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| firmly believe that no real expert

can doubt the necessity of state regulation in the energy
sector any longer. The invisible hand of the market
simply does not work. This was evidenced throughout
2015 when tens of suppliers of electricity and gas
failed to respond to a significant decrease in energy
prices in the European markets by reducing prices
for their Slovak customers. Once again, the Office
had to intervene to adjust the prices of electricity and
gas for households and small businesses. Whether
somebody likes it or not, it has been confirmed that
the energy regulation was, is and will most probably
remain the absolute necessity in Slovakia for a long
time in future. For this reason, the Office was consis-
tently working to apply the regulation pursuant to
the Act No. 250/2012 Coll. on Regulation in Network
Industries ("Act on Regulation or Act No. 250/2012 Coll.)
in full compliance with the applicable law of the Eu-
ropean Union. At the same time, all the provisions of
the Third Energy Package were successfully imple-
mented in Slovakia.

In 2015, the Office faced new challenges arising from
the changing regulatory environment in Slovakia. We
focused on reviewing the compliance with the legal
obligations that regulated entities are obliged to per-
form against Slovak taxpayers. The producers of elec-
tricity from renewable sources and high-efficiency
combined production, which failed to apply for a sub-
sidy as prescribed by the law, had to bear the conse=
quences. The Office .made it absolutely clear that it
would not tolerate the producers that failed to meet
their obligations, which we consider a gross disre-
spect for the citizens who support them by paying
their electricity bills.

In addition,

an extra emphasis was placed

on the issue of the green energy last year. We have
been constantly drawing attention to the adverse
effects of non-systemic development and support
at the European level. We insist that each member
state of the European Union shall determine its own
energy mix.

The process of creating the regulatory policy played
a significant role in 2015, too. In order to ensure trans-
parency, we approached the maximum possible number
of market stakeholders, solicited the European Com-
mission for an opinion and incorporated all relevant
comments in the final draft.

The extent and list of activities carried out by the Office
is truly extensive. It ranges from drawing attention to
the use of assets for regulated activities and justifi-
cation of investments to fostering the international
cooperation with our foreign partners, especially
from the V4 countries and the Agency for the Coope-
ration of Energy Regulators. We also assisted non-EU
states in the f0rm of twinning projects. Professionalskills,
of ourexperts help to spread the reputation of Slovaki
abroad as praised by the leading representatives of'our
partner agencies on a number of occasions.



Upper row from the left: Ing. Milan Krajcovi¢ (member of the Regulatory board), JUDr. Jan Hijj, PhD. (member of the Board),
Ing. JGn Horkovi¢ (member of the Board), Ing. Vladimir Cepko (member of the Board), Ing. Viliam Mikulds (member of the Board),
Bottom row from the left: Ing. Radoslav Nanista ((vice-chairman of the Board),

Ing. Jozef Holjencik, PhD. (chairman of the Regulatory board and chairman of the RONI),

Ing. Miroslav Celinsky (vice-chairman of RONI, he isn't member of the Board)

We addressed hundreds of motions and requests for
assistance from deceived citizens who complained
about various malpractices of energy dealers. Thus,
our priority was to resolve disputes and protect con-
sumers, including application of the out-of-court dis-
pute resolution regime pursuant to the Article 38
of the Act on Regulation.

Allin all, it is our great pleasure to conclude that the
reputation of the Office has been growing not only
in the eyes of experts, but also the general public. | do
appreciate such trust and fully commit to continue
to employ our skills and knowledge to the benefit of
people living and working in Slovakia.
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Electricity Industry
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Suitable conditions for real development of the electricity
market ("the market") in the Slovak Republic were signi-
ficantly influenced in 2012 by adoption of a new legis-
lation pursuant to the Directive 2009/72/EC of the
European Parliament and of the Council. Subsequently,
these changes had a positive impact on the scope and
method of price regulation in the following years and
|« ' continued throughout 2015, too. This primarily owed
to the fact that the secondary legislation issued by the
g Office clearly laid down the rules for all market stake-
et ST polders, essential requisites of contractual relations, de-
v,/ =Wl fined model business terms and conditions and limited
v #f_h?,;:',. speculations with service level agreements (service
1.+ %2 contracts on a regulated entity that performs a regu-
! lated activity in the electricity or gas industry and is a part
L of a vertically integrated company). At the same time,
AN a venue for intensive development of international re-
7 lations was created. The expansion of market coupling
i serves as an evidence of the positive development. All
\i .. theaforementioned had a favourable impact on forma-
AWED tion of the single electricity market.

vices (transmission and distribution) was implemented
1y in the Slovak Republic in 2007. This process was

27
?f' - Network regulation
'y
_E' .-"“L completed pursuant to the Directive 2009/72/EC
[

; j Unbundling of production and supply of network ser-

of the European Parliament and of the Council by
certifying an operator of the transmission system
1 in 2014 In the same year, the implementation of the
11, conditions of the certification of the transmission
I = ' system operator was audited. No significant short-

by .{ 1, comings were identified.
F 1%
- ﬁ'"_k"’ﬂ Ten-Year Network Development Plan
L. Thetransmission system operator, reporting regularly
.r" %, on network development plans to the Office and
F| Ministry of Economy of the Slovak Republic, is held
L " responsible for technical functionality of the trans-
[ J'- mission system. The Ten-Year Network Development
- Plan, which the transmission system operator submits
) to the Office for approval, is the most significant
g document. This obligation was implemented in the
Slovak law during approximation with the relevant
L legal regulations of the European Union, namely the
1 Regulation No 714/2009 of the European Parliament
| |m' and of the Council on conditions for access to the
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network for cross-border exchanges in electricity.
The plan contains assessment of performance of the
previous approved one and material planning of the
network development to ensure the network stability
and safety, which are the primary objectives of deve-
lopment of the single electricity market. The submitted
plan is subject to consulting with network users that
is managed by the Office and as a part of this process
the Office may request that the transmission system
operator amend it.

The results of the consulting are published on the
official website of the Office. Slovenska elektrizacna
prenosova sustava, a.s. ("SEPS"),has updated the
Ten-Year Development Plan of the Transmission System
for the Period 2015 — 2024. Information on the out-
comes of the consulting, including the requirements
of the current and potential users of the system on
delivery of investments in the transmission system
within the Ten-Year Development Plan of the Trans-
mission System for the Period 2015 — 2024 was pub-
lished by the Office on February 25, 2015.

Technical functionality of the system is further en-
sured by quality standards of electricity transmission
and distribution set in the Office Decree. The Decree
defines the quality standards and their indicators,
a method of assessment, publishing, archiving, cal-
culation and payment of compensation payments
for non-compliance with these quality standards.
The compensation payments are paid to an electricity
market stakeholder by a regulated entity for a failure
to comply with the quality standards. The paid out
compensations do not represent economically eligible
costs and affect the regulated price for transmission 3
and distribution of electricity. Performance of the qua-

lity standards, evaluated annually, encourages the
regulated entity to improve the quality of delivered
services.

Auxiliary and system services

Auxiliary and system services represent a key element
ensuring security and stability of the transmission
system. Upon the request for a specified range of in-
dividual types of auxiliary services, the Office sets total
projected costs of purchasing all types of auxiliary
services from certified auxiliary service providers. It also
sets the maximum price for providing primary power
control, secondary power control, tertiary power control
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in EUR per unit of a disposable electric capacity, the
maximum annual cost of ensuring the provision of
remote voltage control and reactive power and the
blackstart in EUR, the maximum price of offered posi-
tive regulatory electricity and the minimum price
of offered negative regulatory electricity with activation
of a particular type of auxiliary service.

The price for acquired regulatory electricity per unit
of electricity in EUR was set on the basis of bid prices
of used electricity installations submitted by providers
of auxiliary services as follows:

- the highest price of a source providing regulatory
electricity per quarter-hour, if the regulatory elec-
tricity is positive, but not more than the maximum
price set in a price decision per unit of electricity
in EUR,

- the lowest price of a source providing regulatory
electricity per quarter-hour, if the regulatory elec-
tricity is negative, but not less than the minimum
price set in a price decision per unit of electricity
in EUR.

In Slovakia, the basic range of electricity consumption
is ensured between a producer and customer or via
an electricity trader. The regulatory electricity is pur-
chased by a transmission system operator.

The transmission system operator purchases various
types of auxiliary services required to deliver system
services from auxiliary services providers by choosing
from their bids pursuant to the Operational Order.
The providers must meet the conditions set in the
technical specifications and business terms and con-
ditions specified therein to achieve the minimum
costs of the provision of auxiliary services, whereas
the purchase is carried out in an open, transparent
and non-discriminatory manner to all providers. The
transmission system operator shall preferably use
bids from installations within a defined territory
while observing the principle of minimizing costs of
purchasing them.
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Technical eligibility of auxiliary service providers is
demonstrated by a certification measurement de-
fined in the technical conditions. In 2015, auxiliary
service of tertiary power control 30 min. + - was re-
placed with a faster auxiliary service of tertiary power
control 15 min. + -. The competition in the auxiliary
services market is sufficient.

Development of the provision of auxiliary services

Indicator/year 2013 2014 2015
No. of auxiliary service providers 24 24 25
No. of bids submitted by auxiliary service providers , 4062 , 2844 | 3422
No. of contracts concluded

with auxiliary service providers

The comparison of regulatory electricity supplies (MWh)

ype of regulatory electricity/year 2014 2015  y-o-y change
2015/2014 (%)
Primary power control + 6800 6853 0,78
Primary power control - 6688 6838 2,24
Secondary power control + 176 301 | 159 585 9,48
Secondary power control - 210182 197 181 -6,19
Tertiary power control 3 min. + 1960 2515 28,32
Tertiary power control 3 min. - 2654 946 -64,36
Tertiary power control 10 min. + 2473 2929 18,44
Tertiary power control 10 min. - 607 876 44,32
Tertiary power control 15 min. + 1440 -
Tertiary power control 15 min. - 1948 -
Tertiary power control 30 min. + 850

Tertiary power control 30 min. - 2839 -
Decrease in demand 301 2194 628,90
Increase in demand N/A
Import of emergency electricity supply N/A
Non-guaranteed regulatory power + N/A
Non-guaranteed regulatory power - N/A
Positive regulatory power 188685 , 175516 6,98

Negative regulatory power 222970 | 207789 -6,81
Source: SEPS
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Transmission and distribution, tariffs
In 2015, the Office set and defined tariffs pursuant
to the Decree No. 221/2013 Coll. on establishing a price
regulation in the electricity industry issued pursuant
to the enabling Article 40 of the Act No. 250/2012 Coll.
The practice proved that it is necessary to amend
the Decree to implement several changes in response
to the market development and system stability and
safety in the following period. The Office addressed
the key regulated entities to solicit their comments.
Subsequently, a proposal for amending the Decree,
which was subject to legislative proceedings where
the regulated entities and obligatory subjects might
have raised their comments on the draft amendment,

| was submitted. All comments were discussed and

those contributing to development of the market were
incorporated in the final draft of the amendment.
The amended Decree was then discussed at a meeting
of the permanent working committee of the Ministry
of Finance for Financial Law. After incorporation of
comments raised by the committee, the amended
Decree was published in the Collection of Laws pur-
suant to the No. 143/2015 and became effective on
July 1, 2015. The entire discussion and its outcomes
were publicly available on the portal of the laws of
the Slovak Republic. The amendment is related mainly
to the adjustment of the eligible costs of performing
regulated activities, purchase prices of electricity
from renewable energy sources and highly efficient
production of electricity and heat, adjustment of the
transmission correction factor in the distribution and
adjustment of formula used in calculation of the ma-
ximum price for access and distribution of electricity
in the local distribution network. The amended Decree
was applied to the price proceedings conducted by
the Office in 2015 for the year 2016.

In 2015, a so-called price cap method pursuant to
the approved regulatory policy for the period of
2012-2016 was applied in the electricity market.
This incentive-based price regulation method pro-
vides system operators with an opportunity to retain
a higher profit should they act effectively and optimize
their costs.

The following network tariffs are applied to invoicing
for the transmission of electricity to an electricity cus-
tomer directly connected to the transmission system:
- atariff for reserved capacity (€/MW/year),

- atariff for transmitted electricity (€/MWh),
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- atariff for losses in the transmission via electricity
transmission system (€/MWh),
- a tariff for system services (€/MWh).

The following network tariffs are applied to invoicing

for the distribution of electricity to an electricity cus-

tomer directly connected to the distribution system
at high and extremely high voltage level:

- a tariff for electricity distribution without losses
including electricity transmission — a component
for reserved capacity (€/MW/month),

- a tariff for electricity distribution without losses
including electricity transmission — a component
for distributed electricity (€/MWh),

- atariff for losses in distribution via electricity dis-
tribution system (€/MWh),

- atariff for system services (€/MWh).

