request the publication of any details concerning tendering procedures in the Official Journal of the European Union in the periods determined by the Office for official publications of European Communities.

With a view of complying with the provisions of the Act on Regulation the Office shall: 

· Perform surveillance over the compliance with the Act on Regulation, special acts and generally binding provisions issued for the purpose of their execution,
· Enforce measures to eliminate and remedy any deficiencies identified during the inspection,

· Impose penalties for violation of obligations arising out of the act in question.

In addition, the Office shall carry out other duties related to regulation of access to the transmission system for the purpose of cross-border electricity exchange and settlement of any disputes with regard to access to the transmission system for the purpose of electricity exchange under the EC Regulation No. 1228/2003.

Responsibilities of the Ministry of Economy with regard to the energy sector

Under the Act No. 656/2004 on the Energy Sector and on amendment of some acts (hereinafter only “the Energy Act“) the Ministry of Economy shall be responsible for the following:

· Development of the energy policy for the period of at least 20 years, making the energy policy updates at least in a 5-year cycle with an intention of using indigenous natural resources and natural, technical and human potential,

· Compliance with the commitments adopted in the energy sector, arising either out of agreements that are binding for the Slovak Republic or of the membership in international organisations,

· Monitoring of the security status with regard to electricity and gas supplies,

· Development of measures aimed at ensuring safety of electricity and gas supplies,

· Determination of the scope of criteria for technical security of the systems,

· Determination of the obligations in any emergency situations or with an intention to avoid any emergency situations and last, but not least, in general economic interest,

· Determination of responsibilities for any system deviations in a specific service area,

· Making decisions related to the application of obligations in general economic interest,

· Making decisions related to the implementation of measures in the following situations :

1. prevention of any emergency situation or the emergency situation itself,

2. any threat imposed on the integrity of the system,

3. any threat imposed on safety and reliability of the system performance, or

4. any threat imposed on life and health of human beings or property of natural and legal persons,

5. any violation of regulations related to the environmental protection,

· Making decisions related to the issuance of license for the construction of an energy installation,

· Adoption of measures aimed at achieving the intentions related to promotion of electricity generation from renewable energy sources,

· Making analyses of how the measures aimed at providing electricity generation from renewable energy sources are being put into practice,

· Annual publication of the report, not later than until 31 July, on the results of the monitoring of safety in electricity and gas supplies and on all measures adopted and planned with a view of providing security of electricity and gas supplies; the report is published in the Official Journal and on the web page of the Ministry,

· Publication of the report, in five-year periods, on the plans in the field of electricity generation from renewable energy sources and on the measures adopted with a view of achieving such plans in electricity generation from renewable energy sources; the report is published in the Official Journal and on the web page of the Ministry,

· Publication of the report, every two years, on the situation with regard to the completion of plans in electricity generation from renewable energy sources and the measures adopted with a view of ensuring reliability of the guarantee on the origin of supply of electricity generated; 

· Providing the European Commission (hereinafter only „the Commission“) with the application for granting exception from obligations, execution of which results from the common rules for the internal market with electricity and gas,

· Implementation of measures imposed by the Commission.

In addition, the Ministry shall report to the Commission on the following

· Measures aimed at the execution of an obligation to provide universal service,

· Measures aimed at the execution of obligations in general public interest; any changes in the adopted measures regularly, in a two year period,

· Reasons for rejection of request for the issuance of a license for the construction of an energy installation,

· Results of the monitoring of security of electricity and gas supplies and any measures adopted or planned with a view of resolving the issue of safe electricity and gas supplies,

· Technical rules that determine technical, structural and operational requirements related to a connection with a system.

Main developments in the gas and electricity markets

Gas Sector
During the recent years the Slovak Republic has gone through significant changes in the gas sector. From the view of the regulator year 2005 was a key year for the gas sector in Slovakia from several aspects.

On 31 December 2005 the first regulatory period ended, which focused primarily on elimination of distortions from the past in a form of cross subsidies in gas prices and on setting market prices, on harmonization of the Slovak legislation with the European legislation and on preparation for gas market opening. Revision of the first regulatory period was performed and new parameters for regulation in individual regulated activities in the gas sector have been set. 


On 1 January 2005 Act No. 658/2004 Coll. entered in force, changing and amending the Regulatory Act. From this date activities being subject to price regulation in the gas sector are: access and connection to the system, gas transmission, gas distribution and gas supply to households. All gas customers, except the customers in the category of households, have become eligible customers and have the possibility to choose their gas supplier.


Implementation of the EC Directive No. 55/2003 on common rules for the internal market in natural gas (hereinafter only as the “EC Directive No. 55/2003“) introduces into practice in more details the secondary legislation of the Office that is under preparation and approval. In the first half of 2005 the Government Regulation No. 123/2005 came to force, establishing rules for operation of the gas market (hereinafter only as “Rules for the gas market operation“). This government regulation governs the rights and obligations of gas market participants, conditions necessary for non-discriminatory and transparent organization of gas market and the scope of conditions for access, connection and operation of the network. 
Rules for the gas market operation have become the starting point for development of Operating Rules of the network operators and gas storage operators. Operators of networks and gas storage operators were obliged to incorporate these gas market rules into their own Operating Rules and to submit them for approval to the Office, which approved them in the second half of 2005. The Operating Rules lay down the rights and obligations of the operator and of the customer and these are being updated continuously, depending on the requirements of the operators.

At the end of 2005 the Office launched preparatory works on the generally binding legal regulations relating to quality standards for supplied products and provided services in the gas sector, granting exceptions from the obligation to provide access to network and storage for the third parties and rules for maintaining separate records for the purposes of accounting. Their entry into effect is expected as at 1 January 2007.   

Tariffs for year 2005 for access to the transmission network and for gas transmission were set already in compliance with the new energy legislation, in particular the Regulatory Act, and that is by comparison of tariffs for gas transmission in the Slovak Republic with the transmission tariffs in other member states of the European Union, taking in regard the existing long-term contracts on gas transit concluded prior to coming into effect of the amendment to the Regulatory Act. The amended relevant provision of the regulatory act was implemented into the Office Decree No. 4/2005 dated 30 June 2005, setting the scope of price regulation in the gas sector and the method of its implementation, the scope and the structure of justified costs, method of determining reasonable profit and background documents for price proposal (hereinafter only as “Office Decree No. 4/2005“). Price decisions of the Office applicable for access to the transmission network and for gas transmission are valid equally for international transport as well as for the Slovak users of the transmission network and for this reason they have high level of transparency. 

Realization of set objectives creates basic conditions for gradual emergence of liberalized gas market in Slovakia. The intent of the Slovak Energy Policy is application of the requirement of expanding international cooperation in gas transmission, building long-term fair and non-discriminatory relations and cooperation with the other interconnected networks and users of the transmission network, as well as harmonization of interests and legislative recommendations and the EU rules in creating a European functioning liberalized gas market. These are intents, with which the Slovak gas sector entered into the second regulatory period. 

The second regulatory period (2006-2009) will focus on securing transparent and non-discriminatory performance of activities in network industries, adherence to the competition rules in network industries, creating conditions for increasing competition on the gas market. It is necessary to secure consumer protection from unjustified increase in regulated prices, to secure reliable, economic and quality supply of products and services. 

Slovakia has its long tradition in gas sector. By building the gas transit pipeline in 1971 together with the storage facilities of natural gas, the capacity and self-sufficiency of the country is secured and by its transmission networks it strongly influences the effectiveness of the gas industry in the Slovak Republic. Dependence of the country on imports of Russian natural gas is close to 100%. Partial change in this respect is expected by implementation of the Nabucco Project and linking Slovakia with this gas-pipeline. Increasing diversification of the Slovak gas market structure will be influenced by realization of LNG projects, which are part of the European development. Together with market liberalization there are possibilities of cross-border flows from other sources. It is necessary to take as a basis European trends and projects, which by implementing them, will significantly influence the current structure of the European natural gas market. 

As part of the ERGEG initiative Slovakia is involved in the Gas Regional Initiative - Region South-South-East, within which it defined the national priorities for the purposes of realization of the single European gas market project and fulfilling the contribution of the Slovak Republic to security of gas supply in Europe.

Electricity Sector
Also in the electricity sector the Office performed its activity during 2005 subject to the new energy legislation, harmonized with the EU legislation. Besides the new Acts also relating secondary legislative regulations came to force:

· The Government decree No.124/2005, setting the rules for operation of the electricity market (hereinafter only as “Rules for the electricity market operation”), 

· The Office Decree No. 2/2005 dated 30 June 2005, setting the scope of price regulation in the electricity sector and the method of its implementation, the scope and the structure of justified costs, method of determining the level of reasonable profit and background documents for price proposal (hereinafter only as “Office Decree No. 2/2005“),

· Operating rules of the regulated entity of the Slovenská elektrizačná prenosová sústava, a. s. (hereinafter only as the “Operating Rules of SEPS“), as the transmission system operator.
Under preparation are also draft operating rules of the distribution companies, draft regulation on quality standards for supply of electricity and services connected with its supply and draft decree on details of the method of maintaining separate records related to accounting and on the method of maintaining records of assets and liabilities.

Electricity market remains to be characterized by dominance of the decisive generator, Slovenské elektrárne, a. s. (hereinafter only as “SE, a. s.“), covering approx. 84% of the domestic demand, then special position of the transmission system operator, Slovenská elektrizačná prenosová sústava, a. s. (hereinafter only as “SEPS, a. s.“), which is legally, and also as for the ownership, unbundled from the generation and distribution of electricity (its obligation is to secure also balancing of deviations in the system in compliance with international rules), but also by growing number of issued licenses for traders with electricity and continuing works on legal unbundling of regulated and non-regulated activities in distribution companies. 

During 2005 the electricity sector did not report any significant failures; the customers were not forced to limit their consumption neither exposed to damage due to failure in supply of ordered products and services. 

In the field of price regulation during the first regulatory period of 2003-2006 the Office ceased to regulate prices of active power with that the regulated prices are only prices of ancillary services, supply of regulation electricity and generation of electricity generated by cogeneration, from renewables and from domestic coal. In the field of transmission services the current regulatory framework respects all revenues related to provision of transmission and system services and for settlement of deviations. The regulatory method used in distribution can be characterized as a method for setting maximal price for distribution and with year-to-year indexation of revenues. This method secured for the regulated entities justified costs and adequate profit regardless of whether the volumes of supplied or distributed electricity have been met.   
The Office currently performs revision of the existing regulatory method, the output of which will be the regulatory method for the second regulatory period of 2007 – 2009. The Office is also preparing new legislative regulations, with the focus on security of supply, transparency and congestion management in cross-border trade – in compliance with its regulatory policy and with the adopted legislation or that under the preparation by the European Commission.

