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This is the first quarter 2013 publication of
the Energy market report of REKK, and it is
actually the 17th issue in a row! I am really
happy that our subscribers have, for each
quarter of four full years now, enabled us
to publish our reports, analyses, and working papers on the Hungarian and regional
energy markets.
As for our Report, the first issue of Volume 5 was published in the first months of 2013, while REKK itself
started the tenth year of its operation. The protracted economic crisis
does not make it easy for voluntary initiatives, like the Energy market
report of REKK, to carry on: through their subscriptions the largest
corporation of the energy sector and the biggest energy consumers
ensure that one of the most reputable university research centers of
the country can continue to analyse the Hungarian energy markets
and the forces that shape them. We are convinced that this cooperation is mutually beneficial, and worth preserving through these
difficult times.
To do this, REKK needs the persistence of its subscribers. But
what could REKK do to keep our subscribers on board? New pieces
of content? A new design? Video streaming? Pod-cast? A shorter
version? Or a longer one? An exclusive workshop with our authors
and researchers to supplement each issue? We would kindly ask you
to make your comments and recommendations so that we can better
suit the needs of our subscribers. Please do not forget that there is an
archive of REKK Energy market reports on our website, available for
you when making your recommendations, or simply as part of your
everyday work.
And finally, a few words about our current issue. In the article that
probably draws the most attention, we discuss the 10% utility bill cut
in the electricity and natural gas sectors that took place in January
2013. We provide a detailed analysis of the impacts delivered by the
package of measures on different stakeholders and describe the
resulting economic transfers. We identified strikingly different implementation and impacts in the two inspected sectors. The utility bill
cut is also described within the context of other sectoral measures.
In our permanent column we analyse the most recent developments in the electricity and natural gas markets, also covering
domestic and international price trends and the underlying factors,
and emission markets. Our third article looks at the modification of
the reserve procurement practice of MAVIR (the Hungarian TSO) and
points out the substantial savings that MAVIR can book as a result.
Our fourth analysis reports on the community regulation of the obligatory auctioning of carbon-dioxide allowances in force since 2013 and
the applications of Eastern European governments for a temporary
exemption from this obligation. We also discuss the approval of the
amended request of the Hungarian government by the Commission.
We look forward to your questions and suggestions. If you are not
a subscriber yet, please let us know of your interest through email,
phone or by filling in the order form on our home page.
Péter Kaderják, Director, REKK
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Figure 1. The price of 2013 ARA coal futures traded on EEX
and the spot price of Brent Crude between October 2011 and
December 2012
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The last few months of 2012
are characterised by declining electricity prices coupled
with unmoved prices for fuel.
The price of futures emission
allowances reached historic
depths, a ton of CO2 allowance
was available for as little as 6
euros. Domestic demand for
electricity was 3% below the
consumption from last year,
a surprisingly large share of
which, 18%, was secured from
import sources. The price of
crossborder import capacities was high on the Slovakian
and Austrian border sections,
reflecting the price differences
among regional exchanges.
With regard to futures and
daily baseload products, there
is a 7 euro difference between
the prices on HUPX and the
German markets.
Due to a mild October and
November, our gas consumption stayed 440 million m3
below the values from last
year. Half of the consumption
was based on import, while
the rest was supplied from
storage facilities and domestic
production.
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International
price trends

Figure 2. The price of 2013 futures electricity and natural gas
between October 2011 and December 2012

For the last few months of 2012 the price of a
barrel of Brent crude stayed in the 105-115 USD
range, with an average price of 110 USD per barrel.
After the decline of the previous quarter, when the
price of oil fell to a 1 year low – the last time with
similarly low prices was early 2011 –, the price of oil
stayed idle. The price of ARA coal also exhibited
relatively low volatility, resting under 100 USD/ton
until the very end of December.
The price of the German futures baseload power
continued its slow descent, decreasing from
48 €/MWh in early October to 45 €/MWh by the
end of December – similarly low prices have not
been quoted on the German futures market since

2009. The price of peak electricity, in parallel with
the baseload product, declined all the way to
56 €/MWh. In comparison, in 2011 the average
price of the baseload product was 56 €/MWh,
while the peak product was sold for 69 €/MWh.
The price of TTF gas traded on the Dutch
exchange stayed at around 27 €/MWh.
The price of emission allowances with December 2012 delivery suffered a decline of over one
euro in November. As a result, the price of CO2
credits reached a historical low in December,
a ton of emissions allowance trading a notch
below 6 euros. Between 2009 and 2011 the price
of this instrument was at around 15 €/ton
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Figure 3. The price of CO2 credits with December 2012 delivery
and the daily traded volume between October 2011 and
December 2012
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on average, and even this
counted as low compared to
2008 prices above 20 €/ton.

60

2
1.5
1

4
0.5

-2.46%

-3.64%

-4.49%

0.13%

September
2011/2012

October
2011/2012

November
2011/2012

December
2011/2012

0

Same month previous year

Current month

Source: MAVIR Zrt.

Figure 4. Temperature and working day adjusted
electricity consumption between September 2012
and December 2012 relative to the same period of the
previous year
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Figure 5. Quarterly domestic electricity production and net
imports between Q4 2011 and Q4 2012
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Overview of
the domestic
electricity market
Fourth quarter temperature
and working day adjusted
electricity use was 3% below
the consumption of the same
period of the previous year.
December electricity use was
on par with the year ago figure,
October and November values,
on the other hand, lagged
corresponding figures from the
previous year by 3.6-4.5%.
Almost 18% of domestic
consumption relied on imports,
which is 5 percentage points
higher than the fourth quarter import ratio of the previous year. The import ratio is
typically this high during the
summer months, in the fourth
quarter of 2008, for example,
a mere 2% of consumption was
import based. An explanation
for the high import ratio may
be the relatively high cost of
gas based generation – as the
margin between the price of
the fuel and the electricity price
narrowed, the leeway for gas
based producers also shrank.
During the quarter almost twothird of our import arrived from
Slovakia, 28% from Ukraine and
7% from Austria.
At the monthly cross-border
auctions prices above
1 HUF/kWh were reached again
for Austrian and Slovakian
import capacities. The Croatian,
Romanian and Serbian export
capacities were sold for about
0.1-0.2 HUF/kWh, properly
reflecting the net import position of Hungary.
The 2013 annual capacity auctions have also been completed
during the quarter. Actual transmissions are nicely represented
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Figure 6. Results of monthly cross-border capacity auctions in Hungary, Q4 2012
Capacities in the figure mean capacities offered for auction. Capacities were not sold fully in the period under review in the event of oversubscription at a specific price, because in such cases the system operator considers the next highest price as the auction price.