The price regulation is also applied to an operator of
a local distribution system and is performed by set-
ting a method of calculation of the maximum price
for electricity supply and a fixed tariff for access to
the distribution system and electricity distribution.

The following network tariffs are applied to an elec-
tricity customer or producer directly connected to
the distribution system at low voltage level:

- a tariff for electricity distribution without losses
including electricity transmission — a component
for reserved capacity (€/kWh/month),

- a tariff for electricity distribution without losses
including electricity transmission — a component
for distributed electricity (€/kWh),

- atariff for losses in distribution via electricity dis-
tribution system (€/kWh),

- atariff for system services (€/kWh).

In the area of price regulation of the respective acti-

vities, the Office issued in 2015:

318 price decisions on access to the transmission
system and electricity transmission, access to the
distribution system and electricity distribution, net-
work connection, household electricity supply and
the last resort electricity supply,

- 84 decisions on electricity price to set an extra fee
for electricity producers using combined heat and
electricity production,

- 167 decisions on electricity prices to set an extra fee
for electricity producers using renewable energy

sources.
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The final amount of the network fees is primarily
affected by the regulatory asset base (a set of assets
used to perform regulated activities) and the amount
of eligible operating costs set in the Decree. When
setting these tariffs, the Office proceeded correctly,
whereas a regulated entity was requested to clarify
or supplement the submitted price proposals and,
prior to issuing a decision, it was requested in writing
to study the supporting materials on the basis of
which the Office shall issue a final price decision. All
decisions are published without delay, including jus-
tification and the entire decision-making process on
the official website of the Office. Following the issuan-
ce of the decision, each regulated entity is entitled
to appeal the decision to the Regulatory Board in the
second instance. Should the entity lose the appeal,
it may appeal to the court.

Development and structure of regulated fees
in€/MWh 0 10000 20000 30000 40000 50000
IIII|IIIIIIII|IIIIIIII|IIIIIIII|IIIIIIII|IIII
-18,10 % +4,08 % +4,46 %
2012173300 35,2347 6,4934
+8,46 % 113% 9,24 %
2013 7,9500 34,8350
-0,38% 1,71% -23,45%
2014 7,9200 32,1486 4,511
2015 7,7000 |32,3576 | Fm
systemfee | distribution distribution
(SyS) &transmission M losses
| 2012 2013 2014 2015
total | 49,0581 48,6786 445799 44,0782
yoychange +0,08%  -0,77% -8,42 % (-)

In 2013, regulated fees began to decline and this
trend continued throughout 2014 and 2015. The
falling prices of electricity as a commaodity in the
electricity market and the subsequent impact on
covering losses in the systems and system opera-
tors’ own consumption played a significant role in

reduction of the regulated fees. In addition, a method
of the regulation and implemented amendments to
the regulatory legislation, namely the Office Decree
No. 221/2013 Coll. also affected the fee reduction.
It is expected that the rising energetic efficiency of
the system operators followed by further lowering
of the eligible costs pursuant to the price decree will
continue.

In addition to the tariffs listed above, a final price invoi-
ced to a customer also includes other fees unrelated
to the system operation, but collected by a system
operator pursuant to the applicable law.

Levy to the National Nuclear Fund
Pursuant to the Article 7 Section 1 Letter b) of the
Act No. 238/2006 Coll. on the National Nuclear Fund
for the decommissioning of nuclear installations and
the management of spent fuel and radioactive waste
(“Nuclear Fund Act”) as amended, a levy to the Na-
tional Nuclear Fund is collected. The levy is not a re-
venue arising from the system operators’ business
pursuant to the Article 7 Section 6 of the Nuclear
Fund Act.

Excise duty

The amount of excise duty is not set by the Office. It
is not subject to regulation within the responsibility
of the Office, but it is included in a final price listed
in an electricity invoice.

Tariff for system operation ("TSO")

A tariff for system operation (€/MWh) is a fixed price
tied to a technical unit considering a proportional part
of costs of electricity produced from domestic coal,
electricity produced from renewable energy sources,
electricity produced from high-efficiency combined
production and activities of an organizer of the short-
term electricity market. The tariff applies to the final
consumption of electricity. The Office promotes elec-
tricity produced from renewable energy sources and
high-efficiency combined production by setting fixed
prices for electricity produced from renewable energy
sources (“RES”) and high-efficiency combined pro-
duction depending on the technological process
of electricity production, a date of launching a faci-
lity into operation, an installed capacity and a mode




of financing. The set prices of electricity produced
from RES and high-efficiency combined production
have a major impact on the value of the applied tariff
for system operation. With connection of each new
facility producing electricity from RES or high-effi-
ciency combined production of electricity and heat to
the system, the tariff rises, which has had a material
impact on the amount of the final electricity price for
all electricity customers not only in 2015, but also at
present. The Office has constantly drawn attention to
the adverse effects of uncontrolled development of
RES support and insists that every member state of
the Union has to define its own energy mix.

Develoment of individual components
of the tariff for system operation

in€/MWh 0 5000 10000 15000 20000 25000

2,4040/ 3,5403 [0,1405]
2013 13,7952
13,1469 4,4337 [0,2185]
2014 14,0209
4,4337 [0,2693]
13,9795

I RES I CHP ENO (electricity produced I 0OSTEM
from domestic coal)

\ 2013 2014 2015
total SO | 19,8800 21,8200 21,8200

The reason for constantly growing tariff for system ope-
ration owes to continuous promotion of RES and com-
bined high-efficiency electricity and heat production
as well as anincrease in the amount of electricity pro-
duced from facilities launched into operation in the
previous years and the operation of which has not
been fully utilized yet. A decrease in the price of active
electricity on the world markets represents yet another
important factor. Since all sources of RES and combined
high-efficiency electricity and heat production are
supported mainly by a so-called surcharge, which is
a difference between the market price of electricity
and the electricity price set for a particular technology,
itis inevitable that with the falling world market prices,
the surcharge rises, which results in a higher tariff for

REGULATORY OFFICE FOR NETWORK INDUSTRIES
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system operation through which the sources for the
payment of the surcharge originate. This factor has an
impact not only on the promotion of electricity from
RES and combined high-efficiency electricity and heat
production, but also on the support of electricity pro-
duced from domestic coal. The increase in costs asso-
ciated with OKTE, a.s., the organizer of the short-term
electricity market, is related to new responsibilities that
the organizeris obliged to implement in the electricity
market in the Slovak Republic (central data warehouse,
deviation settlement, etc). In 2015, the Office appointed
OKTE, a.s. to act as a nominated electricity market or-
ganizer performing a single connection of daily and
intraday markets pursuant to the Regulation of the
European Commission No. 2015/1222 as of July 24,
2015 laying down guidance for capacity allocation and
congestion management.

Cross-border cooperation

In 2015, the Office continued the international coope-
ration with respective regulators and the Agency for
Cooperation of Energy Regulators ("ACER") pursuant
to the Directive No. 2009/EC/714 on conditions for
access to the network for cross-border exchanges
in electricity in the region of Central and Eastern Europe
("CEE region”).

In the cross-border capacity allocation and congestion
management on the cross-border profiles, SEPS, a.s.,
Slovak transmission system operator, complies with
the rules governing the Electricity Market Rules and
the Transmission System Operational Code approved
by the Office. In 2015, the capacity of cross-border
transmission system interties ensured sufficient sta-
bility and security of the system not only in the Slovak
Republic, but also in the European Union. Revenues
from congestion management fees collected by SEPS,
a.s. totalled €35,207,961.67 in 2015. The Office moni-
tored the use of the revenues pursuant to the Article
16 (6) of the Regulation No. 2009/EC/714 on condi-
tions for access to the network for cross-border exchan-
ges in electricity and concluded that all the revenues
of the transmission system operator resulting from
the allocation of interties were used to guarantee the
actual availability of the allocated capacity and maintain
or increase the capacity of interties via investments.

-69-
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A problematic so-called green energy
With respect to ensuring stability and security of the
transmission system, an issue of unplanned flows, so-
called loop electricity flows, arising from the physical
nature of the interconnected electricity systems, has
become more challenging. These flows are caused by
differences between the physical and trade flows on
cross-border interconnections. The physical output flows
are determined by a location of a production capacity
and a place of electricity consumption. Electricity pro-
duced from RES in the Northwest Europe and mainly
in Germany also flows through the transmission sys-
tems of neighbouring countries and, consequently,
through the transmission system in Slovakia to the
Southern Europe with a higher deficiency creating thus
bottlenecks within the electricity infrastructure. Due
to unpredictability of the loop and parallel electricity
flows, safety of the transmission system operation
with impending shortfalls is at risk as well as potential
restriction of cross-border business opportunites,
an increase in the internal load of transmission system
and higher losses in the transmission system.

In 2015, optimal solutions to resolve the issue continued
to be sought after. The issue has also been brought to
the attention of the European Commission. Given that
wind energy will continue to play an important role in
meeting the objectives of the new energetic policy of
the European Union, it is believed that effective inter-
national measures and solutions will soon be identi-
fied and implemented.

Market coupling

A market coupling project will result in formation
of a pan-European electricity market. In the 4M market
coupling project, systems developed for the target
European model of daily electricity market have already
been implemented. The European model of price coup-
ling simultaneously sets the quantities and prices in
all price bands based on the principle of a marginal
pricing pursuant to the the ACER framework guideli-
nes on capacity allocation and congestion management
in the CEE region.

The method allows for simultaneous trading on power
exchanges in participating countries up to the available
transmission capacity. A more efficient allocation of
available cross-border capacities represents the key
benefit of the market coupling. The amount of electricity

-710=

traded on interconnected markets contributes to higher
reliability of electricity supplies, higher market liquidity
and optimal price volatility.

4M MC

In 2015, organization, evaluation, clearing and settle-
ment of spot market on a daily basis with the final
monthly settlement was carried out. The volume of
traded electricity on the spot market OKTE in 2015
marked a significant y-o-y increase. The total annual
volume of electricity traded on the spot market
amounted to 10,246 TWhin 2015, which is 3,565 TWh
more than in 2014.

NEMO

On November 30, 2015, the Office nominated OKTE,
a.s. to organize the electricity market ("NEMO") to
carry out activities of daily single interconnection of
daily and intraday electricity markets. The Office as
the authority competent to act pursuant to the
Directive 2015/1222 of the European Commission
dated July 24, 2015 laying down guidelines for the
capacity allocation and congestion management
("CACM Regulation") in relation to the Act on Regu-
lation in Network Industries No. 250/2012 Coll.
concluded that OKTE, a.s. fulfilled all the criteria
to become NEMO. OKTE, a.s. as NEMO entity is
actively involved in activities related to the develop-
ment, implementation and operation of the single
interconnection of daily and intraday electricity
markets in the European Union pursuant to the
CACM Regulation.

Intraday electricity market

OKTE, a.s. and SEPS, a.s. have been focused on building
a platform for intraday electricity market when expan-
ding portfolio of services delivered in the long term.
The recently adopted CACM regulation explicitly
imposes such obligation. With respect to the require-
ments and short implementation deadlines set in the
CACM regulation, OKTE, a.s. and SEPS, a.s concluded
a memorandum on joint action in developing the in-
traday electricity market. In the memorandum, the
companies declared their intention to participate in
the implementation and subsequent coordinated and
reliable operation of the single European intraday
electricity market. The project is presently in the testing



phase and the launch of the platform for the intraday
electricity market into operation by OKTE, a.s. is sche-
duled for April 1, 2016.

Remit

On October 7, 2015, OKTE, a.s. started reporting data
on transactions at its cross-border organized short-
term electricity market via a new information system
RRM. The regulation on wholesale energy market
integrity and transparency (“REMIT") requires that
a participant in the organized market report the data
to the system of the European Agency for the Coope-
ration of Energy Regulators ("ACER"). The transmission
system operator ensures purchasing of regulatory
electricity pursuant to a contract concluded with
a provider of auxiliary services or a supplier of regu-
latory electricity. The transmission system operator
may only supply regulatory electricity by automated
activation of regulatory electricity with the parameters
of the secondary output control via management
information system of the transmission system ope-
rator’s dispatching in cooperation with neighbouring
transmission system operators within the GCC system
and at a price set in a price decision of the Office
or via emergency assistance from neighbouring trans-
mission system operators.