3. Regulation and Performance of the Electricity Market
3.1 Regulatory Issues [Article 23(1) except “h”]

3.1.1 General
The process of market opening is governed by the Energy Act, according to which all customers, except the households, became eligible customers from 1 January 2005. In 2005 eligible customers represented 10% share on the number of customers and 75% share on the total demand.  Based on this the Office stopped regulating the purchase price of active power for these customers. However, the Office continues regulating the price of active power for captive customers – households, price of balancing energy for ancillary services and price of electricity generated on the basis of domestic coal, from renewables and cogeneration of power and heat.

Full market opening, as required by the EC Directive No. 54/2003 on common rules for internal market in electricity (hereinafter only as the “EC Directive No. 54/2003“), is expected from 1 July 2007. 

In this connection from 1 June 2006 there is a twinning project at the Office on preparation for electricity market opening for households in Slovakia. Partner in this project is the Ministry of Economy of the Federal Republic of Germany. General goal of the project is the preparation of conditions for electricity and gas markets opening in compliance with the EC Directives No. 54/2003 and 55/2003. The objective of this project is: 

· Preparation for gas and electricity market opening for households as at 1 July 2007. 

· Change in decisions on regulation of distribution and supply of electricity and gas to end users. 

· Modification of regulatory methods is necessary in the field of regulation of electricity and gas suppliers to households, for securing consumer protection, while securing security, quality and reliability in energy supplies.

Project represents the following activities:  

· Modification of Market Rules for electricity and gas markets and proposal for solution of metering consumption of electricity and gas for households. 

· Development of quality standards for supply of electricity and gas and services, training for the Office staff. 

· Overview of regulation in electricity and gas distribution. 

· Provision of rules for consumer information and consumer protection (including the possibility of disconnection) and developing procedures for dispute settlement. 

3.1.2 
Management and Allocation of interconnection capacity and mechanisms to deal with congestion
At the cross-border transmission profiles there are bottlenecks resulting from prevailing demand over the real transmission capacities. 

The process of allocation of free transmission capacities on these bottlenecks for a calendar month or year is through explicit auctions, which is objective, non-discriminatory and market based process of allocation cross-border transmission capacities eliminating speculative behaviour and they correspond with the requirements of the EC Regulation No. 1228/2003. Result is reserving transmission capacities at the determined cross-border profiles in the given direction. If the sum of required capacities in the valid applications/bids exceeds the offered free tradable transmission capacity, there is a compensation for the process of bottleneck management for each 1 MW of allocated capacity set based on the lowest price from the accepted bids. 

Starting as at 11 January 2006 SEPS, a. s. has been connected to the system of coordinated explicit auctions at cross-border profiles with the Czech Republic and Poland. Here the method of coordinated explicit auctions is applied, based on NTC methodology, or ATC and these auctions are organized by common auction office operating at the Czech transmission system operator (hereinafter also as the “TSO”) ČEPS, a. s. The values of free tradable transmission capacities are available on the website www.e-trace.biz. 

Profile with the Polish TSO PSE-O is a specific one, in connection with the existence of a technical profile. 

In case of bilateral auctions of transmission capacities at the profile with Hungary, the values of free tradable capacity are coordinated and agreed with MAVIR ZRt with that each of the parties allocates half of the entrusted capacity. In case of certain regime statuses (mainly when tripping lines between ČEPS and APG) a bottleneck is created at the profile SEPS – MAVIR (the highest degree of congestion is at this profile). The relevant data on bilateral auctions at the profile with Hungary are published by the Auction Office of SEPS, a. s.
At the profile SEPS – WPS with Ukraine the criterion N-1 is not met. Free capacities at this profile are allocated in a form of unilateral auctions on the side of SEPS, a. s. 

Due to the fact that transmission at the cross-border profiles is subject to strict rules of operation of international tie-lines and coordination with the neighbouring operator, respecting the rules for allocation of capacities and also agreements with the neighbouring TSOs, relating to coordination in securing transmission at the common profile. As the rules and conditions for cooperation with the individual neighbouring TSOs vary, the rules for allocation are set separately for each profile. This procedure is aimed at securing maximal coordination of procedures of neighbouring TSOs and to facilitate for the market participants negotiations and realization of cross-border transmission. 

Relevant documents governing conditions for cross-border exchanges, such as the Operating Rules of SEPS, Technical conditions, Rules for the electricity market operation, Rules for monthly and annual auctions, etc., are published by SEPS, a. s. on its website www.sepsas.sk. 

The Office has been continuously monitoring measures of the TSO, focusing on securing sufficient transmission capacities and approves the Operating Rules of the TSO. 

At the moment there is no organized spot market in Slovakia. Due to this fact the indicator of the integration of the method of bottleneck management with the spot market is not applied. 

3.1.3 
The regulation of the tasks of transmission and distribution companies
In the field of electricity transmission on the level of very high voltage (400 kV, 220 kV) there is a single transmission system operator on the market, SEPS, a. s. – a company fully owned by the state which at the same time fulfils the function of a system operator. With respect to the nature of services provided, and the fact that these services are provided on the delineated area which is identical with the territory of the Slovak Republic, SEPS, a. s. has a monopoly position on the market and due to this fact it is the subject to regulation.
Distribution of electricity on the voltage levels 110 kV, 22 kV and 0.4 kV is secured by three distribution companies, Západoslovenská energetika, a. s. (hereinafter only as “ZSE, a. s.”), Stredoslovenská energetika, a. s. (hereinafter only as “SSE, a. s.”) and Východoslovenská energetika, a. s. (hereinafter only as “VSE, a. s.”), with the volume of distributed electricity higher than 1500 GWh per year. Individual supply territories do not overlap and they represent regional monopolies. Due to non-existence of a competitive environment on the given supply territories, electricity distribution is also the subject to regulation. 

Besides these, so called regional distributors, there are also local distributors, whose volumes of distributed electricity are lower than 1500 GWh per year.

Network Tariffs
On the basis of provisions of the Office Decree No. 2/2005, through its decisions the Office determines and approves:

· For the transmission system operator:

- Tariffs for connection and access to the transmission system as well as for management of the power system (tariff for electricity transmission),

- Tariff for losses of electricity in electricity transmission,

- Tariff for provision of system services for the users of the transmission system,

- Tariff for system operation,

- Tariff for settlement of deviations for market participants having own responsibility for deviations.

For the transmission system operator it is further determined:

- Maximal prices for purchase of individual types of ancillary services,

- Maximal permitted cost of purchase of all ancillary services,

- Maximal prices of offered positive balancing electricity,

- Minimal prices of offered negative balancing electricity,

· For the distribution system operator whose distribution of electricity in the past year was higher than 1,500 GWh, the Office determines and approves:

- Tariffs and maximal prices for access to the distribution system and for electricity distribution,

- Tariffs for losses of electricity in electricity distribution,

- Tariffs and maximal prices for supply of electricity for households, 

· For the distribution system operator whose distribution and supply of electricity to customers in the past year was lower than 1,500 GWh the Office determines and approves:

- Maximal price for electricity distribution,

- Maximal level of reasonable profit for electricity distribution.

Tariffs and prices for electricity distribution are determined, similarly in case of electricity transmission, as a two-component price consisting of payment for reserved capacity and distributed volume of electricity. Tariffs for losses in transmission and distribution of electricity are designed as single component tariffs based on electricity flows on voltage levels.

Electricity generation is not regulated except values of economic indicators relating to planned costs for system operation and prices for supply of electricity generated from renewables, combined heat and power and from domestic coal.

The Office sets out the method of compensating increased costs of securing operational stability of the system and for generating electricity from domestic coal and proportionate part of obligatory payments to the State Fund for Decommissioning of Nuclear Installations.

The price for supply of electricity is determined only for the category of households. 

Method of Price Regulation 

In compliance with the valid legislation and principles stated in the regulatory policy, in the current regulatory period the Office set the method of price regulation for purchase of electricity generated from renewables, combined heat and power and from domestic coal (due to general economic interest in the energy sector). This electricity is purchased by the operators of regional distribution systems. Prices of generated electricity are determined as fixed price. The difference between the fixed price and the price permitted by the Office for purchase of electricity is covered by all customers as part of the tariff for system operation. 

In compliance with the decision of the Ministry of Economy of the Slovak Republic, the goal of which is to secure the stability of the power system, fixed price is determined for electricity generated at Vojany power plant and supplied into the system. The difference between the price determined by the Office and the average price of electricity at SE, a. s., is covered by all customers as part of the tariff for system operation. This tariff also includes compensation of increased costs related to proportionate part of obligatory payments to the State Fund for Decommissioning of Nuclear Installations, the method of which is determined by the Office, for the purpose of making good the deficit created in resources for decommissioning and liquidation of nuclear installations.

The Office stopped regulating the price of active power generated by SE, a. s. during the first regulatory period. Only the service activities remained to be regulated supplied by the producers of electricity and that is provision of ancillary services and supply of regulation electricity. 


In the area of transmission the regulatory framework was set up similarly as for the distribution, applying the method of permitted revenues and setting a two-component fixed price. The investment factor as set has secured for the TSO the necessary finances for the capital investment development. The current regulatory framework takes in regard all revenues related to provision of transmission and system services and also for settlement of deviations. The permitted revenues of the TSO include also revenues related to cross-border exchanges of electricity. These revenues, with the current method of payments for cross-border exchanges of electricity, have favourable effect on the cost of electricity transmission for all entities off taking electricity from the transmission system.

Tariffs for access to the transmission system are determined using the method of limiting the maximal revenue of the regulated entity, taking in regard justified costs and adequate profit for the regulated activity, derived from the value of assets as defined by the Office, used for transmission of electricity. The Office motivates the regulated entity SEPS, a. s. to do capital investment activities that increase the reliability of the transmission system and to reduce the cost of transmission services. 

Distribution of electricity, as part of the power sector, is a highly investment demanding sector, with long payback periods. Distribution companies, with respect to the previous administrative setting of prices and state dictation, had been in a situation when the wear and tear of their production base in the period prior to introducing regulation, i.e. until 2003, reached high level of physical wear and tear and are obsolete. Also this fact, while respecting the investment demands of the sector and under-capitalization of the distribution companies, was taken in regard when setting the regulatory framework for the first regulatory period.
The tariff for access to the distribution system and distribution of electricity is determined using the method of limiting maximal revenues of the regulated entity, taking in regard justified costs and adequate profit for regulated activity, derived from the value of assets determined by the Office used for electricity distribution. The price does not include cost of electricity supply. The Office motivates the regulated entities to make capital investment activities, which will increase reliability of the distribution systems and reduce the cost of ancillary services. 

The method of price regulation for electricity distribution by the operators of local distribution systems is set by the Office using the same principle of regulation as for the distribution system operator (hereinafter also as the “DSO”), to which distribution system the local operator is connected to. 

The cost of electricity supply is determined only for the customers in the category of households. Tariffs for individual groups of customers are set in a way that the achieved revenue for supply of electricity per unit of electricity does not exceed the maximal price determined by the Office and that one group of customers does not subsidize another group of customers. 

