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SPECIAL FEATURES OF THE PRESENT HUNGARIAN MODEL

–

TRANSMISSION COMPANY IS THE SINGLE BUYER WITHOUT OWN 

POWER PLANT (EXCEPT STATE OWNED 

(not privatized)

ONES)

–

ALL OF THE GENERATORS ARE IPPs 

(separate legal entities)

–

REGIONAL DISTRIBUTION/SUPPLY COMPANIES WITHOUT 

GENERATION

–

TRANSMISSION COMPANY HAS NO COMMERCIAL CONTACT WITH 

THE END

-

USERS

–

PRICE SETTING: FOR EACH GENERATORS + WHOLESALE PRICE + 

END

-

USERS

–

BENEFITS OF THIS MODEL:

•

UNDER STATE CONTROL 

(restructuring, privatization)

:

­

SEPARATION OF ACTIVITIES, ASSETS

­

PRACTICE IN COMMERCIAL BUSINESS BETWEEN COMPANIES

­

PREPARATION OF REGULATION DETAILS

•

UNDER PRIVATE OWNERSHIP 

(preparing for competition)

:

­

COST CUTTING 

Ù

READY FOR COMPETITION
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SITUATION IN WHICH GOVERNMENT DECIDED TO 

PRIVATIZE THE ENERGY INDUSTRY:

•

HIGH DEBT SERVICE OF HUNGARY

•

PROCESS IMPLEMENTING MARKET ECONOMY

•

OLD POWER PLANTS, DISTRIBUTION NETWORK

­

INVESTMENT NEEDED

•

NEED FOR NEW CAPACITY

H
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FFICE

OBJECTIVES OF THE GOVERNMENT:

•

IMPLEMENT MARKET CONDITIONS IN THE ENERGY INDUSTRY

•

REDUCE RESPONSIBILITIES OF GOVERNMENT

•

INVITE FOREIGN CAPITAL TO HUNGARY

•

INCOME FOR THE CENTRAL BUDGET

•

INCREASE EFFICIENCY, ENVIRONMENTAL PROTECTION OF THE 

ENERGY INDUSTRY

•

FOLLOW INTERNATIONAL TREND (PRIVATISATION AND MORE 

COMPETITION IN THE ENERGY INDUSTRY)
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LESSONS LEARNT FROM RESTRUCTURING,

PRIVATISATION AND  SUGGESTIONS

•

CLEAR MODEL (responsibilities, rights, duties)

•

TAKING INTO CONSIDERATION DOMESTIC CONSTRAINTS (legal, 

economical, technical, political, etc.)

•

PREPARING FEASIBILITY STUDIES (Impact; on prices, on new 

investment)

•

CLEAR FUTURE ROLE OF THE GOVERNMENT

•

PRIVATIZATION INCOME VERSUS FUTURE PRICES

•

MARKET DOMINANCE

•

REGULATORY POWER (Customer + Investor Confidence, Stability, 

Continuity, Predictability in Decisions, Fairness)

•

NO HURRY BUT CLEAR SIGNALS, RIGHT DECISIONS

•

SOMEONE (Who is willing to and who can restructure / privatize) 

TAKE 

THE LEAD

H
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E
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BENEFITS AND DISADVANTAGES OF THE PRESENT 

HUNGARIAN MODEL AND THE SEQUENCES OF THE 

ACTIONS FROM LIBERALIZATION POINT OF VIEW

•

RESTRUCTURING, PREPARATION OF PRIVATIZATION

:

­

SEPARATION OF ACTIVITIES, ASSETS (+)

­

PRACTICE IN COMMERCIAL BUSINESS BETWEEN COMPANIES (+)

­

PREPARATION OF REGULATION DETAILS (+)

­

PRIVATIZATION STRATEGY

•

PRIVATIZATION

:

­

LONG TERM 

PPAs

(

-

)

­

PRIVATIZATION INCOME (+)

­

KNOW HOW, MANAGEMENT PRACTICE, INVESTMENT (+)

•

PREPARATION OF DEREGULATION (RE

-

REGULATION), COMPETITION

:

-

PREPARATION OF MODEL DETAILS

­

PREPARATION OF NEW LAW, SECONDARY LEGISLATION, RE

-

REGULATION (

-

)

­

FURTHER SEPARATION OF ACTIVITIES (ISO) (

-

)

­

COST CUTTING 

Ù

READY FOR COMPETITION 

(+)
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THREE BASIC APPROACHES OF REGULATORY 

PROCESSES

(1)

IN EACH REGULATORY APPROACH THERE SHOULD BE A 

BALANCE IN:

•

COMMITMENTS OF “FAIR” REGULATORY PROCESS (SAFETY 

OF PRIVATE INVESTORS)