The regulatory electricity purchased by the transmission
system operator in the GCC system is booked as
secondary regulatory electricity at a special price set
by the Office during evaluation, clearing and settle-
ment of the deviation. The Office shall define a division
of revenues from the introduction of GCC in price
proceedings. A part of the revenues is kept with
Slovenska elektrizacna prenosova slstava, a.s. and
another part is used to decrease the tariff for system
services. The actual impact of the regulatory electri-
city purchased in the GCC system in 2015 reached
€7,216,902.92 as the revenue of the transmission
system operator.

Competition Promotion

Wholesale market

The Office may only create the legislative conditions
and monitor their compliance in the wholesale elec-
tricity market. Pursuant to the enabling provisions
of the Act on the Regulation, the Office continued
to apply related generally binding regulations of the
Decree No. 221/2013 Coll,, establishing a price regu-
lation in the electricity sector as amended and the
Decree No. 24/2013 Coll. laying down the rules for
the functioning of the internal electricity market and
rules for the functioning of the internal gas market
as amended by the Decree No. 423/2013 Coll.

Electricity supply is not regulated on the wholesale
market. A final price is solely shaped by the market
forces.

Electricity price, Prague PXE, Product F PXE SK BL CAL-+1,
year 2015, average price 33,11 €/MWh
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Despite the wholesale market not being regulated,
a market stakeholder with sufficient financial strength
might be able to manipulate it. For this reason, REMIT
was issued to control or rather monitor to help to
detect and prevent such efforts. REMIT is the Regu-
lation No. 1227/2011 of the European Parliament
and of the Council on wholesale energy market in-
tegrity and transparency that became effective on
December 28, 2011 and the related implementing

-71-



]

e

ELECTRICITY INDUSTRY

[0

regulation became effective on January 7, 2015. REMIT
establishes a framework for monitoring wholesale
energy markets and defines market abuse in the form
of market manipulation or attempted market manipu-
lation and insider dealing.

In 2015, the major electricity market stakeholders

in the Slovak Republic were:

- Slovenské elektrarne, a.s. (“SE, a.s.”) — the most
significant (dominant) electricity producer that
generated 73.28% of electricity from its own
sources in the Slovak Republicin 2015. Electricity
production in the volume of 19,972 GWh covered
70.43% of electricity demand in the territory
of the Slovak Republic. An installed capacity of its
own facilities amounts to 4,520MWh,

- supported producers of electricity from renewable
energy sources and high-efficiency combined heat
and electricity production. It is estimated that the
amount of electricity produced from RES incl. the
surcharge and high-efficiency combined heat and
electricity production reached 2,780 GWh and
1,794 GWh in 2015, respectively,

- Slovenska elektrizacna a prenosova sUstava, a.s.
("SEPS") — a sole holder of the national electricity
transmission permit and operator of the national
transmission network. The company also performs
the tasks of energy dispatch centre (ensuring the
full balance within the defined territory of the Slovak
Republic),

- OKTE, a.s. — an organizer and evaluator of the
short-term electricity market, ensures the clearing,
assessment and settlement of deviations in the
territory of the Slovak Republic,

- Zapadoslovenska distribucna, a.s., Stredoslovenska
energetika - DistribUcia, a.s., a V\ychodoslovenska
distribucna, a.s. - sole operators of the regional
distribution systems (“RDS”) in the respective de-
fined territories with more than 100,000 offtake
points connected. In addition, there are other 157
active licenced holders of electricity distribution
that run local distribution systems (“LDS") in ma-
nufacturing and non-manufacturing companies
with fewer than 100,000 offtake points,

- other 458 entities licenced to conduct business
in the electricity market.

B

Retail market

The Act on Regulation introduced the price regulation
of electricity supply to vulnerable customers such as
households and small businesses. The price regulation
of electricity supply to the vulnerable customers is
governed by the Office Decree No. 221/2013 Coll.
establishing the price regulation in the electricity in-
dustry as amended.

In 2015, the price regulation of the electricity supply
was applied to:

- households,

- small businesses,

- the last resort supplier regime.

Household electricity supply

The Decree No. 221/2013 Coll. of the Office estab-
lishes requisites of a price proposal submitted by
a regulated entity and also a method for calculating
the maximum price for electricity supply to house-
holds. The Office shall review the price proposal and
issue a decision on the prices for electricity supply
to household customers in individual components of
the proposed rates.

A price for electricity distribution and transmission
including a price of electricity losses during distribution,
the tariffs for system services and system operation
pursuant to the approved price decision or prices
set for access to the distribution system and electri-
city distribution to an operator of a distribution system
operator, which a household customer is connected to,
are added to the rate for electricity supply and charged
to an electricity supplier.

The Office set the maximum prices for household
electricity suppliers conducting business in the Slovak
Republic and defined the conditions for their imple-
mentation for the year 2015. The maximum prices
for household electricity supplies are made up of two
components - a monthly payment per an offtake
point and the electricity consumed in the low or high
band. Household electricity supply is divided into eight
rates.

The Office always sets the maximum prices in its de-
cisions. As a part of their business activities, suppliers
offer various discounts and benefits to their cus-
tomers. On its official website, the Office provides




a price calculator to assist a customer in selecting
the most suitable electricity supplier depending on
the customer’s estimated demand and the price ap-
proved for such customer.

The arithmetic average of daily prices of the official
exchange rate list, published by the power exchange
PXE (POWER EXCHANGE CENTRAL EUROPE) on its
website, the product of F PXE SK BL Cal-t for the period
between January 1 and June 30, 2014, the coefficient
up to 12 % of planned electricity load curve diagram
for households and the costs of the deviation related
to the household electricity supply constituted refe-
rence parameters for setting the maximum price for
household electricity supplied in 2015.

The structure of a final price of electricity
supplied to households in 2015

A component of electricity price €/MWh Share
in a final price

Active electricity L 458 370
Tariff for system operation : 21,8200 : 17,31% :
Tariff for system services : 7,7000 : 6,11% :
Costs of supply and fair profit : 6,4741 : 5,14% :
Electricity transmission incl. losses : 46217 : 3,67% :
Hectricity distribution excl. losses |~ 349638, 207%
Bectricity distribution losses 79099, 628%
Total ; 126,0219 ; 100,00% ;

REGULATORY OFFICE FOR NETWORK INDUSTRIES
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Comparison of the structure of a final electricity price for households

%

2012
2013
2014
2015 33,75 17,31
Iantive tariff for system ~ tariff for system Itnstsnfsupply
electricity | operation Services and fair profit

Iglectricitytransmission Ielectricitydistributinn electricity
incl. losses excl. losses distribution losses

Shares of electricity suppliers to households in 2015

4,20% - Slovakia Energy
2,65% - CEZ
0,68% - Energie2
0,46% - Magna EA.
0,08% - SE Predaj
0,08% - Utylis
0,07% - Right Power Energy
0,06% - BCF
0,04% - ZSR
0,04% - Geon
0,02% - Pow-en
0,01% - Elgas
0,01% - SK Energy
0,00% - Enstra

37,32%

ZSE Energia

OTHERS

20,1T% 4 96% see
:
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Electricity supply to small businesses
The price regulation is applicable to a regulated entity
that supplies electricity to a small business (“SB”). The
Office Decree specifies requisites of a price proposal
submitted by a regulated entity and also a method of
calculating the maximum price for electricity supply to
SB. The Office shall review the price proposal and
issue a price decision on electricity supply to a small
business specifying individual components of the pro-
posed rates.

Opening of the electricity market over the previous
years has led to a need to regulate the supply of elec-
tricity to SB. The price deregulation did not lower the
prices and costs of electricity to customers, but the
opposite. The regulation of final prices to SB cus-
tomers has stabilized the energy prices since the re-
cent liberalization of the market in Slovakia has not
directly translated into lower prices. As a part of con-
sistent application of the EU law by the Office, it is autho-
rized to the price regulation of SB in compliance with
the rights defined in the Third Energy Package to the EU
member states, namely the right to a fair price for all
stakeholders in the electricity market. Protection of both
SB customers and households in Slovakia does not
contravene the European law.

With the Office setting the maximum prices, the price
regulation of SB has no impact on the energy market,
neither does it harm competition in the market for energy
supply to SB. The price regulation of SB guarantees
competition more than prices originated in the free
market environment where customers are still not able
to make informed decisions.

A customer’ s choice of a supplier is not limited at all
since each electricity supplier in the Slovak Republic
operates in the whole territory of the country provi-
ding thus the customer with the same right to choose
any supplier. The price regulation guarantees eligible
costs and fair profit to SB suppliers.

A small business is defined as an end customer with
total annual electricity consumption in all of its offtake
points up to 30,000 kWh for the year preceding the
year which a respective price proposal is submitted
for. Electricity supply to SB is divided into eleven price
rates. The Office issued 111 price decisions on elec-
tricity supply to SBin 2015.

= //dl=

The arithmetic average of daily prices of the official
exchange rate list, published by the power exchange
PXE (POWER EXCHANGE CENTRAL EUROPE) on its
website, the product of F PXE SK BL Cal-t for the period
between January 1 and June 30, 2014, the coefficient
up to 12 % of planned electricity load curve diagram
for SB and the costs of the deviation related to the SB
electricity supply constituted reference parameters for
setting the maximum price for SB electricity supplied
in 2015.

Structure of electricity prices for small businesses

%0 20 40 60 80 100

2015 5

Iantive tariff for system ~ tariff for system Inusts of supply
electricity operation Services and fair profit

Ielectricitytransmission Ielectricitydistrihution electricity
incl. losses excl. losses distribution losses

Shares of electricity suppliers to small businesses in 2015

4,044% - Slovakia Energy
1,513% - CEZ
1,221% - Right Power Energy
1,018% - SPP
0,588% - Elgas
0,353% - SK Energy
0,327% - BCF
0,224% - Geon
0,129% - ZSR
0,124% - Enstra
0,088% - SE Predaj
0,088% - Energie2
0,018% - Utylis

38,426%

ZSE Energia

OTHERS

28,324%

SSE




Electricity supply to other customers
Pursuant to the Act on Regulation, the Office is not
authorized to regulate a final price for the electricity
supplied to other end users. Such customers are not
regulated and their their final price of electricity is
solely derived from the market price of electricity
and their choice of a supplier. They are fully responsible
for their final price of electricity. In this segment, the
Office only creates the conditions and the legislative
environment to avoid any disruption to the market
equilibrium and ensures that no entity abuses its po-
sition on the open electricity market.

Shares of electricity suppliers excl. households
and small businesses in 2015

3,02% - Magna EA.
0,15% - BCF
0,27"% - Slovakia Energy
0,85% - Pow-en
0,06% - Geon
3,92% - Elgas
0,36% - Energie2
1,68% - Right Power Energy
4,45% - 7SR
1,51% - SPP
0,10% - Enstra

SEPredE e

14,10% 135795

OTHERS
17,13%
S 21,20%

ISE Energia

Total production and consumption of electricity based on data
provided by SEPS, a.s., the transmission system operator

Gwh 0 10000 20000 30000

2013

2014

2015

I production I consumption
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Electricity consumption within the defined territory
means the amount of electricity determined as a sum
of the total electricity produced within the defined
territory and electricity imported from which exported
electricity is deducted. In 2015, a decrease in elec-
tricity production and consumption within the de-
fined territory was recorded. This was caused by
customers’ focus on foreign producers of electricity
in case of a decline in production. Trends of increasing
enerqy efficiency along with customers’ focus on elec-
tricity supplied from suppliers offering more favourable
conditions are expected to continue in future.

Last resort supplier

The Office defines and uses criteria for selection of
the last resort supplier. The price regulation applies
to the supply of electricity by the last resort supplier
to offtake points located in households and outside
of them. The electricity price regulation is performed
by setting the method of calculating the maximum
price for the last resort electricity supplier.

If such supply is associated with electricity supply and
included in the rate for electricity supplied as the last
resort, the electricity supplier of the last resort will
add the price for electricity distribution and trans-
mission including losses in transmission and distri-
bution of electricity, the tariff for system services and
the tariff for system operation in line with the price
decision in which prices for network access and distri-
bution of electricity by an operator of the distribution
system, which the relevant offtake point is connected
to, were approved or set.

The last resort supplier is obliged to deliver electricity
to customers connected to the distribution system
and whose supplier is no longer able to supply elec-
tricity or in case when the process of electricity supplier
switching has been suspended and, at the same time,
electricity supply has not been ensured in any other way.

Throughout 2015, the last resort supplier regime was
not employed at all. This means that electricity sup-
pliers performed their obligations within the defined
territories of Zapadoslovenska distribuc¢na, a.s., Stredo-
slovenska energetika - Distribucia, a.s., a Vychodo-
slovenska distribucna, a.s., the operators of distribution
systems pursuant to the applicable law.

