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Abstract

This paper describes the legal situation, status and main characteristcs of the current
Slovenian energy sector. The pace of change has encompassed the companies which
have been unbundled, the authorities which have prepared the main secondary
legislation, and the new independent regulatory authority which has adopted its own
regulations. Power exchange has been established, and the first transactions have been
undertaken. Main characteristics of the process of the market opening, status and main
rules of both electricity and gas market are described. The regulatory agency has
developed conditions for participation particularly in licensing and use of network charges.
There are still some open questions and documents which remain to be produced, as
discussed in the paper below.

ENERGETSKI SEKTOR U SLOVENIJI DVIJE GODINE NAKON USVAJANJA
ZAKONA O ENERGIJI

Sažetak

U radu se opisuje pravna situacija, status i osnovne značajke postojećeg energetskog
sektora u Sloveniji. Sustav promjena zahvatio je kompanije koje su se razdvojile, tijela
koja su pripremala glavne drugostupanjske zakonske odredbe, kao i novo neovisno
regulacijsko tijelo koje je usvojilo svoje vlastite odredbe. Utvrđena je razmjena energije i
provedene su prve transakcije. Opisane su osnovne značajke procesa otvaranja tržišta,
status i važni propisi kako za elektroenergetsko tako i za tržište plinom. Regulacijska
agencija odredila je uvjete za sudjelovanje naročito vezano uz izdavanje dozvola i
korištenje pristojbi na mreži. U radu se dalje razmatraju pitanja koja su ostala otvorena i
dokumenti koje tek treba osmisliti.
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INTRODUCTION

The Energy Act was passed by the Slovenian parliament in September 1999 and it came
into force on 15 October 1999. It started a process of profound reforms in the energy
sector. Two milestones have particularly characterised this process; these relate to the
opening of the electricity market in April 2001 and the envisaged opening of the market in
natural gas in January 2003. The anticipated degree of opening is approximately 65
percent in the electricity sector and 42 percent in the natural gas sector. It is expected
that further gradual opening of the markets will follow. The Energy Act required the
adoption of a number of by-laws and regulations. Most of these have already been
prepared and implemented, however, some matters remain to be resolved.

LEGAL ACTS

The main laws, governing the energy sector, are the Energy Act (Official Journal of the
Republic of Slovenia, No. 79/99, 8/2000), Public Trading Services Act (OJ. of the RS,
No. 32/93, 30/98), General Administrative Procedure Act (O.J. of the RS, No. 80/99,
70/00) and, with increasing importance, Commercial Companies Act (O.J. of the RS, No.
30/93, 29/94, 82/94, 20/98, 84/98, 6/99, 54/99, 45/01).

The main government acts have already been adopted on the basis of the Energy Act, or
reconciled to this Act. For all subsectors, Ordinance on conditions and the procedure for
issuing and revoking energy licences is relevant. In the electricity subsector the following
ordinances are of particular relevance: the mode of implementation of public services in
electricity transmission, the operation of transmission networks, the organisation of the
power market, i.e. exchange, distribution, and operation of distribution networks. Also of
particular relevance are the ordinances associated with the supply of electricity to tariff
customers, government decisions on nomination of the companies which carry out public
service obligations, ordinance on conditions for qualified production of electricity, and
system operating instructions.

In the gas subsector there is the ordinance on the mode of implementation of public
service obligations for natural gas transmissions and for the operation of the transmission
system. The government decision on the nomination of the transmission company, as the
national operator of the transmission system, is also included. Technical regulations are
under preparation for the planning, constructing, use and decommissioning of high and
low pressure gas pipelines, and System operating instructions.