Also for the second regulatory period, for years 2007 – 2009 the regulatory policy of the Office results from the energy policy of the government. 

In the field of generation and supply of electricity the Office will continue in developing the current supporting activities by determining electricity prices produced from renewables and from cogeneration plants and by creating more favourable economic conditions for supply of electricity from local sources to the distribution network.

Regulation of transmission services will follow the current method of regulation, with the aim to increase the stability of system operation and to secure development of capital investment activities and projects, which allow improvement in the efficiency of operation and strengthening the narrow cross-border profiles. One of the main roles of the Office will be monitoring of transparency in performing activities of the transmission system and creating conditions for quality performance of the market operator function.

In the area of distribution the regulatory policy has a decisive importance in connection with preparation of the new regulatory framework. Based on changes in the business environment (reduction in income tax, introduction of flat tax, better access to loans compared to the assumptions, development in interest rates, inflation projection) the Office started to review the parameters entering the regulatory model and that is also due to the fact that the distribution sector can be considered as already stabilized. When setting the input parameters the results of revision from the first regulatory period will be taken in account. The method of regulation is going to be the “price cap”, i.e. determining maximal price for electricity distribution. The result will be a single component price for distribution and a separate fee for electricity losses in distribution. The regulator will set these prices at individual voltage levels. 

The costs of legal unbundling are going to be reflected by the Office in the economically justified costs “ex ante” and not “ex post”. The process of separating out the distribution as the core activity into a separate company will be preceded by revaluation of regulated asset base on the basis of replacement, or time based prices of assets of regulated activities, while depreciation of the regulated asset base for the needs of regulation would be performed based on technical life of energy equipment. It will include only those assets of the company that are necessary for regulated activity and are directly attributable to the distribution itself. As part of the parameters for the second regulatory period the Office will introduce an investment factor, which should be an incentive for the efficient capital investment activity. The Office will check the invested funds related to actual flows of electricity in the distribution system and also other input data decisive for determination of prices in the first year of the second regulatory period. 

By setting the parameters of regulation for the second regulatory period the result is reduction in the average cost of electricity transmission when compared to the first regulatory period.

Price regulation is currently in the exclusive competency of the Office, no other institution of state administration is involved in the process of setting tariffs. The amount of value added tax, which is part of the resulting price for the households, is proposed in the law by the ministry of finance. The price list of products and services, or operating rules of individual network operators is available at the websites of the relevant entities. 

In 2005 the users of networks in the Slovak Republic according to individual categories paid the following prices:

Dc
0.1123 EUR/ kWh

Ib
0.0951 EUR/kWh

Ig
0.0651 EUR/kWh  

The Office started to work on a regulation laying down the quality of transmission and distribution of electricity and provided services in the power sector. The methodology for standard indicators SAIDI, SAIFI which quantify fulfilment of this task has been developed. After consultations with experts analyses of share of SAIDI and SAIFI were made according to voltage levels. Success rate of measures adopted by the relevant distribution companies is demonstrated by evaluation of SAIDI and SAIFI indicators. The Office has at its disposal data for the Central Slovakian regional distribution company, SSE, a. s., for which in 2005 SAIDI represented 192.15 min per customer and SAIFI=3.59 long failures (failures with the duration exceeding 3 minutes) per customer. These indicators are average per customer and all voltage levels. 

Balancing
Rules for the electricity market operation and the Operating Rules of SEPS, a. s., that are approved by the Office, give a detailed specification of rights and obligations of entities participating in the balancing system. The territory of Slovakia is a single integrated territory for balancing of deviations. 
Supply of regulation electricity is secured by the TSO on the basis of contract on supply of regulation electricity concluded with the supplier of regulation electricity. The TSO establishes the total volume of supplied regulation electricity daily by 11:00 am and the cost of provided regulation electricity supplied by individual suppliers of regulation electricity, and that is for each trading hour of the previous day. The volume of supplied regulation electricity is determined as a difference between the supply of electricity from registered daily diagram of the supplier of regulation electricity and the actual supply of electricity by the supplier of regulation electricity, on the basis of requirement from the power dispatch centre of the TSO.

The volume of regulation electricity supplied from the transmission systems of the EU member states and the third countries is determined as a product of the approved supplied volume of regulation electricity from sources outside the delineated area in MW and the period of regulation electricity supply in hours. 

Share on the cost of procuring regulation electricity is not regulated by the Office. Regulated fee is a payment for evaluation and settlement of deviations. Data on prices are available for the participants in the system of settlement of deviations at the following website: www.damas.sepsas.sk.
3.1.4 
Effective unbundling
On the territory of the Slovak Republic there is a single TSO – SEPS, a. s. and three distribution operators. 

The TSO - SEPS, a. s. has 480 employees and is fully owned by the National Property Fund of SR (hereinafter only as “NPF”).

ZSE, a. s. has approx. 1500 employees, the volume of distributed electricity per year represents 7.3 TWh. Ownership structure: 51% NPF SR, 40% E.ON, 9% EBRD. 

SSE, a. s. has 1680 employees, the volume of distributed electricity per year represents 6.3 TWh. Ownership structure: 51% NPF SR, 49% EdF International. 

VSE, a. s. has 1840 employees, the volume of distributed electricity per year represents 4.8 TWh. Ownership structure: 51% NPF SR, 49% RWE Energy). 

Besides three licenses for distribution for these regional distribution companies the Office issued 129 licenses for local companies having less than “100 000 customers”. 

The Office started with the preparation of revaluation of regulated asset base of the company, with the intent to achieve smooth legal unbundling of regulated activities from the activities that are not regulated. In connection with the early parliamentary elections held in June 2006 the process of legal unbundling in regional distribution companies has partially slowed down, while its completion is expected by the end of 2006. In June 2006 the Government approved the “Draft principles of legal unbundling of activities linked with the operation of the distribution system in SSE, a. s.” Also ZSE, a. s. and VSE, a. s. are prepared for realization of legal unbundling of activities linked with operation of the distribution system. 

The Office is currently also working on a regulation on separate accounts of regulated asset base. 

In connection with the gradual electricity market opening the regional distribution companies are going to separate the two key activities: distribution and sale of electricity. The distribution will continue to be secured by individual regional distribution companies; on the other hand, trading in electricity can be performed by entities, which comply with the conditions defined in legal regulations. The DSOs are separate from generating units as for property, with the exception of small hydro power plants.

According to the Energy Act the DSO, which is part of vertically integrated undertaking, must be independent from activities unrelated to electricity distribution, in terms of its legal personality, organisation and decision-making processes. In this connection the Act sets out the obligation of the DSO to develop the “Compliance Program”, which will define measures for ensuring non-discriminating behaviour of integrated undertakings. This program will determine specific obligations for the employees focusing on elimination of potential discriminatory behaviour by the integrated undertakings. The Act stipulates the deadline for securing this obligation as not later than by 1 July 2007. This deadline, as for the timing, is identical with the date of full opening of the electricity market. 

The TSO is not an integrated undertaking. According to the valid Energy Act, the TSO also performs settlement of deviations; however, this activity as for accounts is separated from the core activity of the TSO. Separate accounts of the DSOs are published. 

Separate accounts are audited by certified auditor pursuant to the national legislation. The rules for auditing separate accounts do not reflect the special needs of the regulator. 

Pursuant to the Energy Act, the inspection shall impose a penalty to the license holder or to another natural person or legal entity in the amount of SKK 5 million up to SKK 50 million for breach of obligations of maintaining separate accounts, unbundling of operation of the transmission system and unbundling of operation of the distribution system. 

3.2 
Competition issues [Article 23(8) and 23(1)(h)]

3.2.1 
Description of the wholesale market
The total consumption of electricity in Slovakia has been stabilized with a slight increase in the recent years. Covering consumption was realized by activating generation from available domestic sources and partially by imports of electricity, for securing balanced power system. Availability of sources allowed placing electricity on the foreign market while keeping positive balance between exports and imports of Slovakia since 1998.

Tab. 3.2.1  
Development on the wholesale market
	
	Generation [GWh]
	Demand [GWh]
	Load [GW]
	Installed
capacity [GW]

	2002
	32 830
	28 674
	4 421
	8,306

	2003
	31 147
	28 892
	4 338
	8,297

	2004
	30 543
	28 682
	4 349
	8,267

	2005
	31 294
	28 572
	4 346
	8,272


Organization structure of the power - wholesale sector has been practically the same for the last three years. The most significant generator of electricity is SE, a. s., with its share on total installed capacity of nearly 83 % and its share on generation of close to 84%. 

The three largest generators: SE, a. s., PPC, a. s. and US Košice, a. s. take altogether 88% share on the total installed generation capacity.

Last year a Privatization Contract was signed for sale of 66 % shares of the state owned joint stock company SE, a. s. with the energy utility ENEL of Italy. The total purchase price for SE, a. s., was Euro 840 million. Part of the privatization contract is also fulfilment of conditions precedent. Among the most important ones is carve-out of nuclear power plant A1 after accident and the V1 nuclear power plant at Jaslovské Bohunice to the VYZ decommissioning plant, carve-out of Gabčíkovo to the state enterprise Vodohospodárska výstavba and an agreement with ENEL on Strategic Investment Plan for development of SE, a. s. in the following years. Carve-out of two units of the V1 nuclear power plant Jaslovské Bohunice with total installed capacity of 880 MW results from the commitment of the Slovak Republic in its accession agreement with the EU to shut down these reactors in 2006, and 2008. All the conditions precedent has been met as at 1 April 2006.

Establishment of the market operator is not obligatory pursuant to the national legislation. The market operator has not been institutionalized so far and the entity making settlements of deviations according to the Energy Act is the TSO - SEPS, a. s., performing this function in accordance with the valid Electricity Market Rules.

The main issue with the ancillary services market in Slovakia is the lack of independent generators, who are able to provide such ancillary services. These services are procured through public tenders. SEPS, a. s. is capable of procuring system and ancillary services on the national market; however that is currently characterized by the dominance of SE, a. s. alternatively there are considerations about concluding contracts for supply of ancillary services with the suppliers from abroad.  

Conditions of individual mechanisms for purchase of ancillary services - multiyear tenders, yearly tenders, medium-term tenders (typically monthly), daily complementary purchases, operative purchases, are published on the website www.sepsas.sk, the detailed description is given in the Operating Rules of SEPS, a. s. 

The decisive criterion for selection is the price. The cost of services, where the competition is limited, is regulated by the Office by setting maximal price. The maximal price of primary regulation of output, secondary regulation of output and tertiary regulation is determined by the Office. The prices of other services are defined as bid prices of the winners of tenders. 

