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1 Policy and law

What is the government policy and legislative framework for the
electricity sector?

The electricity market has been fully liberalised since 2007, and

closely follows EU energy policy. On a national level, the basic stra-

tegic documents that set out the main long-term goals and objectives
of Slovakia in the electricity sector are: the Energy Policy of Slovakia

(Energy Policy) and the Energy Security Strategy of Slovakia (Energy

Security Strategy), which are both prepared by the Ministry of

Economy of Slovakia and approved by the government.

The Energy Policy has been in existence for 20 years and is
regularly updated. It sets out the long-term aims and priorities of
development in the energy sector. The priorities include reducing
dependence on energy supplies from unstable areas, diversifying
energy sources and transport routes, using domestic energy sources
for electricity production with regard to economic efficiency, increas-
ing the use of combined heat and power and use of nuclear energy
and ensuring the safety of nuclear power plants.

The current Energy Security Strategy outlines the objectives and
means of ensuring energy security in Slovakia until 2030. It aims at
ensuring self-sufficiency in electricity production, establishing opti-
mal pricing of electricity, strengthening the position of Slovakia as
a pro-export country and a transit country in the electricity market
and continuing a reliable supply of energy.

The legislative framework of the electricity sector contains four
basic legal regulations (actof the Slovak parliament):

e Act No. 251/2012 on Energy (Energy Act) sets out, inter alia,
the conditions for conducting business in the energy sector,
rights and obligations of the market participants as well as third
persons and state administration and state supervision in the
energy sector. The Energy Act forms the basis for the proper
functioning of the internal electricity market;

e Act No. 309/2009 on Promotion of Renewable Energy and
High-efficiency Co-generation (Act on Promotion of Renewable
Energy) provides for the set of renewable energy sources and
basic features of the support of these sources, as well as means
of promotion;

e the use and the state supervision of nuclear energy (adminis-
tered by the nuclear office) are subject to Act No. 541/2004 on
Peaceful Use of Nuclear Energy; and

e Act No. 2502012 on Regulation in Network Industries
(Regulation Act) sets out the principles of regulation in net-
work industries and conditions under which regulated activities
may be performed, as well as the position and discretion of the
Regulatory Office of Network Industries (RONI).

The Slovak government, the RONI, the nuclear office, as well as
other state bodies, issue secondary legislation that regulates in detail
particular aspects of the electricity market functioning. For exam-
ple, the RONI issued Decree No. 24/2013 establishing rules for the
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functioning of the internal electricity market and gas market (market
rules) that sets out specifics of market functioning, including access,
connection, transmission, distribution, supply, trade and organisa-
tion of the short-term market with electricity, as well as cross-border
interconnections.

Electricity market operation and interaction of market partici-
pants are further regulated in the operational and technical rules of
the transmission system operator (TSO), distribution system opera-
tors (DSOs) and the organiser of the short term electricity market
(OKTE). These operational and technical rules are binding for other
market participants and are subject to prior approval by the RONIL.

2 Organisation of the market

What is the organisational structure for the generation, transmission,
distribution and sale of power?

Electricity market participants include electricity producers, the
TSO, DSOs, suppliers of electricity, customers, traders in electric-
ity and OKTE. The rights and obligations of market participants
are set out in the Energy Act. Electricity generation, transmission,
distribution and supply, as well as the activities of OKTE are subject
to authorisation by the RONL

A single producer — Slovak Electric a.s. (SE) operates a diver-
sified portfolio of generation sources that include nuclear, hydro-
electric and thermal power plants. The majority shareholder is the
Italian company Enel Produzione SpA, which owns 66 per cent with
Slovakia as the minority shareholder owning 34 per cent. Other
electricity producers use its installations predominantly for their
own consumption or for the sale of electricity to the distribution sys-
tem operator to cover losses in the system, and to the transmission
system operator to cover ancillary services. In 2012, SE contributed
almost 70 per cent to the domestic production of electricity.

Slovenska elektrizatnd prenosova sustava a.s. (SEPS) ensures
the transmission of electricity in Slovakia. It owns and operates the
entire electricity transmission grid (400kV, 220kV and a portion of
110kV lines, which serve for electricity transmission purposes) and
provides for, inter alia, the dispatching of the system, the balancing
of the system (production versus consumption) in the time span of
one year, and system and ancillary services, maintenance, reconstruc-
tion and development. These activities aim to guarantee electricity
supply to all users of the transmission system, as well as the transit
of electricity and parallel operation with neighbouring transmission
systems. SEPS develops operating rules and technical rules that are
binding for all market participants. SEPS is fully owned by the state.

Distribution of electricity is carried out by three regional (lines of
110kV or less) and over 100 local (lines of 22kV) DSOs. The regional
DSOs are Zipadoslovenska distribu¢nd, a.s., Stredoslovenska
energetika — Distribticia, a.s. and Vychodoslovenska distribu¢nd,
a.s. They provide distribution services in the defined territories of
Slovakia — Western Slovakia, Central Slovakia and Eastern Slovakia,
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respectively, as natural monopolies. They are partially owned by the
state (51 per cent). Minority stakes are held and management con-
trol is exercised by foreign shareholders (companies such as E.ON,
RWE and EdF groups). Local DSOs usually own and operate dis-
tribution systems within industrial sites, where it is preferable to
connect directly to the nearest transmission system. DSOs develop
operating rules.