by the auction results in terms of capacities and
prices: the price for Austrian and Slovakian import
capacities surpassed the rest, while the price of
export capacities sensibly declined on all border
sections except for Romania. All in all, export is
now less prevalent, while the import of electricity
advances and thereby also becomes more expensive. This tendency is revealed by the increasing
share of import within quarterly consumption.
In 2012 MVM Partner sold 1.5 TWh of baseload power through two auctions, in July and
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November, barely reaching 5% of annual demand.
The average sales price of the two auctions turned
out to be 16 HUF/kWh. Exchanged at a rate of
280 HUF/€ this equals 57 € /MWh of baseload
price, 10 € above the German prices.
The convergence of regional exchanges continued in October and November. By November the
difference between the monthly average prices
of next day baseload power quoted on the HUPX
and the EEX fell below 2 euros, and the same was
observable on the Romanian exchange as well.
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Figure 7. Results of annual cross-border capacity auctions in Hungary, 2013
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Figure 8. Comparison of next day baseload power prices on EEX,
OPCOM, OTE and HUPX between January 2012
and December 2012
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Figure 9. Daily average of the balancing energy prices and the
spot HUPX price, Q4 2012
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Figure 10. Baseload futures prices quoted for 2013 delivery in the
countries of the region between October 2011 and December 2012
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By December the price advantage of the German product
inched back to around 7 euros.
Between the July 2010 opening
of the spot market of HUPX
and June 2011 Hungarian prices
were 1 euro above German
prices, in some months Hungarian baseload power was
available for clearly less than
the German product. In 2011
and 2012, on the other hand,
the HUPX baseload power cost
5-10 euros more, and sometimes a price difference of
25 euros was detected.
The wholesale price of electricity is influenced by the costs
of deviations from the schedule and the balancing energy
prices as well. The system operator sets the settlement prices
of daily upward and downward
regulation based on its procurement costs of energy from
the balancing market.
The financial costs of balancing for the balance circles
are determined by the balancing energy prices and the
spot price of electricity in the
settlement period. The higher
the difference between the
price of upward and downward
regulation and the spot wholesale price, the more it costs to
acquire the required amount
from the balancing market.
During the quarter the average
price of positive and negative
balancing energy was 20.7 and
-7.8 HUF/kWh on average.
The price of 2013 baseload
power started to decline on
regional exchanges, all the way
down to 45 €/MWh. In parallel, the difference between the
Czech, Slovakian and German
prices dropped below
0.5 €/MWh by the end of
the year. This decrease also
appeared in the price of the
Hungarian physical product,
the 9 €/MWh price difference,
characteristic of the previous
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Figure 11. Monthly natural gas consumption between January 2012
and December 2012 compared to the natural gas consumption
in the same months of the previous year, and compared to the
difference between the monthly heating degree days and the
multi-year average hdd figures and those of the previous year
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The gas consumption of the
fourth quarter stayed 440
million m3 below the comparable figure from last year. This
can be traced back to a mild
October and November – both
months were warmer than
the same month last year, and
the November temperature
even surpassed the multi-year
average. December, on the
other hand, was colder than a
year ago, also confirmed by a
somewhat increased gas use
compared to the same month
of the previous year.
The heating degree days
(hdd) on the right axis indicate
the heating requirement. To
calculate the hdd we look at the
daily mean temperature. If it is
below 16 degrees Celsius, then
the daily hdd is the difference
between the 16 degrees and
the daily mean temperature.
The monthly hdd is the sum of
the daily hdds. By comparing
the actual monthly hdd to the
value from the previous year
and the average hdd values we
can determine how cold the
given month is in relative terms.
Thus positive values stand for
lower temperatures and higher
gas consumption, and negative
values stand for higher temperatures and lower consumption.
54% of our gas consumption
relied on imports. The rest of
the demand was satisfied in
half from domestic production,
and in half from the storage
facilities. Natural gas import
from the Eastern direction
notably declined: while in the
fourth quarter of 2010 1.3 bcm
of gas arrived through Ukraine,
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Figure 12. The source structure of the gas market of Hungary
by month between January 2012 and December 2012
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Overview of the gas
market in Hungary
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quarter, shrank to 7 €/MWh.
The price of the physical futures
product traded on the HUPX fell
from 56 €/MWh to 50 €/MWh.
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this figure fell to 800 million m3
for the same period of 2012.
Transmission at the less expen20
sive Baumgarten entry point,
on the other hand, amounted
15
to 1.1 bcm, similarly to the previous two years.
10
During the quarter close to
800 million m3 of gas was withdrawn from the commercial
5
storage facilities. By the end
of December the commercial
0
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Source: FGSZ
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of domestic storage faciliFigure 14. Transmission at the Baumgarten entry point
ties has been declining since
between January 2012 and December 2012, together
with booked interruptible and non-interruptible capacities
2010 as lower demand for gas
requires less storage.
Gas import from the West60
ern direction equalled 1.2 bcm,
50
reserved capacities were fully
used. In total, 400 million m3
40
more gas arrived from the
Western direction than from
30
the East, while last year this
difference reached only
20
200 million m3 .
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Half of the capacities from
the Ukrainian direction were
0
reserved by market participants,
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capacities were actually utilised – between October and
Figure 15. Transmission at the Beregdaróc entry point between
January 2012 and December 2012, together with total available
December 800 million m3 of
capacity and booked non-interruptible capacity
gas arrived from the East. 45%
of the capacities were reserved,
140
and 35% of the reserved capac120
ity was actually utilised for the
transmission of gas.
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At the end of the year the
price of oil indexed import was
80
a little below 120 HUF/m3 ,
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cost of energy suppliers falls
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While wholesale gas prices
slightly declined, this in itself
Figure 16. Past and forecasted future international and
was not enough to cover the
domestic wholesale gas prices
costs associated with the January 2013 utility bill
* Weighted average of the oil indexed and the ENDEX TTF gas
price on the power exchange, 60:40 weight until September
cut (for details please see our article Invoicing the
2011, 30:70 weight afterwards.
** The price difference between the oil indexed and CEGH price.
future – REKK analysis of the 10% utility bill cut of
*** Cubic meter price of the Henry Hub wholesale gas price, exchanged at the medium exchange rate of the Central Bank of Hungary.
January 2013).
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Invoicing the future –
REKK analysis of the 10%
utility bill cut of January 2013
The endeavour of the Government, referenced
as the „utility bill cut”, has triggered fierce reactions both in the media and within the sector.
With the article we set out to provide a short,
unbiased summary of this package of measures
and its impacts. The analysis is based on REKK’s
own research. In the interest of a quick analysis,
we had to accept a number of regulatory and
data deficiencies. Nonetheless, our analysis will
point out several important interrelations and
changes.
With regard to the utility expenditures of households, natural gas and electricity prices do not
count as high, neither compared to the region,
nor to the wider World, despite the extremely
high VAT rate of 27%. Considering the dynamics
of price changes, especially in the case of electricity, the failure of the regulatory authority can be
detected for 2009-2010: universal service prices
could have been reduced in a market environment
characterised by decreasing prices. The utility
bills of Hungarian households paid for energy
consumption as a ratio of the annual household
expenditures is not high within the region, but
high in a wider European context.

setting the maximum electricity prices that universal service providers can charge with respect
to the fixed tariff, the energy fee and other items
as well. In line with the previous practice, maximised prices were set by the Decree separately
for each service provider, while the regulated
margin has been set at a uniform level of 1.316
HUF/kWh.
■ The Decision of the Energy Office of Hungary
sets the system charges separately for each
receiving category – customers receiving
electricity on low, medium and high voltage.
The Decree includes both the price changes
originating from the cost review of the new
regulatory period starting in 2013, and the
transfer of network access fees among consumer categories.
Apparently substantial and rather complex regulatory changes took place in December 2012, and
the analysis is made even more difficult as a new
cost review period has started for utilities. The
evaluation of the regulatory changes is significantly hindered by the fact that most data has not
been published.
Next we will try to quantify the above described
items and analyse the supplemental revenue/
expenditure for different participants (consumers
of universal service providers, customers in the
competitive market, universal service providers,
and the central budget).

THE IMPACTS OF UTILITY BILL REDUCTION
WITHIN THE ELECTRICITY SECTOR

Reallocation of the network access fees

As a result of the regulatory changes at the end
of 2012, the 2013 price for consumers supplied
by universal service providers is reduced by 10
percent compared to the previous year. The main
rules of price reduction are contained by the
amended Electricity Act, Decree 78/2012 of the
Ministry of National Development, and Decision
1092/2012 of the Energy Office of Hungary.1
■ The amendment of the Electricity Act has
exempted universal service providers from the
obligation to receive energy under the feed-in
regime, therefore in 2013 the renewable energy
generated under the feed-in regime is purchased by the competitive segment only.
■ The Decree of the Ministry of National Development adjusts the price of universal service,

As shown by Table 1, low voltage system charges
decreased considerably. The 13.3% decrease of the
system charges paid by low voltage connection I.
category (profiled consumers) is compensated by
the substantial rise of the fee paid by medium and
high voltage customers. Since the volume in these
latter categories is lower than that of low voltage
customers, and the unit fee is also much lower,
a substantial rise in the fee of these categories is
needed to compensate the declining fees of low
voltage customers.
Looking at the distribution of the total system
charge, the HUF 23 billion decline in the payment
of small consumers (the sum of the three negative values in the last column) is balanced by the
substantial, HUF 19 billion rise in the fee payment

1

Section 13 of the Electricity Act was amended by Section 91.(2) of Act 217 of 2012, while Decree 78/2012 of the Ministry of National
Development amends the ministerial decrees on energy price regulation.
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System charges, HUF/kWh

10

Volume,
GWh

Distribution of the total
network access fee, billion HUF

2012

2013

Change

Based on
the decree

2012

2013

High voltage connection

0.70

0.99

41.3%

5 092

3.58

5.1

1.48

High/medium voltage connection

1.99

2.74

37.4%

931

1.86

2.5

0.69

Medium voltage connection

4.41

5.56

26.3%

8 382

36.93

46.6

9.72

Medium/low voltage connection

6.64

8.17

22.9%

4 223

28.06

34.5

6.43

Low voltage connection I. (profiled)

14.41

12.50

–13.3%

11 656

167.96

145.7

–22.27

Low voltage connection II. (controlled)

6.24

5.70

–8.7%

2 029

12.66

11.6

–1.10

Low voltage connection III. (non-profiled)

13.76

13.73

–0.2%

1 882

25.90

25.8

–0.06

34 195

277.0

271.8

Total

Change

Source: Decision 1092/2012 of the Energy Office of Hungary

Table 1. Change of system charges

of the larger industrial consumers. In other words,
78% of the costs is transferred to other consumer
groups. The remaining HUF 5 billion difference
(the total row for the distribution of the system
charge) registers with the service providers. Since
these items are also influenced by the regulatory
cost review, it is difficult to determine if the latter
sum is due entirely to the measures on utility bill
reduction, or not.
Additionally, while the percentage changes
listed in the third column of the table should not
be viewed as outstanding in light of the variations of the system charge during the last 10
years, interestingly, during 2009 and 2010 price
shifts of similar magnitudes took place for the
high voltage category. The 36% increase of the
system charge in 2009 was followed by a 33%
decline next year.