—7/\5
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Switching

When switching an electricity supplier, a price and
quality of services (consulting, personal attitude, indi-
vidual offer, contractual terms, comprehensive servi-
ces related to electricity supply, etc) play the most
important role. The current practice and experience
prove that tariffs of a large number of the customers
are unfavourably set and that they could achieve sig-
nificant savings on electricity supply after switching.

To review the level of liberalization of the electricity
and gas market, a coefficient set in % called switching,
which is a ratio between a number of offtake points
that changed a supplier of electricity or gas and a total
number of offtake points in a given year, is used. As
a part of monitoring of openness of the energy market,
the EU collects the switching data from the member
states and publishes them in ACER reports.

Switching

2013

2014

2015

household non-household [ total
offtake points | offtake points

The overall decrease in switching owes to the fact
that customers interested in changing a supplier al-
ready did so in the previous years as well as the fact
that in many cases a new supplier was contracted
for several years, which resulted in keeping the same
supplier for the contracted period of time. In addition,
a bankruptcy of several alternative suppliers contri-
buted to fewer changes of a supplier (the last resort
supplier regime applied). Confidence in alternative

76~

suppliers has been reduced as a result. To promote
switching among customers, higher awareness needs
to be raised. This has been significantly supported
by the Office publishing a lot of useful information
for customers as well as the electricity price calculator
on its official website to help guide customers in their
decision-making process.

A number of switched offtake points

number 0 20000 40000 60000  BOOOO 100000

2013

2014

2015

household non-household [ total
offtake points  © offtake points

Office transparency

In addition to the price regulation, the Office issued
the Decree No. 24/2013 Coll. laying down the rules
for operation of the internal electricity and natural
gas market pursuant to the Act on Regulation
No. 250/2012 Coll. The decree defines the rights
and obligations of electricity market stakeholders
and the conditions for operation of the liberalized
electricity market in Slovakia. The decree introduces
measures aimed at fostering transparency of the elec-
tricity market and defines conditions for the creation
of central data warehouse and central invoicing.

The Office proceeds in compliance with the applicable
law. It analyses all planned and executed decisions
and reviews them for an impact on the electricity
and gas market. Studies and analyses are prepared
on the basis of data provided by regulated entities
and mutual communication.
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@2 Gas Industry

Stabilized situation

Despite the fact that the Russian Federation cut gas
supplies to the supplier with the largest market share
in the Slovak Republic at the beginning of 2015, gas
supplies to all end customers were neither interrup-
ted nor stopped. The gas supplies remained stable
throughout 2015.

In 2015, gas consumption totalled 50.5 TWh, which
is a y-0-y increase of 9.3 %.

Development of gas consumption

Twh 0 10 2 30 40 il 60

2013
2014

2015

End customers are divided into four categories by
their annual gas consumption. Compared to 2014,
shares of individual customer categories in the total
gas consumption did not change significantly in 2015.

Shares of customer categories
in total gas consumption in 2015

Medium customer
113 %
Small customer
11,06 %

Large customer
5417 %

Household
27,64 %

REGULATORY OFFICE FOR NETWORK INDUSTRIES
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Gas market stakeholders are:

- transmission network operator (eustream, a.s.),

- distribution network operator within the defined
territory of the Slovak Republic (SPP - distriblcia, a.s),

- local distribution network operators,

- gas container operators,

- 29 gas suppliers,

- gas customers.

In the gas market, there are also 39 local distribution
network operators managing 43 networks.

Seven out of 29 suppliers in total supply gas only
to end customers. These supplies are not subject
to the price regulation, i.e. end customers in the me-
dium and wholesale consumption categories.

In early 2015, the Office addressed the gas market
stakeholders, interest organizations, relevant minis-
tries and authorities and asked them to submit their
proposals that the Regulatory Board and the Office
could use in the creation of a new Regulatory Policy.
Based on the proposals received and also expe-
rience from its application, the Office prepared and
approved a draft Regulatory Policy for the following
regulatory period of 2017 — 2021.

In 2015, the Office also worked to determine the initial
value of the regulated asset base for the distribution
network operator for the upcoming regulatory period,
which will be based on the value of assets of the dis-
tribution network operator required to ensure the
regulated activity as of December 31, 2015.

Network regulation

In 2015, the Office performed the price regulation

governing:

- access to the transmission network and gas trans-
mission,

- access to the distribution network and gas distri-
bution,

- connection to transmission and distribution network,

- provision of auxiliary services in gas industry,

- re-purchasing of gas industry equipment,

pursuant to the Decree No. 193/2013 Coll. laying
down the price regulation in gas industry as amen-
ded by the Decree No. 187/2014 Coll. ("Decree
No. 193/2013 Coll.”).
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Unbundling

The Office is obliged to conduct regular supervision
of the transmission system operator in form of a remote
monitoring and on-site inspection of eustream, a. s.
acting as an independent transmission system ope-
rator in accordance with the European Parliament
and Council Directive 2009/73/EC. The Office per-
forms the remote supervision mainly via regular
communication with a person obliged to ensure
compliance of the transmission system operator and
analysis of quarterly reports on implementation of
the compliance. The on-site inspection was carried
out in November 2015. The Office identified no shor-
tcomings by the transmission system operator that
would have threatened its independence.

Pursuant to the Energy Act, eustream, a. s., submitted
business and financing agreements concluded with
another entity that is a part of a vertically integrated
entity to the Office for approval. Throughout 2015,
the Office also approved decisions on a prior consent
to the terms and conditions of provision of services
of the operator of transmission network to another
person thatis a part of the same vertically integrated
business as the operator of the transmission network
or which directly or indirectly controls the entity that
is a part of the same vertically integrated gas entity
as an operator of transmission network.

In 2015, the Office issued seven decisions on ap-
proval of business and financing agreements and 13
decisions on a prior consent to the terms and con-
ditions of provision of services to eustream, a.s.
acting as an independent transmission system ope-
rator. In addition, the Office approved the Report on
Implementation of Preliminary Measures in order to
contribute to non-discrimination, actual business
competition and efficient gas market operation pur-
suant to the Article 46 Section 4 in relation to the Ar-
ticle 27 Section 2 of the Commission Regulation (EU)
No. 312/2014 as of March 26, 2014 establishing
a network code on gas balancing of transmission
networks. The Office consulted the Report with regu-
latory authorities of the neighbouring countries that
raised no reservations.

In 2015, the Office issued decisions on service level
agreements or amendments to them. Nine deci-
sions on approval of service level agreements were

[ :_,’.r
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issued in total for regulated entities performing regu-

lated activities in the gas industry and are a part of
a vertically integrated entity.

Technical functionality
of the network

Transmission network

The transmission network of eustream, a.s. plays a sig-
nificant role in gas transmission both in the territory
of the Slovak Republic and European Union. It is con-
nected to the main transmission routes in Ukraine,
the Czech Republic, Austria and, from July 1, 2015,
also in Hungary.

The total length of the transmission network is 2,283 km.
It consists of a system of four to five parallel tubes
with a calibre of 1,200/1,400 mm and maximum ope-
rating pressure of 7,35 MPa. Uninterrupted gas flow
in the transmission network is ensured by four com-
pressor stations with performance of nearly 600 MW.
The technical capacity at the entry point to the trans-
mission network in Velké KapuSany, where the most
important compressor station is also located, is almost
220 m3/a day.

The overview of technical, contractual, but also available capacities
at all entry and exit border points of the transmission network

Capacity (GWh/d)

Border Point Technical ~ Contracted  Available
ENTRY Velké Kapusany 2288 2104 184
EXIT Budince 416 416 0
ENTRY Baumgarten 248 67 181
EXIT Baumgarten 1539 1466 73
ENTRY Lanzhot 696 629 67
EXIT Lanzhot 520 51 9
ENTRY Velké Zlievce 51 0 51
EXIT Velké Zlievce 121 0 121

The overview of available capacities
at domestic points of the transmission network

Capacity (GWh/d)
Domestic Point Technical ~ Contracted  Available

ENTRY Doméci bod 169 2 167
EXIT Doméci bod 460 219 Yl
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A domestic point is an aggregated point of connecting
domestic tanks and distribution network.

Technical functionality of the transmission system is
ensured by monitoring of gas pipelines in exposed
locations, remediation of hazardous sites and protec-
tion of gas objects from the weather. Eustream, a. s.
has been gradually replacing old technologies with

' the new ones that are significantly more efficient.

In 2015, eustream, a. s. submitted to the Office a ten-
year plan of development of the transmission sys-
tem including the development of interconnections.
The plan is prepared in compliance with the ten-year
development plan of the gas transmission network
in the EU, which also includes so-called projects of com-
mon interest to the European Union. In the Central
European region, itis a set of projects enabling two-way
flows between Poland, the Czech Republic, Slovakia,
Hungary, Romania and Bulgaria, and connection with
LNG terminals in Poland, Croatia and Romania. They
are divided into several priority corridors, of which
the following two corridors run through the territory
of the Slovak Republic:
- the North-South interconnection of gas pipelines in
the Central East and Southeast Europe (“corridor”),
- the Southern gas corridor.

Cross-border interconnections linking Slovakia and
Hungary (launched into operation in July 2015) and
the planned interconnection with Poland form an in-
tegral part of the corridor, too. eustream, a. s. has
begun preparing a project Eastring, which is a part
of the Southern gas corridor.

No objections to the ten-year development plan of
the gas transmission network were raised by users
or other gas market stakeholders during the consul-
tation process. The outcome of the consultation and
the Report on Implementation of The Ten-Year De-
velopment Plan For the Period 2015-2024 were pub-
lished on the official website of the Office.

Transmission network congestion

The Office monitors the implementation of measures
aimed at avoiding occurrence of the network con-
gestion and addressing it, reviews them and imposes
the new ones to resolve such occurrences.

In the course of 2015, the transmission system ope-
rators took measures aimed at avoiding occurrence
of transmission network congestion, in particular by
implementing the procedures defined in the Com-
mission Decision of August 24, 2012 on amending
Annex | to Regulation (EC) No. 715/2009 of the Eu-
ropean Parliament and of the Council on conditions
for access to the natural gas transmission networks.
Excessive ordering of fixed capacity in accordance
with the item 2.2.2. of the above decision served as
the primary tool for increasing a free transmission
capacity in 2015. At border points outside of the Eu-
ropean Union, namely at the exit point Budince, fixed
technical capacity was increased as of March 2015.
All requests for access to the transmission network
were attended without any restrictions and no physical
transmission network congestion was recorded.

Distribution network

SPP - distribUcia, a.s. owns and operates the distri-
bution network within the defined territory of the Slovak
Republic. The company is responsible for technically
safe and economically efficient distribution of the
natural gas secured by a network of high, medium
and low pressure gas mains.

The structure of the distribution network of SPP - dis-
triblcia, a.s.:
- a total length of the distribution network was
33,301 km as of December 31, 2015, of which:
- length of the high-pressure gas mains was
6,278 km,
- length of the medium-pressure and low-pres-
sure gas mains was 27,023 km.

The number of offtake points and the volume of the gas
distributed via the distribution network of SPP - distribicia, a.s.

2013 2014 2015
No. of the offtake points 1502898 1506260 1514646
Volume of gas distributed inm’ 5026 557 010 4 240 396 669 4 585 031787

In 2015, a number of gas customers connected
to the distribution network and the volume of distri-
buted gas grew by more than 8 thou. and 300 mil. m3,
respectively.
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[nvestments (in € mil.) 3 17 40

Compared to 2014, the volume of investments fo-
cused on reconstruction of gas facilities, mainly local
networks in order to increase their safety as well as
the reconstruction of control stations and business-
oriented innovations doubled.

In addition to the distribution network of SPP - Dis-
tribution, a. s, there are also local distribution net-
works ("LDN") present within the defined territory
of the Slovak Republic. Connected to the distribution
network of SPP - Distribution, a. s., their operators
distribute gas to customers in large corporate pre-
mises, industrial parks or residential premises.

In 2015, the Office reported 39 LDN operators that dis-
tributed gas via 43 LDNs. The quantity of gas supplied
to the LDNs totalled 9.7 mil. MWh, of which 0.5 mil. MWh
was used for production of heat for customers connec-
ted to LDN and 0.6 mil. M\Wh was used for production
of heat for own consumption of the LDN operators.
Two LDNs were supplied gas by different suppliers
than the LDN operator that acted only as a gas distri-
butor, whereas, apart from other suppliers, gas was
supplied to two LDNSs also by other suppliers.