The chosen market model for the ancillary services market promotes establishment of new providers of these services and of regulation electricity, and thus increases the operability of the Power System of the Slovakia, as well as minimization of costs as a result of competition. Any entity can be a provider of these services, whose power generating facility has the required capabilities of regulation and these capabilities are demonstrated by certification. The prices of ancillary services are sufficiently motivating for establishment of new providers. Regulation capabilities can be offered also by the customers. Also the market with balancing electricity is attractive as for prices. Within several years we are expecting an increase in the number of providers of ancillary services and an increase in available output of these services. We are expecting greater emphasis on the short-term procurement of ancillary services. 

Currently there is no organized daily spot market in electricity, the Slovak generators and the TSO participate in trades at the energy exchanges in the countries of Central and Eastern Europe, primarily in the Czech Republic, Austria and Germany. Organization of the spot trade in electricity and trade in ancillary services for the TSO, as well as provision of complementary services (instruments of financial risk management), are still in development phase.

3.2.2 
Description of the retail market
The retail supply to the end consumers is currently secured by the three largest distribution companies and the licensed traders – 13 national and 5 foreign. The share of the three largest companies on the market is characterized in the following table. 

Tab. 3.2.2
Retail market supplies
	
	ZSE
	SSE
	VSE
	SR

	Customers - very high voltage network
	25
	25
	21
	71

	
	35.21%
	35.21%
	29.58%
	100.00%

	Customers - high voltage network
	3,802
	5,077
	2,904
	11,783

	
	32.27%
	43.09%
	24.65%
	100.00%

	Customers - low voltage network including households
	1,007,981
	689,395
	593,666
	2,291,042

	
	44.00%
	30.10%
	25.91%
	100.00%

	Total
	1,011,818
	694,649
	596,591
	2,303,058

	
	43.93%
	30.16%
	25.90%
	100.00%


Currently the data on the actual switchover to another supplier are not available. In practice it is done only in negligible rate – according to unofficial information sources.
3.2.3
Measures to avoid abuses of dominance
Pursuant to the Energy Act the generation of electricity is not subject to regulation, with the exception of generation from renewables and from combined heat and power. 

According to this Act the Ministry of Economy can impose on the generator having energy facility with installed capacity over 75 MW an obligation to provide ancillary services for the TSO. 

The Act on regulation and the legislation that is under preparation in the field of quality standards also govern conditions for participation of generators on the market in wholesale products.

In this field there is important secondary legislation already in effect, from which we need to mention primarily the Rules for electricity market operation. 

These rules govern the rights and obligations of market participants and conditions necessary for non-discriminatory and transparent organization of the market. They govern in particular conditions for access to the system and to the network, cross-border exchanges of electricity, connection to the system, transmission, distribution and supply of electricity, provision of ancillary services, supply of regulation electricity, provision of system services in the power sector, generation, transmission, distribution and supply of electricity generated from renewables, combined heat and power and electricity generated from domestic coal, assuming responsibility for deviations of individual market participants and for system deviations, method of evaluation, clearance and settlement of deviations of individual market participants and of system deviations.

Rules for the electricity market operation are elaborated in detail by the DSOs and the TSO in their operating rules, which are submitted to the Office for approval. Currently the Operating Rules of the TSO have been approved and the process of approval of operating rules of the DSOs is in its final phase.

Protection of competition on the market in products, supplies, works and services from its limitations, creating conditions for its further development with the aim to support economic development in favour of consumers, as well as regulating power and competencies of the Antimonopoly Office of the Slovak Republic, is contained in the Act No. 136/2001 Coll. on competition protection as later amended.

4.
Regulation and Performance of the Natural Gas market
4.1

Regulatory Issues [Article 25(1)]

4.1.1
General
Pursuant to the provisions of the Energy Act all gas customers, except households, have become eligible customers and they have the possibility to choose their gas supplier. The degree of market opening represents the share of eligible customers on the total number of customers, which in 2005 reached 4.47% and on the total consumption it was 73.52%. From 1 July 2007 the households also become eligible customers, which mean that from that date the market would be fully opened. The process of market liberalization and conditions for its opening are closely linked with the competitive possibilities and contractual conditions for entry of new players, flexibility of the networks and their operators, adequate diversification in the structure of gas pipeline networks. These factors are part of the process of liberalization and gas market opening in Slovakia.

4.1.2
Management and allocation of interconnection capacity and mechanisms to deal with congestion 
As at 1 January 2006 the transmission network, including four compressor stations, had 2,270 km of gas-pipelines. In 2005 the total imports capacity for the Slovak market and also for the foreign customers, reached the value of 99.8 billion m3. The capacity of the transmission network is sufficient and allows covering the requirements of customers. The Slovak market in natural gas due to its historical development has high degree of dependency on a single source of supply, which represents 98%. Transmission is on the basis of “entry – exit” tariff system. With regard to the long-term contracts in place and sufficient technical capacity there has been no physical or contractual congestion of the network in the experience of the transmission system operator and such experience is not expected in the following years either. Securing smooth flows is facilitated by provision of regular information by the operator to the users about the availability of transmission capacity. All planned maintenance works on the network are consulted in advance, yearly or quarterly, and are coordinated with all involved parties.

Conditions for gas market operation are governed by the Rules for operation of the gas market. Parts of these provisions in these rules are procedures for allocation, accumulation and exceeding the capacity of the transmission and the distribution networks.

Cross-border trading in natural gas is an issue for longer development. Last, but not least, its faster development relates to the North-South diversification of the network. Currently Slovakia does not register any cross-border trades on secondary markets.

Contracts concluded pursuant to article 3 (1) Directive EEC No. 296/1991 on transmission of natural gas by gas pipeline networks, which are still in effect and which are realized according to the conditions of this directive, remain valid after entering into force of the EC Directive No. 55/2003. 

4.1.3
The regulation of the tasks of transmission and distribution companies
On the territory of the Slovak Republic there is the single transmission system operator and the single dominant distribution system operator. In 2006 these were legally unbundled from the parent company Slovenský plynárensky priemysel, a. s. (hereinafter only as “SPP, a. s.“) and from 1 July 2006 on the delineated area, in the field of transmission there is a subsidiary SPP - Transmission, a. s. and the distribution activities are performed by the subsidiary SPP - Distribution, a. s. The competency of the parent company will remain to be trade and supply of gas. 

Network Tariffs
On the basis of the Office Decree No. 4/2005, the Office determined and approved: 

- For the transmission system operator:
Tariffs and tariff conditions for access to the transmission network and transmission of natural gas for users of the transmission network;


- For the distribution system operator:
Tariffs and tariff conditions for access to the distribution network and distribution of natural gas for users of the distribution network;

Tariffs for connection to the distribution network for the operator of the distribution network on the delineated area; 


- For the gas supplier to the household customers
Tariffs a tariff conditions for supply of natural gas to the category of customers - households
Price regulation in the gas sector applies to:
· Connection to the network;
· Access to the network;
· Gas transmission;
· Gas distribution; 

· Supply of gas to households.

When determining prices, justified costs and reasonable profit are taken into consideration. Reasonable profit must reflect the scope of necessary investments for securing long-term operability, safety and reliability of the network, security and reliability in gas supplies and reasonable return on operating assets.

Transmission System Operator
Prices are regulated for access to the transmission network and for gas transmission. The method of price regulation in gas transmission is determined as direct determination of comparable price in compliance with the Act on regulation, which is based on the cost analysis for transmission in other EU member states in the previous year on the basis of the “entry-exit” tariff system. 

The tariff system consists of special tariffs for entry points into the transmission network and special tariffs for the exit points from the transmission network. It is broken down to tariffs relating to the daily transmission capacity and tariffs relating to the actual volume of transported gas. 

Distribution System Operator
Regulation of prices for access to the distribution network and gas distribution applies to regulated entity, whose number of delivery points from the distribution network in the previous year was higher than 100,000, and to regulated entity, whose number of delivery points from the distribution network in the previous year did not exceed 100,000. In case of regulated entity having higher number of delivery points than 100,000 the prices for access to the distribution network and for gas distribution are determined using the method of price cap, while the regulatory period is set for a period of four years. The regulatory period started on 1 January 2006. For regulated entity with a number of delivery points lower than 100,000 the prices are determined in a way that the price or tariffs for access to the distribution network or for gas distribution cover the justified costs and reasonable profit, while this price is determined each year.

The price for connection to the distribution network is determined in a way that the price or the tariff for connection does not exceed the average costs of the regulated entity for connection to the distribution network.

Prices for supply to gas customers - households, are determined in a form of tariffs. These are set in a way that the weighted average of tariffs for gas supply does not exceed the share of total permitted revenues for gas supply to households and the planned volume of supplied gas, with the adjustment through the correction factor taking in regard expected and actual costs of the regulated entity. Regulatory period for gas supplies to households is set for a period of two years. Regulatory period started on 1 January 2006.

Production, storage and line pack of gas, as well as access to gas storage are not a subject to price regulation by the Office. Based on the Energy Act negotiated access is used for these activities.

On 1 July 2006 the Office Decree No. 4/2006 dated 21 June 2006 entered into force, setting the scope of price regulation in the gas sector and the method of this price regulation, the scope and the structure of justified costs, the method of determining the level of reasonable profit and background document for price proposal. Changes when compared to the current Office Decree No. 4/2005 relate primarily to modification of part of price calculations for regulated activities, precision of definition of individual definitions used and simplification of the mechanism for submitting price proposals.

In the field of gas transmission the criteria for comparison in the benchmarking study submitted by the operator of the transmission network for price proposal have expanded, in the interest of converging to the future expected real situation on the gas market.

In the field of gas distribution on the delineated area the corrective item has been précised in calculating the total permitted revenues relating to balancing of the distribution network and in the field of determination prices for connection to the distribution network there has been precision of definition of average planned costs of connection to the distribution network, from which the price for connection to the distribution network is derived from.

In the field of price regulation in supply of gas to households a more detailed specification of cost of storage as part of security and reliability of gas supplies was developed and the correction factor was reworked, which corrects in particular planned and expected cost of gas purchase, or part of costs for purchases of gas relating to households according to the allocation key for purchase of gas entering the formula for calculating total permitted revenues for supply of gas to households. This formula includes also part of costs of the gas supplier for the gas customers – households, for payments of excise tax on natural gas pursuant to Act No. 98/2004 Coll. on excise tax on mineral oil as later amended.

In connection with securing quality of performance of the network operators the Office regulation on quality standards of supplied products and provided services in the gas sector is currently prepared for approval. This regulation deals also with the issue of quality indicators.

For the use of transmission, as well as the distribution network on the delineated area, with selected parameters and with annual contract the average national network charge is estimated and the users of these networks according to individual categories in the Slovak Republic will pay the following price:

I4-1

0.069 €/m3
I1

0.048 €/m3
D3

0.086 €/m3

Gas customer in the Slovak Republic in the category of households with average consumption pays an average price for gas supply in the amount of 0.328 €/m3.

Balancing
Network balancing is performed in compliance with the Rules for gas market operation. The Slovak Republic is a balancing zone for the transmission network and balancing zone for the distribution network with regard to physical balancing. With respect to distribution network users the Slovak Republic is a single balancing zone.