The network operators at transmission and distribution level are responsible for
preparation and publication of Network codes, once government approval has been
obtained.
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ELECTRICITY SUBSECTOR

The electricity subsector consists of 15 companies following the division of a vertically
integrated utility in 1990. There are 8 production companies, 5 distribution companies, a
transmission company, and a development and engineering company. Vertical
unbundling, as required by the electricity directive (96/92/EC), has already been achieved
after separating the trading businesses from the transmission company. For transparency
reasons, the Energy Act provides for further horizontal separation of accounts. Each
energy activity, and any activity, defined as a public service if performed in the same
entity, has to be accounted for separately, with its own balance sheets and profit and loss
statements.

The Energy Act requires two separate public services: the transmission of electricity, the
operation of the transmission system, the organisation of the market, the distribution of
electricity, the operation of the distribution system, and the supply of electricity to tariff
customers. The public service obligations (PSO) rest with the companies to perform these
activities under the general conditions, detailed in the Public Trading Services Act.

The transmission of electricity and the transmission system operation are undertaken by
a single company, a public enterprise which owns new entities, the Slovenian power
exchange and a trading company, dedicated to wholesale trading. Distribution of
electricity, operation of the distribution system, and supply of electricity to tariff customers,
whose installed capacity does not exceed 41 kW, are undertaken in five public
enterprises. These have separated their commercial activities, mainly generation and
trading, into departments with separate accounts. These trading units are dedicated
particularly to retail trading. For power producers, an evaluation process of their
competitiveness has already resulted in a study which recommended organisational and
management changes, and measures to limit the "stranded investments" and to enable
new investments, particularly into hydropower.

The structure of these companies is similar. The companies are state owned, with some
exceptions in distribution, in which private participation is below ten percent. Exceptions
are small hydro stations and industrial CHPs which are partially private. The government
has confirmed its plans to undertake progressive privatisation in this subsector.

GAS SUBSECTOR

In a similar manner to that in the EL) member states, the opening of the market in natural
gas will follow the opening of the electricity market. The first steps have already been
undertaken.

The subsector consists of a transmission company and several local distribution
companies. The main sources of natural gas used are from Russia (imported through
Austria) and Algeria (imported through Italy).
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The national operator for the transmission system has been appointed and public service
obligations (PSO) for the transmission (transport) and operation of the transmission
system have been imposed on this company. Initial preparations are underway for the
separation of accounts for its public services from those of its trading activities.

At the distribution level, several local companies supply natural gas to final customers,
mainly at a municipal level. Contrary to all aforementioned public services, which are
obligatory state public services, the distribution of natural gas and supply of natural gas to
tariff customers are non-obligatory local public services.

Besides, the gas subsector ownership structure varies substantially from the power
subsector. The gas companies are strongly dominated by private investment.

OTHER SUBSECTORS

For the district heating subsector, the emerging electricity market has significant impact.
District heating and the distribution of heat are local public services. The government has
adopted an ordinance on qualified power production. It defines different categories of
qualified producers, depending on the installed power, energy source and energy use.
Depending on these categories, power producers will benefit in terms of their position
among producers on the open market, and some will be directly supported. This
ordinance, however, does not specify the amount of financial support that will be given.

Producers who use combined heat and power technology (CHP), if achieving the minimal
technical criteria specified in the Ordinance on conditions for qualified power production,
have priority right in dispatch. They are additionally supported, particularly if heat is used
for district heating in accordance with environmental policy, and in particular if they
contribute to the overall state emissions to remain within prescribed limits.

REGULATORY BODY AND ITS REGULATIONS

The Slovenian independent regulatory authority, the Energy Agency, was established by
the Energy Act and a Government decision on establishing the Energy Agency in June
2000. This was followed by the government approval to the Energy Agency's Statute and
to the Agency's Working and Financial Plans. The Director of the Agency was appointed
in August 2000, for a term of five years. The core staff were employed in early 2001. The
Energy Agency commenced operation in February 2001 and the first licence was issued
on 13 April 2001. Promotion of the first licence certificates was on 23 May 2001.
Regulation on use-of-network charges for electricity transmission and distribution
networks, and criteria for the justification of cost was adopted in April 2001.