Network balancing

SPP - distriblcia, a.s. is in charge of balancing the
distribution network in the territory of the Slovak Re-
public ensuring the stability and balance of the gas
distribution in case of a gas shortage or surplus in
the distribution network.

Physical balancing was provided for mainly by gas
extraction (to balance a shortage of gas in the distri-
bution network) and gas injection (to balance a surplus
of gas in the distribution network) via a contracted
gas container. For the purpose of physical balancing
of the distribution network, SPP - distriblcia, a.s.
uses the gas container located in Dolné Bojanovice
in the Czech Republic, which is connected to the Slo-
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vak gas industry network. No issues with the distribu-
tion network of SPP - distriblcia, a.s. due to a failure
in balancing the distribution network were reported
in 2015.

Distribution network congestion

SPP - Distribution, a. s., a distribution network operator,
avoided occurrence of congestion in the distribution
network by reviewing requests for access to it. Given
that the sum of all daily distribution capacities to the
aggregate distribution network entry point requested
from users of the distribution network was lower
than the technical capacity of the distribution network
at all times, no anti-congestion measures were required.

Underground gas containers
Underground gas containers represent one of tools
how to increase energetic safety of the Slovak Repub-
lic. The underground gas containers in the territory
of the Slovak Republic are operated by NAFTA, a.s.
and POZAGAS as.

The Office monitors the status and changes in the
stock of gas stored in the gas containers run by the
two storage operators. Information on the status,
volume of injected and extracted gas, utilization of
injection and extraction capacity is published on the
operators’ official websites in form of aggregate data
and processed on a daily basis.

Network tariffs and tariffs
for connection and access to LNG

eustream, a.s.,

transmission network operator

The price regulation of access to the transmission
network and gas transmission is performed by direct
determination of a comparable price by benchmarking
prices of gas transmission in the Slovak Republic with
those in other member states of the European Union.
The comparable prices of access to the transmission
network and gas transmission are set in the form
of tariffs that are proposed as entry-exit tariff sys-
tem. The tariffs are set for individual entry and exit
points to the transmission network and are valid for all
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users of the transmission network irrespective of gas
transit or gas transmission for domestic users of the
transmission network.
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In 2015, 55.8 bil. m3 of gas was transmitted, which is
a y-o-y increase of 9.3 bil. m3.

Pursuant to the Act on Regulation, price decisions is-
sued for the year 2014, remain valid for the years 2015
and 2016, unless amended by the Office. In 2015,
the Office implemented the provisions of the Com-
mission Regulation (EU) No. 984/2013 of October 14,
2013 establishing a Network Code on Capacity Allo-
cation Mechanisms in Gas Transmission Systems and
supplementing Regulation (EC) No 715/2009 of the
European Parliament and of the Council as of No-
vember 1, 2015 and Commission Regulation (EU)
No. 312/2014 of March 26, 2014 establishing a Net-
work Code on Gas Balancing of Transmission Networks
as of October 1, 2015 via an amendment to the price
decision and Operational Order.

Since the tension caused by failed negotiations on
the price of gas delivery between Russia and Ukraine
continued throughout 2015, the gas was imported
from the EU to Ukraine mainly via the entry/exit point
located on the Slovak-Ukrainian border in Budince,
which is operated by eustream, a.s.

In 2015, the EU exported 10.3 bil. m3 of gas to Ukraine,
a y-o-y increase by app. 5.3 bil. m3. On the contrary,
Ukraine imported 6.1 bil. m3 of gas from Russia in
2015, adecrease from the previous level of 14.5 bil. m3.
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The chart above implies that gas transmission via
the exit point in Budince was growing from the start
of the year, however, it dropped by three times be-
tween January and December 2015.

The price regulation covering connection to the trans-
mission network is defined as the maximum price
and is based on actually exerted economically eligible
costs required for documentation, technical and in-
stallation phase of the connection.

The Office did not issue any price decision on connec-
tion to the transmission network in 2015.

SPP - distribucia, a.s.,

distribution network operator

Price regulation for access to the distribution net-
work and gas distribution for a regulated entity with
more than 100,000 offtake points connected, i.e.
SPP - distriblcia, a.s., is performed by determining
the method of calculating the maximum price for ac-
cess to the distribution network and gas distribution
with the price cap methodology applied.

The price decision in which the Office set the maximum
prices for access to the distribution network and gas
distribution for SPP - distriblcia, a. s. for the year 2014
remained also valid for 2015. Tariffs for gas distribution
consist of several components and are set on a so-called
postage stamp principle, i.e. based on an annual volume



of gas distributed irrespective of the distance from
an offtake point to the source of gas.

The price regulation governs connection to the dis-
tribution network by determining the method of cal-
culating the maximum price based on estimated
economically eligible costs associated with the defi-
nition of conditions of connection, review of a request
for connection to the distribution network and installa-
tion of a measuring device, including a review of a report
on professional inspection and a test of gas offtake
facility. Prices are set separately for household and
non-household customers. The price decision of the
Office for 2014 remained valid for 2015.

Contracts on access to the distribution network and
gas distribution for a period from one to three years
and also short-term contracts for a period from one
to eleven months were concluded throughout 2015.

Local distribution network operators
A cost-based method of price regulation where a final
maximum price reflects eligible costs required for
network operation per a unit of gas, fair profit set by
the Office and a correction factor taking actual volu-
me of gas distributed as well as economically eligible
costs actually exerted for the defined previous regu-
latory year into consideration are applied to the price
regulation governing access to the distribution network
and gas distribution for a LDN operator with fewer than
100,000 offtake points connected.

In 2015, the Office issued one price decision on ac-
cess to the distribution network and gas distribution
to a newly-established LDN, one amendment to the
decision to the current LDN operator and four price
decisions on connection to LDN.

No LNG facility was operated in the territory of the Slo-
vak Republicin 2015.
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Underground gas container operators

Access to a gas container and gas storage is not sub-
” ject to any price regulation in the current regulatory
period.

Storage capacities of underground gas operators

] L™ Underground gas container operator Technical working volume Technical injected capacity Technical extracting capacity
(in mil.m'/year) (in mil.m’/day) (in mil.m'/day)
2014 2015 2014 2015 2014 2015
NAFTA as. 2501 2545 31,92 31,92 38,26 38,26
POZAGAS a.s. 655 655 6,85 6,85 6,8 6,8
Total 3 156 3200 38,77 38,77 451 451

Utilization of gas container capacity of NAFTA, a.s. in 2015 Utilization of gas container capacity of POZAGAS, a.s.in 2015
Gas container users (country of origin) Share Gas container users (country of origin) Share
Slovak Republic 58,81% France 51,43%
i (zech Republic 22,30% Germany 11,91%
England 7,50% Switzerland 11,58%
Germany 4,84% England 10,04%
L AT France 2,42% Slovak Republic 8,46%
Netherlands 1,18% Czech Republic 4.43%
Norway 1,81% Netherlands 2,15%
Switzerland 1,01% Total 100,00%

Denmark 0,07%
Total 100,00%

Natural gas extraction
87.56 mil. m3 of gas (946,798.95 MWh) were extracted
from the reservoirs of NAFTA, a.s. in 2015.



Cross-border cooperation

""Reverse Gas Flow to Ukraine’ project
In 2015, a pipeline interconnection and a gas measu-
rement station were constructed in the premises
of the compressor station in Velké Kapusany. eu-
stream, a. s. ensures the flow of natural gas to
Ukraine in the amount of 14.6 bil. m3 /year via the exit
point in Budince.

Slovak-Hungarian Gas
Interconnection’ project

OnJuly 1, 2015, the Slovak-Hungarian gas intercon-
nection was launched into commercial operation.
It provides a fixed annual gas transmission capacity
of 4.5 bil. m3 from Slovakia to Hungary and an inter-
ruptible annual gas transmission capacity of 1.8 bil. m3
in the opposite direction. This gas interconnection
connects high pressure transmission systems be-
tween Velké Zlievce in Slovakia and Vecsés munici-
pality on the outskirts of Budapest.

"Polish-Slovak Gas Interconnection”
project

Forming a part of the North-South gas corridor with
the total length of almost 170 km, Polish-Slovak gas
interconnection is a significant part of a transmission
gas pipeline chain that will connect Eastern Europe
from the Polish LNG terminal in Swinoujscie to the
planned Croatian LNG terminal on the island of Krk.
Environmental Impact Assessment, a part of which
was public consulting, was carried out throughout
2015. The gas pipeline is expected to be launched
into commercial operation in 2019.

"Eastring” planned project

The goal of a planned Eastring project is to build
a two-way gas pipeline that would connect the exis-
ting infrastructure in the territory of the Slovak
Republic in Velké KapuSany with a so-called Trans-
Balkan pipeline, which connects Ukraine, Romania,
Bulgaria and Turkey.

Transmission capacity
The annual capacity of the transmission network *
reaches 90 bil. m3 of natural gas, of which the gas trans-
mission for the Slovak market represents 3.6 bil. m3.
The international transmission of natural gas exceeds
93% of the total natural gas transmission. The total gas
transmission at all entry points to the transmission
network amounted to 56.6 bil. m3, while gas trans-
mission at all exit points from the transmission network
stood at 55.8 bil. m3 in 2015.

Development in transmission capacity market

Indicator/Year 2013 2014 2015
No of requests for access to transmission network J8iew"557 596
No of requests for connection to transmission network 0 1 0
No of signed contracts on connection to trans. network 0 0 0
No of signed contracts on natural gas transmission 485 486 561
with fixed transmission capacity

0f which: long-term 4 2 8
annual )
short-term 459 442 530

No of signed contracts on natural gas transmission 7 ==
with interruptible transmission capacity

Of which: long-term 0 2 2
annual 0 H] 0
short-term 7)WL

No of signed contracts on natural gas transmission 0 W= =[]
with combined transmission capacity

Of which: long-term 0 0 0
annual 0 0 3
short-term 0 0 7

No. of users of transmission network 2115

In 2015, one request for access to the transmission
network was declined due to a shortage of both fixed
and interruptible transmission capacities.

With the volume of gas transmitted via the exit point
in Budince tripled compared to 2014, Ukraine has
become the second largest foreign user of the trans-
mission network.

| -




snire of transmission network users from individual
I!,rp ean countries in volume of transmitted gas

| in€/MWh  jan feb mar apr mayjune july augsept oct nov dec
Users of transmission network in the domestic market (%)~ (%) (%)

(transmlssmn to a domestic point of trans. network) 2 |
1ova|IRepun1' 950 910 652 2

i Transit users of transmission network 22
 Russ 66,65 6978 66,03 n AR A,

vl b g1 1060 910 18
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| 003 000 0t
= 000 059 146
000 001 030
— 000 574 14,22 Retail market
100,00 100,00 100,00 In 2015, 29 active gas suppliers were conducting

business in the Slovak market, which is a y-0-y in-
crease of four.

20,22%

RWE Gas Slovensko, s.r.0. 4,42% - ELGAS, S1.0.

3,76% - ZSE Energia, a.s.
3,66% - CEZ Slovensko, s.r..
1,98% - GasTrading, s.r.o.
1,93% - VEMEX ENERGO s.r.0.
6,89% - others

OTHERS

Compared to 2014, the position of gas suppliers to
end customers did not change significantly in 2015.
A change in shares of individual suppliers occurred
with the share of the largest gas suppliers slightly
decreased in favour of other suppliers.
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The position of the key gas suppliers to industrial
customers excl. small businesses that are subject
to the price regulation in 2015:

Suppliers of gas to industrial customers
excl. small businesses in 2015

‘ . 6,21% - ELGAS, s.r.0.
22,53% ]

3,72% - CEZ Slovensko, Sr.0.
2,84% - ZSE Energia, a.s.
2,18% - GasTrading, s.r.0.
OTHERS 2,71% - VEMEX ENERGO s.r.0.
2,13% - MET Slovakia, a.s.
1,49% - VNG Slovakia, spol. s r.0.
3,78% - others

RWE Gas Slovensko, s.r.o

Compared to 2014, the position of the top three
suppliers of gas to industrial customers did not con-
siderably change in 2015.

In 2015, the Office performed the price regulation
of gas supplies to vulnerable gas customers — house-
holds, small businesses and the last resort.

Approval of business terms and conditions of gas
suppliers that provide universal service serves to
protect vulnerable customers. The business terms
and conditions are based on model business terms
and conditions produced and published by the Office
on its official website, form a part of contracts on gas
supply and govern the rights and obligations of a gas
supplier in detail.