The system operator is responsible for the physical balancing. Commercial balancing of network and settlement of deviations is evaluated by the system operator. Non-compliance with the balance and the deviation, i.e. the difference between the volume of gas allocated to the gas market participant at the entry point to the network and the volume of gas taken by the gas market participant at the exist point from the network, is charged for. The gas market participant (hereinafter only as the “user”) is responsible for the deviation and has a contract with the system operator.

The transmission system user must agree the conditions for balancing of the transmission network with the transmission system operator.

The transmission system user, who is not the distribution system user or whose exit point in the gas transmission is different from the domestic exit point, is obliged to agree the conditions for commercial balancing and the method of settlement of deviation with the transmission system operator.

For the distribution system user the commercial balancing and settlement of deviations is done only by the distribution system operator, even when he has a contract for gas transmission concluded with the transmission system operator, where the only exit point from the transmission network is the domestic virtual point; in this case the distribution system user pays only the charge related to deviation in the distribution network. 

The distribution system operator is responsible for the physical balancing of the network and for settlement of deviations on the delineated area. If there are several distribution system operators on the delineated area, the distribution system operator, who is obliged to fulfil the tasks of the gas dispatching centre on the delineated area is responsible for the balancing of the network.

    
The distribution system operator has a dedicated portion of the storage capacity in particular for covering daily deviations of gas market participants, while the cost of this capacity is included in the cost of gas distribution.

Balancing regime is a daily regime. Balancing and evaluation is done per gas-day.

     
For each distribution system user a single daily deviation is calculated for all exit points. The daily deviation can be positive or negative. The amount of daily deviation is recorded on the balancing account of the distribution system user. Permitted deviation for the distribution system user is set on the level of 5% from the contracted agreed daily distribution capacity of the distribution system user. Permitted daily deviation for the distribution system user may be on the basis of agreement between the distribution system operator and the distribution system user set for the relevant day in the amount exceeding the amount of permitted daily deviation of 5%, if the distribution system user reduces this way the absolute value of its accumulated deviation. 

If the absolute value of the daily deviation of the distribution system user exceeds the amount of permitted daily deviation, the distribution system user is obliged to pay a fee for exceeding the permitted daily deviation in the amount of SKK 1.80 per each 1 m3 of gas, by which the permitted daily deviation was exceeded.

If the absolute value of accumulated deviation on the balancing account exceeds the value of the maximal accumulated deviation, the volume of gas in the amount of the difference of the maximal accumulated deviation of the distribution system user and an absolute value of the topical accumulated deviation of the distribution system user will be accounted for and purchased:

· By the distribution system operator from the distribution system user for the price in the amount of 50% of the reference gas price, i.e. the gas price for the purposes of commercial balancing, when purchasing gas by the distribution system operator in case of positive value of topical accumulated deviation; this fact is recorded on the balancing account of the distribution system user so that the topical accumulated deviation equals to the maximal positive accumulated deviation,

· By the distribution system user from the distribution system operator for the price which is 200% of the reference gas price when selling gas by the distribution system operator in case of negative value of the topical accumulated deviation; this fact is recorded on the balancing account of the distribution system user so that the topical accumulated deviation equals to the maximal negative accumulated deviation.

The maximal accumulated deviation of the distribution system user is defined as five times the permitted daily deviation of the distribution system user.

At the end of the contract period the balancing account is closed and the volume of gas in the amount of absolute value of the accumulated deviation on the balancing account of the distribution system user is accounted for and purchased by:

· The distribution system operator from the system user for the price in the amount of 50% of the reference gas price when purchasing gas by the distribution system operator in case of positive value of accumulated deviation,

· The system user from the distribution system operator for the price in the amount of 200% of the reference gas price when selling the gas by the distribution system operator in case of negative value of accumulated deviation.

     
The distribution system operator maintains separate records on fees for balancing of the distribution network. If the distribution system operator and the distribution system user enter into a contract on gas distribution, which is directly linked to their previous contract on gas distribution, they can agree on transfer of the balance on the balancing account to the following contract period and the balancing account is not closed.

Balancing account is maintained for each distribution system user by the distribution system operator who is responsible for the deviation. The balancing account of the distribution system user records the amount of daily deviation of the user of the distribution network and the accumulate deviation of the distribution system user.

Accumulated deviation of the distribution system user represents the sum of all daily deviations of the distribution system user and modifications according to the previous paragraph on absolute value of accumulated deviation, for the time period from the start of the contract on gas distribution until the date, which precedes the date, when the accumulated deviation of the user of the distribution network is determined.

The distribution system operator has allocated portion of storage capacity, in particular for covering the daily deviations of gas market participants; the cost of this capacity is included in the cost of gas distribution. If the allocated storage capacity is not sufficient for physical balancing of the distribution network, the distribution system operator requests the gas market participants for the volume of injected or produced gas from the storage up to the amount of their agreed storage capacity. If this measure is not sufficient, the distribution system operator requests the storage system operator to provide free capacity of storage necessary for distribution network balancing. If the technical conditions allow it, the storage system operator satisfies the request.

Detailed information of the system operator to market participants relating to balancing are stated in the operating rules of the relevant system operators, which are available at the websites of individual system operators and form the basis for conditions set in the business contracts between the operator and the market participant.

4.1.4
Effective Unbundling
With respect to historical development, until 30 June 2006 there was one vertically integrated monopoly company, SPP, a. s., operating on the Slovak natural gas market. With the effect from 1 July 2006 SPP, a. s. the legal unbundling of transmission and distribution activities took place. Besides the parent company SPP, a .s. also it’s fully owned subsidiaries: SPP - Transmission, a. s. and SPP - Distribution, a. s. started to operate on the market. Legal unbundling of SPP, a. s. is performed pursuant to the Energy Act. The main goal of the legal requirement of unbundling of SPP is to create independent system operators for transmission and distribution, who would reinforce the transparent and non-discriminatory access to the gas system to third parties, i.e. to other traders in natural gas. This obligation must be complied with by all energy utilities in the European Union within the process of energy market liberalization. 

SPP – Transmission, a. s. is the operator of the transmission network for natural gas in the length of 2,270 km. It secures transmission of the natural gas from the Ukraine border through the territory of Slovakia on the European market. The company secures operation and maintenance of compressor stations and line parts of transmission gas pipelines through four areas (Veľké Kapušany, Jablonov nad Turňou, Veľké Zlievce and Ivánka pri Nitre). Currently it employs 1,097 employees. The transmission system is managed by the gas dispatching centre.

SPP – Distribution, a. s. is the operator and owner of the distribution system – gas pipelines in the SR including technology structures – control stations for natural gas and central gas dispatching centre. Its competency includes also sale of the distribution capacity, development, operation and maintenance of gas system. SPP - Distribution, a. s. secures distribution of natural gas from the transmission networks through the distribution gas facilities on the territory of the Slovak Republic to its customers, it secures also connection to the distribution system and meter readings for natural gas consumption. Number of customers of SPP – Distribution a. s. is higher than 100,000.

Pursuant to the Slovak legislation both subsidiaries are subject to separate audit of accounts.

The organization structure of SPP, a. s. still includes the division which deals with trading in gas and gas supply. 

There are around 40 separate local distribution companies operating in the regions of Slovakia. The number of customers of individual local distribution companies does not exceed 100,000.

4.2 
Competition Issues [Article 25(1)(h)]

4.2.1 Description of the wholesale market
The sale of natural gas in the Slovak Republic in 2005 represented 6.3 billion m3.  In the wholesale segment and households there has been a minor drop in consumption compared to year 2004. In the wholesale segment saving measures and rationalization continued to be implemented in the households segment, besides the already mentioned measures, there have been changes in the fuel type used. This was related to the price of natural gas, which was increased due to the influence of the growing crude oil prices on the world markets. Higher cost of gas makes other fuels more attractive – coal and wood. Slight increase in consumption was recorded in the retail segment. Saving measures are directly related to the increase of natural gas price, as well as with increasing energy efficiency on the side of gas customers. Sale of natural gas on the delineated area of the Slovak Republic in 2005 compared to 2004 dropped by approx. 3.2%.

Domestic production of natural gas in 2005 was on the level of 135 million m3. In domestic production of natural gas in the long term it is expected to continue in production from the current sources, with a declining trend. Potential changes may only be brought by newly discovered deposits – production would depend on the scope, nature and location of potential new deposits.

Roughly 98% of domestic gas consumption is imported from the Russian Federation. Supply of natural gas for the needs of the Slovak Republic is secured based on the contract between SPP, a. s. and the Russian Gazexport.

There is one company operating on the market of the Slovak Republic having a market share higher than 5% - SPP, a. s. Companies owning share on the available gas capacity are SPP, a. s. and NAFTA, a. s.
Tab. 4.2.1.  
Development of the wholesale market
	 

 
	Production
[bill.m3]
	Demand
[bill.m3]
	Import capacity
[bill. m3/year]

	
	
	
	Transit

total
	Reserved
for transit
	Long-term contracts
	Free 

	2001
	0.165
	7.5
	94
	71.5
	71.5
	22.5

	2002
	0.156
	7.,1
	94
	70.4
	70.4
	23.6

	2003
	0.150
	6.8
	94
	72.7
	72.7
	21.3

	2004
	0.143
	6.5
	94
	82.7
	82.7
	11.3

	2005
	0.135
	6.3
	94
	82.7
	82.7
	11.3


Foreign companies on the Slovak market are active through their property participation in SPP, a. s., where the Slovak Gas Holding, B.V. (made of Ruhrgas and Gaz de France) owns 49% of shares.

NAFTA, a. s., owns and operates underground gas storage facilities and performs gas production, the shareholder structure is the following – SPP, a. s. 55%, Ruhrgas 40%, other shareholders 5%.

Shareholder structure of POZAGAS, a. s., which owns underground gas storage facilities, is: SPP, a. s. 35%, NAFTA, a. s. 35% and Gaz de France 30%.

The Slovak Republic represents the national gas market. Mutual connections exist with Ukraine, the Czech Republic and Austria. The Slovak transmission network is a significant part of the European gas network and represents an important, reliable and secure transport route used for transporting natural gas to the countries of Central and Western Europe. Another area of cooperation is natural gas storage facilities – the Slovak Republic uses the storage facility (Dolní Bojanovice) situated on the territory of the Czech Republic and is directly connected to the gas system of the Slovak Republic. Companies operating storage facilities store natural gas also for several companies from abroad.
4.2.2
Description of the retail market
SPP, a. s. does not register any customers, who would not be connected to the transmission or the distribution network. SPP covers all market segments, both households, small and medium enterprises and also large industrial companies.

Despite of the possibilities created by the legislation for the business entities, there is no case known where the customer would decide to change the supplier. Therefore the largest supplier on the market is still SPP, a. s..

5.
Security of Supply
5.1
Electricity [Article 4]

Development in supply and demand of electricity, including projection for 2006

Total electricity consumption in Slovakia has been stabilized, with a slight increase in the recent years. Basic data are stated in the following table. 