•

CONSTITUTIONAL PROTECTION AGAINST ADMINISTRATIVE 

EXPROPRIATION

REGULATORY APPROACHES:

•

US 

-

STYLE: PUBLIC UTILITY COMMISSION 

(NOT TOO DETAILED LEGISLATION; STRONG AND 

AUTONOMOUS 

PUCs

, WHICH REALLY REGULATE 

ó

TRANSPARENT DECISION

-

MAKING PROCESS)

H

UNGARIAN

E

NERGY

O

FFICE



[image: image10.wmf]10

THREE BASIC APPROACHES OF REGULATORY 

PROCESSES

(2)

REGULATORY APPROACHES:

•

(EXTREMELY) DETAILED LEGISLATION

(PRESIDENTIAL SYSTEM: STABLE LEGAL FRAMEWORK, THE 

REGULATORY PROCESSES ARE SET IN LEGISLATION, 

REGULATOR IS TO ACT WITH VERY LITTLE DISCRETION 

ó

SAFE, STABLE SYSTEM FOR INVESTORS, LACK OF REGULATORY 

FLEXIBILITY)

•

CONTRACT LAW (LICENSE

-

BASED REGULATION)

PARLIAMENTARY DEMOCRACY; CASE LAW: NO DETAILED 

LEGISLATION; REGULATION THROUGH LICENSES 

ó

LICENSES 

COULD BE CHALLENGED)
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POLITICAL, ECONOMIC, CULTURAL AND SOCIAL 

ENVIRONMENT IN CENTRAL/EASTERN EUROPE IN 

WHICH GOVERNMENTS ESTABLISHED NEW 

REGULATORY FRAMEWORK

(1)

•

SHORTLY AFTER POLITICAL CHANGES 

ð

NO DETAILED 

PRACTICE IN DEMOCRATIC PROCEDURES

•

AFTER 40

-

50 YEARS OF CENTRALIZED PLANNING 

ð

GOVERNMENTS TRY TO KEEP POWER OF DECISION

-

MAKING 

(LACK OF REGULATORY AUTONOMY) 

•

NO DEVELOPED CONFLICT RESOLUTION METHODS 

ð

LACK OF 

PRACTICE IN PUBLIC HEARINGS

•

CONTINENTAL LAW 

ð

DETAILED LEGISLATION PRACTICE

•

BEFORE DRAMATICAL PRICE INCREASES 

ð

POLITICAL 

CONTROL OF PRICE SETTING
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POLITICAL, ECONOMIC, CULTURAL AND SOCIAL 

ENVIRONMENT IN CENTRAL/EASTERN EUROPE IN 

WHICH GOVERNMENTS ESTABLISHED NEW 

REGULATORY FRAMEWORK

(2)

•

NO INSTITUTIONAL FRAMEWORK PROTECTING THE INTEREST 

OF SMALL CUSTOMERS

•

BEFORE PRIVATIZATION 

ð

GOVERNMENTS WANT TO 

DEMONSTRATE SAFETY FOR INVESTORS

•

NO GOVERNMENTAL PRACTICE IN 

“

NEGOTIATION

-

PROCESS

”

WITH FOREIGN PRIVATE INVESTORS

•

FOREIGN ADVISORS FROM ANGLO

-

SAXON COUNTRIES 

ð

MIX 

OR REGULATORY ELEMENTS WHICH DO NOT PROPERLY FIT 

IN WITH LOCAL LEGAL FRAMEWORK (LICENSES, PUBLIC 

HEARINGS, COMMISSIONS)

H
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E
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O
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HUNGARIAN APPROACH OF REGULATORY PROCESS

•

MIXTURE OF DIFFERENT BASIC REGULATORY APPROACHES

•

CONTINENTAL LAW 

-

DETAILED LEGISLATION BUT ON THE OTHER 

HAND VERY DETAILED LICENSES ISSUED BY HEO 

•

LACK OF REGULATORY AUTONOMY, FREEDOM, SET BY LAW (NO 

PRICE SETTING) 

ð

HEO CANNOT SET RULES 

•

HIGH INFORMAL REGULATORY POWER

•

LICENSES WITHOUT PRICING RULES

•

RESOLUTIONS OF HEO (LIKE LICENSES) COULD BE CHALLENGED

•

REGULATORY PRACTICES PICKED UP FROM OTHER COUNTRIES 

WITH DIFFERENT REGULATORY APPROACHES (PUBLIC HEARING, 

PRICE CAP, QUARANTEED SERVICE, CUSTOMER SATISFACTION 

MEASUREMENT, …)

•

MULTI

-

PURPOSE “REGULATOR” FOR GAS, ELECTRICITY, DISTRICT 

HEATING; ONE PERSON

H
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E
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COMPARISON OF ENERGY REGULATORS IN HUNGARY AND THE 