To conclude the changes related to the system
charge, the majority of the burden is transferred
to large consumers, while service providers are
forced to bear a lower share from it. (The burden
falling on service providers, as calculated by us,
may also include the impact of the cost revision
that took place last year).
The impact of reducing the margin
for universal service providers

The quantified impacts generated by Decree
78/2012 of the Ministry of National Development
are displayed in Table 2, the calculations are
based on the 2011 volume of universal service
providers.
As indicated by Table 2, the Decree of the
Ministry of National Development substantially
reduced the margins of universal service providers, while also
2012
2013
Propor- The impact of
margin, margin,
tional
the reduced
bringing them closer to each
Change
HUF/
HUF/
volume,
margin,
other. The equalised margin
kWh
kWh
GWh*
billion HUF
affected retailers to various
EDF DÉMÁSZ Zrt.
1.711
1.316
0.395
1 827.2
0.7
degrees, lowering margins
E.ON Energiaszolgáltató Kft.
1.925
1.316
0.609
5 852.5
3.6
by 0.4-0.6 HUF/kWh of sold
ELMŰ Nyrt.
1.859
1.316
0.543
3 913.5
2.1
electricity. The new, equalised
margin erased past differences
ÉMÁSZ Nyrt.
1.928
1.316
0.612
1 658.7
1.0
between the margins, therefore
Total:
13 251.9
7.4
from 2013 the formerly con* Calculated volume based on 2011 volume data
sidered regional/operational
Source: REKK calculation
characteristics cannot any
Table 2. The impact of reducing the margin of universal service providers2
more be applied. In absolute

2

Unfortunately data is not available on how the volume of electricity delivered within the universal service segment is shared among
retail operators (it is published in the annual report of ELMŰ and ÉMÁSZ, but not by the other operators). Therefore we were only able
to use estimated volume data for the table. We made the total retail volume proportional to the volume of electricity supplied to each
service provider through the low voltage network, but this, unfortunately, is only a very rough estimate. Compared to this estimate, the
self-published ÉMÁSZ and ELMŰ data shows a 5% and 0% deviation, respectively.
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terms lower margins sum to about HUF 7.4 billion,
to be fully absorbed by service providers based on
the Decree.
Another, maybe even more important factor is
that the universal service fee was also reduced,
by about 10% (see the fourth row of Table 3
below) that, together with the fixed margin, lowers the revenue of universal service providers by
1.8 HUF/kWh on average. Universal service providers purchased most of their electricity from
MVM or received it from the feed-in regime, but
in the future the latter will not any more burden
them (relieving the burden falling on universal
service providers by 0.85 HUF/kWh according to our calculations, see the next section for
details). Transferring the burden related to the
feed-in system to large consumers will mitigate
the impact of reduced service fees on universal
service providers by about 50%. The remaining
decline of revenues need to be carried by the
universal service providers, and their only option
to alleviate it is if they succeed to secure a more
favourable purchase price from MVM. Obtaining a
sufficiently large discount is questionable, but at
this time we do not have information on this.

Due to the amendment of the Electricity Act the
financing aspects of the feed-in regime substantially changed. Starting in 2013 universal service
providers do not purchase electricity from the
feed-in regime, which has to be financed exclusively by the large consumers. The quantification
of this impact is contained in Table 4.
Based on 2011 data, of the 1841 GWh of renewable energy about 35%, 657 GWh was received
by universal service providers. The full cost of this
purchase amounted to HUF 20.4 billion, HUF 8.3
billion of which can be viewed as subsidy, as this is
the premium compared to market prices.
In addition, universal service providers were further burdened with operating costs in connection
with their input from the feed-in regime, mostly
as fees paid for balancing energy. Based on 2011
data we estimated this sum to have been HUF 3.5
billion in the case of renewable energy only. In 2013
universal service providers are exempt from these
costs as well.
In addition, universal service providers were further burdened with operating costs in connection

DÉMÁSZ

E.ON

ELMŰ

ÉMÁSZ

2012

2013

2012

2013

2012

2013

2012

2013

Basic fee for distribution (without VAT)

1920

1728

1920

1728

1920

1728

1920

1728

Universal service fee

21.36

19.56

20.84

19.09

21.27

19.48

21.03

19.27

Volume based system charge

16.08

13.99

16.08

13.99

16.08

13.99

16.08

13.99

1.46

1.46

1.46

1.46

1.46

1.46

1.46

1.46

38.9

35

38.38

34.54

38.81

34.92

38.57

34.71

49.01

44.06

48.35

43.47

48.89

43.96

48.59

43.69

39.7

35.72

39.18

35.26

39.61

35.64

39.37

35.24

50.02

44.97

49.36

44.38

49.91

44.87

49.61

44.61

For separate financial instruments
Total, per volume based fee

without VAT
with VAT

Including the impact of the basic fee for distribution

without VAT
with VAT

Source: Decree 78/2012 of the Ministry of National Development

Table 3. The change of universal service fees between 2012 and 2013

2011

Annual feedin generation,
GWh*

Of this received
by the universal
service providers,
GWh

Total cost,
billion HUF

Unit
subsidy,
HUF/kWh

Paid universal
service provider
subsidy cost,
billion HUF

Operating
cost, billion
HUF**

Cost
reduction,
HUF/kWh***

1841

657

20.4

12.68

8.33

3.49

0.68

*** Only for renewables.
*** The difference between the planned monthly purchase cost and the total MAVIR cost to be allocated.
*** Including the unit subsidy and operating costs.
Source: MEH 2011 feed-in report

Table 4. Feed-in costs in 2011

3

Most data in this section is either from the 2011 feed-in report of the Energy Office of Hungary, or from the monthly reports published
on the website of the Energy Office.
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with their input from the feed-in regime, mostly as
fees paid for balancing energy. Based on 2011 data
we estimated this sum to have been HUF 3.5 billion in the case of renewable energy only. In 2013
universal service providers are exempt from these
costs as well.
The saved cost items have been summed to
about 0.68 HUF/kWh in the case of electricity
purchased by universal service providers in 2011.
This is how much burden is transferred from
universal service providers to industrial customers
by the new regulatory amendment. This should
be viewed as a lower estimate, since the complexity of the feed-in profile probably generated
additional costs to universal service providers in
relation to their planning and trading activities.
From the perspective of the future burden
originating from the feed-in system the 2012
feed-in report (Energy Office of Hungary, 2012)
is important, claiming that - starting in 2012 - the
renewable feed-in base will decrease for a 2-3 year
period, as a number of biomass fired large power
plants leave the system.
Change in VAT revenues
The foregone revenue within the universal service
segment will also noticeably erode the revenues of
the central budget. As a direct impact of the 10%
decrease of universal service prices, VAT revenues
are estimated to fall by HUF 12.3 billion based
on 2011 volume data. This may be mitigated only
slightly by a possible increase of electricity use in
the universal service segment.
In the case of the central budget the loss of VAT
revenue from the universal service segment is
coupled with a dual impact of changing industrial
consumption: lower consumption due to higher
prices will further cut VAT revenues, while the
VAT loss will be reduced by the increased VAT

Measure

System
charges

Transfer among
consumers
Lower system charges

Feed in
regime

Universal
service
VAT

Transfer among
financers

component of the continued industrial electricity
consumption at the higher prices.
Summary
Table 5 quantifies the impacts of the 10% utility bill
cut for each participant.
The explanatory notes below should help the
interpretation of the impacts:
■ In 2011 the net value of household electricity
bills, without VAT, amounted to HUF 383 billion, therefore the package of measures has to
deliver a transfer of about HUF 38.3 billion to
household consumers.
■ The package of measures delivers at least four
types of transfer to household customers (small
consumers) that receive low voltage power: of
these, two cover system charge payments redirected to large consumers (HUF 18.3 billion) and
the value of reduced price margins for universal
service providers (HUF 7.4 billion).
■ In addition, part of the reduction of system
charges (HUF 5.1 billion) registers as a transfer
regrouped from the operators of distribution
networks. This value, nonetheless, is uncertain,
since the recently completed cost revision may
require the reduction of the justified costs of
distribution. Therefore the total value of welfare
transfer to household customers is somewhere
between HUF 25.7 and 30.8 billion.
■ Finally, the fourth part of the set of measures
requires consumers connected to high voltage
network to finance feed in tariff costs totalling
HUF 9 billion.
■ As a result of the aforementioned set of measures, the increased cost of universal service
providers and DSOs, thus, equals the sum of
the decrease in system charge and the reduced
margin of service providers: 5.1 + 7.4 = HUF 12.5
billion.

