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1 Introduction

More than four years ago the European Union (EU) decided to start negotiations on
accession with possible new member countries. The Czech Republic, Estonia, Hungary,
Poland and Slovenia were the first countries to be accepted into the formal accession
process. These countries are accordingly the called Accession Countries.

With regard to the leading role of the EU and of individual countries such as Germany in
climate protection policies and strategies in general, it isimportant to consider the impact
of the accession process on EU climate policy. CO, emissions of the Accession Countries
amount to at least a fifth of the carbon dioxide emissions of al 15 EU countries. Acces-
sion countries CO, emissions will not influence EU commitments for the first commit-
ment period from 2008 to 2012. However, it is important to pay early intention to the
Accession Countries, because they will be included in the European commitment for the
second commitment period beginning 2013.

Taking this into account, the German Environmental Protection Agency (Umweltbun-
desamt) commissioned a comprehensive study to analyse the options and capabilities of
the five Accession Countries in the field of environment and energy. This study was car-
ried out by research institutes in Germany in co-operation with research ingtitutes in the
five Accession Countries. The study included the analysis of the most important issues,
namely:

Status quo and development of the energy sector and structural CO, mitigation op-
tions,

Legal gap assessment and analysis of performance in the accession process,
Identification of implementation patterns through detailed policy anaysis,

Evaluation of co-operation projectsin the field of environment and energy in order to
develop new projects that promote the accession process.

This volume includes the analysis with regard to each of these topics, which has been
carried out by the co-operation partners in the accession countries. These contributions
have been compiled to country reports for each of the five accession countries. Section 2
of this report shows the results of the legal gap assessment. In section 3 the results of the
policy assessment are documented. Existing co-operation projects that have been identi-
fied as best practice are described in details in section 4. Additionally there are severa
tables of data relevant for the field of energy and environment and overview tables about
the accession process and the screening of existing co-operation projects in the appendix
to this report.

The overall analysis of al five accession countries has been compiled to the main report,
which includes also the conclusion and recommendations that have been derived from
this co-operative investigation and research process.
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2 Legal Gap Assessment

Changes after 1989 have contributed to creation of conditions, which have significantly
influenced the solution to environmental problems. The condition and development of
the environment, as well as the level of its protection, in the Czech Republic are com-
pared with conditions of EU member states rather different. Gradua levelling of these
differences depends not only on the modification of the Czech legidation but also on the
volume of investments necessary for achievement of the technical level of environmental
protection in the EU.

The Czech Republic has been preparing for accession to the European Union since the
early 1990's. The harmonisation of the Czech legal order with EU legidation, and adap-
tation to EU policies commenced in 1992. A great help in the adoption of domestic mar-
ket norms has been the EC "White Paper”. Approximately 60 % of Czech legal regula-
tions are now fully compatible.

2.1 Directives

2.1.1 Liberalisation of the Electricity Market

In 1994 the Czech Republic has adopted a new energy legidation, the law number
222/1994 ,,On Conditions for Business and the Performance of State Administration in
Energy Sectors and on the State Energy Inspectorate”’. This law covers eectricity and
gas aswell asdistrict heating industry.

2.1.1.1 Objectives/Substantive Requirements

The main goa of this law was to adjust the energy legidation to a new economic Situa-
tion during the transition from a centrally planned to market economy, and to provide a
legal framework for competition in the electricity, gas, and district heating markets. The
former electricity, gas, district heating laws and other legidation were designed for a
monopoly, state owned and centrally planned energy industry. The law 222/1994 and the
relevant bylaws created a legal framework for doing business for new private companies
and legalised their competition to traditional utilities.

Transmission means the transport of electricity on the high-voltage interconnected sys-
tem to the final customer or the distributor whereas the distribution mean the transport
of eectricity on a medium or low-voltage distribution system to final customers.

In Accordance with the Directive 96/92 EC, the production of electricity is open to inde-
pendent producers and autoproducers. Practically 100 % of the wholesale market is open
for competition. Retail market is practically not open for competition, except for cus-
tomers using direct lines. The Directive does not specify what market should be opened
for competition. If only the wholesale market is considered (as in Denmark) the Czech
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law would support system similar to negotiated third party access, but the law does not
guarantee a non-discriminatory and transparent behaviour.

The Czech law in contrast with the Directive does not guarantee transparent and non-
discriminatory third party access.

2.1.1.2  Institutional Requirements

State authorisation - is compulsory obligation for production and distribution and trans-
mission. The Ministry of Industry and Trade is obliged to issue the licence when the
specified conditions are fulfilled.

Concerning the transmission system, for the duties of the system operator is responsible
CEZ, as. which established a daughter company CEPS, a.s. for transmission and dis-
patching services.

The eight regiona distribution companies are responsible for the distribution system in
their specific regions.

2.1.1.3  Procedural Requirements

In principle, the law is very liberal, although the EU directives concerning common rules
for the internal market with electricity and gas were not in place approving the 222/94
energy law, it did alow third party competition to enter electricity, gas, and district
heating markets both in generation and trade, as well asin electricity, gas and heat distri-
bution, including

The law 222/1994 in accordance with the Directive that was passed two years later in-
troduced licenses/authorisation procedure for doing business in energy industry. The
operational licenses are to be issued by the Ministry of Industry if the specified require-
ments are met.

The law did not specify any exclusive monopolistic rights for traditional utilities and thus
competition of new market entrants was allowed in electricity, gas, district heat trade and
in distribution (transmission). Third party access to the grid, and construction of direct
and parallel lines were alowed (respectively not forbidden). However, the law has one
single major weakness that significantly reduces effectiveness of any potential competi-
tion. The law does not guarantee a fair, transparent and non-discriminatory third party
access to the grid as the Directive requires. It only allows third party access and leaves
the conditions of the third party access on the bilateral negotiations between the grid
owner and a new competitor.

The law supports negotiated third party access in accordance with the Directive, but its
non-discriminatory and transparent application is not guaranteed which is in contrast
with the Directive.
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In practice several independent energy traders have arisen and there have been severa
cases of third party access to the grid in electricity and gas industries. However, inde-
pendent traders reported serious problems during negotiations regarding conditions of
third party access, and the required fees were so high that it effectively stopped the com-
petition, except for several cases.

2.1.1.4  Monitoring and Reporting

State regulation - was defined and a Ministry of Industry and Trade (MIT) was accred-
ited to perform the duties of the regulatory body. The regulator appointed with the MIT
submits proposals for price regulations to the Ministry of Finance which has the power to
regulate prices.

The Regulator appointed with MIT, the Ministry of Finance, the Antimonopoly office,
and courts are appropriate places for solving disputes.

There are no formal provisions on monitoring and reporting in the law 222/1994 ,,On
Conditions for Business and the Performance of State Administration in Energy Sectors
and on the State Energy Inspectorate”. However, the impacts of the law are monitored
regularly by both market participants and the Ministry of Industry and Trade and meet-
ings and discussions take place on its effects.

A , small novel®, an update of the energy law had been planned and actual work started,
but than a decision has been made to create a completely new energy legidation. The
new legidation would be in full accord with the EU directives concerning common rules
for the internal market with electricity and gas. A first draft of the new energy law that is
compatible with the EU directives was prepared in June 1999 and now is circulated to
collect comments.

2.1.2  Liberalisation of the Gas Market

The law number 222/1994 , On Conditions for Business and the Performance of State
Administration in Energy Sectors and on the State Energy Inspectorate” covers electric-
ity and gas as well as district heating industry.

2.1.2.1 Objectives/Substantive Requirements

The main goa of this law was to adjust the energy legidation to a new economic Situa-
tion during the transition from a centrally planned to market economy, and to provide a
legal framework for competition in the electricity, gas, and district heating markets. The
former electricity, gas, district heating laws and other legisation were designed for a
monopolistic, state owned and centrally planned energy industry. The law 222/1994 and
the relevant bylaws created a legal framework for doing business for new private compa-
nies and legalised their competition to traditional utilities.
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In the Czech Republic there are no important producers of gas. In contrast with the Di-
rective the production of gas is not open to independent producers and autoproducers.
Gas dligible customers are not defined. In accordance with directive, each distribution
shall operate, maintain and develop under economic conditions a secure reliable and effi-
cient system with due regard to the environment.

2.1.2.2  Institutional Requirements

State authorisation - are compulsory obligation for production and distribution and
transmission. The Ministry of Industry and Trade is obliged to issue the licence when the
specified conditions are fulfilled.

In accordance with the directive, authorities responsible for the settlement of disputes on
negotiations on the access to the systems and on the refusal of access are designated (
The Ministry of Finance, Antimonopolistic office, Regulation offices, courts).

System operator is established, Transgas s.p., in accordance with the directive.

Concerning the transmission system, for the duties of the system operator is responsible
Transgas, s.p..

The eight regiona distribution companies are responsible for the distribution system in
their specific regions.