REGION IN RESPECT OF AUTONOMY AND ORGANISATION

AUTONOMY

REPORTING

COMPETENCE

BUDGET

ORGANIZATION

HEAD

TYPE

HUNGARY

no freedom from direct 

governmental control

ministerial supervision

licensing

tariff preparation

fees

appointed by Minister of 

Economy

one

-

person regulator

REGION

more freedom from direct 

governmental control

varies

licensing

tariff setting

mostly from State Budget

appointed by 

PM or President 

commissioners
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POSITION AND PLAN IN SOME COUNTRIES IN EURASIA
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IMPLEMENTING REGULATORY METHODS, PRACTICE 

APPLIED BY OTHER REGULATORS

•

OFFER 

(British Know How Fund)

;

••

GUARANTEED SERVICES

••

MEASURE OF SERVICE LEVEL

••

ANALYSIS OF OUTAGES

•

CEC

,

CPUC

(USAID)

;

••

MEASURE OF CUSTOMER SATISFACTION

••

DATA AND INFORMATION BASE, LAN

••

LICENSE CONDITIONS 

-

COMPLIANCE MONITORING SYSTEM

•

VICTORIA /AUSTRALIA/;

••

BENCHMARKING PERFORMANCES OF LICENSEES

•

PUC

OF MAIN 

(USAID)

;

••

STABILITY, CONTINUITY AND PREDICTABILITY IN DECISIONS

••

GUIDELINES

••

PUBLIC HEARINGS

•

CNSE 

/SPAIN/ 

(EU

-

Phare)

••

CLEAR COMPETITION

-

MODEL, RESPONSIBILITIES
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DIFFICULTIES IMPLEMENTING REGULATORY PRACTICE OF 

THOSE COUNTRIES WHICH HAVE MORE EXPERIENCE IN 

MARKET ECONOMY, DEMOCRACY, PRIVATE INVESTMENT 

AND UTILITY REGULATION

•

COST REVIEW 

ð

HIGH INFLATION

BUT LACK OF ASSET 

REEVALUATION (ACCORDING TO THE ACCOUNTING RULES) 

•

USING PRICE CAP PRICING METHOD + NEW FOREIGN, PRIVATE 

OWNERS 

ð

DRAMATIC COST CUTTING 

ð

SUPPLY QUALITY 

ò

, 

OUTAGES

ñ

•

GUARANTEED SERVICE 

ð

CUSTOMERS DO NOT BELIEVE THEY 

HAVE RIGHTS (DO NOT ASK FOR COMPENSATION)

•

OVERALL STANDARDS 

ð

DISTRIBUTORS/SUPPLIERS REQUIRE 

SOME YEARS FOR DEVELOPING DATA MANAGEMENT SYSTEM 
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COOPERATION BETWEEN REGULATORS

(Sponsored: USAID, Know How Fund, EU

-

Phare, 

Tacis

)

•

BILATERAL COOPERATION (workshops, visits)

•

REGULATORY MEETINGS (EU: OFFER,CNSE; CEE+NIS, 

CENTREL

)

•

CONFERENCE (CEE + NIS)

(1997 Budapest, 1998 Warsaw, 1999 Budapest :

20 countries 

100 participants) 

(Sponsor: USAID) (Organizer: USEA, NARUC)

••

INFORMATION EXCHANGE (E

-

MAIL, FAX, WEB SITE)

••

DICTIONARY 

(regulatory terms)

••

GUIDE BOOKS, GUIDELINES, HAND

-

BOOKS

••

ISSUE PAPERS

••

QUARTERLY REPORTS

••

COMMON TRAININGS

••

MEETINGS, CONFERENCES, STUDY TOURS

H

UNGARIAN

E

NERGY

O

FFICE
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1.  WHAT ARE THE MOST IMPORTANT STATUTORY ELEMENTS RELATED 

ISSUING LICENSES AND MONITORING (CONTROLLING) LICENSE 

HOLDERS?

2.  AMENDMENT OF THE LICENSES (INITIATED BY REGULATOR)   

-

UNDER WHAT CIRCUMSTACES, IF ANY?

3.  FINANCIAL FEASIBILITY OF LICENSED OPERATION AND NEW 

CONSTRUCTION + GUARANTEES (WHAT SHOULD THE REGULATOR 

REQUIRE?)

4.  OWNERSHIP LIMITATION 

-

HOW TO AVOID MONOPOLY SITUTATION?

5.  CAPACITY LIMITS ON LICENSES (MINIMUM LICENCED CAPACITY) + 

DURATION OF LICENSE 

-

WHAT SHOULD THEY BE?