Electricity supply to households and non-household customers is
carried out by end suppliers. The three largest end suppliers, namely
ZSE Energia a.s. (ZSE), Stredoslovenska energetika a.s. (SSE) and
Vychodoslovenska energetika a.s. (VSE) accounted for the supply
of more than 47 per cent of consumption in Slovakia in 2012. The
three regional companies also act as suppliers of last resort in the
defined territories of Slovakia.

Trading of electricity can be split into wholesale and retail
trade. Retail includes electricity supply to households and small and
medium enterprises (SME), where the price of electricity is regulated
by the RONI. The most important players in both the wholesale and
the retail areas are SE (through subsidiary SE Predaj, s.r.o.), ZSE,
SSE and VSE. The wholesale trade in electricity takes the form of
bilateral contracts, auctions, energy exchange transactions and mar-
ket balancing. The price of wholesale electricity is not regulated and
is determined by the market.

The tasks of a short-term electricity market organiser and the
deviation clearing in the territories of Slovakia were originally
performed by SEPS. As of 1 January 2011, these tasks have been
performed by the OKTE, a joint-stock company wholly owned by
SEPS.

The OKTE, as an entity providing for deviation clearing, clears
differences between the contracted levels of supply or consumption
of electricity and actual supplied or withdrawn levels at a specified
time. In the future the OKTE plans to operate a centre for data
archiving and establish a central billing of charges related to the
operation of the power system. The central data warehouse should
begin functioning as of 1 January 2014. Traders believe it will pro-
vide a new impetus to the electricity market.

Regulation of electricity utilities - power generation

3 Authorisation to construct and operate generation facilities

What authorisations are required to construct and operate generation
facilities?

The construction of generation facilities requires several authorisa-
tions that are issued as a result of several permitting proceedings,
including, inter alia:

e compliance assessment of the generation facility to be con-
structed with the Energy Policy and Energy Security Strategy;

* environmental impact assessment;

¢ planning and construction proceedings;

* occupancy proceedings resulting in issuance of occupancy per-
mits authorising the use and operation of the generation facility;
and

* the authorisation to produce electricity.

Whether the construction of a generation facility is within the
Energy Policy and Energy Security Strategy must be assessed by the
Ministry of Economy. The Ministry of Economy assesses the invest-
ment plans of the planned facilities. The plans must be supported by
opinions issued by the TSO and DSOs as to which systems the new
facility would be connected to. If the Ministry of Economy considers
the planned facility to be consistent with Energy Policy and Energy
Security Strategy, the Ministry of Economy shall issue a certificate to
that effect. The certificate is not required in certain de minimis cases
(generation of solar energy facilities connected to roofs of buildings
with installed capacity of up to 100kW and energy sources (other
than solar) with installed capacity of up to 1IMW). The construction
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of electricity generation facilities is often subject to assessment in
terms of their environmental impact as well. The procedure is rather
complex and is regulated by Act No. 24/2006 on environmental
impact assessment (EIA). The assessment results in a final statement
issued by the Ministry of Environment. The construction itself is
subject to an authorisation process under the building code, usu-
ally in planning, construction and use proceedings that result in
the issuance of planning, building and use permits. Depending on
the type and primary source of energy (water, heat, cogeneration,
geothermal, solar, etc), the specific approvals and permits differ and
are issued by different competent authorities in separate administra-
tive proceedings. After construction is completed, it is necessary to
obtain operating permits through which the competent authorities
allow building occupancy and operation of the generation facility
itself for the production of electricity. The production and supply
of electricity are subject to separate permits (licences to produce
and supply electricity). These permits are issued by the RONI. The
RONI permit is not required in certain de minimis cases (generation
facilities of up to 1MW), where it is sufficient to notify the RONI on
the commencement of production of electricity.

4 Interconnection policies

What are the policies with respect to interconnection of generation to
the transmission grid?

The policies regulating the connection of generation facilities to
the transmission system are specified in the Energy Act, the Market
Rules, the SEPS Operation Rules and the SEPS Technical Rules. Any
electricity producer has the right to connect its generation facility
to the system by virtue of a connection to the system contract and
after completion of technical and commercial terms for access and
connection to the transmission system. SEPS is obliged to connect
each applicant meeting the above terms. However, SEPS may refuse
connection to the system in cases where connection may compro-
mise safety, reliability and the stability of system operation, or if the
system lacks capacity.

SEPS assesses, as a first step, the possibility to connect. Such an
assessment takes place based on an application filed by the poten-
tial producer at the early stages of the permitting procedures. SEPS
evaluates the request, assesses technical options for the connection
and sets out:

* binding technical requirements for connection;

e the technical parameters, data and documents that must be sub-
mitted along with the application for connection; and

e the date of connection and term for filing of the application for
connection. The applicant must comply with the above terms
and conditions and reflect them in the constructed facility.

Subsequently, after the facility is constructed, the applicant files an
application for connection. Such an application must be supported
by project documentation of the facility and construction permits
and must address a number of other matters. The TSO determines
binding conditions under which the facility can be connected, includ-
ing a timetable. The parties enter into an agreement on the connec-
tion to the transmission system. Physical connection is made after
payment of the connection fee. The fees of connection and access to
the transmission system are regulated by the RONI.

5 Alternative energy sources

Does government policy or legislation encourage power generation
based on alternative energy sources such as renewable energies or
combined heat and power?