Table 5.1.1      Generation, demand and power system load


	Year
	Generation
	Demand
	Average load
	Maximal load

	 
	[GWh]
	[GWh]
	[MW]
	[MW]

	2000
	30 877
	28 204
	3220
	4275

	2001
	32 003
	28 325
	3233
	4393

	2002
	32 830
	28 674
	3273
	4421

	2003
	31 147
	28 892
	3298
	4338

	2004
	30 543
	28 682
	3274
	4349

	2005
	31 294
	28 572
	3262
	4346

	2006
	30 941
	29 189
	3332
	4423


Source: SEPS, a. s. 

In the following table we are stating the load and demand projections until 2018

Table 5.1.2
Load and demand projections of the power system
	Timing
	Load [MW]
	Demand of SR [TWh]
	Use of max. load in year [hours]

	
	
	
	

	
	
	
	

	Summer 2008
	2729
	30.1
	6589

	Winter 2008/2009
	4568.2
	
	

	Summer 2012
	3002.4
	31.7
	6146

	Winter 2012/2013
	5165
	
	

	Summer 2017
	3129.5
	33.6
	5953

	Winter 2017/2018
	5652.3
	
	


Source: SEPS, a. s. 

Basic check for sufficiency of sources for the needs of covering the base load and of regulation were realized by calculations on mathematical models when preparing the “Development Program for the major technology equipment of SEPS, a. s., for the period from 2008 to 2017“. Three characteristic time sections have been analyzed - winter 2008/2009 with the expected imports of 1,712 MW to the power system of the SR, winter 2012/13 with the expected imports of 2,200 MW to the system, and winter 2017/18 with the expected imports of 2,900 MW to the system. 

The calculations demonstrated that the deficit electricity in the base load of demand/supply can be physically imported to the Slovak Republic (naturally, if this electricity is available, both physically and as for its cost, abroad – in the countries of the interlinked trans-national UCTE system, and if there would be sufficient transmission routes available physically and also as for the cost from foreign generators to the borders of Slovakia). 

Also it is possible to secure the primary regulation of output/frequency pursuant to the operating rules of the UCTE using the Slovak sources in the relevant years. The calculations also verified that the volumes of ancillary services based on the necessary needs of the Power System of Slovakia for securing safe and reliable operation in the future, in principle can be physically secured. However, on the basis of simulations using mathematical models it is necessary to state that there may be a complicated to risky situation in the field of physical sufficiency of secondary regulation of output and in the field of voltage regulation within the system.
Planned and developed sources, foreign cooperation in the field of electricity supplies
The table below shows data on expected development of new sources on the territory of the Slovak Republic. Data comes from potential investors, as well as based on applications for certification on compliance of the investment intent with the long-term concept of the Energy Policy (authorization), as well as prior consents for construction of power generating facilities, issued pursuant to the energy legislation.

Table 5.1.3
Expected development of new sources
	Project
	Increase in output [MW]
	Generation [GWh]
	Commissioning

	Improvement of nucl. safety and seismic resistance EBO V2 
	62
	350
	2008

	Completion of EMO 3,4
	942
	6 000
	2011-2012

	Power uprate EMO 1,2
	62
	350
	2011

	Reconstruction of ENO B
	125
	630
	2008-2010

	EVO 1 - 2x fluid. Units
	250
	1 250
	2009

	EVO 1 - 2x PT, units 5,6
	64
	320
	2014

	EVO 2 – comb. cycle 400 MW
	400
	1 900
	2017

	Renewables
	140
	560
	Gradually until 2015

	Levice combined cycle
	80
	420
	2008

	Žilina comb. cycle
	500
	2590
	2010

	PT Poprad
	30
	0.283
	2008-2009

	TOTAL
	

2,655
	17,520.283
	2008-2017


From the view of construction of new lines of the transmission system in the period from 2007 to 2011 there are considerations about building 2x400 kV line for the transformer substation 400/110 kV at Medzibrod, 2x400 kV line at Lemešany – Moldava and 2x400 kV line at Gabčíkovo – Veľký Ďur. Also there are considerations to strengthen cross-border 400 kV lines at the profile Slovakia – Hungary, Slovakia – Austria, Slovakia – Poland and Slovakia – Ukraine. Volumes of imports through these tie-lines will depend also on sufficiency of electricity sources in the EU, from the potential interconnection between the UCTE and the IPS/UPS countries (countries of the former Soviet Union) and from availability of transmission capacities abroad.

Development of main technology equipment of the transmission system relates also to strengthening of 400 kV substations (structural systems and electric devices, transformers, compensation equipment, electric protections).

Role of authorities of state administration in the field of security of supply
The Ministry of Economy performs state administration in the energy sector within the scope as determined by the Energy Act. In connection with the security of electricity supply, the Ministry:

· Secures monitoring and  compliance with the security in electricity supply,

· Develops draft measures focusing on providing for the security of electricity supply,

· Defines the scope of criteria of technical safety of the system,

· Defines obligations in state of emergency or preventing state of emergency and in general economic interest,

· Decides on imposing obligations in general economic interest,

· Decides on imposing measures relating to prevention of state of emergency or state of emergency; endangering the integrity of the system and of the network; endangering security and reliability of operation of the system and the network; the threat on life and health of people or property of natural persons and legal entities.

On 21 November 2005 the Ministry of Economy issued its decision, in which with respect to the threat to security and reliability of operation of the Power System in the East Slovakian region, and in the interest of preserving security and reliability of operation of the system, starting from 1 January 2006 until 31 December 2006, it imposed the following measures: 
· to the generator of electricity, SE, a. s.: to operate 3 units, or 4 units of Vojany 1 power plant,

· to the TSO, SEPS, a. s.: to realize construction of transformers for the purpose of direct transformation 400/110 kV at Lemešany,

· to the DSO in the East Slovakian region, VSE, a. s.: for the purpose of direct transformation 400/110 kV at Lemešany to secure reconstruction of 110 kV part of the electric station.

Measures to cover peak demand, solving failures of a single source or of several sources
Restructuring of the energy sector of Slovakia is characterized by strict unbundling of generation, transmission and distribution of electricity. This process, which from the organization and legal point has been completed, changed the responsibilities and requires new methods for planning, development, as well as the operation of the Power System. It starts to be a reality that development of sources and sufficiency of regulation energy is left for the internal forces and market mechanisms. The base load in power demand is secured between the generator and the consumer either directly or through the electricity traders. Regulation energy is procured by the TSO – SEPS, a. s. 

SEPS, a. s., performs the activity of the TSO and secures transmission of electricity through its 400 kV and 220 kV lines on the territory of the Slovak Republic, as well as imports, exports and transit of electricity. The TSO, with the aim to maintain the operability of the Power System, quality and reliability of electricity supply from the transmission system and renewal of synchronous operation at the break up of the power system, secures system services (frequency and output control, hot and cold back-ups of sources, control of voltage and reactive power output in the transmission system, stability of transmission, renewal of operation after a total or partial break up of the system (loss of synchronization or supply)). 

The TSO is directly responsible for the balance between supply and demand in real time. The TSO, through the dispatching centre of the TSO performs operative control of the Power System from the view of securing balance between supply and demand. Internal documents of the TSO contain also procedures and information how to cover the system load, how to deal with unexpected situations, critical conditions, failure of a single or several sources. For the case of large failures, of “black-out“ type the TSO has operating procedures and instructions of Defence Plan to prevent propagation of big failures, according to the UCTE methodology. 

If during the operation changes occur in the system that evoke its sudden overload, the system operator either changes the connection of its energy facilities, changes dispatching of power generating facilities, exports or imports regulation electricity from or into the transmission system, with the aim to eliminate the overload.

Securing safe and reliable operation of the system with respect to covering the load diagram in the periods of peak demand, or in case of failure of sources, is solved by the dispatching centre of the TSO by covering deviations and that is by activating ancillary services. 

When setting the optimal volume of individual types of ancillary services the criteria of reliability and economy are applied. When setting the optimal volume of ancillary services the principle of distribution in time and seasonality is applied, and the base data are in particular expected maximal load in the control area for the monitored time section pursuant to the distribution in time and statistical data according to the seasonality, under which the given time section falls under. 

Further in setting individual volumes of ancillary services the following base data are used:

· Recommendation from the UCTE,

· Expected maximal load for the relevant time period,

· Dynamic changes of the load in the control area (the Slovak system).

Measures for dealing with failures in supply from a single supplier or several electricity suppliers or electricity traders for 2005 and also for 2006 represent:

· Contract for emergency purchase of regulation electricity from two suppliers,

· Purchase of hourly tertiary regulation of active output divided between two suppliers.

Quality and level of system maintenance
Maintenance of transmission system facilities in the past year was secured continuously based on the needs as established. Investment activity is not sufficient to reduce the average age of the main technology equipment of the transmission system. The factor of continuous increase in average age of the major technology equipment of the system points at several risks. In the future it is necessary to expect increase in the demand for maintenance and repairs and higher operating costs in this area.

During the preparation of operation there is maximal coordination in tripping plans with the outages of generating facilities. There is a great effort being spent to prevent reduced reliability of output connections from individual generating units. This area is demanding in particular for connecting the output from nuclear power plants. Another important part is securing own consumption of power plants in the event of failure in supply from the branch transformer of power plants.

Due to the definite shutdown of NPP V1 Jaslovské Bohunice currently the basic scheme at the 220 kV substation at Križovany is being defined in cooperation with the nuclear power plant and subsequently of all maintenance schemes so that after this shutdown reliability of output connection from the V1 nuclear power plant is not reduced, own consumption for the power plant is secured and that the reliability of the transmission system itself is not reduced. Emphasis is also placed on coordination of tripping plans with the operators of the distribution systems.

In the Eastern part of Slovakia there is a continuous issue of dependence of supply on the operation of Vojany 1 power plant units. This is a problem of supply to certain loops from one transformer 400/220 kV and 220 kV lines. In the basic connection it is necessary to operate minimum 3 units of Vojany 1 power plant – forced generation in the thermal power plant Vojany. In case of transformer outage the lower number of units would cause overload of the 220 kV lines. This dependence of several loop areas in the transmission system from a single transformer 400/220 kV and 220 kV lines would only be removed by installing 400/110 kV transformers at the substation Lemešany, Križovany and Sučany.

This condition is a consequence of historical development of the system in the Eastern part of Slovakia, when operation of units of Vojany 1 power plant was logically considered to be part of the reliable configuration securing the operation of the system in the East Slovakian region.

The issue of maintenance works on the transmission system is also valid for substations (400 kV, 220 kV), which are supplied in the base connection only from two lines. In case of planned switch off of one of them due to maintenance works they are supplied only from a single line. In case of switching off at these substations there is a need of a greater coordination with the DSOs.