ANALYSIS PAPERS (short handbooks) AS ELEMENTS OF A 

SERIES REPARED BY LICENSING COMMITTEE 

(1)

(Sponsored: USAID) (Organized: USEA, NARUC) (Facilitated, Drafte

d:

Bechtel

,

Hagler Bailly

)

(Participated by the Regulators of: Armenia, Georgia, Hungary,

Kyrgyzstan

, Moldova, Poland, Russia, 

Ukraine)
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E

NERGY
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ANALYSIS PAPERS (short handbooks) AS ELEMENTS OF A 

SERIES REPARED BY LICENSING COMMITTEE (

2)

6.  HOW TO DEAL WITH TECHNICAL, SAFETY, ENVIRONMENTAL 

PROTECTION, SYSTEM SECURITY QUESTIONS? (IN THE 

LICENSE, IN GRID CODE, IN OTHER REGULATION, IN 

COMMERCIAL CONTRACTS,..?)

7.  WHAT TO DO IN THE CASE OF VIOLATION OF LICENSE, LAW 

(FINE, WITHDRAW OF LICENSE) FROM BOTH A LEGAL AND 

PRACTICAL POINT OF VIEW?

8.  HOW TO MEASURE THE LEVEL (QUALITY) OF SUPPLY?

9.  METHODS OF COMPLIANCE MONITORING (REQUIRED DATA, 

INFORMATION + ANALYSIS)

10.TRANSMISSION, TRANZIT, EXPORT, IMPORT (LICENSING, 

PRICING)

11. 

GENERAL LICENSING QUESTIONS, LICENSE AS A REGULATORY 

TOOL
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E
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End-user Prices of Electricity 1980-1998
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REAL(DEFLATED) COST OF ELECTRICITY SUPPLY
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NEW CHALLENGE: PREPARATION FOR MORE 

COMPETITION + JOINING THE COMMON EUROPEAN 

ELECTRICITY MARKET

Directive 96/92/EC of the European Parliament and of the Council

of 

19 December 1996 concerning common rules for the internal market

in electricity

ARTICLE 20., SECTION 3.:  

“Member States shall designate a competent 

authority, which must be independent of the parties… settle disp

utes…”

ARTICLE 22.:  

“Member States shall create appropriate and efficient mechanisms

for regulation, control and transparency…”

•

ANALYSIS OF THE DIRECTIVE

•

ANALYSIS OF DIFFERENT MODELS IMPLEMENTED 

COMPETITION

•

IMPLEMENTING REGULATORY METHODS, PRACTICE APPLIED 

BY OTHER REGULATORS

•

PAY ATTENTION TO THE PREPARATION, PRACTICE OF OTHER 

STATES

•

STRATEGY OF HEO BASED ON THE EXISTING LEGAL 

FRAMEWORK
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TIMING OF NEW REGULATION 

FOR MORE COMPETITION 

HOW TO OPEN THE MARKET?

••

AS FROM FEBRUARY 1999 ALL MEMBER STATES MUST OPEN AT 

LEAST 25,37% OF THE MARKET TO FREE COMPETITION

••

IN 2000 THE MARKET SHARE WILL BE CALCULATED ON THE BASIS OF 

20 GWh, RESULTING IN APPROX. 28%  (and 33% in 2003).

••

IN HUNGARY:

Over 100 GWh/year:

15 end

-

users;

13,5%

Over 40 GWh/year:

43 end

-

users;

19%

Over 20 GWh/year:

95 end

-

users;

24%

Over 9 GWh/year:

212 end

-

users;

29%

Over 4,6 GWh/year:

400 end

-

users;

33%

••

TARGET START FOR  MARKET OPENING: 1 JANUARY 2001

(WE DID NOT ASK FOR DEROGATION)

H
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E
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Players in the new Hungarian Electricity Model

(energy flow, money flow

)
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Electricity Supply chain in the new

Hungarian Electricity Model
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THANK YOU FOR YOUR ATTENTION !

THANK YOU FOR YOUR ATTENTION !
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BENEFITS AND DISADVANTAGES OF THE PRESENT HUNGARIAN MODEL AND THE SEQUENCES OF THE ACTIONS FROM LIBERALIZATION POINT OF VIEW



		RESTRUCTURING, PREPARATION OF PRIVATIZATION:

		SEPARATION OF ACTIVITIES, ASSETS (+)

		PRACTICE IN COMMERCIAL BUSINESS BETWEEN COMPANIES (+)

		PREPARATION OF REGULATION DETAILS (+)

		PRIVATIZATION STRATEGY

		PRIVATIZATION:

		LONG TERM PPAs (-)

		PRIVATIZATION INCOME (+)

		KNOW HOW, MANAGEMENT PRACTICE, INVESTMENT (+)

		PREPARATION OF DEREGULATION (RE-REGULATION), COMPETITION:



-  PREPARATION OF MODEL DETAILS

		PREPARATION OF NEW LAW, SECONDARY LEGISLATION, RE-REGULATION (-)