Slovakia encourages power generation from renewable sources and
high-efficiency cogeneration. The main legislative framework is set
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out in the Act on Promotion of Renewable Energy. The Act covers

the production of electricity from hydropower, solar, wind, geother-

mal, biomass, biogas, landfill gas, sewage treatment plants, bio-
methane and aerothermal and hydrothermal energy. High-efficiency
cogeneration covers simultaneous production of electricity and heat,
or mechanical energy and heat, or mechanical energy, heat and elec-
tricity, using specific technologies named in the legislation.

The respective means of support include:

e priority right to connect, access, transmit, distribute and supply
guaranteed to each producer for an unlimited time period;

e guaranteed off-take of electricity by the regional DSO to cover
losses in the distribution system for 15 years and in facilities
with a total installed capacity up to 1MW for the entire lifetime
of the facility; and

¢ obligatory take-over of liability for deviation by regional DSOs
for 15 years for producers with a total installed capacity up to
1MW (for solar energy facilities up to 30 kW) and in facilities
with a total installed capacity up to 1MW, for the entire lifetime
of the facility.

The Act also introduced a feed-in scheme of support. The feed-in
scheme operates as a state-provided surcharge to the base price of
electricity produced from renewable energy sources or high efficiency
cogeneration. This surcharge equals the difference between the base
price and the price of electricity to cover losses in the distribution
system. The base price is set out by the RONI, with particular regard
to the type of renewable energy technology used, installed capacity
and the date the facility was put into operation. The manufacturer
has a right to receive the surcharge for 15 years from the date the
facility was put into operation. The base price set out by the RONI
is valid throughout the whole period.

6 Climate change

What impact will government policy on climate change have on the
types of resources that are used to meet electricity demand and on
the cost and amount of power that is consumed?

Slovakia is obliged, based on the Directive 2009/28/EC of 23 April
2009 on the Promotion of the use of Energy from Renewable
Sources, to increase the use of renewable energy sources relative to
gross energy consumption from 6.7 per cent in 2005 to 14 per cent
in 2020.

Government policy is based on the minimisation of costs for an
integrated approach using renewable sources and reducing green-
house gas emissions. The existing system of support aims at promot-
ing renewable energy and low carbon technologies to reduce fossil
fuel consumption and hence greenhouse gas emissions, as well sup-
porting energy effectiveness (see question 5).

The setting up for establishment of the support scheme (particu-
larly solar) caused an increase of production capacity that exceeded
expectations. The increase has created upward pressure on elec-
tricity prices and has caused a negative impact on the stability and
security of the system. As of 2012, RONI and the government are
therefore continuously revising the support scheme and minimising
support of electricity generation from almost all renewable sources.
The introduced measures include the setting of prices of electricity
from renewable energy sources so that the impact on the price of
electricity is minimised, organizing reverse auctions in construction
of new production capacities (primarily with respect to solar and
wind energy) and reviewing system support in the purchase of elec-
tricity to cover losses. The implementation of these measures has
influenced the types of resources used to meet the electricity demand.
Particularly, several solar and wind energy projects are on hold due
to low rentability and de facto impossibility of obtaining necessary
permits.
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7  Government policy

Does government policy encourage or discourage development of new
nuclear power plants? How?

In Slovakia, there is no formalised system supporting the devel-
opment of new nuclear power plants. However, the government’s
declared priorities include the use of nuclear energy as a diversified,
economically efficient and environmentally acceptable option for
electricity production and, at the same time, to ensure nuclear safety
in all operating nuclear installations.

SE is currently carrying out work on the completion of its
Mochovce power plant Unit 3 and Unit 4; reportedly the largest
private investment in the history of Slovakia. Completion of both
UNITs is currently delayed as SE requests a budgetary increase from
the state and because of re-opened licensing proceedings caused by
legal action by Greenpeace.

Construction of another reactor unit in Jaslovské Bohunice is
being considered by Jadrova energetickd spolocnost’ Slovenska a.s.
(JESS), partially owned by the state (51 per cent) and by the Czech
energy group CEZ. The government does not plan to finance this
construction from budgetary resources and shall support it only if
it is financed by private investment without state participation. The
energy company JSC Rusatom Overseas (subsidiary of the Russian
ROSATOM,) is reportedly negotiating replacement of CEZ in JESS.
JSC Rusatom Overseas’ condition for participation is a long-term
state guaranteed electricity off-take price.

Regulation of electricity utilities - transmission

8 Authorisations to construct and operate transmission networks

What authorisations are required to construct and operate
transmission networks?

Regarding the requirements related to the construction of transmis-
sion networks, see question 3. These requirements apply not only to
the construction of the electricity generation facility, but also to the
construction of a transmission network.

The performance of electricity transmission activities is subject
to licensing by the RONI (licence to transmit electricity). A transmis-
sion system operator must own the network, be independent and
legally and functionally unbundled from both electricity and gas
generation/production and supply activities. These conditions are
subject to a specific a certification by RONI and designation by the
Ministry of Economy. Currently, the only entity performing electric-
ity transmission and transmission system operation in Slovakia is
SEPS.

9 Eligibility to obtain transmission services

Who is eligible to obtain transmission services and what requirements
must be met to obtain access?

SEPS is obliged to allow access to the system to each market par-
ticipant who is licensed to trade, produce or distribute electricity
and who meets the technical and commercial conditions laid down
for access to the transmission grid. Further details are provided in
the Energy Act, Market Rules, the SEPS Operational Rules and the
SEPS Technical Rules. The requirements vary depending on the mar-
ket participant concerned.