The Office publishes a list of gas suppliers providing
the universal service on its official website to assist
a household gas customer in selecting a gas sup-
plier. The price calculator comparing prices of gas
supply charged by individual gas suppliers is also
a useful tool for gas customers considering switching
their gas supplier.

Gas supply to households

The price cap method is applied to calculation of the
maximum prices for gas supplies to households.
Other gas suppliers acting in the Slovak gas market
also used the maximum prices for gas supplies set
for SPP a.s. and requested that the Office issue a price
decision for household customers.

In 2015, 15 suppliers were supplying gas to house-
hold customers. The Office publishes a list of them
on its website.

Suppliers of gas to households in 2015

6,33% - ZSE Energia, a.s.
4,02% - SLOVAKIA ENERGY, S.1.0.
3,19% - CEZ Slovensko, s.r.o.
0,90% - Energie 2, a.s.
0,31% - Stredoslovenskd
energetika a.s.
0,13% - UTYLIS s.1. 0.
0,08% - MAGNA ENERGIA, a.5.
0,02% - RIGHT POWER ENERGY,s.r.0.
0,01% - ELGAS, s.r.0.
0,002% - VEMEX ENERGO s.r.0.
0,0007% - LAMA energy a. s. - organizacnd ziozka
0,0007% - Europe Easy Energy Slovensko a.s.
0,0005% - A.En. Gas a.s.

14,18%

RWE Gas Slovensko, s.r.o

OTHERS

The market share of the largest supplier of gas
to households decreased slightly. However, shares
of other key gas suppliers did not change signifi-
cantly compared to 2014.

A number of suppliers of gas to households that are
subject to the price regulation in terms of a number
of customers:

Customers Suppliers
up to 25000 10
25000 - 150 000

150000 - 1,000 000

over 1000000




A number of suppliers of gas to households that are
subject to the price regulation in terms of the volume
of gas supplied:

up to 100 000

100 000 - 200 000
200000 - 2 000 000
2000 000 - 2 500 000
2500000 - 9500 000
over 9,500 000

—_ O — w oo N

There are significant differences among gas suppliers
in terms of a number of customers and volume of gas
supplied. It can be concluded that the price of gas
supplied to households by new gas suppliers is not
sufficient to motivate the household customers to
switch a gas supplier.

The maximum price for gas supplies to vulnerable
customers that the Office determined for gas sup-
pliers in form of price decisions for the year 2014 re-
main valid for the years 2015 and 2016. Although
these maximum prices allow gas supplier to respond
to its portfolio of purchased natural gas and reduce
its amount, no gas supplier initiated it in 2015.

D1 1,76 1,76 1,76 1,76
D2 415 415 415 415
03 6,46 6,46 6,46 6,46

Effective from January 1, 2015, the Office amended
its price decision on gas supplies to households for
SPP a.s. The amendment related to a change in pur-
chase price of gas for SPP a.s. as a result of signing
an addendum to the gas supply contract with Gaz-
prom export LLC as well as changes in the value of
the average daily prices published by EEX (European
Energy Exchange), product NCG Natural Gas Year
Futures, which has 30% weight on the purchase
price of gas for SPP a.s. In its updated decision, the
Office determined the maximum prices for gas sup-
plies to vulnerable customers such as household
customers and the conditions of their application for
SPP as.

Compared to 2014, the maximum average price for
gas supplies for SPP a.s. for the years 2015 and
2016 decreased by 1.14%. As mentioned above, the
development of prices on the international market
with natural gas indicated to falling gas prices. For
this reason, the Office amended its price decision on
the maximum prices on gas supplied to vulnerable
customers represented by households and condi-
tions of their application again in July 2015. Effective
from September 1, 2015, the Office amended the
relevant price decision for SPP. a.s. and, as a result,
the maximum average price of gas supplied to SPP.
a.s. decreased by 3.91% y-o-v.

0,0539 0,0538 0,0533 0,0516
0,0402 0,0401 0,0396 0,0379
0,0386 0,0385 0,0380 0,0363
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Development of the average final prices
of gas supply to households (excl. VAT)

in€fkwh 0 0,0500 0,1000

D1
(up to 2 100 kWh)

D2
(2100
to 17935 kWh)

03
(17935
to 68 575 KiWh)
Izma Izm4 Iuntil Ifrom 2018
31.8.2015 1 1.9.2015 1 (expect)

Structure of the average price of gas
supplied to households in 2015 (excl. VAT)

34,39%

Distribution

2,79% - Transmission & fair profit
2,83% - Transmission

39,99%

Comodity

-90-

69,47%

Slovensky plyndrensky
priemysel, a.s.




SPP a.s. acts as the last resort supplier pursuant to
the decision of the Office. In 2014, the Office issued
a price decision on the maximum prices for the last
resort gas supplier valid for the years 2014 — 2016,
in which it set the maximum prices of gas supplies
for all customers, i.e. both household and non-house-
hold ones.

The last resort supplier notified the Office of 40 cases
of last resort supplies in 2015. The last resort supply
occurred in cases of elapsed time for submission of
an application for gas supplier switching, retraction
of a request by a new gas supplier, whereas no al-
ternative gas supplier was readily available to a gas
customer.

Gas supply to other gas customers
With the exception of the vulnerable customers de-
fined in the Act on Regulation, gas supplies to other
customers are not subject to the price regulation.
It means that individual suppliers tend to approach
individual gas customers with marketing offers and
usually conclude a contract on gas supply for a period
of one year. Apart from the last resort gas supplies,
the Office also cooperates with the Ministry of Economy
of the Slovak Republic in making decisions on a me-
thod of providing standard security of gas supplies
pursuant to the Act on Power Industry. The objective
is to secure gas supplies to protected gas customers
in a period from November 1 to March 31 within the
scope defined in the Regulation of the European
Parliament and the Council No. 994/2010.

Market monitoring

The level of liberalization of the gas market in the Eu-
ropean Union is measured by a switching coefficient
that is the ratio of offtake paints that changed a gas
supplier in a given year and a total number of all off-
take points.

With fewer customers changing their gas supplier,
switching has continued to decrease. In terms of per-
centage change (the ratio of a number of switched
customers to the total number of customers), large
customers switched their gas supplier most often,
whereas households changed their gas supplier
least often. The declining switching primarily owes
to largely saturated gas market. The reasons include
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vulnerable customers who lack motivation to switch
a gas supplier as well as prevailing long-term contracts
fixed for a minimum period of two years.

Development of switching by customer category

Customer category No. of switched offtake points
2012 2013 2014 2015

Large customer 144 204 174 130
Medium customer 383 480 480 318
Small customer 9415 5676 5877 3967
Household 131385 88028 58081 45827
Total 137327 94388 64612 50242
Switching
in% 0 10 20 30
\\\\‘\\\\\\\\‘\II\\\\\\\\\
17,08%
12,81%
2012
26,91%
16,61%
2013
16,44%
2014
18,06%
11,14%
2015
\

Large Medium Small Households
customers customers customers
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Decisions issued by the Department of Gas Industry Regulation in 2015

—y
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1. Decisions on price regulation issued in 2015 for the remainder of the regulatory period
of wich:  Gas supply to households

Gas supply to households (amended decision)

Gas supply to small businesses

Gas supply to small businesses (amended decision)

Access to the distribution network and gas distribution

Access to the distribution network and gas distribution (amended decision)

Connection to the distribution network

Access to the transmission network and gas transmission (amended decision)

— = PO — NN N —

Il. Decisions on Operational Codes 6
of wich:  Operational Code of PPS, eustream, a.s. (amended decision) 2
Operational Code of PPZP, NAFTA, a.s. (amended decision) 1
Operational Codes of LDN operators 3
I1l. Decisions on approval of business terms and conditions 10
of wich:  Business terms and conditions of providing universal service of gas supply to household customers 2
Business terms and conditions of providing universal service of gas supply to household customers (amended decision) 5
Business terms and conditions of providing universal service of gas supply to small businesses 3
IV. Terminated price proceedings 3
V. Decisions for entities that are part of a vertically integrated business 20
of wich:  Prior consent pursuant to the Article 13 Section 1 Letter i) of Item 5 of the Act No. 250/2012 Coll. 13
Approval of commercial and financial contracts pursuant to the Article 13 Section 2 Letter g) of the Act No. 250/2012 Coll. 7
VI. Decisions of the Office arising out of regulations of the European Parliament and of the Council 1
Decisions of the Office arising out of regulations of the European Parliament and of the Council pursuant to the Article 46 Section 4 1
in connection with the Article 27 Section 2 of the Commission Regulation No. 312/2014 as of March 26, 2014
VII. Suspended price proceedings 4
of wich:  Price regulation 2
Material regulation 2

VIII. Letters, e-mails, opinions 39
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- " Fuel consumption in heat production —
3 Shares in heat supply In 2015, the share of types of fuel used in heat pro-
[ duction remained largely unchanged compared to
6% Bratisiavska teplarenskd, $..0. the previous year. The most frequently used types
| 5/EULT-egilﬁrqgillél(?:;;?gfeahgka’ - include natural gas (55%) and biomass (27%). App.
3% - Veoliaas. e 110 biogas power plants, of which 36 produce heat
0 2% - Trnavskd teplérenské, 2. in addition to electricity, were built in Slovakia over
[] 2% - Martinskd tepldrenskd, a.s. the past two years. A share of heat generated from
2% - Spravbytkomfort, a.s. PreSov biogas is 2% of total heat supplied.
. others 18 - Teplo GGE - . S
. . 1% - STEFE, a.s., Banska Bystrica
1% - Zvolenska tepldrenskd, a.s. Development in consumption of individual types of fuel
used in heat production
- Natural  Biomass Coal Biogas Heat
¥ ear  gas (GWh) (thou.t) (thou.t)  (GWh) supply (GWh)
012 9919 1705 | 738, - 15734
- : N o , , , , , |
Heat production via combined heat and electricity production in 2015 2013 I 9136 | 1098 | 676 | 80 | 15041 |
014 | 9146 | 1699 | 608 177 | 14534
- 005 , 9218 , 1729 , 578, 333, 13984
I I I I I 1
independent
53’70/[] heat production
combined heat indivi H R
. and slecricty 46 3% Shares of individual types of fuel in heat delivered
production )
GWh 0 5000 10000 15000 -
I I I I I I I I I I I I I
2012 55,6%
~ | Anumber of heat suppliers by fuel used 203 93,5%
Fuel used No. of suppliers 2014 55,3%
2014 2015
N.atural gas I 264 I 210 I 2015 55, 0%
Biomass , 4 : 7% : |
I I 1
Coal | 15 | 19 | natural gas Ihiomass Icoal Ibiogas Iother
Biogas | 14 | 31 ,
Geothermal energy R
Heat pump : 3 : 3 :
Solar energy : 2 : 2 :
| I 1
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Price regulation

The price regulation of thermal energy was gover-
ned by the Decree No. 222/2013 Coll. ("Decree No.
222/2013 Coll.") establishing the price regulation in
thermal energy industry until June 30, 2015. Effective
from July 1, 2015, the Decree No. 190/2014 Coll.
amending the Decree No. 222/2013 Coll. was applied.
The prices were regulated by the application of a method
of calculating the maximum heat price, which is based
on the calcu-lation of economically eligible costs and
afair profit as defined in the relevant Decree. The amend-
ments to the Decree No. 222/2013 Coll. were of a formal
nature and did not considerably modify the principles
of the price regulation in 2015 compared to the pre-
vious year. However, values of correction coefficients
applied to calculation of the maximum fuel prices for
the purpose of calculating eligible fuel costs, which
the Office annually publishes on its official website
until July 31 for the following year, were modified.

For the year 2015, the correction coefficients of natural
gas and wood chips were modified. With regard to fa-
vourable development of natural gas prices on the global
market, the correction coefficient for calculating the
maximum price of natural gas decreased by 5% y-o-y.
At the same time, the value of the correction coeffi-
cient for wood chip dropped by 26% y-o-y in order
to harmonize the maximum allowed price per unit
of energy content of wood chip in approved heat
prices with a price available on the Slovak market
and align it with the price, which forms a part of fixed
price of electricity produced from wood chip via
combined electricity and heat production.

Price monitoring

Pursuant to the Act on Regulation, the price decisions
issued for the year 2014 remain valid also for the
years 2015 and 2016, unless amended by the Office.
A regulated entity may submit a proposal to change
the price, if any events defined in the Act on Regula-
tion occur. As of January 1, 2015, the Office appro-
ved 182 proposals for a change in the price of heat
containing 475 prices. In the course of 2015, the Office
approved additional 56 price proposals with 70 prices.
QOut of 238 decisions issued in total, 197 decisions
related to a change in price and 41 decisions were
issued for new suppliers of heat or new locations.
To eliminate any shortcomings in the price propos-
als, nine price proceedings were suspended and
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another nine price proceedings were terminated
due to their insubstantiality.