2.1.2.3  Procedural Requirements

In principle, the law is very liberal, although the EU directives concerning common rules
for the internal market with electricity and gas were not in place approving the 222/94
energy law, it did alow third party competition to enter electricity, gas, and district
heating markets both in generation and trade, as well as in electricity, gas and heat distri-
bution, including transmission.

The law 222/1994 in accordance with the Directive that was passed two years later in-
troduced licenses/authorisation procedure for doing business in energy industry. The
operational licenses are to be issued by the Ministry of Industry if the specified require-
ments are met.

The law did not specify any exclusive monopolistic rights for traditional utilities and thus
competition of new market entrants was allowed in electricity, gas, district heat trade and
in distribution (transmission). Third party access to the grid, and construction of direct
and parallel lines were allowed (respectively not forbidden). However, the law has one
single major weakness that significantly reduces effectiveness of any potential competi-
tion. The law does not guarantee a fair, transparent and non-discriminatory third party
access to the grid as the Directive requires, it only alows third party access and |leaves
the conditions of the third party access on the bilateral negotiations between the grid
owner and a new competitor.
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The law supports negotiated third party access in accordance with the Directive, but its
non-discriminatory and transparent application is not guaranteed which is in contrast
with the Directive.

In practice several independent energy traders have arisen and there have been severa
cases of third party access to the grid in electricity and gas industries. However, inde-
pendent traders reported serious problems during negotiations regarding conditions of
third party access, and the required fees were so high that it effectively stopped the com-
petition, except for several cases.

2.1.2.4  Monitoring and Reporting

State regulation - was defined and a Ministry of Industry and Trade (MIT) was accred-
ited to perform the duties of the regulatory body. The regulator appointed with the MIT
submits proposals for price regulations to the Ministry of Finance which has the power to
regulate prices.

The Regulator appointed with MIT, the Ministry of Finance, the Antimonopoly office,
and courts are appropriate places for solving disputes.

There are no formal provisions on monitoring and reporting in the law 222/1994 ,,On
Conditions for Business and the Performance of State Administration in Energy Sectors
and on the State Energy Inspectorate”. However, the impacts of the law are monitored
regularly by both market participants and the Ministry of Industry and Trade and meet-
ings and discussions take place on its effects.

A ,small novel“, an update of the energy law had been planned and actual work has
started. But after than a decision has been made to create a completely new energy leg-
islation, that would be in full accord with the EU directives concerning common rules for
the internal market with electricity and gas. A first draft of the new energy law that is
compatible with the EU directives was prepared in June 1999 and now is circulated to
collect comments.

2.1.3  Energy Taxation

Excise taxes on products are specified in the act 587/1992 on Excise taxes. The Act on
taxes specifies duties of taxpayers, commodities, and levels of excise taxes.

At the present time there are only excise taxes imposed on the minera oils (no excise
taxes on electricity or solid energy products (as the proposal of the relevant EU directive
requires),

2.1.3.1 Objectives/Substantive Requirements

Excise taxes on energy products in Czech Republic (there are no other excise energy
products taxes charged):
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Table 1: Excise taxes on energy products in Czech Republic
Czech Republic EU (actual)
- ECU/1,000 1 -
Petrol 273 287
Gas Oil 219 245
Petrol mixtures, light furnace oils 219 245
Other fuels 0 different

The main gap in the current taxation system and the EU is the rather different approach.
Levied excise taxes on mineral oils in the Czech Republic are paid back to consumers if
they prove the utilisation of oils for heating purposes and electricity generating. This fact
is not adequate to any EU requirement.

2.1.3.2  Institutional Requirements

Excise taxes are a component of existed system of taxes. Administrators of taxes are
competent financia authorities. It fulfils the EC requirements.

2.1.3.3  Procedural Requirement

There are no procedural requirement.

2.1.3.4 Monitoring and Reporting

Competent financial offices monitor the charge and collection of all taxes, including the
excise duties. There are no substantial barriersto fulfil reporting requirements.

2.1.4 Large Combustion Plant Directive (and Proposed Revision)
Current acts in force embody partial accord with Large Combustion Plant Directive.
The essential gaps are:

different definition of source size,

Czech Republic-thermal output power,

EU-thermal input power

the linear relation between emissions limits on size of source

missing legal frame for creation of programme and

action plansfor air quality improvement
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2.1.4.1 Objectives/Substantive Requirements

Act No. 309/1991 Coll. on Air Protection against Pollutants(the Clean Air Act),
amended by of Act No. 218/1993 Coll. and Act No 158/1994 Coll. The full wording, is
in Act No. 211/1994.

Act No. 389/1991 Coll. on State Administration of Air Protection and Pollution Fees
amended by No. 212/1994 Coll. and by Act No. 86/1995 Call.

Decree of Ministry of Environment No. 117/1997 coll. in the wording of Decree No.
177/1997 Call., published in Amendment 41/1997 Coll., setting emission limits and other
conditions (method of emission measurement, quality of fuel etc.) of operating stationary
sources of air pollution and protection.

Figure 1: SO2 Emission Limits for Fossils Fuels
emission limit [mg SO,/m?]
AU \ ——CR - current legislation
* \ = EU - current limits for new sources
N = = EU -proposal for new plants from year 2000
1500 - \
\
AN
1000 + \
| AN
- - . \
4 N N \
500 + \ <
4 N — . E—— = E—— = ——m E—— = E——
N
N
O T T T T T
0 200 400 600 800 1000 \w

In contrast with the directive, in the Czech Republic, the sources are differentiated ac-
cording the thermal output, not thermal inpuit.

The interpretation of gaps in the field of emission limits is quite difficult. The graphs be-
low show the example of difference between emission limits for new sources in EU and
Czech Republic.
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Figure 2: NOy Emission Limits for Fossils Fuels
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Czech Republic draw up programmes for the phased reduction on total annual emission
based on the joining the CRLTAP protocol. The programmes are mainly supported
through State Environmental Fund.

2.1.4.2  Institutional Requirements

State treatment of air protection executes Ministry of Environment, Czech Inspectorate
of Environment and district offices and municipalities.

In contrast with the directive, there are no undertakings in force relating to the require-
ment to consult neighbouring countries in case of transboundary effects. The UN/ECE
Convention on Transboundary effects was signed but hasn't been ratified yet.

2.1.4.3  Procedural Requirements

In the Czech Republic there is system which required authorisation. The obligation of
emission limits abidance follows from the law 117/1997.

2.1.4.4  Monitoring and Reporting

Large and middle sources of emission have obligation to measure emissions.
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In contrast with the Directive, emissions from all plants of more than 150MW (EU
300MW) must be measure on continual basis, other plants are measured regularly, as
approved by competent authority.

The Czech Inspection of Environment monitor abidance of pollutant emissions limits, in
accordance with the Directive.

Operators of combustion plants have to inform the authorities of the results of the con-
tinuous measurements and scientific institutions are approached to monitor on behalf of
the government.

There are no gaps in the monitoring and reporting.

2.1.4.5 Recent Developments Related to the Directive

Directive will be involved in the new Directive 117/97 Coll. on Emission Limits and in
the new Act on Air Pollution. The Act is on legidative programme of the government
and should be effective from year 2001. (Ministry of Environment status). It is assumed
that the new Act will close al existing gaps.

2.1.5 SAVE Directive

2.1.5.1 Objectives/Substantive Requirements

The SAVE directive 93/76/EEC to limit carbon dioxide (CO,) emissons by improving
energy efficiency (SAVE) hasin the Czech conditions a few local instruments to achieve
the goals. These includes both legidative and policy instruments.

At the legidative level the most important is the proposal of the Energy Management
Law. The prospective approva of the proposa would adopt some of the SAVE Direc-
tive requirements, namely in the form of obligatory energy audits for the public buildings.
Moreover it would define the activities of the Czech Energy Agency and State Energy
Inspection. The beginning of the adopting process of this law is planned for the year
2000.

Existing tools and policies can be divided in two following parts:
activities of Czech Energy Agency and State Environmental Fund

requirements given by the current legislation

2.1.5.2  Institutional Requirements

The major actor is the Czech Energy Agency (CEA), the main task of which is to en-
courage activities leading to energy conservation and reduced energy intensity, including
support to ESCO industry development, as well as to support greater utilisation of re-
newable and secondary sources of energy. The only income of the CEA for financing
projects is the state budget. The State Environmental Fund (SEF) active uses its own
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income based on the collected emission charges. There is not one agency, independent of
different ministries that would co-operate CEA and SEF.

In organisational terms, the Czech Energy Agency is a part of the Ministry of Industry
and Trade. The centre of the agency’s activity lies primarily in programs of stimulation
through state subsidies. The focus of individua programsis following:

energy efficient operation of residential buildings, schools, hospitals, buildings used
by community services and public institutions

utilization of renewable and secondary sources of energy and cogeneration
for optimization of energy supply to residentia areas
for energy conservation in industry, transportation and agriculture
consulting and education to reduce energy consumption and promotion of energy
efficiency activities
energy plans
Energy Performance Contracting

Thus the Czech Energy Agency covers the SAVE Directive requirements with the
above-mentioned supportive programs, which contribute to the CO, emissions reduc-
tions by the energy savings. Concerning the areas highlighted in the directive, it promotes
the thermal insulation in new buildings, the Third Party financing in the public sector and
the energy audits of enterprises

Further, this year the Agency co-operated in preparation of the new Energy Management
Law that is focused on these aress:

Energy policy

Energy plans of regions

Energy audits

Combined electricity and heat production

Energy labels and standards

State programs of energy efficiency.