An electricity trader wishing to trade on the Slovak electricity
market, who does not supply electricity to end customers, needs
to conclude a contract on the clearing of deviation with a devia-
tion clearing entity, as well as a contract to supply electricity to the
market participant with whom the trade takes place, and to lodge
a financial guarantee to the OKTE. There is no need to conclude
a contract on the access and transmission of electricity with SEPS
as it is not physically connected to the system. Conditions for the
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conclusion of the contract on clearing of deviation and composition
of the financial guarantee are provided in the OKTE Operational
Rules.

In short, the supplier delivering to end-users needs to conclude
three contracts: a contract on clearing of deviation with a deviation
clearing entity or other market participant who concludes such con-
tracts, a contract to supply electricity to customers and a contract
on access and transmission of electricity with SEPS (if physically
connected).

In the case of supply from abroad, a contract on the transmis-
sion of electricity through interconnectors must be concluded with
SEPS. If the customer is connected to the system via a distribution
system, further conditions must be met, specified in detail in the
DSO’s Operational Rules.

A producer who wants to connect a new production facility to
the transmission system must meet the conditions described in ques-
tion 4. After the facility is connected, the producer concludes a con-
tract on the access to the system and the transmission of electricity
with SEPS. Eligible customers, for example a production site, must
conclude a connection contract in order to connect to the system, a
contract on clearing of deviation with a deviation clearing entity or
another market participant who concludes such contracts, a con-
tract on access and transmission of electricity with SEPS and an elec-
tricity supply contract concluded with the electricity supplier with
which it agreed to off-take electricity.

10 Government incentives

Are there any government incentives to encourage expansion of the
transmission grid?

The state supports the expansion of the transmission grid through
price regulation. SEPS is responsible for the operation and devel-
opment of the transmission grid. A substantial portion of SEPS’s
revenue comes from regulated activities. SEPS provides funding
for the development of the transmission grid mainly from its own
resources and partially through financing from the European Bank
for Reconstruction and Development. In accordance with SEPS pro-
gramme of development for 2012-2021, SEPS plans to invest pri-
marily in the replacement and modernisation of voltage lines (220kV
and 440 kV). Regarding cross-border expansion of the transmission
system, SEPS plans to increase transmission capacity on the cross-
border profiles with the Czech Republic, Poland, Hungary, Ukraine
and Austria. These projects are in various stages of preparation and
their execution depends mainly on available funding. Some of these
projects (namely cross-border profiles with Hungary and Austria)
are classified as projects of European interest and priority projects
under Decision No. 1364/2006/EC of 6 September 2006, laying
down guidelines for trans-European energy networks.

11 Rates and terms for transmission services

Who determines the rates and terms for the provision of transmission
services and what legal standard does that entity apply?

The scope and methods of price regulation are primarily set out in
the Energy Act and Regulation Act. The regulation itself is carried
out by the RONIL. In the field of transmission services, the price regu-
lation applies to the connection and access to the transmission grid,
electricity transmission, ancillary and system services and system
operation. The RONI declares methods, conditions and procedures
for the regulation of goods and services in the electricity sector. The
Decree of the RONI No. 225/2011, establishing price regulation in
the electricity sector, sets out the formulas and methods for calculat-
ing prices and also specifies all the parameters for the calculation of
regulating prices. A regulated entity must present the RONI with
a price proposal in accordance with the RONI Decree. The RONI
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determines the final price of the regulated service for the whole regu-
latory period in a binding price decision.

12 Entities responsible for assuring reliability

Which entities are responsible for assuring reliability of the
transmission grid and what are their powers and responsibilities?

The entity responsible for assuring reliability of the transmission
grid is SEPS. SEPS provides for the purchase of ancillary services
needed to ensure the provision of system services for maintaining
the quality of supply and electricity transmission, allocates trans-
mission capacity, establishes the rules for balancing the system and
takes further measures within the scope of its powers designated
by legislation. SEPS has the right to suspend or limit the transmis-
sion of electricity to the extent necessary and essential in, among
other things, a state of emergency or if life, property or the health
of people are jeopardised. SEPS has the right to require informa-
tion from the market participants needed to operate the system. The
duties of SEPS include, inter alia, the obligation to ensure the qual-
ity of electricity supply and related services (pursuant to the RONI
Decree No. 275/2012 outlining quality standards for transmission,
distribution and supply of electricity), obligation to cooperate with
the OKTE and systematically maintain and refurbish the transmis-
sion grid. Supervision over the adherence by SEPS to its obligations
concerning reliability and safe operation of the transmission system
is carried out by the state energy inspection (SEI).

Regulation of electricity utilities - distribution

13 Authorisation to construct and operate distribution networks

What authorisations are required to construct and operate distribution
networks?

As regards the requirements related to the construction of distri-
bution networks, see question 3 as the requirements are similar.
Additionally, the Ministry of Economy will approve consistency
with Energy Policy and Energy Security Strategy only for an area in
which there is no planned or constructed distribution network, or
where the distribution capacity is fully used.

The performance of electricity distribution activities is subject
to licensing by the RONI (the licence to distribute electricity in a
designated territory). In January 2013, there were 159 distribution
licence holders.

14 Access to the distribution grid

Who is eligible to obtain access to the distribution grid and what
requirements must be met to obtain access?

The DSO shall, upon request, enable access to the grid to every mar-
ket participant fulfilling the technical and commercial conditions of
access. Rules for access described under question 9 apply similarly
on access to the distribution grid. Currently, connection to the grid
is regulated. The RONI performs a regulatory function by specify-
ing the method of calculating the maximum price for connection to
the grid.