Participants

Value

Direction of change

small consumers

23.4 Bln HUF

reduced burden

large consumers

18.3 Bln HUF

increased burden

distribution networks

5.1 Bln HUF

increased burden

Universal service providers

9 Bln HUF

reduced burden

large consumers

9 Bln HUF

increased burden

7.4 Bln HUF

loss of revenue

Price margin
Universal service providers
Energy cost
Indirect impact

?
Central budget

12.3 Bln HUF

loss of revenue
Source: REKK calculation

Table 5. The impacts of the utility bill reduction for each participant and measure (Calculated based on 2011 consumption)
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On top of the HUF 9 billion feed-in tariff cost
increase, large consumers may also count on
additional costs of HUF 18.3 billion due to the
rise of the system charges paid by them, summing up to HUF 27.3 Bln.
■ Thus large consumers finance more than two
third of the utility bill cut of the small consumers
■ As a result of lower retail tariffs for small consumers, the central budget loses HUF 12.3 billion
of VAT revenues, which is another, indirect transfer to small consumers.
Importantly, we can also count on at least two
additional long term impacts.
■ In case of small consumers, lower prices negatively affect investments targeted at energy
efficiency (household appliances, modernisation
of heating systems) and renewable solutions for
households (solar heating, solar cells).
■ Another negative impact is related to renewable subsidies, since from 2013 this burden
falls entirely on industrial consumers, clearly
resulting in higher feed-in unit costs, further
deteriorating the competitiveness of industrial
consumers.
■

THE IMPACTS OF THE UTILITY BILL CUT
WITHIN THE NATURAL GAS SECTOR
10% utility bill reduction – natural gas

29/2009 of the Minister of Transport, Telecommunication and Energy. According to the Decree,
the price of gas comprises the price components
displayed in Figure 17.
In order to reach its goal, the utility bill cut of
January 2013 made use of a one-time cut of the
base fee and the volume based fee, as well as the
elimination of the previously obligatory payment
of the security reserve fee by households. These
two measures together brought about a 10%
reduction of the price of gas.
The main question is, of course, which participant – the distributors, the service providers,
the suppliers, the wholesaler or the operator of
the storage facility – will pay for the costs of the
reduction, that is, where will the burden of the
utility bill cut ultimately land, and does the current
financial position of these companies allow for the
financing of this measure? Our research suggests that to a different degree, but each market
participant (distributor, universal service provider,
operator of the storage facility, producer, supplier)
will take part in financing the utility bill cut.
First, we take note of the changes originating
from Decree 78/2012 of the Ministry of National
Development and identify affected parties. Next
we attempt to quantify the approximate costs.5
Since the regulatory changes affect mainly the
consumers receiving universal service, below we
track the price changes using the example of a
median sized household customer with an annual
consumption of 1200 m3 , having a gas meter with

For natural gas customers eligible for universal
service, Decree 78/2012 of the Ministry of National
Development also brought
about a 10% price reduction.
While cross-financing can be
VAT
easily demonstrated for the
electricity sector, it is more
Security reserves fee
Universal service cap
difficult to illustrate here.
Fixed tariff
Distribution fee
(calculated on unit basis)
Household customers of
Mobile gas ﬁnancing fee
natural gas pay a fixed fee and
Fee for storage
and transmission
a volumetric gas charge for
Wholesale premium
the gas service. This universal
service fee is supplemented
Volumetric charge
with the security reserve fee as
Natural gas price
a financial instrument, and the
27% VAT.4 This group of customers is exempt from paying
the energy tax. The base fee
Consumer
Cost
and the volume based gas fee
Source: REKK, based on Decree 29/2009 of the Minister of Transport, Telecommunication and Energy
together cover the cost of universal service, the calculation
Figure 17. Price components paid by household consumers of
natural gas and their manifestation for gas market participants
of which is regulated by Decree

4
5

Importantly, the security reserve fee is not part of the universal service, but it still contributes to the VAT base.
We are not in a position to make exact calculations as some of the data is protected, not accessible.
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a nominal capacity of 20 m3/h.6 We use the same
median consumer to calculate the loss of revenue.

14

recognised unit cost of natural gas originally
reflected the purchase costs of the service
provider, and the size of the “coefficient correRegulatory changes
sponding to winter preparation”. The recognised
unit price of natural gas is a function of the oil
The most important changes rooted in Decree
indexed, the exchange quoted and the stored
78/2012 of the Ministry of National Development
gas prices. The imported gas price is the averare listed below:
age of the oil indexed and the exchange quoted
i) Reduction of the fees received by the univerprices, presently calculated with a 30-70%
sal service provider: For each distribution area
weight. In each quarter, the resulting import
the precise reduction of the base fee and the
price is further adjusted with the price of gas
gas fee is set by the Decree in order to attain
withdrawn from the storage facility (“in accord
the 10% decline in bills. The price change only
with winter preparation”). The amendment
applies to universal service, that is, all other
may generate a loss of revenue to the service
regulated fee components, outside of the scope
provider, if the regulation assigns a larger weight
of universal service, stay unchanged. Thus the
to stored gas than its actual ratio. If a lower than
cross-financing that takes place through the
actual weight is set for stored gas by the regudistribution fees in case of electricity is not
lator, then the losses accrued on imported gas
repeated for the distribution networks of natumay be eased by the adjustment of the factor.
ral gas.
Due to the large uncertainty we do not take on
ii) Acknowledgement of stored gas within recogthe quantification of this item.
nised costs: before 31 December 2012 within
Even though setting this item provides much
the recognised price of natural gas resold to
flexibility to the regulator, it should be noted
universal consumers stored gas represented
that the substantial uncertainty arising from it
a weight of 30% for the fourth quarter, and
may adversely impact the operation of the mar40% for the first quarter. Since 2010 the price
ket. Market participants will have even more difof stored gas has been set by the Minister.
ficulty planning their revenues, since the degree
According to the new Decree, from now on
to which their gas use from storage facilities is
stored gas will be taken into account with “the
recognised is ambiguous.
coefficient corresponding to winter prepaiii) Change of the real return factor of capital cost:
ration”. The actual content of this coefficient
the maximum annual return that the particiis not detailed by the Decree, and neither a
pants of the natural gas segment can reap is
responsible entity nor a deadline is set for its
regulated as a specific percentage of their cost
establishment. Stored gas is typically cheaper,
of capital. This real return factor is computed
therefore the price of natural gas can be lowas the volume weighted average of the real
ered with use of the “coefficient corresponding
return factors of universal and non-universal
to winter preparation” during the months with
customers.
critically high consumption.
The value of the real return factor has an impact
The recognition of this item may result in further
on the transmission, distribution and storage
loss or increase of revenues, the actual impact
fees, since it is used by the Energy Office of
mainly depends on the degree to which the
Hungary to set the system charges.
The most important amendment from the perspective of
31 December 2012
1 January 2013
these factors is that the prenonnonuniversal
universal
viously uniform 4.5% return
universal
universal
factor of transmission operaNatural gas TSO
4.5%
8.78%
2.28%
8.78%
tors, distributors and storage
DSO
4.5%
8.29%
2.28%
8.29%
facilities has been halved by the
Storage operator
4.5%
10.05%
2.28%
10.05%
Decree with respect to universal service. The real return
Source: 78/2012. Decree 78/2012 of the Ministry of National Development
factor has not changed for
Table 6. The real return factor by consumer segments,
non-universal service.
before and after Decree 78/2012 came into force

6

Dividing the volume of natural gas sold within the universal service segment with the number of metered customers eligible for universal
service we receive an annual consumption of about 1200 m3 .
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mcm (columns)

HUF/m3 (points)

On the whole the amendThe real return factor of capital cost, HUF/MJ
ment resulted in halving the
non-universal
universal
return limit of the transconsumption:
consumption:
mission system operator,
8.78%
2.28%
the storage facility and the
E.ON DDgáz
0.365
0.218
distributor as well, conseE.ON Kögáz
0.383
0.228
quently also lowering the
fees that they are eligible to
Égáz-Dégáz
0.342
0.204
collect.7
FŐGÁZ
0.329
0.198
iv) Subsidy for restructuring
Tigáz
0.31
0.188
cogeneration and balancing
contribution: Since January
Source: Decision 1172/2012 of the Energy Office of Hungary
2013 those that receive gas
Table 7
7. Transmission fees calculated for different distribution
areas at real return factors of 8.78% and 2.28% in HUF/MJ
from domestic gas fields
are obliged to pay 0.087 HUF to support the
restructuring of cogeneration for each MJ of
of the turnover of E.ON is covered by the stipuhydrocarbon extracted from pre- and post-1998
lated gas volume. If we assume that the rest of
fields as well. This is a HUF 900 million burden
the gas is purchased by the service providers
for the companies in question (HUF 240 million
at the oil indexed price, then the purchase price
for Főgáz, HUF 340 million for E.ON Trade,
of universal service providers falls somewhere
and HUF 320 million for Tigáz). Even after this
between 70 and 90 HUF/m3 .8
Overall, this change (also considering the subsidy
cost they are better off with access to domestic
for restructuring cogeneration) assured lower
production and stored gas at favourable rates,
unit purchase prices of gas for universal service
as described in the next paragraph.
providers than the 2012 prices.
v) The Decree determined the volume and price
Besides the Decree, we can also spot interesting
of imported natural gas, stored gas and domeschanges within the Decision of the Energy Office
tic extraction for each universal service proon setting gas storage fees. Compared to 2012
vider (see Figure 18). In total, universal service
providers were allocated
1200 million m3 of gas for
700
140
this quarter, the same order
Volume
600
120
Total
of magnitude as the figure
weighted
consumption
average
from the first quarter of
purchase
500
100
price
2012. As approximately 40%
400
80
of the annual consumption
takes place during the first
300
60
quarter, knowing the annual
200
40
turnover of universal service providers we can gain
100
20
some insight into the ratio of
0
0
gas purchased by universal
2012. I. 2013. I. 2012. I. 2013. I. 2012. I. 2013. I. 2012. I. 2013. I.
Főgáz
E.ON
GDF
Tigáz
service providers under this
Domestic production
Domestic production
Storage
Import
Weighted
pricing regime. The turnover
from wholesaler
from producer
purchase price
Source: Decrees 19/2010 and 78/2012 of the Ministry of National Development, REKK calculations
of Főgáz and Égáz-Dégáz is
fully covered by the volFigure 18. The sources and unit price of natural gas credited
to service providers in accord with Decree 19/2010.
ume of gas stipulated in
Note: The dashed columns indicate the supplementary import gas
the Decree, therefore their gas purchase cost
volume necessary at the estimated consumption of the first quarter
of 2011. When calculating the weighted price we applied the volume
is equivalent to the cost set by the Decree.
weights of natural gas sources, while for the rest of the gas (dashed
columns) the oil indexed price was employed.
Roughly 20% of the turnover of Tigáz and 50%