		FURTHER SEPARATION OF ACTIVITIES (ISO) (-)

		COST CUTTING  READY FOR COMPETITION (+)
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HUNGARIAN ENERGY OFFICE

IMPLEMENTING REGULATORY METHODS, PRACTICE APPLIED BY OTHER REGULATORS

		OFFER (British Know How Fund);



••	GUARANTEED SERVICES

••	MEASURE OF SERVICE LEVEL

••	ANALYSIS OF OUTAGES

		CEC, CPUC (USAID);



••	MEASURE OF CUSTOMER SATISFACTION

••	DATA AND INFORMATION BASE, LAN

••	LICENSE CONDITIONS - COMPLIANCE MONITORING SYSTEM

		VICTORIA /AUSTRALIA/;



••	BENCHMARKING PERFORMANCES OF LICENSEES

		PUC OF MAIN (USAID);



••	STABILITY, CONTINUITY AND PREDICTABILITY IN DECISIONS

••	GUIDELINES

••	PUBLIC HEARINGS

		CNSE /SPAIN/ (EU-Phare)



••	CLEAR COMPETITION-MODEL, RESPONSIBILITIES








_1029323741.ppt


ANALYSIS PAPERS (short handbooks) AS ELEMENTS OF A SERIES REPARED BY LICENSING COMMITTEE (2)

6.  HOW TO DEAL WITH TECHNICAL, SAFETY, ENVIRONMENTAL PROTECTION, SYSTEM SECURITY QUESTIONS? (IN THE LICENSE, IN GRID CODE, IN OTHER REGULATION, IN COMMERCIAL CONTRACTS,..?)

7.  WHAT TO DO IN THE CASE OF VIOLATION OF LICENSE, LAW (FINE, WITHDRAW OF LICENSE) FROM BOTH A LEGAL AND PRACTICAL POINT OF VIEW?

8.  HOW TO MEASURE THE LEVEL (QUALITY) OF SUPPLY?

9.  METHODS OF COMPLIANCE MONITORING (REQUIRED DATA, INFORMATION + ANALYSIS)

10.TRANSMISSION, TRANZIT, EXPORT, IMPORT (LICENSING, PRICING)

11. GENERAL LICENSING QUESTIONS, LICENSE AS A REGULATORY TOOL

HUNGARIAN ENERGY OFFICE
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HUNGARIAN ENERGY OFFICE

NEW CHALLENGE: PREPARATION FOR MORE COMPETITION + JOINING THE COMMON EUROPEAN ELECTRICITY MARKET

Directive 96/92/EC of the European Parliament and of the Council of 

19 December 1996 concerning common rules for the internal market

 in electricity

ARTICLE 20., SECTION 3.:  “Member States shall designate a competent authority, which must be independent of the parties… settle disputes…”

ARTICLE 22.:  “Member States shall create appropriate and efficient mechanisms for regulation, control and transparency…”

		ANALYSIS OF THE DIRECTIVE

		ANALYSIS OF DIFFERENT MODELS IMPLEMENTED COMPETITION

		IMPLEMENTING REGULATORY METHODS, PRACTICE APPLIED BY OTHER REGULATORS

		PAY ATTENTION TO THE PREPARATION, PRACTICE OF OTHER STATES

		STRATEGY OF HEO BASED ON THE EXISTING LEGAL FRAMEWORK
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Players in the new Hungarian Electricity Model

(energy flow, money flow)

Public Service
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Public  Service

Supplier(s)



Public Service

(„captured”)
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Generators



Import



Transmitter





Distributors







Eligible 

 Customers 

Energy               

Trader (s)

  ISO   

Energy flow

Flow of public service price elements

Flow of price elements on the open 

market

Possibility of direct payments
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Electricity Supply chain in the new

Hungarian Electricity Model



   Public      Service           Generators              

Import

Energy
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Public Service
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Public Service
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THANK YOU FOR YOUR ATTENTION !
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TIMING OF NEW REGULATION 

FOR MORE COMPETITION 



HOW TO OPEN THE MARKET?

••	AS FROM FEBRUARY 1999 ALL MEMBER STATES MUST OPEN AT LEAST 25,37% OF THE MARKET TO FREE COMPETITION

••	IN 2000 THE MARKET SHARE WILL BE CALCULATED ON THE BASIS OF 20 GWh, RESULTING IN APPROX. 28%  (and 33% in 2003).