15 Rates and terms for distribution services

Who determines the rates or terms for the provision of distribution
services and what legal standard does that entity apply?

The rates and terms for the provision of transmission services and
legal standards applied by the RONI, described under question 11,
apply similarly to the rates, terms and legal standards for distribu-
tion services.
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Regulation is performed by specifying the method of calculating
the maximum price and tariffs for access to the distribution grid,
distribution of electricity and provision of ancillary and system ser-
vices. Tariff prices for distribution of electricity also include prices
for access to the transmission grid, transmission of electricity and
transmission losses.

Regulation of electricity utilities - sales of power

16 Approval to sell power

What authorisations are required for the sale of power to customers
and which authorities grant such approvals?

Supply of electricity (the sale of power to customers) is subject
to authorisation by the RONIL. The supply of electricity can be
authorised either by issuing a licence to supply electricity or a cer-
tificate acknowledging notification. Both are issued by the RONIL
Notification is sufficient for the production and supply of electricity
in production facilities with a total installed capacity of up to TMW.
In such cases, the supplier notifies the RONI within 30 days of the
commencement of supply. The details and form of notification are
provided for and by the RONIL If the notification meets the legal
requirements, the RONI acknowledges the notification by issuing a
certificate to that effect. If the conditions for notification are not met,
a licence to supply electricity is required. The RONI will authorise
the supply, provided the applicant complies with applicable legal
requirements, including, inter alia, proof of the supplier’s profes-
sional competence, technical preconditions for the supply and desig-
nation of a responsible representative for the supplier. The RONI, in
the licence, specifies in particular:
e obligations and technical conditions under which the supply of
electricity can be undertaken;
o the duration of the permit including the date of commencement
of operations; and
o the subject, location, scope of business and defined territory or
part of a defined territory, for which the permit applies.

The licence is issued for an indefinite period, unless requested
otherwise.

Supply of electricity by a supplier from an EU member state is
also subject to authorisation by the RONI. The RONI will authorise
the supply, provided the entity has a valid EU member state supply
authorisation.

17 Power sales tariffs
Is there any tariff or other regulation regarding power sales?

Generally, electricity prices are composed of a non-regulated power
component and regulated fee component covering system services,
transmission and distribution costs, etc. However, some electricity
prices are fully regulated. In 2014, the RONI will regulate prices
of electricity for households, SMEs and the price of electricity sup-
ply of last resort. These prices are further divided into different
groups based on the power utilisation and voltage level of custom-
ers. The scope and methods of price regulation are primarily set out
in the Energy Act and the Regulation Act. The regulation itself is
implemented and performed by the RONI. The relevant legislation
includes the Decree of the RONI No. 221/2013, establishing price
regulation in the electricity sector. The rules include formulas and
methods for calculating prices, and also specify parameters for the
calculation of regulated prices. Regulation is performed by speci-
fying the method for calculating the maximum price for supply of
electricity to customers.
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18 Rates for wholesale of power

Who determines the rates for sales of wholesale power and what
standard does that entity apply?

The rates for wholesale trade in electricity are not regulated and
are fully subject to market mechanisms. Electricity trading takes the
form of commodity trading through energy exchanges and through
bilateral contracts or auctions. Almost 90 per cent of the generated
commodity is traded directly or indirectly through bilateral agree-
ments between SEPS and VSE, SSE and ZSE. The residual 10 per
cent is traded mostly on the Czech Exchange PXE and the German
Exchange EEX. The OKTE has organised the short-term electricity
market since the beginning of 2011.

19 Public service obligations

To what extent are electricity utilities that sell power subject to public
service obligations?

Market participants are subject to a number of public service obli-

gations. All obligations imposed in the public interest must be clear,

enforceable, auditable, transparent and must ensure equal access for

electricity companies to end customers in their specified territory.

Public service obligations include, in particular:

* universal service;

e obligation to provide access and connection to the system;

e supply of electricity by the supplier of last resort;

e electricity supply at reasonable, easily and clearly comparable,
transparent and non-discriminatory prices;

e quality and price of electricity (household and small businesses);

e the obligation to increase energy efficiency;

e simple change of supplier;

e environmental protection; and

e the introduction of metering systems.

The Energy Act includes new provisions regarding smart metering
systems. The Ministry of Economy, in cooperation with other rel-
evant authorities, shall prepare a study and decide on future manda-
tory use of smart metering systems.

Within the universal service, the supplier of electricity for
households must provide electricity in which the supply includes
the distribution of electricity and takeover of liability for deviation.
Customers are entitled to connect to the system and have the right
of access, transmission, distribution and supply of electricity. The
Energy Act also regulates a state of emergency (a sudden shortage
or threatened shortage of electricity, or interruption of its supply).
If the state of emergency is declared by SEPS, market participants
are required to participate in the removal of the cause and conse-
quences of emergency and restoration of the electricity supply. Until
the state of emergency is revoked, the right to claim damages for lost
profits or for the implementation of restrictive measures is excluded.
Suppliers of last resort are obliged to supply electricity to eligible
customers, whose former suppliers terminated their activities, upon
notification by the DSO for a maximum of three months. The RONI
regulates prices of such supply.

Regulatory authorities

20 Policy setting

Which authorities determine regulatory policy with respect to the
electricity sector?