The State Environmental Fund provides the financial support to pollution abatement
measures (at the production side — boilers and heating systems) and the utilisation of the
renewable energy. It helps to fulfil the SAVE directive requirements by the promotion of
the energy efficiency and the use of the fuels with the lower content of the CO,. How-
ever it does not implement any program highlighted in the directive. The conditions for
the granting of SEF resources are set out in a directive of the Ministry of the Environ-
ment, so the responsibility for the program design lies with the Minister of the Environ-
ment. The State Environmental Inspection controls the fulfilment of the environmental
legidation.
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2.1.5.3  Procedural Requirements

It can be declared that the SAVE Directive objectives are or in the near future will by
implemented on the Czech conditions, usualy with small differences which can be easily
corrected.

Energy certification of building

Energy certification of the buildingsis on voluntary basis in the Czech Republic. No legal
measures are planned in the field of certification, standards are prepared.

The last proposal of the Energy Management Act includes the obligation of house own-
ers to meet minimum efficiency requirements for new and reconstructed buildings. De-
tails are presented in edicts. If a house-owner can prove that he/she can not meet the
given requirements technically or economically through an energy audit, an exception
will be made.

Billing of heating, air-conditioning and hot water costs calculated on the basis of ac-
tual consumption

All consumers have installed individual hot water meters. Metering of heat depends on
the source of heat. The electricity, natural gas and other fuels ae individualy metered,
district heating systems have one meter installed in each of the supplied building. The
individual bills are set up according to the number of the square meters or according to
heat indicators.

The proposed Energy Management Act prescribes individual metering for al end-users.
Details will be given in edicts. According to the proposal the owner of the given building
isobliged to install this equipment within three years.

Third party financing

Third party financing in the public sector is financially supported by the Czech Energy
Agency. Moreover, the Agency provided the preparation of the official manual for these
activities. However, in the budget public organizations, it is still not possible to imple-
ment the Third Party Financing because of the legal barriers.

Thermal insulation of new buildings

Financia support for thermal insulation of the buildings is provided by the CEA. New
buildings shall meet certain requirements for thermal insulation (see energy certification
of buildings).

Regular Inspection of boilers

Regular inspections of boilers are declared in the Czech technical standards, though there
has not been any efficient control mechanism developed. Only the Clean air act defines
some emission control mechanism.

Energy audits of undertakings
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The last proposal of the Energy Management Act includes the obligation of energy audits
provision for the following types of undertakings:

Private entities with a yearly energy consumption above 15,000 GJ
Public entities with a yearly energy consumption above 1,000 GJ

Heat producers with an installed capacity of 5 MW and more and electricity produc-
ers with an installed capacity of 10 MW and more that did not install a cogeneration
unit.

Physical and legal persons applying for state support by CEA.

The mentioned public and private entities will be obliged to carry out the audit within
three years. The Act further prescribes the contents of the energy audit and specifies who
isqualified to carry out an audit.

The State Energy Inspectorate can instruct public entities to follow the requirements
given in the energy audit

The CEA supports energy audits when they are part of an Energy Performance Con-
tracting project. There are no other programs to support energy audits.

2.1.5.4  Monitoring and Reporting

There is no formal provisions on monitoring and reporting on the SAVE Directive base.
All the current processes [for instance reporting of the Czech Energy Agency to the gov-
ernment] can be adapted to the structure of the EU monitoring and reporting schemes.

2.1.6  Directives on the Labelling of the Consumption of Energy

There is no obligation for labelling or standards for electric appliances. The proposed
Energy Management Act announces the introduction of labels and standards for electric
appliances. Legidation for labelling isin preparation for those appliances that the EU has
introduced labels for.

The new Act will mark fully accord to the requirements of the EU directives concerning
labelling, it will be harmonised with.

2.1.7 Directives on Energy Efficiency Requirements for Household Appliances

At present, the Ministry of Industry and Trade is preparing an Energy Management Law
for approval by the government that includes an article introducing this requirement.
Following passage of the law by the parliament of the Czech Republic, the Ministry will
need to issue the relevant regulations harmonised with EU legidation.

The new Act will mark fully accord to the requirements of the EU directives concerning
the requirements, it will be harmonised with.
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2.1.8 Directive on Integrated Pollution Prevention and Control
IPPC or smilar legal measureis not in force in The Czech Republic yet.
Commensurate acts and directives:

Act N0.17/1992 on Environment specifies the actions liable to impact environment re-
view and specifies penalties for environment damages

Act No. 309/1991 Coll. on Air Protection against Pollutants(Air Quality Act), amended
by of ACT No. 218/1993 Coll. and Act No 158/1994 Coll. The full wording, is in Act
No. 211/1994.

Act No. 125/1997 on Waste specifies treatment of waste, specifies fees and penalties for
waste deposition. Responsible authorities are Ministry of Environment, State Environ-
ment Inspectorate, custom offices, district offices, and municipalities.

Act No. 50/1976 Call. on Territorial Planing and Building Rules (Building Law) Act
determines the rules for building permissions issuing, specifies construction documenta-
tion and legal frame for building. Responsible authorities are local authorities (munici-
palities, district offices, towns) — Building offices. For larger territoria planning the
Ministry of Local Development or Ministry of Defence are responsible.

The IPPC will replace in stages all relevant component directives in Czech Republic.
IPPC will be included into Act on the Environment. Permissions will be issued by Minis-
try of Environment or districts (depends on range of permission). Body of expert advi-
sors will evaluate all documents necessary for proceeding. The Czech Inspection of Envi-
ronment or Agency of Environment (not established yet) will supervise the conditions
abidance.

Czech Republic will probably ask for three years transition period for exclusion of ex-
isted facilities from IPPC implementation (Ministry of Environment opinion).

The Czech Republic legidation will be in force in times of fully EU joining.

2.2 Decisions and Programmes

2.2.1 R&D Programmes: Energy Framework Programme (1998 - 2002)

The total amount of money given by the EU Framework programme to solution provid-
ers from the Czech Republic has been estimated as CZK 20 - 30 million up to now. The
Czech Republic acted in the role of associate members or receivers of financia help.
From 1999 the Czech Republic has become a fully-fledged participant in the fifth frame-
work programme with many rights as well as duties, including paying the member allow-
ance, the amount of which is determined according to a country’s GDP.

At the moment, no national state program exists for the stimulation of research and de-
velopment in energy efficiency. The Czech Energy Agency, however, provides subsidies
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of up to 40 % of investment costs for demonstration projects in the field of energy effi-
ciency and renewable energy.

According to an agreement between the EC Association Council and the Czech Republic
from 27 November 1998, the Czech Republic can participate in the SAVE Il pro-
gramme. For the 1998 project round four projects from the Czech Republic have been
accepted for SAVE Il funding.

The Ministry of Industry and Trade is considering the possibility of the Czech Republic's
official participation in the programme to support renewable sources of energy,
ALTERNER II.

Czech Republic is already familiar with the instruments under the Energy Framework
Programme. The national centre for the Energy Framework Programme exists.

2.2.2  Coal Subsidies

In the 1992 Government of the Czech Republic adopted resolution No. 691 concerning
of creation the right conditions for restructuring and privatisation of the Czech Republic's
coal industry. In the structure defined by the State, the principle of state participation in
the contraction of inefficient mining operations was approved, covering in particular the
following problems:

social demands of an obligatory nature
technical liquidation of mines
assuaging damages caused by mining activity in the past

As the origina assumptions reflected in the Government resolution changed in connec-
tion with the gradual change in the conditions in the manufacturing and consumption of
electricity and heat and thus on the fuel market too, the contraction had to be extended
beyond the scope of the approved contraction programme. The government therefore
passed resolution No. 558/95, amending the concept of the contraction of the coal min-
ing industry and making more precise the programme for closing down mines and quar-
ries with extended state participation in the costs of contraction until 31.12.1998.

In December 1998 the Government adopted resolution No. 814, which approved the
continuation of state subsidies for phasing out and the liquidation of mining capacities in
1999. At the same time it demanded that a general concept of phasing out production in
the coal and ore mining industry in line with the Czech Rupublic's energy policy and EU
requirements, and resulting steps from the year 2000 onwards be drawn up and presented
to the Government by 30 June 1999.

Amounts of resources that are spent for attenuation process in recent years (when the
attenuation process culminated) are on the same level as the amounts spent on the initial
of the attenuation process.
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The current coa subsidy policy of the Czech Republic and provision of subsidies come
out from similar criteria, mentioned in the Decision 3632/93/ECSC. There are no diffi-
culties expected in getting the current subsidy scheme approved by the Commission upon
accession.