7

The method applied to determining the transmission fees is somewhat unique in that during the current month network users pay a transmission
fee calculated with the 8.78% real return factor applicable to users not eligible for universal service, then after the current month FGSZ (the
natural gas transmission company) rebates to them the difference between the reduced fee for natural gas transmitted for universal service
users and the increased transmission fee.
8 The supplementary burden arising from the subsidy for restructuring cogeneration has been considered when calculating the purchase cost
of the companies in question.
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the volume based fee of injection and withdrawal
has not changed, but the mobile gas capacity fee
– governing a larger share of storage costs – was
decreased by 10%. Thus the operators of storage
facilities also contribute to financing the costs of
the utility bill cuts.

the regulation determined a number of values that
are sensitive from the perspective of our calculation, in case of natural gas costs we attempt to
capture the applicable cost for this quarter. Close
to 40% of gas consumption takes place in the first
quarter, hence we use only 40% of the total annual
cost for this period. This cost is to be shared
among the distributor, the universal service provider, the producer, the TSO, the storage facility
operator and the wholesaler. Moreover, the utility
bill cut affects the MSZKSZ (the Hungarian Hydrocarbon Stockpiling Association) that handles the
strategic reserves and – through foregone VAT
revenues – also the Central Budget.
In the chapter below we go through the
affected market participants and assign to them
the costs that they bear. First we inspect the distribution companies, then we cover the operator
of the storage facility, the TSO, the wholesaler
and the domestic producer.
Distribution companies: We calculate the revenue
loss of the distributors with use of the 2011 points
of consumption on the one hand, and the consumed amount and the unit base fee on the other.
In connection with the utility bill cut, distributor
companies have to reckon an annual revenue loss
of HUF 7.2-8 billion, or HUF 2.9-3.2 billion per
quarter. Obviously, network operators with larger
networks and serving a higher number of customers will face a higher loss of revenue.
Storage facilities: As already mentioned, the
capacity fee of stockpiling decreased by about
10%. Using the volume of gas withdrawn from the
storage site for universal consumers as defined by
the regulations,10 the share of costs to be covered
by the storage facilities can be calculated based
on the difference between the old and the new

CURRENT EVENTS

The cost of the regulatory
amendments and who pays for it
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The Decisions of the Energy Office of Hungary
provide information on the decrease of the fixed
fee and volumetric fee of universal service providers and the change of distribution fees. In our
analysis we make three separate estimates of the
costs associated with the cut of utility bills that are
passed to specific sector participants.
i. In 2011 universal service based annual net revenue of universal service providers (Tigáz, E.ON,
GDF and Főgáz) summed to HUF 460 billion,9
that is, the cost originating from the 10% utility
bill cut will be 10% of this sum, at around HUF
46 billion.
ii. Approaching the question from the direction
of tariffs, we can calculate the cost of the
measure in two ways. First, we use the fixed
fee calculated on unit base corresponding
to a consumption of 1200 m3/year as well as
the volume based fee, then we multiply the
estimated annual consumption with the difference between the price before and after the
regulation.
iii. Second, we can calculate the loss in revenue
based on the number of connections and the
volume of annual consumption.
Table 8 depicts the costs estimated according to
these three calculations. Since for the first quarter
Number of
connections,
2011

Consumption,
million m3

Net revenue from
sales, 2011,
billion HUF

Points of consumption
+ turnover,
billion HUF

Unit base fee and
turnover,
billion HUF

Tigáz

1 275 850

1381

174.9

13.6

15.0

E.ON

564 044

1431

80.3

14.8

6.9

GDF Suez

796 442

800

97.5

7.6

9.1

FŐGÁZ

820 625

950

107.8

8.9

9.2

10% of the annual sum

46.0

45.0

40.1

10% of the 40% that takes place in the first quarter

18.4

18.0

16.0

Area of
distribution

**Source: REKK calculation
Table 8. The total cost of the utility bill cut for gas market participants

9

The fee associated with storage for security reasons is a separate financial instrument, therefore – similarly to the VAT – it cannot
appear as part of the net revenue of the universal service provider.
volume of gas is more or less the same as the stored gas use of universal consumers typical for the quarter.

10 This
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HUF/m3

capacity fees. Accordingly,
Share of total costs
Cost during the first
during the first quarter the
borne by each
quarter, billion HUF
participant, %
operators of the storage sites
(E.ON and MMBF) may have to
Wholesaler (E.ON Földgáz Trade)
7.9
43%
book losses amounting to HUF
Producer (MOL)
5.3
29%
700 million.
DSOs (E.ON, FŐGÁZ, GDF, TIGÁZ)
2.9–3.2
16%
Natural gas TSO: The annual
TSO (FGSZ)
1.4
8%
loss of FGSZ due to the
regulatory amendment equals
Storage facility (E.ON Storage, MMBF)
0.7
4%
the difference between the
Universal service providers
0
0%
transmission fees calculated
Total
18.2–18.5
100%
with the 4.5% and the 2.28%
real return factors, multiplied
Source: REKK calculation
by the quantity delivered
Table 9. Distribution of the cost of the utility bill cut among
market participants
to universal service users.
Unfortunately we are not familiar with the
transmission tariffs based on the 4.5% real return
The first quarter cost of the utility bill cut, as
factor for each distribution network, but we
calculated on the consumer side, must have been
assumed that (similarly to the storage tariffs)
HUF 18-18.4 billion, while the revenue loss of
the real return factor was determined so that
market participants is about HUF 18.2-18.5 billion.
the 2.28% real return rate results in a 10% price
Almost half of the costs is borne by E.ON Földgáz
reduction. From the 2011 reports of the service
Trade, while next in line is MOL (in possession of
providers we know the volume of natural gas sold
domestic extraction), then the distributor compawithin the universal service segment, which is
nies, the operators of the transmission network
about 4.5 billion m3 , leading to a loss of
and the storage facilities.
HUF 3.6 billion per year, and HUF 1.4 billion per
According to the Decree universal consumers
quarter for the FGSZ.
are not obliged to make a contribution to the
Producer: The decree substantially lowered the
financing of security reserves, that has to be
price of natural gas extracted from domestic
covered solely by commercial consumers. The
fields, to be paid to MOL. In 2012 domestically
cost of maintaining the security reserves is about
produced natural gas cost 1.5 HUF/MJ on average,
HUF 12 billion per year. The level of the security
while for the first quarter of 2013 universal service
reserve fee is set annually by the MSZKSZ, and
providers have to pay only 1 HUF/MJ for the gas.
due to the decline of gas use for the last few
Using 2012 average prices and constant volume
years its initially introduced value of 0.2 HUF/m3
has soared above 2 HUF/m3 by today. Based on
for the first quarter of 2013, the producer would
the past practice of MSZKSZ we can presume
have achieved HUF 5 billion more in revenues.
Wholesaler: The regulated
price of the mix of domestic
3.5
and imported gas offered for
purchase by E.ON Földgáz
3
Trade decreased from the
typical 2012 level of 2.5 HUF/MJ
2.5
to 2.2 HUF/MJ. During the
2
first quarter of 2013 this price
difference tapped HUF 8 billion
1.5
of the revenues of the
wholesaler.
1
Universal service providers: the
price margin of universal ser0.5
vice has not changed, therefore
we can assume that the costs
0
that arise from the regulation
2007
2008
2009
2010
2011
2012
2013
can be passed on to the rest of
Source: MSZKSZ annual reports
the market participants listed
above.
Figure 19. The level of the security reserve fee since 2007

1st issue 2013

CURRENT EVENTS

REKK HUNGARIAN ENERGY MARKET REPORT

17

CURRENT EVENTS

REKK HUNGARIAN ENERGY MARKET REPORT

18

that the loss of revenue will be compensated
by the increased membership contribution of
commercial customers. If MSZKSZ does not go
for higher membership contributions then the
loss will stay in its books. As household consumption makes up almost one-third of the total,
their exemption from fee payment will trigger a
50% price increase for commercial consumers at
unchanged security stockpiles. This additional
burden is 8.6–9.5 billion HUF per year for the
industrial sector, and whether enterprises can
pass the burden to their own customers depends
on their competitive position.
In addition to market participants, some of the
revenues of the state are also lost. The basis for
the 27% value added tax shrinks by 10%, therefore
the VAT revenue from universal service also falls
compared to last year. HUF 2-4.5 billion of VAT
payment is lost per service provider, adding up to
HUF 13-14.3 billion of lost tax revenue.