The rules for the functioning of the electricity sector are set out in
EU legislation and are implemented into the Slovak legal system.
The primary legislation regulating the electricity sector is the Energy
Act and the Regulation Act. Secondary legislation, in the form of
regulations, decrees and decisions, provide further detail. The

171



SLOVAKIA

Barger Prekop s.r.o.

secondary legislation is adopted by the government, the Ministry
of Economy and the RONI One of the most important pieces of
secondary legislation is the Market Rules adopted by the RONI in
the form of a decree. The Regulatory Council and the Ministry of
Economy prepare strategic documents setting out long-term objec-
tives and priorities for the energy sector, including the Energy Policy,
the Energy Security Strategy and the Regulatory Policy for the
Upcoming Period 2012-2016 (Regulatory Policy). The Regulatory
Policy designates principles, aims, objectives and means of regula-
tion in network industries and is prepared for a term of four years;
current Regulatory Policy covers the regulatory term of 2012-2016.
This document substantially governs the functioning of the elec-
tricity sector. The Regulatory Council has the right to amend the
Regulatory Policy, and it typically uses this right once a year.

The RONI is the most important regulatory authority for the
electricity sector. As such, it largely influences the daily function-
ing of the electricity sector. SEI is the controlling and supervisory
body that performs state supervision over the electricity sector.
SEPS, DSOs and the OKTE have partial regulatory power that is
performed by issuing their operational and technical rules. All such
rules are subject to approval by the RONI.

The RONI is an independent public authority established by
law. It has broad powers. It is headed by a chairman, appointed
and dismissed by the president of Slovakia, based on the proposal
of the government. The Regulatory Council is a body of the RONL
It is led by the chairman of the RONI and has another six mem-
bers, appointed and dismissed by the president of Slovakia, based
on a proposal from the government and the parliament. A member
of the Regulatory Council must fulfil the statutory conditions. The
Regulation Act excludes any property or personal interconnections
between its members and regulated entities or other state authori-
ties. Apart from the chairmanship of the RONI, a position in the
Regulatory Council is incompatible with any position in the RONL

The fact, that the chairman of the RONI is present in the deci-
sion making process of both the RONI and the Regulatory Council
has raised various concerns among market participants concerning
their independence.

SEl is a state government body established by law, whose organ-
isation falls under the authority of the Ministry of Economy. It is
divided into regional inspection offices and is headed by a general
director who is appointed and dismissed by the head of the Office of
the Ministry of Economy.

21 Scope of authority
What is the scope of each regulator’s authority?

The Ministry of Economy is responsible for developing energy pol-
icy. It monitors compliance with the security of electricity supply
obligations and, if necessary, takes appropriate action. It also decides
on public service obligations and on their subsequent application. It
authorises construction of electricity facilities by issuing certificates
of compliance with the Energy Policy and Energy Security Strategy.
In exercising its competence, it works closely with other public bod-
ies, for example, in preparation of the Regulatory Policy with the
Regulatory Council and also during its legislative activities. The
Ministry of Economy also designates independent transmission sys-
tem operators.

The Regulatory Council develops draft regulatory policy and
approves the scope of price regulation and the manner of its imple-
mentation. At the same time, the Regulatory Council functions as
the appellate authority with respect to certain decisions of the RONI.

The RONI is the regulatory authority responsible for ensuring
transparent and non-discriminatory functioning of the energy mar-
ket, including conditions for connection and access to the transmis-
sion and distribution systems, transmission, distribution and supply
of electricity, price regulation and ancillary services and services for
system balancing; and oversees the independence of the designated
transmission system operator. It issues, amends and withdraws
authorisations to carry out regulated activities and regulates their
quality requirements. It decides on prices for regulated goods and
services. In cases where the generally binding regulations are not
complied with, it imposes sanctions.

SEI performs state supervision over the electricity sector. Its
inspectors are entitled to enter land, premises and facilities of the
controlled entities in order to carry out the necessary investigations,
to be provided with information, documents and explanations. In
cases where the generally binding regulations are not complied with,
SEI, within its discretion, imposes sanctions.

22 Establishment of regulators

How is each regulator established and to what extent is it considered
to be independent of the regulated business and of governmental
officials?

The Ministry of Economy is the central government authority. It is
led by the minister, who is also a member of the government.
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23 Challenge and appeal of decisions

To what extent can decisions of the regulator be challenged or
appealed, and to whom? What are the grounds and procedures for
appeal?

In general, first instance decisions are issued by a designated depart-
ment of the RONI. Appeals against such decisions can be made
within 15 days to the Regulatory Council. This does not apply to
decisions on fines, where the appellate authority is the chairman
of the RONL In proceedings concerning prices for regulated ser-
vices, first instance decision appeals can be made in a 40-day period.
Decisions on price regulation are immediately enforceable. In other
cases, an appeal suspends the effects of the appealed decision.

The procedure is subject to the requirements laid down by the
Regulation Act and in the Administrative Proceedings Code (Act
No. 71/1967 on Administrative Procedure). Appeals can be directed
against procedural defects and substantive flaws of the decision.

If the appeal has been dismissed, the decision as well as the pro-
cedure that preceded issuance can be subject to a judicial review
of legality. Such a review is conducted pursuant to Civil Procedure
Code (Act No. 99/1963 on Civil Court Procedure).

Acquisition and merger control - competition

24 Responsible bodies

Which bodies have the authority to approve or block mergers or other
changes in control over businesses in the sector or acquisition of
utility assets?