The process of licensing is an instrument of market regulation which limits unqualified
participation and prevents unfair practices. The energy licence is relatively straightforward
to obtain through a low cost administrative procedure. The Energy Agency issues
licences and certificates and publishes the list of licence holders on its web site. The
Energy Agency is faced with a large number of applications and so far has succeded in
processing them in accordance with the General Administrative Procedure Act.
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The kernel of electricity market regulation is the regulation of the use-of-network charges.
These were set out within corresponding Regulation, a general act of the Agency, and
published in the Official Journual of the Republic of Slovenia, No.54/2000.

The Energy Agency had to take into consideration the circumstances of the whole
electricity system. The economic conditions under which the companies operate require
this transition to be a smooth and continuous process.

The process consists of there phases. In the first phase the method to charge users for
the use of networks was selected on the basis of a study which recommended the post
stamp method. The same study provided a list of criteria needed to set the initial use-of-
network charges. These criteria depend on the connecting point in terms of voltage, and
on the consumer group which is defined in terms of dependence on the yearly hours of
operation (over or under 2500 hrs/year). Tariffs are not dependent on geographic
location. Similar to the existing tariff system, charges are differentiated and include some
impact of the seasons daily hours. Both are currently under discussion. In the second
phase initial values for the above mentioned charges were set. To avoid abrupt charges,
the companies revenues were limited to approximately the amounts envisaged in the
previously used methodology.

In Slovenia the principle of a uniform tariff policy is applied and this leads to considerable
differences in specific revenues for some companies. To overcome this, a compensation
mechanism was introduced to balance these differences. However, this is a government
decision which was implemented in the form of a differentiated payment for use of the
transmission services by the distribution companies.

In the third phase, actual price regulation will follow within the regulatory period of five
years and this will probably commence at the beginning of 2002. During this period, the
basic criteria for justification of costs, their subdivisions (grouping) and other definitions
will remain constant, or will undergo minor changes. Some numerical values will be
defined annually. The criteria for the justification of costs are generally set out in the
Regulation and are being further elaborated. They follow the main regulatory aims:
improving the efficiency of company's performance, improving the quality of services,
including long-term security of supplies, for which correspondent development and
investment activities are a prerequisite. This will lead to a regulated return on capital in
accordance with the limits provided by the Energy Act, i.e. price caps. However, the mode
of application of this principle is subject to regulation.

REMAINING DOCUMENTS

For the proper functioning of the energy markets some issues remain to be resolved.
These are particularly the General conditions on the supply of electricity, General
conditions on the supply of natural gas, and a government act which will define energy
infrastructure and lay down general rules on treating and handling it. Some other acts
have to be modified to align with the new rules, such as the Tariff system for supply of
electricity to tariff customers. The Energy Agency will publish a regulation on reporting of
data of regulated activities. Commercial conditions, including those associated with
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access to networks and the use-of-network charges for natural gas will be published by
the natural gas network operators before market opening.

Certain documents may become increasingly interesting for potential investors. These are
strategic and policy documents, the National Energy Programme, an updated Strategy on
efficient use and supply of energy, and the ten year development plan for networks.

CONCLUSION

The process of reforming the energy sector has begun in the electricity subsector. Like in
the EU, the gas subsector will follow. Increased preparatory activities in the companies
have been initiated with a view to increasing efficiency and preparing for operation under
market conditions. The legal and regulatory framework has been implemented and the
remaining issues are being resolved. Moreover, awareness of market conditions and the
need for investment have increased the importance of independent market regulation and
supervision. The regulatory acts, however, together with some government decisions and
ordinances are living documents, and as experienced by other countries, will have to be
continuously developed and updated. The regulatory Energy Agency considers smooth
changes at market introduction and a high level of transparency within the market, the
necessary conditions for both, the stable functioning of the sector and a sound
environment for investors.
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