2.3  Environmental Agreements

Environmental Agreements are mentioned between suggested policy instruments in cur-
rent and prepared State Environmental Policy. The main barrier to enforce environmental
agreements in Czech Republic is unstable economic environment, not complete privati-
zation and uncertain future of some industry companies. The stable economic and legis-
lative situation is the crucial condition for EA implementation.

The only one agreement realized in the Czech republic concerned of the phosphate re-
duction in washing powders in 1996. Agreement was concluded between producers and
the Ministry of Environment.

In the Czech Republic there are no important national producers of household appli-
ances, for example, the only one Czech producer of refrigerators & freezers and washing
machines — Romo ZEROWAT has 2 % share on the market of refrigerators and 8 %
share on the market of washing machines.

More than 80 % of electric household appliances on the today’s market have origin in
the EU member states, most of producers have exclusive sale agencies in the Czech Re-
public. Wholesales and main distributors buy their products through these agencies.

The first pilot projects concerning environmental agreements with industries can be an-
ticipated between 2002 - 2005." For implementation of environmental agreements will be
responsible Ministry of Industry and Trade, Czech Energy Agency and aso regional
authorities and municipalities.

2.4  General Policies and Strategies for the Future

In the Czech Republic, there is still no real general policy or strategy in force in the field
of energy conservation, renewables or co-generation, which reflects fact of the Czech
Republic approximation to relevant conditionsin the EU.

But this situation is to a great extent reflected in the proposals of the new Energy Policy
and the Energy Management Law. The new Energy Policy hasto be in force after 1 De-
cember Y2K and the Energy Management Law after Y2K1 (according the legidative
programme of the Government).

This conclusion follow from The National Energy Efficiency Study financed through World Bank
and prepared among others governmental institutions for Ministry of Industry and Trade.
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Thus descriptions of future policies and strategies below in this field are based on antici-
pation of acceptance of these proposals by the Czech Government.

2.4.1 Combined Heat and Power (Co-generation)

As the Energy Management Law will be adopted and this act will probably contain the
following obligations for heat and e ectricity producers:

A heat producer with an energy sources above 5 MW (heat) that plans to reconstruct
the installation is obliged to install CHP.

A producer of electricity through heating processes with a sources above 10 MW
(electricity) that plans to reconstruct the installation is obliged to install a heat supply
source.

This part of the energy act is, however, still under heavy discussion and could be limited
to the obligation of carrying out an energy audit and considering CHP.

2.4.2 Renewable Energy Sources

The objectives determined by the Ministry of the Environment is to achieve a 6 % share
of renewable resources (stated in the Energy Policy) in the total consumption of primary
energy resources by 2010 (mainly by higher utilisation of bi omass).3 Current utilisation of
renewable sources (including small and large hydro power plants) exceeds 1,4 % share
on the current total energy utilisation.

2.4.3 Energy Efficiency

The Energy Management Act is now under preparation and discussion: On the energy
field it addresses the relevant EU legidative norms and included also relevant measures
for energy efficiency. By this law and its implementing acts will be applied the directives:
79/53V/EEC, 92/75/EEC, 94/2/EC, 95/12/EC, 96/60/EC, 97/17/EC, 98/11/EC. Envi-
ronmental Management System can improve energy efficiency. The Government in 1998
has established the authority, responsible and competent for EMAS. The objective of this
activity isto increase of competitiveness of inland products on the EU market.

Since December 1998 the Czech Republic became an officia participant in the SAVE Il
programme.

The last proposal of Energy Management Act from 30. August 1999 contains mentioned obligations
concerning CHP.

This objective seems to be too excessive, the more redlistic consumption of renewables in Czech
Republic by 2010 was assessed 3.5 % of total consumption of primary resources (Energy Efficiency
Study, conducted by ECN Netherlands, SRC Czech Republic, SEVEN).
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In Resolution N0.843 adopted on December 16, 1998 the Government approved the
State programme to support energy savings and the use of renewable sources, whereby
all the funds provided to this area from the budget of individual ministries will continue
to be co-ordinated.

Providing the support in the area of increasing energy efficiency is mainly the work of the
Czech Energy Agency (CEA). Apart from CEA, the State Environment Fund also sup-
ports energy-savings measures and use of secondary energy Sources.

2.5 Planned and Proposed Activities

2.5.1 Integrated Resource Planning Directive

The Integrated Resource Planning appeared in Czech Republic as policy intent in early
ninetieths. With the start of the restructuralisation process together with beginning of
creation necessary steps leading to open market in energy sector this measure in Czech
Republic doesn't have support in the current energy policy.

2.5.2  Feed-In Directive (Renewables)

The Senate of Czech republic refused in 1998 the proposal of act of Guaranteed feed-in
prices for renewables. The matter of proposal was build on the guaranteed tariff for
electricity from renewables that is twice to three time higher (CZK 2 - 3/kWh) then the
redemption price for primary sources. The act is not in compliance with liberalised mar-
ket rules (TPA model which is proposed in the recent Energy Policy draft). The measure
isin principle equivalent with taxation and probably will not be approved.4

State supports utilisation of renewable sources through grant programs of the Czech
Energy Agency, the State Environment Fund and the Ministry of Agriculture.

Additional support of renewables exists through exceptions in the tax laws. A reduced
VAT rate (under Act 588/92) applies to biofuels, water and wind turbines and wood
waste. Operators of renewable energy sources are also exempted from income tax for the
first five years following commissioning of the equipment (Act 586/92). Buildings for
renewable energy production purposes are relieved from the construction tax (Act
338/92).

There is now evidence that there will be other government support steps of renewables
undertaken at an early date and no other steps are considered.

In the present time, there are some voluntary agreements in force between distribution
companies and renewable energy producers. Redemption price for renewable sources ( it
concerns especially water power plants) is now approximately 10 % higher than for other

SEVEnN opinion
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sources of energy. These agreements don’'t have direct connection to government policy
or legidative.

2.6 Conclusion

In late 1980s, the energy sector used to be the most polluting one. Between 1990 and
1998, considerable improvement has been achieved in terms of pollution reduction but
the national values of major energy related environmental indicators are still worse than
those typical for the EU countries (especially CO, emissions per capita or per unit of
GDP). Further increase in energy efficiency will contribute to further improvement of the
environment.

The Czech Republic energy policy is based on principles comparable with those de-
scribed in the White Paper on Energy policy for the EU. The Czech Republic is a mem-
ber of OECD and seeks to become a member of the International Energy Agency; it has
already met most of the conditions for membership. The Czech Republic has ratified the
Energy Charter and additional protocolsto it.
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3  Patterns of Regulation and Implementation

3.1 Political Instruments

3.1.1 A Lack of Political Concepts

Internal policy in the Czech Republic in the period 1993 - 1997 (from the establishment
of the Czech Republic to the end of the Klaus Government) was marked by a lack of
conceptual material that would have been accepted by the Government, received public
support, and would then have been systematically developed by the Government for its
eventual implementation. The first economic policy was approved by the Government
only in 1998. The Czech Republic has no approved policy on natural resources. After
seven years of waiting, energy policy was finally taking into consideration only on 23
June 1999 on the condition that by the end of 1999 it is to be presented to the Czech
Parliament in its definitive version.

There are severa chief reasons for the five-year conceptual vacuum. Until late 1992 it
was the Federal Government, as opposed to the Czech or Slovak governments, which
had the authority in key matters. The period saw a number of struggles over authority
between all three governments. Nevertheless, from the point of view of environmental
policy this period was exceptionally productive, particularly concerning the drawing up
of legidation by the ministries of the environment, which laid the foundations of the sys-
tem of environmenta legidation for the state. The Czechoslovak federation ceased to
exist in 1993, and authority in environmental policy (as in other spheres) devolved fully
to the two sovereign successor states, namely Slovakia and the Czech Republic.

The second reason for the reluctance to prepare conceptual material was the political
atmosphere of the time, typical of which was the unreserved support for the economic
transformation based on the dominance that the ministers of the economy held in the
Government. The Government’s program was based on establishing a market free of any
state intervention. The divided, sectoral conception of policy put the Ministry of the En-
vironment in the position of the agent who was slowing down the transformation and
complicating the change. The period was clearly unfavourable for the making, passing,
and implementation of policy. Though in 1995 the Government adopted the State Envi-
ronmental Policy, but experts outside the Government considered the document obsolete
even while it was being debated by the Government. Neither the Government’ s Program
Statement nor the state policy on the environment contained the expression ‘ sustainable
development’.

The turning point was January 1998 when a government of experts was established to
surmount the political crisis that had reached a peak. The new Government in its pro-
gram statement declared that it supported sustainable development and greater use of
renewable energy resources. It adopted several state programs in the area of the envi-

20



Oko-Institut Instruments and Options for Environmental Policy
“ } €co FFu during the Accession Process of EU Associated
telle

O orschungss
w fiir Umi iti

Urweitpolitik Countriesin the Area of Environment and Energy

ronment, including the Conception of the State Program in Support of Energy Conser-
vation and Alternative Sources of Energy.