A number of issued price decisions

Total No. of  No. of amended No. of approved
Year price decisions  price decisions prices

2013 357 15 690
2014 345 23 799
2015 238 197 542
Effective from 54 81
January 1, 2016

The average variable component of the maximum heat
price in 2015 reached €0.0482 per kWh. A decline
in this component of the heat price by 3% owes to
the favourable price of natural gas. With the current

price of natural gas sustained on the global market,
a significant decrease in the variable component of
the price of heat produced from natural gas will be
reflected in the prices set for the year 2017, which
is the first year of the regulatory period 2017 — 2021
and all regulated entities are obliged to propose new
prices to the Office for approval.

In 2015, 197 heat suppliers representing 62% of all
suppliers requested a price amendment. In 133 cases,
the price of variable component was decreased. Other
suppliers applied the prices setin 2014. However, some
suppliers opted for lowering their maximal price of heat
in line with lower costs of natural gas throughout 2015
without changing the price decision as defined by
the law. The heat suppliers, which neither updated their
price nor did they request its change, must invoice
the actual costs of fuel as part of obligatory annual
settlement after the end of the regulatory year. Eco-
nomically eligible costs of fuel are documented by
invoices issued for the purchase of fuel and the unit
price of fuel must not exceed the limit set by the De-
cree No. 222/2013 Coll. The actual variable component
of the heat price following the settlement of costs
for 2015 and especially for 2016 will be significantly
lower owing to the favourable price of natural gas.

Factual changes compared to the facts originally used
for approval of heat prices for 2014 represented the
main reason for submitting a proposal for a change
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in the fixed component in 2015. The average fixed com-
ponent of the heat price in 2015 reached €174.59/kW,
which is 0.9 % y-o0-y increase. The method of regulation
applied to this regulatory period allows for an annual
increase in fixed costs only as a result of new invest-
ments in production efficiency, heat distribution and
construction of thermal facilities using renewable
energy sources. 22 suppliers that were planning to
invest €88.8 mil. in thermal facilities used this option.
In this case economically eligible costs of the new invest-
ments were included in heat prices. The volume of fixed
costs of other suppliers did not exceed the level of 2014.
A decrease in the regulatory input, which is based

Purpose Amount of planned act. for 2015 in € thou.

on actual heat supply over the calendar year preceding
the submission of a proposal, had a negative impact
on the fixed component of heat prices approved in
2015. In several cases, the price was amended due
to approval of a heat price for heat suppliers launching
business in a new location.

In 2015, the average fixed component of the heat
price increased by almost 1% y-o-y. With the variable
component down by 3%, the final price of heat fell
by 1.5% as a result.

2013 2014

2015 Average price
asof1.1.2016

In the fourth quarter of 2015, 57 proposals for amend-
ment to the decision based on which the Office appro-
ved the prices for production, distribution and supply
of heat from January 1, 2016 to December 31, 2016,
were submitted to the Office. The proposals were
made for the similar reason to the previous year. The
impact of the changes approved as of January 1, 2016
on the average amount of variable and fixed price
components decreased a final price of heat by 0.5%
compared to 2015.

167,31 0,0513
172,99 0,0497

17459 | 0,0482
17554 |

0,0476

For statistical evaluation of costs of heat development,
a monitored sample of selected 900 residential buil-
dings with 40,000 apartments around Slovakia in
2012 - 2014 was updated in 2015.

2012 2013 2014 2015

Stable prices of heat in the reporting period and de-

creasing heat supplies led to a 22% decrease in costs
of heat per apartment between 2012 and 2015.
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Potable and waste water

In 2015, there were no significant changes in the price
regulation of water management. One of the main
objectives of the regulatory policy was achieved in
2014 when potable water supply via the public water
supply system and waste water collection via the
public sewage system became regulated activities
in small municipalities. Since the approved prices re-
main valid for the year 2016 as well, only a few amend-
ments to price decisions were made in 2015.

41 new regulated entities including small municipalities
and small businesses managing public water systems
and public sewage systems were established in 2015.
640 regulated entities, of which 14 are water compa-
nies, were registered in total as of December 31,
2015. The new regulated entities were primarily
founded following the completion and launch of new
public water supply systems in small municipalities
and also parts of towns connected to the already exis-

ting public water supply system or public sewage
system operated by a water management company.

A new regulated entity, which uses the public water
or public sewage system of category | or Il to perform
a regulated activity, submitted a price proposal to
the Office in accordance with the generally binding
regulation. In price proceedings, the Office approved
or set a price by issuing a price decision. If the new
regulated entity is a municipality, which owns the pub-
lic water supply and public sewage system of catego-
ry lll, it announced the price calculated in a manner
and to an extent defined in the generally binding
regulation. The Office issued confirmation of the price
to the regulated entity in form of a notification.

In compliance with the applicable price regulation,
a regulated entity was only allowed to request an
amendment to a price decision or, in case of an is-
sued price confirmation, notify of an amendment
to a price valid until the end of the regulatory period
of 2012 - 2016.
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An overview of decisions issued

2013 2014 2015

Price decisions .19 140 10
Amended price decisions : 6 8 9
Confirmed prices : X
Decisions on excluding reg. activities from regulation : 103
Decisions on terminated price proceedings : 16
I
|
I
|
I
|
I

Decisions on suspended price proceedings 18
Decisions on cancelled price proceedings 0
Total 334

Price monitoring

Approved prices of water for a three-year period
of 2014 - 2016 contributed to their stabilization and
completion of another objective of the regulation
policy. The water companies supply potable water to
as many as 95% of all supplied residents. In 2015,
the Office continued to apply the Decree No.
195/2013 Coll. defining the price regulation in the
area of production, distribution and supply of potable
water via the public water supply system and collection
and treatment of waste water via the public sewage
system in the wording of the Decree No. 188/2014 Coll.
to setting the prices and amending the price deci-
sions.

In compliance with the applicable law, a regulated
entity may propose an amendment to a price decision
only due to a significant change in economic parame-
ters affecting economically eligible costs used as the
basis for determination of the price of a regulated
activity and justify such change with relevant data
and analysis of economic indicators.

A price cap method, in which set maximum price shall
be adjusted also in case of inclusion of new water
supply assets by the amount of regulatory deprecia-
tion, but also according to the actual use of designed
capacity of water supply assets to perform regulated
activities, is applied in this regulatory period.
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In the first half of 2015, five proposals for amendment
to a price decision were submitted, of which two were
submitted by water companies. After reviewing the
supporting documents, the Office dismissed one of
the proposals. Based on a demonstrated need and
justification of higher eligible costs, the Office amen-
ded two prices for waste water collection and treat-
ment by public sewage system effective from July 1,
2015. Two proposals for the amendment were submit-
ted because the regulated entity stopped performing
regulated activities in a municipality.

In addition to the amendments to the price decisions,

the Office issued 10 price decisions and 28 price
w_ confirmations, in which it set 52 maximum prices of
5 _ - water to the new regulated entities throughout 2015.

e
- 3 None of the water companies requested any amend-
ment to a price decision for 2016.

ol
= = In 2015, the average prices of waste water collection
sat=4 and treatment rose only by 0.3% to €1.9986/m3 excl.
e B VAT in Slovakia.
‘_'»-

Development of the average price for potable water production
and development and waste water treatment and collection (excl. VAT)

€/m’
120

X

WA
\

1,00 —

0,80

0,60

\

2012 2013 2014 2015

I potable water I waste water

ey,
L N2

The Office issued 10 new price decisions on 13 prices
of water, of which four were amended to smaller water
companies that supply potable water or collect and
treat waste water mainly in small municipalities and
smaller suburban areas.
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In 2015, the Office issued 28 new confirmations on
32 prices of water to small municipalities that own
and operate the public water supply or sewage sys- =
tems of category lll (for app. 2,000 residents). In 2015, :
the municipalities did not request any amendment =

to prices valid until the end of 2016.

Neither the average price for production and supply

of potable water nor the average price for waste water
collection excl. VAT changed for these small regula-
ted entities in 2015. Unlike the prices of water com-
panies that charge more for waste water collection than
potable water distribution, which is a result of construc-
tion of new public sewage systems and waste water
treatment plants for small municipalities up to 2,000
equivalent residents by 2015 in compliance with the
commitment of Slovakia made to the European Union.

Development of prices of small regulated entities
(small municipalities) (excl. VAT)
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Supply and collection
With the exception of 2012, the supply of potable water
by water companies was continually declining by 1 — 2%
y-0-y until 2015 and reached 189,514 thou. m3, which
represents a 17 % decrease. This unfavourable trend
continued despite the construction of new public
water supply systems. At the same time, the volume
of waste water collected via public sewage systems
was declining, albeit only by 6%. This lower decrease
owed to the construction of new public sewage sys-
tems in small municipalities and connection of new



producers. Water companies justified such long-term
decrease by further savings of residential customers
or substituting of potable water from public water sys-
tem with water from customers’ own sources despite
the fact that the price of potable water remained stable
for several years. Similarly, large corporate customers
were also more saving-oriented.

Development of potable water supply and waste water collection
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Investments

The current investments made in the water manage-
ment are primarily related to fulfilment of the obliga-
tions in the area of waste water treatment. All
municipalities with more than 2,000 equivalent resi-
dents must have the sewage system built and waste
water treated, which is significantly subsidized from
the EU funds. This resulted in a considerable increase
in asset value in waste water collection and treatment.
Potable water supply infrastructure is being expanded
in the regions with missing public water supply sys-
tems by small municipalities and water companies.

Based on the data from water companies for the year
2015, the subsidies from the European Union and the
state budget covering capital investments to potable
water supply increased only marginally y-o-y, while the
share of the investments on total assets reached 13%.
In waste water collection and treatment, the share of
the investments on total assets grew by 7% y-o-y. Nev-
ertheless, their share of total assets was much larger
than in the potable water area and reached 34%.

Total assets of water companies at cost value and the
value of assets funded from the subsidies in the years
2012 -.2015:

Development of total assets and subsidies - public water systems
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Development of total assets and subsidies - public sewage
systems and waste water treatment plants
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Utilization of water assets capacity
Based on the data on total designed capacity and actual
use of the capacity of water assets operated by water |
companies, the average utilization of public water
supply systems reached 92% in 2015 and has remai-
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ned stable for several years now. The below average
capacity utilization is reported only by 3 water com-
panies.

Utilization of sewage treatment plants remained low
and unchanged at 74% in 2015. The below average
utilization of the capacities is reported by as many as
half of the water companies. The overall lower utilization
in this area owes to the fact that designed capacities
of waste water treatment plants must have some ad-
ditional available capacity left for further treatment of
waste water collected from newly-built public sewage
systems. Finally, the low utilization of the capacity of
the new public sewage systems only at 20 — 30% is
caused by insufficient number of new producers con-
necting to them despite the legal obligation to do so.

Development of indicators for regulated activities in water companies

Potable water 2012 2013 2014 2015 change %
15,14
195625 * 199635 " 4010° 2

Revenues from regulated 197241 196 407
activities in € thou. | | | | | L
Higible costsin€thou. 1971017 ' 194340 ' 194187 ' 192169 '-2018'-1'
ofwhichcostsofwater 30724 28368 29698 29552 -146 O
management assets repairin € thou. | | | | |
Water menag. assetsin € thou. 1500 133, 1558 373 1637 567, 1646853 9285 1
from subsidiesin€ thou. | 186311 | 198880 | 214611 | 215402 , 792 | 0
I

|

Volume of waterinm'thou, , 196,560 | 191439 | 189514 | 191524 , 2009, 1
Watermanagementassets ' 92% © 92% ' 92% ' 92% ' 0 'O

capacity utilization i i | | | |
I I I I I I

Waste water 202 2013 2014 2015 change %

'15/14

Revenues from regulated 175988 * 182104 * 182522 " 186975 " 4454 2

activities in € thou. \ \ . . e

Bighlecostsin€thou. | 175691 | 178354 182691 | 186112 3421 2,
1 1 1

ofwhich costsof water 16728 ' 17395 ' 17045 ' 16626 ' 419 '-2'
management assets repairin € thou. | | | | |
Water menag, assets in€ thou. 1791539 | 1898967 | 2052742, 2201449 48707 7
flomsubsidiesin€ thou. | 528670 | 605217 | 683282 , 739291 51009, 7
Volurne of waterinm’thou. , 197306 , 195022 , 193790 , 196019 , 2229, 1
Water managementassets  73% ' 78% | 4% ' 74% ' 0 'D

capacity utilization : | I I I -

-106-

Surface water utilization
In compliance with the applicable law, the price regu-
lation is applied to collection of surface water and
energy water from watercourse and utilization of hyd-
ropower potential of watercourse.