■

gas sector, excluding VAT and the security
reserve fee. That is, the cost of the 10% utility
bill cut is one-tenth of this sum, or about
HUF 46 billion.
Since 40% of the annual gas consumption takes
place in the first quarter, based on the additional
costs of HUF 18.2-18.5 billion that we estimated
for the first quarter an annual transfer of HUF
45.5-46.2 billion ensues.

ADDITIONAL CONSIDERATIONS
FOR THE EVALUATION OF THE COSTS
TO BE COVERED BY THE TWO SECTORS

The income tax of energy suppliers that came
into force on 1 January 200911 – district heating or
Robin Hood tax in everyday language – was the
first in a series of taxes imposed on the energy
sector. This tax was levied on a specific set of
energy companies, as an 8% income tax on top
of the regular corporate income tax, and was
originally planned to stay in force until 31 December
Summary
2010. The tax, however, was not terminated, and as
of 1 January 2013 the regulator even expanded its
In Table 10 we provide a summary of the impact
subjects and raised the tax rate to 31%.
of the 10% utility bill cut that is executed in favour
At the end of 2010 the Robin Hood tax was
of the natural gas consumers eligible for universal
followed by sector specific extra taxes,12 imposed
service, segmented for each participant.
– in addition to the energy sector – also on the
The impacts should be interpreted with the
telecommunication sector and retail trading activfollowing remarks:
■ In 2011 the annual revenue from universal service
ities. The companies subject to the sector specific
amounted to HUF 460 billion within the natural
extra tax within the energy sector are the same
as the ones that pay the Robin
Hood tax, but this tax is based
Cost for the first quarter of
2013, billion HUF
on revenue and tax brackets
were established. When bill
Wholesales (E.ON Földgáz Trade)
7.9
T/1374 on “sector specific
Producer (MOL)
5.3
extra taxes” was submitted to
Distributor (E.ON, FŐGÁZ, GDF, TIGÁZ)
2.9-3.2
the Parliament, for the 2010TSO (FGSZ)
1.4
2012 period the Fiscal Council
expected total corresponding
Storage facility (E.ON Storage, MMBF)
0.7
tax revenues of HUF 188 billion
Universal service providers
0
from the energy sector,13 while
Total
18.2–18.5
in fact – based on actual 2010
and 2011 data and expected
Additional transfers:
2012 data – HUF 246 billion of
VAT
5.2-5.7
tax is paid by the sector.14
Security reserve
3.4-3.8
Despite the 2013 termination
of
sector specific extra taxes
Source: REKK calculation
the sector was not relieved,
Table 10. The distribution of the full cost of the utility bill cut
in the first quarter of 2013
since in addition to raising the

11

Act 67 of 2008 on raising the competitiveness of the district heating sector.
Act 94 of 2010 on sector specific extra taxes.
13 The estimate of the Fiscal Council on the budgetary effects of bill T/1374 on “sector specific extra taxes”,
http://www.parlament.hu/irom39/01374/01374-0001.pdf
14 2010 and 2011 data from the NAV yearbook of 2011, http://nav.gov.hu/data/cms257714/NAV_Evkonyv_2011.pdf
12
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Corporate income tax
of energy suppliers, total

2010
planned

2010
actual

2011
planned

2011
actual

2012
planned

2012
actual

2013
planned

20 000

16 987

20 000

16 886

14 000

5 610

80 000

- of this gas and electricity sectors

60 000*

Public utility tax, total

60 000

- of this gas and electricity sectors

31 186*
n. a.

Sector specific extra tax
Expected value of the sector specific
extra tax for the energy sector based
on the estimate of the Fiscal Council

151 693

54 500

161 000

171 943

65 100

Sector specific extra tax of energy
suppliers –data of the Tax Authority

155 000

165 645

68 400

3 300

64 175

99 001

77 500*

82 823*

42%

58%

50%*

50%*

Total sectoral tax payment (1.+7.),
in 2013 (2.+4.+7.)

81 162

115 887

91 500*

88 433*

- of which tax paid by the member
companies of the Hungarian Petroleum
Association

29 147

28 341

27 338*

Electricity and natural gas sector without
the Hungarian Petroleum Association

52 015

87 546

61 095*

Share of sector specific extra tax paid
by the energy sector

5 000

2 500*

93 686*

93 686*

Source: Budget Act, Final Accounts Act, National Tax Authority, Energy Office of Hungary, annual reports of corporations

Table 11. The 2010–2013 tax burden of the electricity and natural gas sectors17, 18, 19 (data indicated with * are estimates from own calculations)

tax rate for the corporate income tax of energy
suppliers and expanding the subjects of this tax, as
of 1 January 2013 a new tax on public utility infrastructure was introduced,15 imposed on the owner
of the pipeline, or – in case of a state or municipal
owner – the operator of the pipeline. The tax rate
is 125 HUF/m. In 2013 HUF 60 billion of budgetary
revenue is expected from the new tax, of which
HUF 31.7 billion is the contribution of the gas and
electricity sectors based on the pipeline data available at the Energy Office of Hungary.16
In Table 11 for years 2010-2013 we summed the
planned and actual revenue from each tax and
estimated the tax burden that falls on the gas
and electricity sectors, after we have separated
the tax payment of the crude oil segment based
on the 2010 and 2011 reports of the member
companies of the Hungarian Petroleum Association and the year 2012 interim report of MOL.

SUMMARY
According to the research results of REKK,
in 2013 the HUF 93 billion tax burden will be
further augmented by the effect of the 10%
utility bill cut.
As described, as a result of the package of
measures at the electricity DSOs and the universal
service providers no extra costs will emerge that
cannot be passed on to customers, since the burden falling on large consumers increases exactly
by HUF 27 billion, equal to 10% of the net electricity bill of households.
The situation is quite the opposite in the natural gas sector: the package of measures, worth
approximately HUF 46 billion, spreads the burden
arising from lower household tariffs to the licensed
corporations within the sector – with the exception
of the universal service providers.

15

Act 168 of 2012 on the public utility infrastructure tax
yearbook of network energy carries, 2011 (Energy Office of Hungary), http://www.eh.gov.hu/gcpdocs/53/VEZESTEK%202011.pdf
17 The planned and actual data in the table are not fully comparable. Within the Budget Act and the Final Accounts Act that reports on
the compliance with the Budget Act, as well as in the data published by the National Tax Authority, the net balance of the payment and
reimbursement of each tax for the year in question is made available, while the annual reports of the member companies of the Hungarian
Petroleum Association contain the tax payment obligation for the year.
18 The estimated year 2013 Robin Hood tax of the sector is 75% of the total revenue expected from this tax. The tax paying obligation of those
already subject to the tax before 2013 will increase to 3.875 times the 2012 level, and the full energy sector, plus the waste management
companies and water utilities will also be covered. Based on 2011 data of the National Tax Authority (A NAV „2011. ÉVI TÁRSASÁGI ADÓ
BEVALLÁS KIEMELT ADATAI”, http://www.nav.gov.hu/data/cms260837/Kettos_konyvvitelt_vezetok_mutatoi_2011.pdf) the positive pretax profit of the latter sector is substantially lower than that of the energy sector.
19 The revenue from the sector specific extra tax of the energy sector compared to the total tax revenue has been estimated as 50% for 2012
and 2013 based on data from the previous years.
16 Statistical
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annual tenders. For these reserves the procured
quantity has not changed, its volume is consistent
with the ENTSO-E recommendation (+/- 40 MW
Securing the system level reserves necessary for
for primary reserves and 500 MW for the tertiary
the uninterrupted operation of the electricity sysupward direction). As indicated by the figure, the
tem is the task of the system operator. Before the
total procurement cost for both types of reserves
tender for this year MAVIR substantially changed
is higher this year than before.
the methodology of procurement, which, based
In case of tertiary reserves it is important to
on the results to date has positively impacted the
note that the high cost level and the cost increase
level of procurement costs. In our article we focus
are presumably due not to the applied auction
mainly on the developments surrounding the
procedure, rather, they are driven by the lack of
procurement of secondary and tertiary reserves,
an intensive enough competition, as MVM Trade
the largest cost items of all. We report on the
has a dominant position in this market. While there
most important changes to the method applied
is a fairly large group of potential market players,
by MAVIR, as well as the related advantages, and
since every power plant with secondary reserve
evaluate the results of the tender procedures that
capabilities can also supply tertiary reserves, of
have already been held for this year.
all the potential bidders only a few submit actual
For the last few years the total cost of securing
offers and even those bids include low volumes.
system level reserves has escalated: while the total
The likely reason for this is that these companies
cost of primary, secondary and tertiary regulaare aware of the dominant position of MVM, and
tory reserves amounted to about HUF 28 billion
consequently, entering this market is not attractive
for 2009, this sum already reached about HUF 52
enough for them. The highly dominant position of
billion in 2012. In recent years securing secondary
MVM is well illustrated by the fact that over 95% of
upward reserves proved to be most demandthe reserved quantity for tertiary upward reguing for MAVIR, as its price radically increased
lation belonged to it both last year and this year.
until 2012, even though the reserved quantity
Based on this, presumably it would be appropriate
constantly declined. This negative tendency
for the Competition Authority to investigate if
prompted MAVIR to markedly change its procuresignificant market power prevails.
ment method, generating significant savings for
As an interesting new development compared
some of the products. The figure below depicts
to previous years, on the annual tender this year
the procurement costs of the last three years.
MAVIR secured 115-145 MW/day of tertiary downThe primary and tertiary upward reserves
ward capacity as well. The underlying reason
continue to be purchased exclusively through
is probably the pursuit of increased system
security, also allowed by the
cost savings that have been
50
2011 total cost:
2012 total cost:
2013 annual and Q1 cost:
realised at the tenders held
45
HUF 46 Bn
HUF 51,8 Bn
HUF 35,1 Bn
earlier. Securing such reserves
40
through annual auctions has
35
the added benefit that it ena30
bles an increased number of
the system’s machines to be
25
operational, valuable not only
20
from the perspective of system
15
security, but it may also gener10
ate additional supply and lower
5
the costs at upcoming short
0
term tenders. All this, neverUpward
Downward
Upward
Downward
Upward
Downward
2011
2012
2013
theless, probably does not
Primary
Secondary
Tertiary
Source: MAVIR, REKK calculations
justify an almost HUF 10 billion
expenditure to secure reserves
Figure 20. The cost of the procurement of reserves
between 2011 and 2013
the absence of which has not