••	IN HUNGARY:

        Over 100 GWh/year:	15 end-users;	13,5%

Over 40 GWh/year:	43 end-users;	19%

Over 20 GWh/year:	95 end-users;	24%

Over 9 GWh/year:	212 end-users;	29%

Over 4,6 GWh/year:	400 end-users;	33%

••	TARGET START FOR  MARKET OPENING: 1 JANUARY 2001

       (WE DID NOT ASK FOR DEROGATION)

HUNGARIAN ENERGY OFFICE
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REAL(DEFLATED) COST OF ELECTRICITY SUPPLY
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price

cost

price, 

cost

time

Price regulation period

“PRICE-CAP” PRICE REGULATION AT MONOPOLY ACTIVITIES

(POTENTIAL BENEFIT AT THE CUSTOMERS)
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End-user Prices of Electricity 1980-1998
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End-user Price Change of Electricity :                      10%/year                  30%/year


Price Change of Industrial Domestic Sales :                        15%/year                  23%/year


Consumer Price Change (inflation) :                      25%/year                 23%/year
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COOPERATION BETWEEN REGULATORS

(Sponsored: USAID, Know How Fund, EU-Phare, Tacis)

		BILATERAL COOPERATION (workshops, visits)

		REGULATORY MEETINGS (EU: OFFER,CNSE; CEE+NIS, CENTREL)

		CONFERENCE (CEE + NIS)	

(1997 Budapest, 1998 Warsaw, 1999 Budapest :	20 countries 



     100 participants) 	

(Sponsor: USAID) (Organizer: USEA, NARUC)

••	INFORMATION EXCHANGE (E-MAIL, FAX, WEB SITE)

••	DICTIONARY (regulatory terms)

••	GUIDE BOOKS, GUIDELINES, HAND-BOOKS

••	ISSUE PAPERS

••	QUARTERLY REPORTS

••	COMMON TRAININGS

••	MEETINGS, CONFERENCES, STUDY TOURS

HUNGARIAN ENERGY OFFICE
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ANALYSIS PAPERS (short handbooks) AS ELEMENTS OF A SERIES REPARED BY LICENSING COMMITTEE (1) 

(Sponsored: USAID) (Organized: USEA, NARUC) (Facilitated, Drafted: Bechtel, Hagler Bailly)

(Participated by the Regulators of: Armenia, Georgia, Hungary, Kyrgyzstan, Moldova, Poland, Russia, Ukraine)

1.  WHAT ARE THE MOST IMPORTANT STATUTORY ELEMENTS RELATED ISSUING LICENSES AND MONITORING (CONTROLLING) LICENSE HOLDERS?

2.  AMENDMENT OF THE LICENSES (INITIATED BY REGULATOR)   - UNDER WHAT CIRCUMSTACES, IF ANY?

3.  FINANCIAL FEASIBILITY OF LICENSED OPERATION AND NEW CONSTRUCTION + GUARANTEES (WHAT SHOULD THE REGULATOR REQUIRE?)

4.  OWNERSHIP LIMITATION - HOW TO AVOID MONOPOLY SITUTATION?

5.  CAPACITY LIMITS ON LICENSES (MINIMUM LICENCED CAPACITY) + DURATION OF LICENSE - WHAT SHOULD THEY BE?

HUNGARIAN ENERGY OFFICE
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DIFFICULTIES IMPLEMENTING REGULATORY PRACTICE OF THOSE COUNTRIES WHICH HAVE MORE EXPERIENCE IN MARKET ECONOMY, DEMOCRACY, PRIVATE INVESTMENT AND UTILITY REGULATION

		COST REVIEW  HIGH INFLATION BUT LACK OF ASSET REEVALUATION (ACCORDING TO THE ACCOUNTING RULES) 

		USING PRICE CAP PRICING METHOD + NEW FOREIGN, PRIVATE OWNERS  DRAMATIC COST CUTTING  SUPPLY QUALITY , OUTAGES

		GUARANTEED SERVICE  CUSTOMERS DO NOT BELIEVE THEY HAVE RIGHTS (DO NOT ASK FOR COMPENSATION)

		OVERALL STANDARDS  DISTRIBUTORS/SUPPLIERS REQUIRE SOME YEARS FOR DEVELOPING DATA MANAGEMENT SYSTEM 
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POLITICAL, ECONOMIC, CULTURAL AND SOCIAL ENVIRONMENT IN CENTRAL/EASTERN EUROPE IN WHICH GOVERNMENTS ESTABLISHED NEW REGULATORY FRAMEWORK (2)



		NO INSTITUTIONAL FRAMEWORK PROTECTING THE INTEREST OF SMALL CUSTOMERS

		BEFORE PRIVATIZATION  GOVERNMENTS WANT TO DEMONSTRATE SAFETY FOR INVESTORS

		NO GOVERNMENTAL PRACTICE IN “NEGOTIATION-PROCESS” WITH FOREIGN PRIVATE INVESTORS

		FOREIGN ADVISORS FROM ANGLO-SAXON COUNTRIES  MIX OR REGULATORY ELEMENTS WHICH DO NOT PROPERLY FIT IN WITH LOCAL LEGAL FRAMEWORK (LICENSES, PUBLIC HEARINGS, COMMISSIONS)
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COMPARISON OF ENERGY REGULATORS IN HUNGARY AND THE REGION IN RESPECT OF AUTONOMY AND ORGANISATION
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POSITION AND PLAN IN SOME COUNTRIES IN EURASIA