In the following years the Power System will have to respond to several new factors, in particular:

· Growth in consumption in all sectors of the economy and population,

· Shutdown of several sources,

· Obsolete and physical age of a number of energy facilities of the transmission and the distribution systems and resulting need of replacement,

· Need for improving security and quality of supplies for all categories of customers,

· Growing importance of the transmission system in cooperation with the EU member states and the neighbouring countries. 
5.2
Gas [Article 5]
Development in demand and consumption of natural gas
The dominant undertaking with the largest market share on the Slovak market in natural gas remains to be SPP, a. s. also in 2005. It provided services to 1,442,000 customers in individual consumer segments.

Sale of natural gas in the Slovak Republic in 2005 represented 6.3 billion m3. In the segments of wholesale and households there has been a slight decrease in consumption when compared to 2004. The wholesale segment continued in implementation of saving measures and rationalization, the households segment, besides the already mentioned measures also changed the fuel type. This was related to the price of natural gas, which was increased primarily due to growing crude oil price on the world markets. Higher gas price makes other types of fuel – coal and wood – more advantageous. Slight increase in consumption was recorded in the retail segment. Saving measures are directly related to the increase in natural gas price, as well as with increased energy efficiency on the side of gas customers. Sale of natural gas on the delineated area of the Slovak Republic in 2005 compared to 2004 dropped by approx. 3.2%.

Roughly 98% of domestic gas consumption is imported from the Russian Federation. Supply of natural gas for the needs of the Slovak Republic is secured on the basis of contract between SPP, a. s. and the Russian Gazexport, valid until year 2008. Currently this contract fully covers the domestic demand for natural gas.

In long-term, in domestic production of natural gas it is expected that the production from the current sources will continue, having a declining trend. Changes may occur in case of new deposits – real duration of production will depend on the scope, nature and location of potential new deposits.

In the period of 3 to 5 years it is possible to expect a slight growth in consumption due to the new sources for generation of electricity and heat from gas, as pursuant to the energy legislation authorizations have been issued for production of electricity and heat, and/or certifications for construction of energy facilities.

Expected consumption of natural gas in Slovakia with the target year 2008 is illustrated in the table.

Table 5.2.1
Expected consumption of natural gas for the period of the following 3 years
	Consumption  [bill. m3]
	2006
	2007
	2008

	Households and retail
	2.1
	2.2
	2.2

	Industry
	2.9
	2.8
	2.8

	Production of electricity and heat
	1.6
	17
	1.8

	Total
	6.6
	6.7
	6.8


The gas system of Slovakia consists of the transmission network, distribution networks and underground storage facilities of natural gas. This plays an important role in securing of security of gas supply. This gas system is connected with the systems of neighbouring countries, specifically with Ukraine, the Czech Republic and Austria. In the vicinity of the Slovak-Austrian border the important gas pipeline loop Baumgarten is located which is a crossing of several transmission networks that are in operation (Austria, Germany, Italy, Slovenia and Hungary), and it is also the expected terminal of the planned Nabucco gas pipeline (the construction of which will be shared between Austria, Hungary, Romania, Bulgaria and Turkey).

Supply with natural gas at the break of years 2005 and 2006 was affected by a dispute between Ukraine and the Russian Federation which related to the cost of supply of natural gas to Ukraine. With respect to that the territory of SR was not supplied according to the contracted volumes, SPP a. s. had to use gas from underground storage facilities to secure supplies for customers on the territory of Slovakia in the volumes as agreed in the contracts on gas supply. Following this procedure and also with respect to the relatively fast resolution of the Ukrainian-Russian dispute, it was not necessary to declare measures, which would limit the off take of domestic customers. Before, as well as after the problematic period, which was caused by the above mentioned dispute, there were no major problems or disruptions in the supply. Requirements from the customers have been satisfied in full and the off take was realized in compliance with the volumes as agreed in the contract on gas supply.

The consequences of this bilateral dispute demonstrated itself the most in the operation of the transmission network. In the morning hours of 1 January 2006 drop in the pressure of the network was recorded. Besides its reduction there have been pressure fluctuations, while at a certain time it got to the level, which was close to the minimal operating pressure of certain technology equipment – compressors. Recorded decline in the volume of gas represented 30 % compared to the normal condition. Shortly after noon of 2 January 2006 the situation started to stabilize and on 3 January 2006 the network achieved standard conditions, both for the volume and the pressure.

In this period, other than the beginning of year 2006, there have been no outages, which would influence the natural gas supply to the customers in Slovakia or to companies who are shippers of natural gas through the territory of Slovakia to other countries.

With the aim to secure integrity, reliability and security of the transmission network of the Slovak Republic inspections, preventive maintenance and repair of gas pipeline equipment was realized according to the set criteria. Maintenance was performed based on the results from diagnostic works at the compressor stations, as well as on the line part of the network, in the quality corresponding with the European standards. Also defects found by external and internal inspections of gas pipelines were repaired or reconstruction was realized on the gas facilities.

The Slovak transmission network is an important part of the European gas pipeline network and it represents a reliable and secure transmission route, by which natural gas is transported to the countries of Central and Western Europe. In case of increase in the interest for transmission it is possible, with relatively lower costs compared to new projects, to increase the current capacity of the transmission network. However, for the period of the following 3 years there are no considerations of a significant expansion of the transmission network capacity.

There have been no outages recorded in the operation of the distribution networks, which would affect supply of natural gas to the customers in Slovakia. With respect to the outage caused at the beginning of the year during the first two days of January 2006, however, it was necessary to draw from the stored natural gas in the underground storage. Also following this step it was possible to satisfy all customers on the delineated area of Slovakia and it was not necessary to declare measures for the state of emergency.

During the monitored period there have been few short-term and time limited (couple of hours) strictly local outages in gas supply caused by the necessity to interrupt the supply due to security. The reasons were mostly damage on the local gas infrastructure, e.g. during floods, which affected certain regions of the Slovak Republic, during construction activities or other works, while in these cases in most of them it was the failure of the human factor.

In the distribution network made of a complex of gas distribution facilities, including the gas pipeline system and technology equipment, inspections, preventive maintenance and repair of the gas facilities according to the set criteria have been performed, which contributed to securing its integrity, reliability and security. The defects found by external and internal inspection of gas pipelines were eliminated by repairs or reconstruction of gas facilities.

As at 1 January 2006 the condition of the distribution network was as follows: high pressure gas pipelines represented 6,167 km, medium pressure and low pressure gas pipelines represented 24,320 km and there were 1,737 control stations in operation. For the purpose of safe and efficient operation of control stations these stations have a monitoring system allowing data transfer to the gas dispatching centre. The monitoring system allows, in case of failure or accident, an immediate interference with the optimization of network management until the failure is removed.

In the period of the following 3 years the distribution network will be expanded only in a very moderate pace. There are considerations about its expansion in the length of approx. 410 km, while the planned expansion of the distribution network capacity is on the level of approx. 270 million m3 per year.

The Slovak Republic has at its disposal underground gas storage facilities, which are located in the South-Western part of the country and this storage plays an important role in balancing the imbalances in the supply and demand of gas, as well as in case of peak demand and currently the operators provide natural gas storage services also for several foreign gas companies. The storage facilities have made a significant contribution to mitigating the consequences relating to the Ukrainian-Russian dispute and reduction in gas supplies during the first two days of 2006. The total capacity of storage facilities is approx. 2.3 billion m3, while the maximal daily production output is approx. 32 million m3, the maximal daily injection output of approx. 27 million m3. For the needs of the Slovak Republic the capacity of 1.5 billion m3 is utilized. Also the underground storage located on the territory of the Czech Republic is utilized (Dolní Bojanovice – utilized capacity of 0.5 billion m3), which is directly connected to the gas pipeline system of the Slovak Republic.

During 2005 there have been no significant failures recorded, which would affect the operation of storage facilities. The owners and operators of underground storage facility are not planning any expansion of storage capacity for the period of following 3 years.

Measures to cover peak demand, solving outage in supply


The distribution network on the delineated area of Slovakia is managed by the “gas dispatching centre“, which is responsible for operative management of the distribution network. Tasks of the gas dispatching centre on the delineated area of Slovakia on the basis of decision of the Ministry of Economy are fulfilled by the dispatching centre of the distribution network operator – SPP – Distribution, a. s.
The gas dispatching centre on the delineated area of Slovakia fulfils the following tasks:

· Operative management of the interconnected distribution networks on the delineated area,

· Management of the interconnected transmission networks and distribution networks on the delineated area in case of state of emergency and for activities that are directly prevent its occurrence,

· Technical management of utilization of gas sources and gas network facilities on the delineated area,

· Developing balances for gas off take and gas supply in the interconnected distribution systems on the delineated area,

· Submitting quarterly reports on the condition of the network, utilization of capacity of the distribution network and evaluation of distribution by the distribution network to the Ministry of Economy and to the Regulatory Office for Network Industries,

· Declaring restrictive measures for the state of emergency,

· Proposing to the Ministry of Economy declaration of the state of emergency,

· Defining measures focusing on elimination of state of emergency.

The distribution system operator who does not play the role of the gas dispatching centre is obliged to establish its own dispatching centre to secure the role of dispatch management. Such dispatching centre fulfils the same tasks on the part of delineated area of the distribution system operator as the gas dispatching centre on the delineated area of Slovakia. The distribution system operator who did not establish its own dispatching centre is obliged to secure fulfilment of tasks through the gas dispatching centre.

An important role in case of peak off take is played by the underground gas storage, which are located in the Western part of Slovakia, and which are used for securing smooth supply to gas customers throughout the year. The total capacity of the storage facility is approx. 2.3 billion m3, while the maximal daily production output is approx. 32 million m3, the maximal daily injection output of approx. 27 million m3.

Also the underground storage situated in the Czech Republic (Dolní Bojanovice) is being utilized, which is directly connected to the gas system of the Slovak Republic.
Preventing occurrence of and solution of transmission network overload
If the sum of required transmission capacities is higher than the technical capacity for the relevant entry point or exit point of the transmission network, the transmission network is overloaded.

The transmission system operator prevents overload of the transmission network by:
· Evaluating requests for access to the transmission network and the following restriction in access to provision of transmission capacity in the transmission network in compliance with the conditions of the transmission system  operator,

· Coordination in setting up the plan of repairs and maintenance, taking in regard requirements of the network users, as for the dates, duration and the scope of works,

· Nomination of gas transmission within the agreed and available transmission capacity,

· Possibility of the gas market participant to provide his unutilized free transmission capacity to another gas market participant.

Lack of free transportation capacity in the transmission network is solved by the transmission system operator by entering into contract on gas transport with interruptible transportation capacity with gas market participants.
Preventing occurrence of and solution of distribution network overload
If the sum of required distribution capacities is higher than the technical capacity of the distribution network, the distribution network overload occurs. The distribution system operator prevents the distribution network overload by evaluating requests for access to the distribution network and by following limitation of access to provision of distribution capacity in the distribution network in compliance with the conditions of the distribution system operator. In case the sum of required distribution capacities is higher than the technical capacity of the distribution network, the distribution system operator calls on gas market participants to adjust the volume of required capacity in their requests for access to the distribution network.