3.1.2  Ministerial Jurisdiction in Energy and Environmental Policy

The division of jurisdiction among the central organs of the state administration is set out
in the 1997 Division of Powers Act (no. 122/97Sh.). The Ministry of Industry and Trade
(MIT) is, among other things, the chief organ of the state administration for energy,
power and heating, natural gas, mining, the refining of solid fuels, and radioactive raw
materias. It is responsible for a consistent policy on raw materials and the exploitation of
mineral resources.

Related to energy policy, the important powers of the Ministry of the Environment
(MOE) are in the area of environmental protection, the protection of mining areas, in-
cluding the protection of mineral resources, ecological supervision of mining, and Envi-
ronmental Impact Assessment (EIA). The MOE is responsible for the state's environ-
mental policy.

Energy production and, related to it, the mining of non-renewable resources present,
together with transportation, the greatest burden on the natural environment. The ten-
dency of the MoE to influence energy policy and intervene in it, in order to reduce de-
mands on energy both on the side of production and of consumption, and to increase the
proportion of renewable resources, to mobilise potential energy savings, and so on, is
easly justifiable. There are naturaly tensions between the MIT and MoE. It is safe to
assume that as soon as the Government decides to co-ordinate the policy of sustainable
development at the level of the Commission for Sustainable Development, the tension
will dissipate. For the time being, however, an atmosphere of strong competition pre-
dominates.

3.1.3 Implementing EIA Procedure When Debating Conceptions

A relatively newly employed authority of the MoE is the implementation of procedures
for assessing various influences on the natural environment (that is, Environmental Im-
pact Assessment or EIA) under Section 14 of the 1992 Environmental Impact Assess-
ment Act (no. 244/92Sh.), whereby EIA procedure is presented for approval at the level
of the central organs of the state administration. The procedure includes the publishing of
draft conceptions at least sixty days before they are to be debated.

This authority was first used when debating the energy policy presented by the MIT in
1998. The Government decided that EIA is an essential condition to be met before pre-
senting the definitive version of the policy to the Government. The Center for Effective
Energy Use (Stredisko pro efektivni vyuzivani energie, SEVEN) worked on the proce-
dure together with non-governmental environmental organisations. The procedure in-
cluded a public hearing. Ultimately three versions for the period to the year 2010 were
evaluated.
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Variant A is based on Czech sources of fossil fuels without the active mobilisation of
potential savings and the development of aternative sources of energy. Variant B
counted on increased use of natural gas, increased imports of electricity, putting the Te-
melin nuclear plant into operation in the year 2005 and with a moderate saving of electric
energy. In the course of the public debates on policy athird alternative, Variant C, which
included a substantia reduction of demand for electricity and the marked exploitation of
potential energy savings and the alternative sources supported by the introduction of a
fiscaly neutra tax. It was clear from the beginning that among the existing variants a
realistic mix of these alternatives was lacking, and, moreover, the underneath it all lay the
unresolved question of the completion or cancellation of the Temelin nuclear power
plant project. The Government of the Czech Republic, whose mandate was limited to the
time before the early elections, lacked the time to debate energy policy. Apart from hav-
ing set the precedent of applying the EIA procedure, a clear advantage was collaboration
between the MIT and the MoE in preparing the document.

3.1.4  State Environmental Policy

In April 1999 the Government debated the draft State Environmental Policy, and noted
that by 31 December 1999 the Minister of the Environment is to present a ‘clarification
of aims and tasks, the agencies responsible for them, and deadlines' . The resolution itself
reacts to the weaknesses of the State Environmental Policy, namely the absence of con-
crete ams, instruments for achieving the aims, division of responsibility between minis-
tries, and supervision of policy implementation.

The main principle of the state environmental policy is sustainable development. The
policy sets out three criteria for sustainability:

minimisation of demands on the exploitation of non-renewable resources and the
frugal use of renewable natural resources, including energy, and the minimisation of
annexing land;

minimisation of negative influences on the environment, such as emissionsinto the air
and water, soil contamination, the waste production, noise pollution, and the minimi-
sation of potential risks and accidents,

thorough protection, a possible increase in basic natural and human capital.

In the chapter on energy use and production the state environmental policy sets out the
following environmental requirements for energy policy:

to formulate state energy policy, including variants of development scenarios, and to
judge them in the EIA process,

to adjust, as part of the finalisation and possible amendment of regulations under the
1997 Atomic Energy Act (18/1997Sb.), the requirements of the relevant EU regula-
tions listed in The Environmental Acquis (EURATOM guidelines 80/836, 84/466,
87/600, 89/618, 90/641, 92/3, 96/29, in the versions of later amendments and ad-
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denda and the EURATOM ordinances 87/3954, 90/737, 93/1493 in the versions of
later addenda);

to prepare and present (together with the MIT) to the Government and the Parlia-
ment an Energy Conservation Bill by the year 2000;

to support effective energy use and the introduction of low-emission means of energy
production;

to use to a greater degree renewable and secondary sources of energy on the basis of
the State Program for Support for the Conservation and Use of Renewable Sources,
with the aim of having roughly 6% of all energy produced from renewable sources by
the year 2005;

to support the increased effectivity of energy cycles,
to initiate an alignment of energy prices and to remove all forms of subsidy;

to initiate with education a change in models of behaviour of consumers towards the
effective use of energy;

not to build other nuclear sources on the basis of nuclear fission.

3.1.5 State Energy Policy

The European Union, the Czech public (expert and lay), business men and women in the
energy sector, and non-Czech energy companies long expected that the Czech Govern-
ment, after no less than seven years, would finally present its draft State Energy Policy.
That finally happened, and on 23 June 1999 the Government debated energy policy. The
presenters of the document maintain that the policy of the document has a perspective of
fifteen to twenty years, and its implementation will be evaluated at |east every two years.
Because the presentation of the policy to the Government was not proceeded by the -
submission of any variant to the EIA procedure and the policy was not presented in dif-
ferent variants, the Government considered the document bearing in mind that it would
have to approve it by the end of the year.

3.1.5.1 Aims

Among the principle aims of the energy policy for the creation of conditions for the
Czech Republic becoming a full member of the European Union are the following:

completion of the process of adjustments of price levels and the tariff structure;

the effective privatisation of the state's shares in key energy companies (while main-
taining the appropriate measure of state influence on the use of energy resources and
the energy infrastructure, with a combination of owner’s rights and legidative in-
struments,

the setting of a clear regulatory framework;
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enabling the emergence of competition in the area of energy production and supply,
with the gradual opening up of possibilities of choice of supplier for individua groups
of buyers in connection with developments in the EU and in countries applying for
EU membership, while respecting the state and development of an import export bal-
ance.

3.1.5.2 Time Scale, Concretisation of Systemic Measures

a) remove energy price subsidies for the population, change the tariff

structure 2002
b) prepare aprogram for the completion of the privatisation of energy dis-

tribution companies Sept. 1999
C) prepareaprogram for the privatisation of CEZ Sept. 1999
d) commence the work of independent regulatory body 2002
€) aschedulefor the gradual opening up of the electricity market 2000
f) anew Energy Act 2000
g) anActonthe Energy Industry 2001
h) energy price and tax policy 2001
i) thegradual application of EU guideline 92/96 on rules for the domestic

market 2000 - 3
J) ensurethe modernisation of the Dukovany nuclear power plant 2000- 10
k) propose measure for the implementation of possible energy surpluses 2000

3.1.6  Conflicts between Environmental and Energy Policies

The MoE, in commenting on the draft State Energy Policy, started from the draft of the
State Environmental Policy. Among the latter’ s main reservations were the following:

though the Government set itself the task of assessing energy policy as a conception
from the point of view of influence on the natural environment, the proposed policy
does not allow for this because it was not worked out in several variations,

the energy policy has not considered the introduction of ecology-oriented reform of
the tax system and the inclusion of externdities in energy prices,

the proposed energy policy is counting on an ‘adjustment of energy prices by the
year 2002, and that is too slow;

the energy policy is counting on the construction of other blocs of nuclear power
plants, and that is unacceptable;

the energy policy is avoiding the setting up of independent regulatory bodies;
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the MoE lacks the instruments to achieve the aims of the state energy policy, the
responsibility for its implementation, and determining priorities; it has demanded it be
supplemented with concrete aims, deadlines, and instruments for the exploitation of
energy conservation, the use of renewable sources of energy.