20

Bn HUF /year
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Recent developments related to the
procurement of system reserves

1st issue 2013

MW

Thousand HUF/MW/h

caused problems of system
14
security for the last few years.
12.6
12.6
The multi-year comparison of
11.6
12
the costs related to secondary
10.1
reserves is made difficult by the
10
changing procurement method
8
7.3
and the variation of purchased
5.9
quantities. In this case the
6
above figure may deceive
4.5
4.4
4.3
us, since the 2013 secondary
4
upward reserves data only
2
includes the costs of the annual
0
tender and the quarterly tender
0
for the first quarter, while for
2009
2010
2011
2012
2013
secondary downward reserves
Upward
Downward
Source: MAVIR, REKK calculations
only the costs of the annual
reserves are included. ConsidFigure 21. Unit costs of secondary upward and downward
reserves between 2009 and 2012, thousand HUF/MW/h
ering, however, that the costs of
the first quarterly tender amounted to about HUF
0.9 billion, and prices established on the weekly
even shorter (weekly) tenders have been introtenders are significantly lower than the prices that
duced for secondary upward and downward
arise from long term tenders, in case of secondary
reserves. The change of the purchased quantity
reserves substantial savings can be predicted for
and structure for these product types is depicted
the year as a whole. In order to make the comby Figure 22.
parison easier, the figure below describes the unit
The advantage of short term auctions is that
costs of secondary reserves for recent years.
the closer the timing of the tender to the aucSimilarly to the previous figure, in case of sectioned period, the lower the alternative costs may
ondary downward reserves 2013 data represents
be, since the risk premium related to uncertain
the annual reserve only, while in case of secondmarket visibility is also down, and costs decline
ary upward reserves it comprises the combined
as some of the power plants already supply
results from the annual and the first quarter tenthe market and the machines that run anyway
ders. In comparison with previous years, the unit
can provide reserves at a lower cost. The other
cost considerably decreased, resulting in a 60%
important benefit of short term tenders is that
saving for the upward, and 40% for the downward
the system load, and consequently the likely
direction. In addition to a growing supply, some of
reserve requirement can be more accurately forethe revisions of the procurement method may also
casted, therefore the reserved volume can better
have contributed to this.
suit the likely demand. As a result, the required
One of the most important change with a decidedly
300
positive outcome is the introduction of short term ten250
ders. Already last year market
40-50
participants were enthusiastic
107
200
about the quarterly tenders for
the secondary upward direc150
100
277
tion. MAVIR, nevertheless, did
25-35
not really make use of these
100
164
advantages as the tenders for
150
140
50
100
100
the second, third and fourth
quarters were held together in
0
February 2012, thereby losing
Upward
Downward
Upward
Downward
Upward
Downward
2011
2012
2013
most of the potential benefits
Annual
Quarterly
Weekly
Source: MAVIR
of quarterly tenders. Quarterly
tenders, however, are applied
Figure 22. Change of the purchased quantity and structure of
this year, in addition to which
secondary reserves, average reserved capacity, MW
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volume, as well as its purchase cost can decrease.
This opportunity is utilised by MAVIR, since –
as indicated by the last column of the above
table – the volume reserved for different weeks
alternates as a function of expected system load.
Blending longer and shorter auction time frames
may also be attractive as it limits the likely success of strategic behaviour to oust competitors,
thus it intensifies competition and lowers prices.
The success of short term tenders is proven as
resulting prices are significantly lower than the
prices delivered by long term tenders.
Another important change has taken place for
the method used to evaluate offers. As a departure from the previous practice (when the energy
fee and the gradient were also among the assessment criteria), offers are evaluated exclusively
based on the capacity fee. The gradient is applied
only as a minimum standard, the auction results
are inspected subsequently to make sure that winning bids possess sufficient gradient. The energy
fee is also excluded from the assessment criteria,
only a price cap is determined for its value. As a
consequence, the formerly applied complicated
and obscure scoring system is also unnecessary,
the order of winners is simply based on the minimisation of the capacity fee. The key advantage of
this assessment criteria is that it fosters the development of intensive competition, as it provides
an incentive to participants to bid in accordance
with their costs. This rules out unwanted instances
when, for example, a participant with a high gradient is placed among the winners with a capacity
fee that is much higher than the fee of others.
An important change compared to last year is
that the subject of bids are not days, but so called

product units, representing a workday / holiday
distinction for each week on annual and quarterly
tenders, and peak and off-peak bids for each day
on weekly tenders. The main benefit of dividing
product units to workdays and holidays is that
the costs related to startup and shutdown spread
over a longer time period, thus the justified cost
declines, while the number of auctioned products
also contracts by almost two-third, which could
make auctions quicker and more transparent.
On the whole we can conclude that the revision
of the procurement method of system level regulatory reserves last year proved to be successful:
on secondary markets, where none of the participants have a dominant position, the opportunity
for efficient competition emerged, as a result of
which the purchase costs substantially declined.
This is explained partly by the lower volume of purchase, and partly by the improved incentives that
the new, simpler and more transparent purchase
method provides to market participants to bring
their bids in line with their justified costs. Later on
it would be worth to consider additional modifications, in particular the introduction of short run
tenders for tertiary reserves, and the application of
next day tenders in place of weekly tenders.

The temporary exemption of
the electricity sector under
the third EU ETS period
For the third period (2013-2020) of the European emission trading system (ETS) a new
principle is applied to allocate to all emission
allowances. While the second period was characterised primarily by free allocation (member

Phase I and II

Phase III

National caps

EU-wide cap

Fixed cap

Fixed cap which is annually decreasing

3 and 5 years trading period

8 years trading period

Limited auctioning (< 4%)

Substantial auctioning (with the temporary exemption of
selected sectors)

Free allocation for industry and electricity generators

Transitional free allocation for industry and heat-related
emissions (not for electricity generation)

Free allocation based on emissions at installation level

Free allocation based on specific emissions at product level

Free allocation based on historical emissions

Free allocation calculated through benchmarks

Legal basis:
• Directive 2003/87/EC
• National Allocation Plans
• Decisions of the EC on the NAPs
• National Allocation Decisions

Legal basis:
• Revised Directive 2003/87/EC
• Community-wide Implementation Measures (CIMs)
• National Implementation Measures (NIMs)

Source: General guidance on Phase III of the EU ETS and the tasks (extract from „Guidance Document n°1
on the harmonized free allocation methodology for the EU-ETS post 2012” published by the European Commission)

Table 12. Main differences between EU-ETS in Phase I and II versus Phase III
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states were allowed to auction up to 10% of the
total amount), starting in 2013 only about half of
the allowances will be handed out for free. The
allocation method was changed by the European
Commission because auctioning is expected
to eliminate the windfall profit of power plants
generated by free allocation, while also ensuring
equivalent conditions to new entrants.
While before 2012 the total number of allowances was set by the member states, from 2013
there is a single EU cap on emissions, lowered
by 1.74% each year. Based on the EU decision
currently in force (2010/634) the total allocation
for 2013 is 2,039,152,882 tons, expected to be
reduced to 1,777,105,173 tons by 2020.
The auction rules vary for different ETS sectors.
From 2013 power generators, as a principle, are
subject to a full auction obligation, that is, they
have to purchase allowances equal to their emissions from the market.1 Emissions from heat generation and industrial activities enjoy a temporary
free allocation, to be gradually reduced between
2013 and 2020. With regard to the heat production of district heating and cogeneration, the
completely free allocation of 2013 will decrease
to 88.4% by 2020, while in case of industrial
sectors not exposed to carbon leakage (emission
relocation) it will fall from 72% to 27%. For industrial installations exposed to carbon leakage free
allocation of all allowances will be maintained for
the whole period. 2

was produced from a single fossil fuel, while
their GDP per capita did not exceed 50% of the
average GDP per capita of the Community. To
compensate for the freely allocated allowances,
Member States are obliged to carry out emission
reducing investments of the same volume. The
European Commission determined both the general rules for free allocation and the requirements
for the investments.