If the sum of required distribution capacities in the requests for access to the distribution network would still be higher than the technical capacity of the distribution network, the distribution system operator shall allocate distribution capacity in descending order according to priorities:

· When extending the existing contract on gas distribution without increasing the agreed distribution capacity,

· For long-term contract on gas distribution or contract on gas distribution concluded for a term longer than three years,

· For annual contract on gas distribution,

· For short-term contract on gas distribution.

In case the sum of required distribution capacities stated in the requests for access to the distribution network, having the same priority, is higher than the technical capacity of the distribution network, the distribution system operator gives preference to requests for access to the distribution network to gas supplies to household customers.
Grid Balancing
Physical balancing of the network represents a set of activities, by which the network operator manages the operation of the network on the delineated area in real time so that at any moment it secures gas transportation from entry points in the network on the delineated area to the exit points in the network and so that the network on the delineated area is operated in a proper, safe and non-discriminatory manner for all gas market participants and that the cost of operation is fairly allocated to individual gas market participants.

Commercial balancing is maintaining balance between the volume of gas entering the network for gas market participant and the volume of gas off taken from the network by the gas market participant, while commercial balancing provides support to the network operator in physical balancing of the network. Principles of commercial balancing in the transmission will be set out in the interconnection agreements with the operators of the neighbouring transmission networks that are under preparation and which respect the EU standards (good practice guidelines).

The gas market participant is responsible for his deviation, while he can assign his responsibility for deviation, including all related financial liabilities, based on a contract to his supplier in compliance with the conditions of the system operator. The gas producer may assign his responsibility for deviation, including all related financial liabilities, based on a contract to his customer in compliance with the conditions of the system operator. 
If there are several distribution system operators on the delineated area of the Slovak republic, the network balancing is the responsibility of the distribution system operator, who is obliged to fulfil the tasks of a gas dispatching centre on the delineated area. Other distribution system operators shall enter into an agreement with the distribution system operator, who is obliged to fulfil the tasks of the gas dispatching centre on the delineated area, based on which the interconnectibility of the distribution networks is secured and also submission of data necessary for network balancing. The distribution system operator has reserved portion of capacity of storage facilities, in particular for covering daily deviations of gas market participants; the cost of this capacity is included in the cost of gas distribution.

If the reserved capacity of storage facilities is not sufficient for physical balancing of the distribution network, the distribution system operator requests the gas market participants to adjust the volume of injected or produced gas from the storage facility up to the level of their agreed storage capacity. If this measure proves to be not sufficient, the distribution system operator calls on the storage operator to provide free capacity of the storage necessary for balancing the distribution network. If it is allowed by the technical conditions, the operator of the storage facility complies with this request.

Dealing with state of emergency
The Energy Act defines state of emergency in the energy sector as a sudden shortage or impending shortage of individual types of energy, which may cause reduction or interruption in energy supplies or outage of energy facilities on the delineated area of SR or on portion of delineated area for a period longer than 24 hours as a result of conditions specified in the law.

State of emergency on the delineated area or on portion of delineated area is declared and cancelled by the Ministry of Economy by its decision. 
If the state of emergency is declared, license holders for undertaking in the energy sector are obliged to participate in elimination of causes and consequences of state of emergency and in renewal of electricity and gas supplies.

In case of state of emergency each market participant is obliged to comply with the restrictive measures, measures aimed at preventing state of emergency and measures focused on eliminating the state of emergency. Restrictive measures are applied in the following sequence:
· Restrictions in off take of energy by customers operating production or who provide services, which are energy intensive,

· Interruption in energy supplies to customers pursuant to par. a),

· Restriction and interruption in energy supplies to other customers, except households,

· Restriction and interruption in energy supplies to facilities of public utility services,

· Restriction and interruption in energy supplies to electricity customers - households and gas customers - households.

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

General Economic Interest pursuant to valid legislation
According to the Energy Act the general economic interest in the energy sector means the following, in particular:

· Security of the system or network, including securing regularity, quality and cost of electricity and gas supplies, environmental protection and energy efficiency,

· Preferential access to the system in supply of electricity produced from renewables and electricity produced from domestic coal,
· Utilization of renewables, combined heat and power and of domestic coal in generation of electricity,
· Fulfilment of obligations resulting from agreements, by which the Slovak Republic is bound,
· Fulfilment of obligations resulting from the membership of the Slovak Republic in international organizations,
· Protection of the environment.
General economic interest in the energy sector is approved by the Government based on the proposal from the Ministry of Economy.

The Ministry can impose obligations to the electricity generator, to the system and network operators, to electricity and gas supplier and to storage operator, in general economic interest, to secure:
· Security, regularity, quality and cost of electricity and gas supply and energy efficiency in electricity supplies,

· Protection of the environment,

· Utilization of renewable sources of energy, combined heat and power generation and use of domestic coal in electricity generation,
· Preferential access, connection, transmission, distribution and supply of electricity generated from renewable sources of energy and electricity generated from domestic coal,
· Protection of electricity customers – households and gas customers - households,
· Provision of ancillary services necessary to secure operating reliability of the system and for provision of system services in facilities for electricity generation with total installed capacity of more than 75 MW.
Obligations imposed in general economic interest must be unambiguous, enforceable, controllable, transparent, and non-discriminatory, and must secure equal access for the power utilities and gas utilities in the member states of the European Union to end customers on the delineated area.

General Economic Interest – obligations imposed by the Ministry of Economy 
For reasons of securing security and reliability of operation of the Power System of the Slovak Republic, on 4 May 2005 the Government approved the general economic interest in utilization of domestic coal in electricity generation. General economic interest can be applied while preserving the share of electricity generated from domestic coal on the level of maximum 15% on the total domestic electricity consumption. In real terms, in relation to domestic consumption of electricity, however, this share may be the most up to 8 %. The Government at the same time obliged the deputy prime minister and the minister of economy to impose in general economic interest obligations related to securing electricity generation from domestic coal to electricity market participants. 

Currently this energy source is linked to electricity generator, who utilizes thermal power plants to secure also ancillary services, production of regulation electricity, as well as heat supply for the district heating system. Analysis of management of the Power System of the Slovak Republic for the first quarter of 2005 showed that in provision of ancillary services it is necessary to dispatch also units of the Nováky thermal power plant for regulation purposes. After the shutdown of the nuclear power plant V 1 Jaslovské Bohunice the need of operation of Nováky thermal power plant will be even more significant for securing security and reliability of the Power System. 

Deposits of brown coal are the only significant and prospective fuel source in Slovakia. Domestic brown energy coal is burned primarily by Nováky thermal power plant operated by SE, a. s. Bratislava, which was constructed in connection with the local fuel base. Consumption of brown coal by Nováky power plant in the recent years has been on the level of 2,400 kilotons of coal. Share of electricity generated from brown coal on the total production of SE, a. s. for year 2004 was 7 %. 

On 18 May 2005 the Ministry of Economy issued decisions in general economic interest for year 2005:

· For SE, a. s.: to generate electricity from domestic coal in the volume of 1,651 GWh and to supply electricity generated from domestic coal in the volume of 1,411 GWh; at the same time to keep the share of generated electricity from domestic coal on the level of maximum 15% on the total domestic consumption of electricity and to comply with the price of electricity generated from domestic coal determined by the Regulatory Office for Network Industries. 

· For SEPS, a. s.: to secure preferential connection of facilities for  electricity generated from domestic coal and to secure preferential access and preferential transmission of electricity  generated from domestic coal,

· For ZSE, a. s., SSE, a. s. and VSE, a. s.: to secure preferential connection of facilities for generation of electricity from domestic coal, to secure preferential access and preferential distribution of electricity generated from domestic coal and preferential supply of electricity generated from domestic coal in the set volume. 

Similarly for 2006 the Ministry of Economy issued decisions on 28 September 2005 in general economic interest:

· For SE, a. s.: to generate electricity from domestic coal in the volume of 1,603 GWh and to supply electricity generated from domestic coal in the volume of 1,375 GWh; at the same time to comply with the share of electricity generated from domestic coal in the amount of maximum 15% on total domestic consumption of electricity and to comply with the price of electricity generated from domestic coal defined by the Regulatory Office for Network Industries, 

· For SEPS, a. s.: to secure preferential connection of facilities for  electricity generated from domestic coal and to secure preferential access and preferential transmission of electricity  generated from domestic coal,

· For ZSE, a. s., SSE, a. s. and VSE, a. s.: to secure preferential connection of facilities for generation of electricity from domestic coal, to secure preferential access and preferential distribution of electricity generated from domestic coal and preferential supply of electricity generated from domestic coal in the set volume. 

It can be expected that such decisions will be issued also for 2007.

Universal Service
The Energy Act defines the universal service as the service provided to the household customer by the end electricity supplier to households, and which includes also distribution and supply of electricity. Household customers have the right to enter into contract on supply of electricity with the end supplier of electricity to households, providing universal service under the conditions as set out in the law, which correspond with the conditions set in the appendix to the EC Directive No. 54/2003. End supplier of electricity to households providing universal service to the electricity customer – households, is obliged to secure connection of electricity customers – households, to the system under the conditions as set by the Office and while complying with the prices or price methodology as determined by the Office.

The Office currently has at its disposal the following data on the number of disconnected not paying customers for the 3 regional distribution companies:

· ZSE, a. s.: in 2004 the summary of disconnected customers – non-payers is 18,669,

· SSE, a. s.: in 2005 there were 10,115 customers disconnected, of which wholesale 117, retail - commercial 764 and households 9,234 customers,

· VSE, a. s.: in 2005 there were 8,238 customers disconnected, of which wholesale 5, retail - commercial 574 and households 7,659 customers. 

Combined Heat and Power
Producer of electricity operating generating equipment for combined generation with the total installed capacity up to 5 MW has the preferential right to transmission of electricity or to distribution of electricity, if it is allowed by the technical conditions of the system; this does not apply for the interconnector. 

Preferential right to transmission of electricity or distribution of electricity for combined generation with the total installed capacity above 5 MW applies only to generation of electricity, which is generated together with production of heat produced for supplies of heat to natural persons or legal persons and supplies for technology purposes. 

Generation of Electricity from Renewables
Generator generating electricity from renewable sources of energy has preferential right to transmission of electricity, distribution of electricity and supply, if the generating facility determined for generation of electricity from renewable sources of energy complies with the technical conditions and business conditions. Preferential right to transmission of electricity does not apply to transmission of electricity by the interconnector. 

Gas Sector
With respect to the gas sector, if there are several license holders on the delineated area having the right to supply gas to end customers, by its decision the Ministry of Economy specifies the license holder for supply, who supplies gas to customers, who are not eligible gas customers.
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