3.1.7  Other relevant Government programs

3.1.7.1 The state program for support of energy savings and alternative sources

The program was prepared by the MoE together with the MIT. Itsaim is to make a con-
sderable contribution to the solution of the following problem aress:

reducing the demands energy places on the economy, by creating the conditions for
the effective and above all rationa use of primary energy sources,

reducing the burden on the natural environment from energy processes and the pro-
longation of the lifespan of domestic supplies of fossil fuels;

meeting international obligations in the areas of protection (the protocol of the Kyoto
Conference of the Umbrella Agreements of the UN on Climate Changes, the Agree-
ment for the European Energy Charter and the Protocol on Energy Conservation, the
recommendation of the Commission to ensure that by the year 2010 renewable
sources constitute 12 % of all energy sources used);

the co-ordination of financial means spent from the state budgets for energy conser-
vation and the use of renewable sources, the co-ordination of the use of foreign
means in connection with the preparation of the Czech Republic for membership in
the EU;

the unification of the selection criteria and methods of evaluating the effectiveness of
existing support programs now being used in the area of energy conservation and the
use of renewable sources.

The study identified technically and economically redlistic viable potential energy savings
and the production of energy from alternative sources in the amount of about 390 PJ
(that is, 33 % of the total consumption from primary energy sources). Of this, electricity
accounts for 11.4 TWh (that is, 21 % of electricity consumed). In 1997 the total produc-
tion of energy from renewable sources was 12.7 PJ (1.1 % of the total consumption of
primary energy sources).

The state program for the support of conservation and alternative sources includes a
Catalogue of Measures, which introduces, on the basis of experience with existing proj-
ects, various kinds of investment programs, including specific investments for ensuring
the GJ of energy acquired in this way.

The Program also includes support measures of a non-investment nature, such as the
following:
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the purposeful allocation of finances in instalments (energy performance contracting),
the identification of energy-saving consumers,
the introduction of energy standards for the consumer,

the introduction of energy standards (the insulation and heating qualities of buildings)
as conditions for allowing electric heating,

the revision of reimbursements for surface water for the operation of heat pumps,

the establishment of the principle of a minimum sales price of eectricity from renew-
able resources,

areduction of the amortisation rate for an energy-saving installation,

increasing the possibilities for depreciating part of the investment from one's basic
tax base from the current 10 % to from between 15 and 25 % for investment into en-
ergy saving and renewable sources of energy,

the gradual introduction of taxes on fuels and energy.

The support should be provided from the program in the form of long-term low-interest
loans with deferred payment and, to a limited extent, in the form of subsidies. At the
same time, the person in charge of a project should ensure part of the investment moneys
from his or her own sources. The program set up an inter-ministerial co-ordinating com-
mission that would ensure the co-ordination of the work of the Czech Energy Agency (in
the co-ordination and direction of the MIT) and the State Fund for the Natural Environ-
ment (in the co-ordination and direction of the MOE). The program assigned the working
out of methods of selecting projects, to issue a unified method for the implementation of
the Energy Performance Contracting (EPC) method. During the first four years the pro-
gram was meant to bring energy savings or production to the amount of roughly 74 PJ.
The burden on the natural environment would be reduced by 4 million tons of CO,, 0.9
million tones of ash, and 68,000 tons of SO..

3.1.7.2  The National Energy Efficiency Study

The study was ordered by the MoE and was supported by the MIT, the Government of
the Netherlands and the World Bank. The National Study isin fall 1999 in the form of a
draft and work is underway on the an Energy Efficiency Action Plan and a Renewable
Energy Action Plan. The Study’s conclusions identify technical potential energy savings
of 40 % are identified, market potential of 18 % at a return of 6 years and 13 % at are-
turn of 3 years. The economic potential, which reflects the social and macro-economic
perspective is caculated with two levels of discount rates and with a period of return
that does not exceed the viability of the installation. This calculated average economic
potential is 20 %.

In late 1999 the Government passed an updated version of the State Programme for
Support for Energy Savings and Alternative Sources of Energy for the Year 2000. In-
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stead of the planned finances in the amount of 0.01 % of GDP, that is, the Government
budget will provide CZK 1.9 billion (EUR 526 million): CZK 219 million (EUR 6 mil-
lion) will come from the budget allotment to the MoE, and a total of CZK 400 million
(EUR 11 milllion) from the budget allotment for the MoE (State Environmental Fund).
The benefit of the programme is the preparation of the method for supporting projects,
the disadvantage of the method is the absence of space for the use of non-investment
measures such as Energy Performance Contracting (EPC), the introduction of energy
standards for electric appliances, the labelling of energy-saving appliances, reducing tax
deductions for energy-saving technology and so on.

3.1.8 Legislation on Energy Use and Production
The legidative time-table of the energy policy amsincludes:

a) anew energy act (for which the MIT and MoE are responsible); this will stipulate the
following:

the status, rights, and responsibilities of independent regulatory bodies,
the extent, manner, and approach of regulation on the part of the state,

the timetable for the introduction of economic competition in the electric energy
industry,

the creation of transparent and non-discriminatory condition for doing business in
the energy industry,

b) an act on energy use (for which the MIT and MoE are responsible) which will:
stipul ate the means and instruments for achieving amsin energy saving,
stipulate the means and instruments for achieving aims in renewable sources,

stipulate the means and instruments for achieving aims in electricity and heat pro-
duction (co-generation),
stipulate the approach to used in the working out of an energy policy in the coun-
try.
C) an act on emergency supplies of ail,
d) other technical regulations and secondary EU legidation.
Till the Government solves the conflict over whether to set out as soon as possible on
the road to liberalisation of the energy market or to strengthen the CEZ monopoly, the
basic philosophy for drafting the required legidation will be absent. What will be of im-

portance will be the reaction of the European Commission to the demand of the Mol to
prolong the deadline for opening the electricity and natural gas markets.
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3.1.9 The Czech Republic Screening Results, Chapter 14, ENERGY

(The eectricity market (Directive 96/92) — Final text as transmitted to the Council
03/99)

In preparation of the Transposition and implementation of Directive 96/92/EC a revised
version of the Energy Act is in preparation. A first amendment to this Act will be intro-
duced in April 2000 that will achieve partial harmonisation with Directive 96/92/EC. The
Czech delegation explained that no full alignment can be reached by this date due to the
current situation of the Czech electricity sector which is characterised by important re-
structuring need and price distortions stemming from socia reasons.

Full legal transposition is expected to be achieved with the adoption of the new Energy
Act, which is scheduled for the end of 2001, and of its implementing regulations. This
Act will include provisions regarding the third party access regime for networks (it is
expected that a regulated third party access regime will be chosen), a time schedule for
market opening, the definition of eligible customers, provisions for the management of
the third party access regime and an authorisation system as regards the building of new
capacity. Practical implementation of this acquis will aso require the completion of the
institutional reforms, including the development of the Regulatory Administration to-
wards an independent body, as required by the acquis on the internal energy market.

In addition to the above-mentioned legal and institutional arrangements, the following
measures should be taken by the end of 2002 in preparation of the implementation of the
acquis:

the electricity market will undergo restructuring: at present, the National Electricity
Company (CEZ), which is 67 % state owned vertically integrated company, holds
monopolies for transmission (as grid owner), transit imports and exports and is the
dominant electricity producer. On 1 January 1999, a new dispatching centre has been
set up as a 100 % owned subsidiary of CEZ, implying a separation of the production
and transmission accounts. Distribution companies were separated from CEZ in
1990,

changes of the eectricity prices being analysed by the Energy Regulatory Admini-
stration with aview to full cost recovery will be finished by the end of 2002. Respon-
sibility for pricing regulation is expected to move away from the Ministry of Finance
to the Energy Regulatory Office. On the legal front it will be connected with the new
Energy Act, which will probably come into force by the end of 2001, and with the
changesin the Act of Competencies.

Owing of the magnitude of the tasks lying ahead, the present state of the Czech electric-
ity sector and particularly to the socia aspects of price increases, the Czech delegation
considered that full alignment with the acquis could not be reached by 1 January 2003,
i.e. the working date set by the Czech authorities for accession on the EU. The Czech
authorities would request a transitional period regarding Article 19 (market opening) of
the Electricity Directive, asfollows:
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market opening would be started from 2003, and in the period 2003 - 2004, two
gradual opening steps would be taken, that would only be applicable to Czech com-
panies,

the full application of the market opening provisions of the Electricity Directive
would take place by the end of 2005. If experience gained from the first internal lib-
eralisation process were to prove positive, the alignment with the provisions of the
Directive could be speeded up, i.e. by ensuring that alignment would take place ear-
lier or by proceeding to alarger market opening.

3.1.10 The subvention of electricity for the population — an absence of economic
instruments

The price level for electricity of a household is far below expenses, and is, except for the
situations in Latvia, Russia, and Slovakia, unique. The problem lies not only in price but
also in the disadvantageous rates structure, which does not use economic instruments for
the regulation. In the Czech Republic there are no discounts for buying electricity at no
peak hours or, conversely, higher prices for the winter season. The price policy isin con-
flict with the rules of the European Union, and as a result cross-subsidies between vari-
ous groups of consumers are impossible. The price level burdens the opening up of the
energy market to competition, because that would concentrate on the large consumer
and today’s energy companies would be left with non-economic supplies to small-
consumers.