The temporary exemption of the
electricity sector from auctions

Only those investments are eligible that will be
completed by 2020, result in GHG reduction, can
be economically operated in the long term, and
are additional, that is, the value of freely allocated
emission allowances cannot be spent on already
selected projects and investments that Member
States must undertake in order to comply with
other objectives or legal requirements accruing
from Union law. Moreover, investments that contribute to reducing the carbon intensity of electricity generation and the diversification of fuel
supply may also be supported.4

Certain Member States – including Hungary –
that satisfy the requirements of the Directive
may decide to temporarily allocate a declining
number of free allowances to their electricity
producers. According to article 10 (c) of Directive 2003/87/EC these are countries the national
electricity network of which is not or only loosely
connected to the network operated by the UCTE,
or in 2006 more than 30% of their electricity

1
2

3

4

The rules for allocation
In 2013, free allocation shall not exceed 70% of
the allowances needed for the electricity production corresponding to the gross final national
consumption of the Member State, and this ratio
will gradually decrease, and in 2020 all allowances
are to be allocated to power plants exclusively
through auctions. To ensure fair competition, free
allocation is not available to installations the operation of which started after 2008.
Free allocation is only allowed if it does not discriminate among participants and does not create
distortions of competition. Member States may
choose from two allocation methods: they determine the number of allowances to be allocated to
installations either based on the installation specific emissions of the 2005-2007 period, or based
on a benchmark.3
The requirements set for investments

With the exception of electricity generated from waste gases.
Carbon leakage is used to describe a situation under which, due to the cost of carbon policy, businesses transfer their production
to a country where this cost is lower or absent (e.g. to neighbouring countries outside the EU). According to the regulation, a sector
is deemed to be exposed to carbon leakage if a) the extent to which the sum of direct and indirect additional costs induced by the
implementation of the directive would lead to an increase of production cost, calculated as a proportion of the Gross Value Added,
of at least 5%; and the trade intensity (imports and exports) of the sector with countries outside the EU is above 10%, or b) the sum of
direct and indirect additional carbon costs is at least 30% of the Gross Value Added of the sector, or c) the non-EU trade intensity is
above 30%.
In case allocation is based on past emissions, the difference between the unit emission values of Periods I and II has to be considered,
so that the allocation does not penalise installations that have already lowered their emissions. In case of benchmark based allocation,
Member States may opt to use EU reference values or their own national values. The two methods may also be applied jointly: e.g.
benchmark for installations that are new entrants after 2007 (as they lack verified emissions for 2005-2007), and emission based
allocation for all other participants.
Guidance document on the optional application of Article 10c of Directive 2003/87/EC (2011/C 99/03) – from here on: Communication 10c
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In every instance the Member State is responsible for the proper execution of the investments,
including cases when they are implemented by the
companies receiving free allowances. If the audited
annual report of the Member State does not prove
that the investments have been appropriately
implemented, then the Commission launches an
infringement procedure.
The Commission made the option of derogation available to 10 Member States (Bulgaria,
Cyprus, Czech Republic, Estonia, Hungary, Latvia,
Lithuania, Malta, Poland and Romania), and only
two of them applied for it (Malta and Latvia). The
National Plans, also including the list of investments, that were submitted by the applicant
countries were evaluated by the Commission
during 2012 and it authorised the free allocation
of the requested number of allowances in each
instance (Table 13). 5 The published Commission
decisions, however, unfortunately do not contain the planned investments and their justification. Comparing the volume of exemption to
the average annual emission of the sector we
can observe great deviation among the countries: while Hungary – which only requested free
allocation for 2013 – distributes 7% of the annual
average sector emission of the 2008-2012 period

24

2008-2012 average
GHG emissions (kt)

for free, Bulgaria hands out three-quarter of it.
Based on the calculation method set by the Commission, net electricity exporters may receive an
exemption in excess of 70%.6
The basis for Hungary’s request for exemption
is the gas dependency of its electricity generation
and the relative economic underdevelopment of
the country.7 The Hungarian National Plan was
evaluated by the Commission on 30 November 2012.8 Originally the Hungarian government
desired to support the three investments listed
below through the sale of the freely allocated
allowances:
(i) pumped storage reservoir investments;
(ii) intelligent network pilot project; and
(iii) pipeline to connect the Hungarian and Slovakian natural gas networks.
As a results of the economic recession, despite
the gradually lowered emission limits, the market
is characterised by a lasting surplus amounting to
2 billion EUA, questioning the viability of emission trading. In order to save a system created
through huge efforts, the Commission was forced
to propose a hitherto unforeseen amendment.
On 19 February the Environment Committee of
the European Parliament approved a recommendation with a short term solution: postponing the

Average size of 2013-2019 requested
exemptions for the electricity sector
(kt)

Average emissions, %

Period of
exemptions

Bulgaria

10 616

7 736

73%

2013–2019

Cyprus

2 366

1 568

66%

2013–2019

Czech Republic

53 548

15 381

29%

2013–2019

Estonia

10 537

3 022

29%

2013–2019

Hungary

14 814

1 007

7%

2013

Lithuania

2 463

408

17%

2013–2019

138 904

57 807

42%

2013–2019

30 156

10 201

34%

2013–2019

Poland
Romania

Note: 2008-2012 emissions data refer to combustion facilities, including district heating, which, on the other hand, does not belong to
the electricity sector relevant from the perspective of exemptions
Source: EEA and Commission decisions

Table 13. The size of the exemption requested for the electricity sector, the period of its use, and the verified emissions of combustion
facilities for relevant Member States

5
6
7

8

In case of Poland the permit is subject to specific conditions.
The method of the calculation is described in Annex I and II of Communication 10c.
In 2006, within the total gross electricity production of Hungary natural gas had a share of 36.7%, and the Hungarian per capita GDP at
market prices reached 37.6% of the Community average (submission by the Hungarian government).
Draft Commission Decision concerning the application pursuant to Article 10c (5) of Directive 2003/87/EC of the European Parliament
and of the Council to give transitional free allocation for the modernisation of electricity generation notified by Hungary,
(http://ec.europa.eu/clima/policies/ets/cap/auctioning/docs/hungary_com_en.pdf)
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HUNGARIAN
STATE

10c
quotas

Sum based on the
price model of the
Commission

POWER
PLANTS

hro
dt
hp
ug
em
cur
pro
lic
ub

1. Power plants sell
the 10c quotas to
the trader for the
sum specified by
the price model of
the commission
2. Trader sells 10c
quotas in a
transparent manner
via auction /
exchange

ent
CO2 TRADER

10c
revenue

INVESTOR
(MVM GROUP)

• Trader takes the risk
of prices being lower
than specified in the
price model of the
Commission Trader
• Trader takes the
profit of prices
being higher than
specified in the
price model of the
Commission – up to
an incidental upper
limit, over which the
Hungarian State
may drain a fraction
of the profits
• The Trader may be
state-owned or a
market
player/foreign
investor.

Source: 10c Request, Government of Hungary, 2011 (first version)

Figure 23.
23 The connection between the investments
and the sources
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auctioning of 900 million tons
of allowances from 2013-2015
to 2018-2020. Longer term
options were also pondered,
including raising the 20%
GHG reduction target to 30%,
the permanent withdrawal of
a specific number of EUAs
from the market, adding new
sectors to the system, limiting/banning the recognition
of international credits (ERU,
CER), and setting a minimum
price for the EUA.9 After the
news the market price of EUA
barely increased.
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Abbreviations in the report:
APX
Amsterdam Power Exchange
ARA
Amsterdam–Rotterdam–Antwerpen
CEGH
Central European Gas Hub
CER
Certified Emission Reduction
EEX
European Energy Exchange
ETS
Emission Trading Scheme
EUA
European Union Allowance
HAG
Hungary–Austria Gasline
HDD
Heating Degree Day
HUPX
Hungarian Power Exchange
HEO
Hungarian Energy Office
OPCOM
Operatorul Pietei de Energie Electrica
OTE
Operátor trhu s elektřinou
PXE
Power Exchange Central Europe
SEPS
Slovenská elektrizačná prenosová sústav
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