Except for cases in which the transaction meets the criteria stipu-
lated by EU laws (Council Regulation (EC) No. 139/2004 of 20
January 2004 on the control of concentration between undertak-
ings) and thus falls within the jurisdiction of the commission, the
Anti-Monopoly Office of Slovakia has the power to assess the
economic merging of undertakings (merger or acquisition of con-
trol) in Slovakia. Transactions are subject to the Anti-Monopoly
Office’s assessment when meeting the limits stipulated by Act No.
136/2001 on Protection of Competition. The Anti-Monopoly Office
assesses, in a proceeding, whether the proposed transaction creates
or strengthens a dominant position of the undertaking, resulting in
significant barriers to effective competition in the relevant market.
The Anti-Monopoly Office makes its decisions as a first instance
authority. The appellate authority is the Council. The Council has
five members who are appointed by the government for a five-year
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term and who must not be employees of the Anti-Monopoly Office.
The Council makes decisions on appeals against decisions of the
Anti-Monopoly Office. The Council decisions, as well as decisions
of the Anti-Monopoly office, are subject to judicial review of legality.

25 Review of transfers of control

What criteria and procedures apply with respect to the review of
mergers, acquisitions and other transfers of control? How long
does it typically take to obtain a decision approving or blocking the
transaction?

In general, transactions are subject to the Anti-Monopoly Office’s

assessment, if in the last closed accounting period:

e the combined Slovak turnover of the concerned undertakings
amounted to at least €46 million and each of at least two of the
concerned undertakings achieved a turnover of at least €14 mil-
lion in Slovakia; or

¢ the worldwide turnover of at least one of the undertakings con-
cerned amounted to at least €46 million; and
® in case of a merger or amalgamation of two or more sep-

arate undertakings the turnover of at least one other con-
cerned undertaking amounted to at least €14 million in
Slovakia;

* in case of the acquisition of direct or indirect control by an
undertaking or several undertakings over another undertak-
ing or part of another undertaking or undertakings, the
turnover of the target amounted to at least €14 million in
Slovakia; or

* in case of the creation of a joint venture controlled by
two or more independent undertakings, performing on a
lasting basis all the functions of an autonomous economic
entity (full-function joint venture), the turnover of at
least one joint venture partner amounted to at least €14 mil-
lion in Slovakia.

The Anti-Monopoly Office issues a decision within 25 working days
following the date of delivery of a complete notification of a trans-
action. The chairman of the Anti-Monopoly Office can reasonably
extend the period in complex cases, by a maximum of 90 working
days. Merging parties may not exercise the rights and obligations
arising from the transaction closing until the final decisions have
entered into force. On the other hand, notification of a transaction
may also be made before the conclusion of the contract or before
there is another relevant legal fact establishing a merger or acquisi-
tion of control. It is therefore possible, through careful structuring
of the transaction, to optimally plan obtaining consent, in order to
avoid unnecessary complications and delays.

26 Prevention and prosecution of anti-competitive practices

Which authorities have the power to prevent or prosecute anti-
competitive or manipulative practices in the electricity sector?

In general, the Anti-Monopoly Office and the European Commission
have the power to pursue and prosecute anti-competitive conduct in
Slovakia. In network industries (including energy), these rights are
also entrusted to the RONIL.

27 Determination of anti-competitive conduct

What substantive standards are applied to determine whether conduct
is anti-competitive or manipulative?

Regarding substantive standards for assessing whether conduct is
anti-competitive or manipulative, Slovakia applies standards estab-
lished by EU legislation, in particular articles 101 and 102 TFEU.
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The Act on protection of competition defines the substantive
standards in the light of articles 101 and 102 TFEU. Specifically,
agreements and concerted practices between undertakings, as well
as decisions of their associations, whose objective or effect is, or
may be, the restriction of competition are prohibited. The law pro-
vides exceptions for which such generally worded prohibition does
not apply, copying the standard exceptions stipulated in article 101
TFEU.

It is prohibited to abuse a dominant position in the market. An
entrepreneur or several entrepreneurs have dominant positions in
cases when they are not exposed to substantial competition and
when given their economic power can act independently. The Act
on Protection of Competition specifically defines abuse of a domi-
nant position as restricting access to a so-called ‘essential facility’.
Essential facility is equipment, infrastructure, right or place, where
the construction or acquisition by other undertakings is not objec-
tively possible and without access to which there would, or might
be, a distortion of competition in the concerned market.

For the energy sector, specific regulations regulating the energy
sector apply.

28 Preclusion and remedy of anti-competitive practices

What authority does the regulator (or regulators) have to preclude or
remedy anti-competitive or manipulative practices?

The Anti-Monopoly Office has the power to decide whether cer-
tain conduct or activity of an entrepreneur is prohibited, impose an
obligation to refrain from such conduct and impose an obligation to
remedy the unlawful state of affairs.

In this context, it has the right to request information and the
documents necessary for the participant’s activities, including finan-
cial, commercial and legal documents, and require oral or written
explanations from concerned persons. It also has the right to engage
in a general investigation of the market, as well as the right to initiate
individual proceedings against a particular entrepreneur, both on its
own initiative, as well as on the motion of a third party.

The Anti-Monopoly Office has the right to enter an entrepre-
neur’s buildings, premises or vehicles related to his or her activi-
ties or conduct. Other buildings, notably private premises, can be
entered only with the consent of the court. In all cases, the Anti-
Monopoly Office has the right to require assistance and help from
the Slovak police.

If it finds a violation of competition law, it has the power to
impose fines that vary depending on the turnover of the undertak-
ing, and can be up to 10 per cent of the undertaking’s turnover.