State-owned Company



State-owned Enterprise (Ltd.)
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Moldova
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HUNGARIAN APPROACH OF REGULATORY PROCESS

		MIXTURE OF DIFFERENT BASIC REGULATORY APPROACHES

		CONTINENTAL LAW - DETAILED LEGISLATION BUT ON THE OTHER HAND VERY DETAILED LICENSES ISSUED BY HEO 

		LACK OF REGULATORY AUTONOMY, FREEDOM, SET BY LAW (NO PRICE SETTING)  HEO CANNOT SET RULES 

		HIGH INFORMAL REGULATORY POWER

		LICENSES WITHOUT PRICING RULES

		RESOLUTIONS OF HEO (LIKE LICENSES) COULD BE CHALLENGED

		REGULATORY PRACTICES PICKED UP FROM OTHER COUNTRIES WITH DIFFERENT REGULATORY APPROACHES (PUBLIC HEARING, PRICE CAP, QUARANTEED SERVICE, CUSTOMER SATISFACTION MEASUREMENT, …)

		MULTI-PURPOSE “REGULATOR” FOR GAS, ELECTRICITY, DISTRICT HEATING; ONE PERSON
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THREE BASIC APPROACHES OF REGULATORY PROCESSES (2)

REGULATORY APPROACHES:



		(EXTREMELY) DETAILED LEGISLATION



	(PRESIDENTIAL SYSTEM: STABLE LEGAL FRAMEWORK, THE REGULATORY PROCESSES ARE SET IN LEGISLATION, REGULATOR IS TO ACT WITH VERY LITTLE DISCRETION  SAFE, STABLE SYSTEM FOR INVESTORS, LACK OF REGULATORY FLEXIBILITY)

		CONTRACT LAW (LICENSE-BASED REGULATION)





	PARLIAMENTARY DEMOCRACY; CASE LAW: NO DETAILED LEGISLATION; REGULATION THROUGH LICENSES  LICENSES COULD BE CHALLENGED)
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POLITICAL, ECONOMIC, CULTURAL AND SOCIAL ENVIRONMENT IN CENTRAL/EASTERN EUROPE IN WHICH GOVERNMENTS ESTABLISHED NEW REGULATORY FRAMEWORK (1)

		SHORTLY AFTER POLITICAL CHANGES  NO DETAILED PRACTICE IN DEMOCRATIC PROCEDURES





		AFTER 40-50 YEARS OF CENTRALIZED PLANNING  GOVERNMENTS TRY TO KEEP POWER OF DECISION-MAKING (LACK OF REGULATORY AUTONOMY) 





		NO DEVELOPED CONFLICT RESOLUTION METHODS  LACK OF PRACTICE IN PUBLIC HEARINGS

		CONTINENTAL LAW  DETAILED LEGISLATION PRACTICE

		BEFORE DRAMATICAL PRICE INCREASES  POLITICAL CONTROL OF PRICE SETTING
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THREE BASIC APPROACHES OF REGULATORY PROCESSES (1)

IN EACH REGULATORY APPROACH THERE SHOULD BE A BALANCE IN:



		COMMITMENTS OF “FAIR” REGULATORY PROCESS (SAFETY OF PRIVATE INVESTORS)





		CONSTITUTIONAL PROTECTION AGAINST ADMINISTRATIVE EXPROPRIATION



REGULATORY APPROACHES:

		US - STYLE: PUBLIC UTILITY COMMISSION 



	(NOT TOO DETAILED LEGISLATION; STRONG AND AUTONOMOUS PUCs, WHICH REALLY REGULATE  TRANSPARENT DECISION-MAKING PROCESS)
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SPECIAL FEATURES OF THE PRESENT HUNGARIAN MODEL

		TRANSMISSION COMPANY IS THE SINGLE BUYER WITHOUT OWN 

POWER PLANT (EXCEPT STATE OWNED (not privatized) ONES)

		ALL OF THE GENERATORS ARE IPPs (separate legal entities)

		REGIONAL DISTRIBUTION/SUPPLY COMPANIES WITHOUT GENERATION

		TRANSMISSION COMPANY HAS NO COMMERCIAL CONTACT WITH THE END-USERS

		PRICE SETTING: FOR EACH GENERATORS + WHOLESALE PRICE + END-USERS

		BENEFITS OF THIS MODEL:

		UNDER STATE CONTROL (restructuring, privatization):

		SEPARATION OF ACTIVITIES, ASSETS

		PRACTICE IN COMMERCIAL BUSINESS BETWEEN COMPANIES

		PREPARATION OF REGULATION DETAILS

		UNDER PRIVATE OWNERSHIP (preparing for competition):

		COST CUTTING  READY FOR COMPETITION
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Szlovákia

Ukraine

Romania

Yugoslavia

Croatie

Slovenia

Austria

ÉMÁSZ

RWE(50,00%)

EnBW(21,43%)

ÉDÁSZ

Bayernwerk (27,38

EdF (27,38%)

DÉDÁSZ

Bayernwerk (50,27%)

DÉMÁSZ

EdF (54,11%)

TITÁSZ

Isar

Amperwerke

 (75,00%)

Csepeli Erőmű Rt.