Slovensky vodohospodarsky podnik, $.p., Banska
Stiavnica, a management company of water flows
appointed by the government, is a regulated entity
acting as a monopoly that performs the regulated
activities in this area in the Slovak Republic.

Currently, the method of price regulation is defined
as calculation of a fixed price for regulated activities,
which shall remain valid until the end of the regula-
tory period unless amended by a relevant price de-
cision issued by the Office. The regulated entity may
only request a price amendment due to a significant
change in economic parameters affecting economi-
cally eligible costs, which served as the basis for the
original price determination and justify such request
with due analysis.

As no regulated entity requested any amendment to
a price decision and, similarly, the Office did not
amend any price decision in 2015, the fixed prices
set for the year 2014 remained in effect. All prices
in this area have remained stable for several years now.

The price of surface water collected from a water-
course has remained intact for four consecutive
years. The fixed prices set for individual groups of
hydropower potential users based on the installed
output of hydroelectric power station, stemming
from the same average price for utilization of the hyd-
ropower potential of the watercourse as in 2013,
were unchanged, too. Finally, the price for energetic
water collected from the watercourse matched the
level of 2013.

Prices for use of surface water in EUR (excl. VAT)

2013 2014 2015 2016*

Price for collection of surface water perm’, 0,122 , 0,122 , 0,01122, 0,122
Average price for hydropower I15,7552 ' 15,7552 ' 15,7552I 15,7552 '
potential utilization per 1 MWh

01659 01659 01659

| | | |
Price for energetic water col. in thou. m’ : 0,1659 : : :
T T T 1

* Est.
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INDUSTRIES ACTIVITIES

Regulation Pursuant to the Standars
of Quality and Analytical Activities

Standards of quality

The objective of the regulatory policy of the Office is
to foster the market principles in network industries
with an emphasis put on protection of a customer
and eligible interests of reqgulated entities. The prefe-
rence is given to the use of incentive regulatory
methods and monitoring and sanctioning of any failure
to comply with the standards of quality as a new method
of regulation.

A number of delivered reviews and recorded events
in the electricity industry

Electricity industry Electricity Electricity Electricity

trans. distrib. supply
No. of reviews delivered 1 136 170
No. of events recorded 17 7531524 222848
No. of events recorded with 0 17697 412
aviolation of the standards of quality
Ashare of events with a violation of the stan- 0% 0,23% 0,18%
dards of quality on events recorded in total

A number of delivered reviews and recorded events
in the gas industry

Gas industry Gas Gas Gas Gas
storage trans. distrib. supply

No. of reviews delivered 2 1 43 70
No. of events recorded 851 163 42389 141953
No. of events recorded with 0 0 2 472
aviolation of the standards of quality

Ashare of events with aviolation of the stan- 0% 0% 0,005% 0,33%
dards of quality on events recorded in total

A number of delivered reviews and recorded events
in the thermal energy industry

Thermal energy industry Heat

supply
No. of reviews delivered N
No. of events recorded 79338
No. of events recorded with a violation of the standards of quality 187
A share of events with a violation of the standards of quality 0,24%
on events recorded in total

A number of delivered reviews and recorded events
in the water management industry

Potable water Waste water
supply collection

No. of reviews delivered 69 62
No. of events recorded 67284 38 986
No. of events recorded with a violation 729 221
of the standards of quality

A share of events with a violation of the stan- 1,08% 0,58
dards of quality on events recorded in total

Water industry

An overview of compensations paid out in 2015

Regulated activity EUR
Transmission 0
Distribution 20407511
Supply 9741,40

Electricity industry

Gas industry Storage
Transmission
Distribution
Supply

Thermal energy Supply
Water management Potable water supply
Waste water collection

In 2015, suppliers were paid out €242,548.06 in
total.




REGULATORY OFFICE FOR NETWORK INDUSTRIES
ANNUAL REPORT 2015

Compliance
with the Article 29 Sections 2, 3, 4
and 5 of the Act No. 250/2012 Coll.

For purpose of creating equal market conditions,
the Office monitors activities of network operators
" and networks to prevent them from benefiting from
a vertical integration. A regulated entity engaged
in regulated activities in the electricity and gas
' industry, which is a part of a vertically integrated
undertaking, shall submit to the Office a service level
agreement or its amendment for approval. In 2015,
29 service level agreements were submitted to the
Office for approval, of which 28 were approved and
1 dismissed.

Pursuant to the Article 29 Section 3 of the Act No.
250/2012 Coll, the Office recorded 44 2 public tenders
announced by 18 regulated entities throughout 2015,
of which 330 public tenders were completed.

In addition, the Office was notified of 875 delivered

contracts in excess of €300,000 by 113 regulated
entities in 2015.
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9. Violation of the Article 17 of the Act No.
251/2012 Coll. — non-compliance with the legal
regulation on protection of electricity or gas cus-
tomer. 21 findings were identified in:

- electricity industry 15
- gas industry 6

10. Violation of the Article 31 Section 2 Letter h) of
the Act No. 251/2012 Coll. — a failure to enter into
an agreement on connection to the distribution
network. 2 findings were identified in:

- electricity industry 2

11. Violation of the Article 31 Section 2 Letter ab),
Article 34 Section 2 Letter p) of the Act No.
251/2012 Coll. — non-recording of complaints
or non-submission of related data. 10 findings
were identified in:

- electricity industry 10

12. Violation of the Article 32 Section 3 Letter b)
of the Act No. 251/2012 Coll. — non-separation
of operation of the distribution network form other
activities. 6 findings were identified in:

- electricity industry 6

Remedial measures
To eliminate and remedy all shortcomings identified
in the inspections, the Office imposed 109 measures
in total, of which in:

- electricity industry

- gas industry

- thermal energy industry
- water industry

47 measures,
15 measures,
42 measures,
5 measures.

In the remedial measures, the Office requested that
the regulated entities refund electricity and heat cus-
tomers with a difference between the applied price
and the price that should have been applied pur-
suant to the applicable law
in the total amount of
of which to:
- electricity customers
- heat customers
of which to:
- a variable component
of the maximum price
- a fixed component
of the maximum price

€4,396,864.34,

€554.60,
€4,396,309.73,

€4,372,673.07,
€23,636.66.

T2

Penalties for violation of the law
imposed in the first instance

of the administrative proceedings
Pursuant to the Article 5 of the Act No. 71/1967 Coll.
on the Administrative Proceedings, the Office as the
designated competent administrative authority shall
decide violations of the obligations arising out of the
Act on Regulation and special regulations in the first
instance administrative proceedings. Pursuant to
the Article 9 Section 1 Letter ¢) Item 3 of the Act No.
250/2014 Coll,, the Office decided on imposing a pe-
nalty for administrative torts committed by violation
of the obligations specified in the Act on Regulation
and the Act on Energy. The penalties were imposed
for non-performance of the obligations identified either
in form of an on-site inspection carried out in a regu-
lated entity or for violation of the obligations that the
Office learned when performing its activities.

An overview of performed inspections in regulated entities,
imposed penalties and remedial measures

201

2012

2013

2015

inspections demsmnsnnpenaltles Iremedial
performed imposed UEENTIEN

Out of 469 decisions on imposing a penalty issued
in the first instance administrative proceedings, 56
were appealed by the entities to the second instance
administrative proceedings.




T

Administrative proceedings in 2015 Decisions
Issued Effective
Penalty (€) No. Penalty (€)
I. INSPECTIONS IN REGULATED ENTITIES L9 m3as00 106 53155000
- Nor-performence of oblgations against PPS LR BW00 R, BWON
- Provision of false information |13, 2070000 5 . 850000
- Non-provision of cooperation 23 080000 2, 1950000
Il INSPECTIONS - Non-performance of information duty against the Office L0 | 570000 7B 4690000 |
IN THE OFFICE - Non-submission of actual costs (neat) (water) 132, 6645000, 100 | 5025000
- Non-performance of reg. activity in compliance with an effective decision or confirmation : 1 : 500,00 : 1 : 500,00 :
- Non-compliance with price reg. pursuant to the generally binding reg. issued by the Office : 9 : 3000,00 : 5 : 3500,00 :
- Performance of reg. activity without confirm. of registration or notification of a change : 4 : 1000,00 : 5 : 2000,00 :
- Non-submission of the quality standards B . I - I L T
- Non-submission of data from the registry 29 . 1450000 . 36, 1800000
; 469 ; 498 500,00 ; 123 ; 720 400,00 ;
.-"l." ‘

SR
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INDUSTRIES ACTIVITIES

Motions,
Complaints

Attending a motion and complaint represents an ex- A number of motions submitted by customers

tensive and extremely challenging task. In 2015, the :
Office received 512 motions from customers. The and attended by the Office

motions related mainly to charging of a deactivation 0 500 1000 1500
fee after an incomplete change of a supplier, igno- w w

rance of signing a contract with a new supplier and 2010
a subsequent change of an electricity/gas supplier.
The customers also pointed to unfair practices of bu-
siness representatives with respect to conclusion of
contracts on electricity/gas supply during doorstep

201

selling. Not all motions pertained to the areas of re- 2012
sponsibility of the Office. The Legal Department of
the Office assigned them to a relevant body in charge, 2013
mainly the Inspectorate of the Slovak Trade Inspection
as well as law enforcement agencies. 9014

In 2015, 197 motions submitted by the customers
related to the electricity industry. The majority of them
related to a loss of support after a failure to perform
the notification duty.

2015

I A number of motions submitted by customers and attended by the Office

In the gas industry, the Office attended 39 written
motions in total in 2015. They most often related to
clarification of the structure of price of gas supply,
a fee for connecting an offtake point to distribution
network, payments for gas distribution in case of con-
necting an offtake point to an adjacent distribution
network, a transition to energetic units in gas supply
invoicing and settlement.

103 motions were raised in total in the thermal energy
industry in 2015. The most frequent reasons inclu-
ded a method of costs of heat supply settlement
pursuant to the Office Decree No. 630/2005 Coll.
and also the amount of set prices of heat.

Several material motions were assigned directly to
the Control Department of the Office. These 140 mo-
tions most often related to review of prices of electri-
city, gas, heat and water.

In water management, 12 customer complaints, three
of which did not fall within the competence of the
Office, five related to a set fixed price, one related
to economically eligible costs, two to water supply
and collection settlement and one to service fees,
were resolved.

-114-
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Out-of-Court
Dispute
Settlement

and Dispute
Settlement
Pursuant

to the Article 38
of the Act

on Regulation

Dispute settlement pursuant to the Article 38 of the
Act on Regulation No. 250/2012 Coll. is varies from
the out-of-court dispute settlement. The main difference
is that a proposal must be preceded by an attempt
to reach an agreement to settle a dispute, whereas
the parties to the dispute must agree that their dispute
shall be decided by the Office while meeting the con-
dition that no more than one year has elapsed since
the violation of the obligation of the party to the dispute.
The Office shall settle the dispute by issuing a binding
decision on the merits of the dispute. The parties may
file an appeal against the decision of the Office, which
shall be decided by the court.

A number of out-of-court disputes settled in 2015

No. of delivered proposals for out-of-court dispute settlement 9
pursuant to the Article 37

No. of proposals that met the obligatory requirements 9
and were settled pursuant to the Article 37

No. of disputes settled by agreement 0

No. of disputes settled before the deadling 4
No. of pending disputes in 2015 1

At the end of 2015, two proposals for dispute settle-
ment pursuant to the Article 38 of the Act on Regulation
No. 250/2012 Coll. were delivered to the Office. They
were not settled in 2015.
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INDUSTRIES ACTIVITIES

Business Licences

in the Network Industries

In 2015, the Office issued a total of 37 new business
licences for the electricity and gas industry. Almost
one half of the new licences were issued for electricity
supply and almost all new licences were issued for

gas supply.

Confirmation of notification duty

In 2015, the Office issued 271 confirmations on ful-
filling of the notification duty in total, of which 169
confirmations related to electricity production and
supply in photovoltaic facilities with the mstalle
paC|ty up to 1MW including (of whic '
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Confirmation of registration

in water management

In 2015, the Office, based on requests submitted by
regulated entities pursuant to the Article 23 of the
Act on Regulation No. 250/2012 Coll., issued 147
confirmations of registration in total, more than 80%
of which were issued due to a change in a statutory
body.
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