There is a formalised option to terminate proceedings concern-
ing agreements restricting competition and abuse of a dominant
position with a settlement. In this case, the entrepreneur proposes
measures to be taken to eliminate possible distortion of competition
and, if these measures are accepted as adequate for the removal of
the market discrepancy, the Anti-Monopoly Office imposes the obli-
gation to implement the measures. In such cases, the Anti-Monopoly
Office does not declare a violation of law and refrains from impos-
ing a fine. In 2012, the Anti-Monopoly Office issued its Guidelines
on Settlement Procedure.

The RONI also monitors the activities of market participants,
within a similar scope of designated powers. The RONI imposes
penalties for anti-competitive conduct, such as a refusal to connect,
to provide access or other violation of market rules. The RONI also
monitors the independence of system operators, according to the
standards of legal and functional unbundling set in the Electricity
Directive.
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Update and trends

In 2012, new detailed rules regulating the electricity sector were
introduced in the Energy Act and the Regulation Act. Among other
things, the Energy Act strengthens customers’ rights to obtain
information on prices, makes the switching process easier and paves
the way for the introduction of smart metering devices. Additionally,
there is a new, simplified procedure available under the Regulation Act
for EU member state market entrants to obtain supply authorisations.
In July 2013, national regulatory authorities, TSOs and
market operators/power exchanges from the Czech Republic,
Slovakia, Hungary, Poland and Romania signed a Memorandum

of Understanding regarding Romania and Poland’s entry into the
integrated day-ahead electricity markets of the Czech Republic,
Slovakia and Hungary. This cooperation should contribute to the
development of a single European Internal Electricity Market. Using
single price market coupling for day-ahead electricity trading and
implicit cross-border transmission capacity allocation should bring a
harmonised approach to market organisation, more effective usage
of cross-border transmission capacities, increased competition, more
stable and convergent electricity wholesale prices and deeper market
liquidity.

International

29 Acquisitions by foreign companies

Are there any special requirements or limitations on acquisitions of
interests in the electricity sector by foreign companies?

Generally speaking, there are no restrictions that would limit the
possibility of foreign entities acquiring equity stakes in companies
operating in the energy sector.

However, since the transposition of the Electricity Directive,
new unbundling restrictions apply. A TSO has to be certified by the
RONI and formally designated by the Ministry of Economy. The
process of certification is different in cases when an entity from
a third country (non EU member state) acquires control over the
transmission system operator. In the certification process, the RONI
assesses, among other things, whether the change control does not
endanger security of electricity supply in Slovakia and EU.

30 Cross-border electricity supply

What rules apply to cross-border electricity supply, especially
interconnection issues?

Terms of cross-border electricity exchanges are governed by
Regulation (EC) No. 714/2009 of 13 July 2009 on conditions for
access to the network for cross-border exchanges in electricity.
Further details are contained in the Market Rules, SEPS Operational
Rules and SEPS Technical Rules. SEPS provides for cross-border
electricity exchange through respective cross-border profiles on the
basis of contracts for the transmission of electricity through inter-
connectors. The basic condition for import and export of electricity
is the availability of free transmission capacity on the border pro-
files. SEPS publishes and adjusts on its webside (www.sepsas.sk) the
transmission capacity and its availability to market participants for
import and export purposes.

Depending on the profile, the available capacity is allocated to
market participants as:
¢ long-term capacity for a period longer than one day, usually year
and month;
e day capacity for a period of one day; or
e intraday capacity of a period less than one day.

The allocation of available capacity is processed through:
e explicit auctions;

e implicit auctions;

o first come first served mechanism; or

¢ free nominations without setting the price.

Since 2012, market participants have praised the successful
CZ-SK-HU market coupling (day-ahead spot markets intercon-
nected based on the price market coupling principle). Romania and
Poland are currently actively negotiating on merging their markets
into the coupled area.

Transactions between affiliates

31 Restrictions

What restrictions exist on transactions between electricity utilities and
their affiliates?

In general, transactions between companies belonging to the same
group may, under certain circumstances, be subject to restrictions,
particularly in cases concerning disposal of assets. Restrictions are
established by Act No. 513/1991 Commercial Code (Commercial
Code). As a general rule, such transactions must meet certain formal
requirements (for example, the value of the subject matter of the
transaction must be determined by an official appraiser, the contract
must be deposited in an official registry (Collection of Deeds) or
the transaction may require additional approvals by the company

bodies).
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Unbundling rules under the Electricity Directive have introduced
specific limitations to ensure the independence of network operators
belonging to the same group of vertically integrated undertakings
(VIU).

According to the Regulation Act, a company from VIU wish-
ing to enter into contract of a value over €100,000 with another
company from the same VIU, has to seek and obtain a prior RONI’s
approval.

32 Enforcement and sanctions

Who enforces the restrictions on utilities dealing with affiliates and
what are the sanctions for non-compliance?

In Slovakia, this area of law is not regulated by public law, there-
fore all sanctions and remedies fall within the scope of private law
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and require private enforcement. The penalty for failure to com-
ply with the restrictions is the invalidity of the transaction. In other
words, if the conditions laid down in the Commercial Code are not
adhered to, the transaction is invalid as being contrary to the law.
Simultaneously, members of statutory bodies of the company have
an obligation to compensate for the damage incurred to the com-
pany by not having complied with the restrictions on transactions
between companies belonging to the same group.

The RONI can impose a penalty of up to 10 per cent of VIU’s
turnover for a breach of the unbundling rules. Without prior
approval of the RONI, a contract of a value over €100,000 entered
into by companies from the same VIU is invalid.
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