PowerGen (100%)

Borsodi Energetikai Kft.

AES (32,09%)

Tiszai Erőmű Rt. (67,91%)

Dunamenti Erőmű Rt.

TRACTEBEL  SA (73,75%)

Power Stations

(August 1998) 

OWNERSHIP OF THE GENERATORS AND ELECTRICITY SUPPLIERS





EMA-PowerKft.

El Paso Energy (50,0%)





Mátrai Erőmű Rt.

RWE/EVS (71,0%)

MVM (25,49)

ELMŰ

RWE(50,00%)

EnBW(25%)





Pécsi Erőmű Rt.

Mecsek Croesus Kft 

(68,45%)



Budapesti Erőmű Rt.

Ivo-Tomen (87,68%)







Vértesi Erőmű Rt.

MVM Rt.(42,92%)





Bakonyi Erőmű Rt.

Trans-Eur Kft.(65,10%)





Paksi Atomerőmű Rt.

MVM Rt.(99,92%)





Tiszai Erőmű Rt.

AES (95,77%)
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LESSONS LEARNT FROM RESTRUCTURING,

PRIVATISATION AND  SUGGESTIONS



		CLEAR MODEL (responsibilities, rights, duties)

		TAKING INTO CONSIDERATION DOMESTIC CONSTRAINTS (legal, economical, technical, political, etc.)

		PREPARING FEASIBILITY STUDIES (Impact; on prices, on new investment)

		CLEAR FUTURE ROLE OF THE GOVERNMENT

		PRIVATIZATION INCOME VERSUS FUTURE PRICES

		MARKET DOMINANCE

		REGULATORY POWER (Customer + Investor Confidence, Stability, Continuity, Predictability in Decisions, Fairness)

		NO HURRY BUT CLEAR SIGNALS, RIGHT DECISIONS

		SOMEONE (Who is willing to and who can restructure / privatize) TAKE THE LEAD
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SITUATION IN WHICH GOVERNMENT DECIDED TO PRIVATIZE THE ENERGY INDUSTRY:

		HIGH DEBT SERVICE OF HUNGARY

		PROCESS IMPLEMENTING MARKET ECONOMY

		OLD POWER PLANTS, DISTRIBUTION NETWORK

		INVESTMENT NEEDED

		NEED FOR NEW CAPACITY
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OBJECTIVES OF THE GOVERNMENT:

		IMPLEMENT MARKET CONDITIONS IN THE ENERGY INDUSTRY

		REDUCE RESPONSIBILITIES OF GOVERNMENT

		INVITE FOREIGN CAPITAL TO HUNGARY

		INCOME FOR THE CENTRAL BUDGET

		INCREASE EFFICIENCY, ENVIRONMENTAL PROTECTION OF THE ENERGY INDUSTRY

		FOLLOW INTERNATIONAL TREND (PRIVATISATION AND MORE COMPETITION IN THE ENERGY INDUSTRY)
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POWER SECTOR REFORM PATH IN HUNGARY

	1991/92	1995/96	2001

	Restructuring	Privatization	Competition

                                       4-5 year	s                                         5 years



	generators (8)	generators (except Nuclear)

	 transmitter (1) 	distributors/suppliers

	distributors/suppliers (6)	
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Operational (Grid) Code

Business Conduct 

Rule
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 Rules
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BASIC IDEA OF THE ELECTRICITY LAW

PRESENT OPERATIONAL MODEL OF THE ELECTRICITY SYSTEM
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USEA / USAID 	June 6 - 8, 2000

Regional Forum 	Budapest, Hungary



REGIONAL FORUM

ON THE

POWER SECTOR PRIVATISATION in CENTRAL and EASTERN EUROPE & EURASIA



Panel: Development of the policy framework and strategy





HUNGARIAN ELECTRICITY INDUSTRY BETWEEN

TWO REFORMS (TWO RESTRUCTURINGS) WITH PRIVATE PARTICIPANTS 



DR. GÁBOR SZÖRÉNYI,  DEPUTY DIRECTOR



HUNGARIAN ENERGY OFFICE



E-mail: szorenyig@eh.gov.hu

Hungary