In March 1998 the Government decided to raise the regulated prices of gas and electric-
ity by 24 %. The origina plan of the Government counted on an increase of gas and
electricity prices by 9 % in the year 1999; but there was no increase at all throughout
1999. On the other hand, in November 1999, the Government passed a three-year sched-
ule for gradual deregulation. Prices of electricity for households will rise by 15 % in the
year 2000, 14 % in 2001, and 13.1 % in 2002. The prices of gas will raise by 15 % in the
year 2000, 10.7 % in 2001, and 7.5 % in 2002.

3.2 Policy style

3.2.1 The strong position of the energy sector

The Czech economy has over the long-term been characterised by the exceptional repre-
sentation in it of energy demanding industries such as mining, building materias, and
chemicals. The strong position of the energy sector continues, and has during the past
ten years (the period of economic transformation) remained almost untouched. The en-
ergy industry has an extraordinary and important influence on the political process.
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3.2.2 The high demands of energy

In the Czech Republic, the high energy demands, expressed as the consumption of pri-
mary energy sources per unit of GDP, is 6.5 times higher than the average EU values. In
using the a re-calculation of purchase power parities, in the Czech Republic it is 2.3
times higher than in the countries of the European Union. The continuing high energy
demands are closely related to the conception of economic reform that was asserted at
the beginning of the 1990s. The reform was based on the quick change of the structure
of ownership (that is, with quick privatisation and the dispersion of ownership among
participants in the voucher-privatisation scheme), and was not accompanied by the re-
structuring of industry. The conception of economic transformation was the subject of a
heated political debate, and proponents of the project that was based on leaving the re-
sponsibility to the Government during the search for foreign partners for key companies
(from the point of view of GDP) lost.

3.2.3  State energy production, state distribution, state regulation

The dominant producer of electric energy is the joint-stock company CEZ (National
Electricity Company), which produces 72 % of all electrical energy of the Czech Repub-
lic. The National Property Fund, that is to say the state, owns 67 % of CEZ. By a man-
date agreement the National Property Fund transferred the execution of ownership right
to the MIT. That ministry, or actualy its Regulatory Administration, sets prices for en-
ergy. Ceska Prenosova a.s. (CEPS) which was created as a daughter company of CEZ,
has been operating since 1 January 1999. CEPS owns and operates a high-voltage net-
work of 400 and 220 kV). CEPS. and CEZ are two separate entities only in the ac-
counting books.

The state thus appears in three roles: it is the regulator of prices, the principal share-
holder of the dominant electricity producer and monopoly regional distributor of elec-
tricity, and it is the maker of the state’s energy policy. On the one hand, as an owner it
ought to be trying to develop the energy company; on the other, as a regulator it ought
to be acting as a break on the company’ s development by a policy of inexpensive energy
for private households.

3.2.4 The Links between the MIT and CEZ

The Ministry of Industry and Trade holds out a protective hand over CEZ, the dominant
energy producer, and in fact has resigned itself to the execution of the state’'s ownership
rights. The Czech Government has aways been a weak partner for CEZ. Though the
Government made an exception in 1998 and decided to influence the decision of the an-
nua stockholder’s meeting of CEZ and demanded that it postpone its investment pro-
gram decisions and the reconstruction of coal-burning power stations until the passing of
the state’s energy policy, the result was a decision to ignore the Government’s demand.
The MIT is carrying out the Government resolution and regularly presents reports on the
completion of the Temelin nuclear power plant so that MIT signs the document made by
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CEZ. Nothing is changed by the fact that the information of one report contradict the
information contained in the previous one.

Theinter-linking of MIT and CEZ often leads to irrational decisions that are far removed
from economic considerations. The day before the Government adopted the energy pol-
icy, for example, the annua stockholders' meeting of CEZ signed an agreement with the
Czech mining company Diamo, which makes it possible for CEZ to buy nuclear fud till
the year 2005. Meanwhile, CEZ itself admits that the deliveries of Czech uranium are
disadvantageous for it because the price of Czech uranium is as much as three times
higher than world market prices. CEZ was conciliatory towards the intention of the
Minister of Industry and Trade, who wanted to put pressure on his colleagues in the
Government to accept the further mining of uranium. The Czech Republic, however, has
promised the EU that by the year 2001 there will be less uranium mined, and trade will
be liberalised.

The beginning of unusual relations between the current Ministry of Industry and Trade
and the electric company CEZ go back to the days when the predecessor of today’s
joint-stock company began to become important for the economy of the state. After
1946, seven energy companies were created in Czechoslovakia, and were run by the
General Headquarters of Czechoslovak Energy Works with a regional directorate for
Slovakia. A dispatcher for the whole state, to which two provincia dispatchers were
subordinated, was also created under the General Headquarters.

In 1949 the distribution of electricity was separated from electricity production, and in-
dependent national energy companies were established for the production of energy — a
Bohemian, a Moravian, and a Slovak. The next year the two largest electricity systems,
the Bohemian and the Moravian-Silesian, were merged. With the linking of the Ostrava
region and centra Slovakia today’s united electric system was created, also enabling
collaboration with other countries.

In 1969 the energy companies were divided into the Czech Energy Works (CEZ) and the
Slovak Energy Works (SEP).

From that time onwards CEZ was restructured a number of times. Till 1 July 1990 it was
a fully vertically integrated electric energy company. After that date the distribution of
electricity was separated from it, and eight independent companies were established for
the supply of electricity. In the period before 1 January 1991, some producers, primarily
for the production of heat but aso one machine-tool enterprise, were detached and given
independent status. Lastly, in January 1992, units whose business activity was not di-
rectly related to the production and supply of electricity, were given separate status, and
in May 1992 the joint-stock company CEZ was established.

It is clear that in the years before the collapse of the Communist regime in 1989, a
strongly centralised enterprise with a monopoly position in perhaps the most important
sector had to be controlled by the equally centralised power of the state and the Commu-
nist Party. A very strong structure was thus formed, which is, as turned out after 1989,
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almost independent of politics. The approaches that had been applied in energy before
1989 can be easily observed even after that year, with a very odd and unpleasant relapse
after the 1998 general elections. A number of energy projects that had been begun before
1989 have survived to this day, asis clear from the most monstrous of them, the Temelin
nuclear power plant. Concerning the individual actors in the energy sector, one can ob-
serve their ‘flowing over’ from one entity of the structure to the other, whether one is
talking about energy companies, organs of the state administration, or political subjects,
and only very rarely those outside this system. This has assured continuity, an unshake-
able nature, and long-term maintenance of the structure.

Entirely within this framework is the fact that the National Property Fund transferred by
means of a mandate agreement the execution of ownership rights to 67 % of the shares
of CEZ to MIT. This only strengthened the existing structure. All the more, then, does it
prevent the changes that would have been brought about by privatisation of energy com-
panies and the deregulation of the energy market. This can be seen in the approach of the
MIT on the issue of recent privatisation preparations, which are marked by an attempt to
postpone privatisation and liberalisation as far into the future as possible.

The following survey of data on persons employed in the statuary organs and manage-
ment of CEZ in recent years is clear evidence supporting the aforementioned. For this
illustration, only persons who have had direct contact with the ministries with authority
in energy policy have been chosen.

Milan Cerny, since 5 January 1999, Chairman of the Board and Genera Director of
CEZ, a s. Inthe years 1993 - 1996 employed at the MIT as Deputy Minister for Energy.
After leaving the MIT, employed in Chemapol Group, a. s., as Director of the Strategy
and Projects Division. Later, adviser in the energy sector. Has also been on the supervi-
sory boards of CEZ, Mostecka uhelna spolecenost [the Most Coal Co.], Severoceska
energetika (North Bohemian Energy), Vodni stavby Bohemia (Bohemian Hydro — the
general contractor of Temelin nuclear power plant), Spolana, Golf and Country Club.

Zdenek Vorlicek, since 5 January 1999, Member of the Board of CEZ. In the years
1992—6 deputy of the Czech Parliament (member of the Levy bloc [Left bloc — a now
separate wing of the Communist Party]) where he sat on the Economics Committee.
Since August 1998 Deputy Minister of Economics at the MIT.

Ivan Novak, from 13 June 1996 to 5 January 1999, member of the Supervisory Board of
CEZ; from 17 July 1996 to 29 January 1998, Deputy Chairman of the Supervisory
Board, then elected member of the Supervisory Board. From 10 March 1998 to 5 Janu-
ary 1999 was Chairman of the Supervisory Board. From 1993 to March 1999, in charge
of department of nuclear energy at the MIT. From 1 April 1999 free-lance consultant,
whose clients include the General Director of CEZ.
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3.2.5 The Problematic Completion of the Temelin Nuclear Plant: A Determining
Factor for Energy

The completion of the Temelin nuclear power plant is a rewarding topic of debate on
society and politics in the Czech Republic. For almost ten years the background to the
debate has been formed by the difference between the official statements of politicians
and CEZ on the one hand, and reality in the form of a total of ten postponed deadlines
for the completion of Temelin and increased budgets for its completion on the other.
Temelin is clear evidence of the fact that the state, specificaly the MIT, is unable and
unwilling to supervise effectively the way CEZ is managed. The chief obstacle to judging
whether completion or cancellation of the Temelin construction project is more efficient
policy has been the fact that it was CEZ that was the monopoly supplier of information
to the Government. It is no coincidence, that until the year 1998 one government after
another approved the report on the completion of the nuclear plant, even though they
were operating with fictitious information, and this is further evidence of the close link-
age between the joint-stock company CEZ and political structures. It was only the *gov-
ernment of experts’, formed in the spring of 1998, that began to put pressure on CEZ.
This resulted in the forming of an international team of experts whose task was to verify
the information provided by CEZ. The report of the team was not a direct recommenda-
tion to continue or to cancel construction of Temelin, but in the important arguments the
view predominated that completing Temelin nuclear plant was ineffective and risky. The
Government gave the MIT and MoE the task of each working out a variant for the con-
tinuation and the cancellation of the Temelin project. Paradoxically, the MIT returned to
the original data of CEZ wherever the data of the independent team of experts were un-
usable for the argument to continue with the Temelin project.

Among the main arguments for cancelling the Temelin project were the following:

the project is on the very margin of competitiveness; production costs for Temelin
are 1.06 CZK/kWh (EUR 0.2929/kWh) at a 5 % discount and forty years of opera-
tion; with sunk costs the project is beyond the margin of competitiveness,

the market for a basic and unforced performance is almost saturated — the maximum
drain of electrical systems in the years 1992—7 is less than 11,000 MW; the reserve
should come to 1,650 to 2,200 MW. By 31 December 1997, however, the installa-
tion performance came to 15,072 MW and continues to rise,

despite the scenarios of CEZ, electricity consumption has been declining for the third
consecutive year (a 5STWh decline in consumption has been estimated for 1999, that
is 44 % of the instalment performance of the Temelin nuclear plant), and its growth
will, in view of the high demands placed on electricity by Czech industry, have to be
considerably slower than the growth in GDP,

the alternative of renewing the market strength of CEZ can be realised with lower
risks than any alternative based on the operation of the Temelin nuclear plant.
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In May 1999, while the Government was deciding on whether the Temelin nuclear plant
should be completed, politically motivated arguments dominated. The Czech public,
which had long been fed the hope that the Temelin nuclear plant had amost been com-
pleted, accepted the opinion that held ‘when so much has already been invested into it,
why not finish it'. So far, 74 billion Czech crowns (EUR 2.04 billion) have been invested
in it; from today’ s budget, roughly 110 or 126 billion crowns (EUR 3.04 or 3.48 billion).
If the Government had decided to cancel the Temelin project, it would be taking direct
responsibility for renewing the renewal of CEZ’s market strength and would also have to
negotiate actively with foreign banks for the state guarantees that CEZ provided. Can-
celling the Temelin project would improve CEZ’s cash flow, which would be good news
for the banks, even though the Government opted for the easier solution at the given
moment. Influential deputies of the Czech Socia Democrat Party, which forms the pres-
ent minority Government in the Czech Republic, are members of the Supervisory Board
of CEZ.

The construction of the Temelin nuclear power plant represents perhaps the clearest link
between the pre-1989 energy industry and the industry after the collapse of the Commu-
nist regime. It expresses the continuity of the structures in that sector, which are inde-
pendent of the political and social order in the state at any given moment. One can ob-
server clear cases in which the Temelin project is used to provide reasons why no
changes can be made in energy industry, and aso cases in which the kinds of conditions
are created in the energy sector which are used to provide reasons for the continuation of
the project.

The first debate about the point in continuing with the Temelin nuclear plant arose im-
mediately after the collapse of the Communist regime in late 1989. The result was a halt
to the construction of the third and forth blocs of Temelin.

Another attempt at removing obstacles to carrying out changes in the energy sector can
be dated to the period when Petr Pithart was Prime Minister of the Czech Government,
the first half of 1990. The actors in the nuclear energy sector were at that time, however,
already so consolidated that they managed with relatively questionable data to convince
ministers of the Czech Government that it was now impossible to cancel the Temelin
nuclear plant project. Faced with the dramatic decrease in the consumption of electricity,
it was very difficult to justify the need for a new source of electricity; CEZ therefore cre-
ated a new system of rates, which was very advantageous for the use of eectricity for the
production of heat, and successfully endeavoured to get the Minister of Finance to ap-
prove this system. The public was appealed to in a campaign to change over to the “envi-
ronmentally friendly electric heaters’. The result was that the trend in electricity con-
sumption turned round, and consumption increased to such an extent that it was not dif-
ficult to demonstrate that electricity from the Temelin nuclear plant would soon be a
necessity, and without Temelin the eectricity system would collapse. This new trend
broke only after the price of electricity had been raised severa times. Now, for the third
year in arow, a mild decrease in the consumption of electricity can be observed. In the
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meantime, however, construction of Temelin nuclear plant had reached such a stage that
it is easy to influence the public to believe that there is no point in cancelling the Temelin
project. Apart from a large part of the public, less intelligent politicians also tend to ac-
cept this view. Consequently, during the last attempt to stop the problematic project the
Government approved its continuation.

A considerable role was played here by the state guarantees for loans to CEZ for the
construction of the Temelin nuclear plant. These guarantees were undoubtedly success-
fully negotiated also owing to the fact that proponents of the project, thanks to state
participation, would have insurance that the project would go on. The arguments at key
moments in the discussion only confirm this assumption.

The Temelin nuclear plant, however, is damaging to CEZ itself. The economic burden on
CEZ, as a result of putting the Temelin nuclear plant into operation, without having the
possibility of finding market for its product in the Czech Republic or elsewhere, will nec-
essarily (in the current system of price controls) lead to undesirable economic conse-
guences, with a direct or indirect influence on the drawing up of the Czech budget. To
compensate for the increased expenditures is possible:

either with arise in the price of electricity by more than 10 % (that is, by 100 Czech
crownsMWh (EUR 2.76/MWh)), with the concomitant growth in expenditures per
household, production costs, and afall in the competitiveness of Czech producers,

or with a reduction in the annua gross profits by 5.6 billion Czech crowns (EUR
154.7 million); in other words a loss of revenue to the state budget in the amount of
2 billion (EUR 55.26 million) crowns; a reduction in the market value of CEZ of
about 35 hillion crowns (EUR 967 million) (in other words, a fal in the state reve-
nues from privatisation by about 20 billion crowns (EUR 552.6 mil)). It must be
added that the rating of companies without nuclear plants tends to be higher — on
average A2 —, while companies with nuclear plants tend to have alower rating.

In the Czech Republic the price in a monopoly environment is regulated according to the
formula price = real costs + reasonable profit. In the whole production-transportation-
distribution-supply chain the setting of prices can be influenced with the addition of an
increase in costs to any one of these parts of the chain. In the conditions of a deregulated
market, however, this calculation is limited only to activity related to the transportation
and distribution of energy, not to its production and sale. The production of electric en-
ergy therefore enters into the standard competitive process, where profit is determined
by achieving the market price with an acceptable costs. The operation of the Temelin
nuclear plant will, however, very likely in the conditions of a deregulated market lose its
competitiveness (mainly owing to the amount of the yearly depreciation of total invest-
ment).

The introduction of competition into the production of electric energy, according to the
EU Guidelines 96/92, in other words will considerably change the existing level of prof-
itability of the material investment of the assets, because sunk costs of the investment and
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the investment a great part of which consists in operation and maintenance, can no
longer fully become a part of the fina price as they once had been, and therefore have
zero value (even if there were hillions of crowns on the books).

It has also turned out that CEZ and the Temelin nuclear plant can not be advantageously
privatised. One possibility is therefore to separate Temelin from CEZ, but this variant is
also accompanied by problems: the foreign investors might not agree with the separation,
and the state would have to provide guarantees.

From this follows the extreme unwillingness to accelerate in any way the deregulation of
the energy market and the privatisation of energy companies. The MIT is counting on
being able to negotiate from the EU a longer transition period for introducing EU
Guideline 96/92. Opening up the market would thereby be postponed to the year 2006. It
will be difficult to convince the EU that there are good reasons to allow the Czech Re-
public to prolong this transition period. Temelin is one of the reasons for postponement
given in the official documents, and there is the problem of state guarantees for loans to
CEZ for the construction of Temelin are waved about as a warning. The state is becom-
ing a hostage of the Temelin nuclear plant, or rather the entities interested in its comple-
tion.

The introduction of an energy market and the privatisation of energy companies will
clearly once and for all destroy a structure that has survived for decades.

The Temelin nuclear plant might even become a brake on the Czech Republic’s endeav-
ours to become a member of the EU. The Temelin nuclear plant project is not in a state
that would not prevent criticism from EU representatives, or representatives of EU
member states. The first signa that the critical statements about Temelin by various
European politicians were not merely pre-election proclamations might be seen in the
WENRA (Western European Nuclear Regulators Association) report of March 1999 —
Report on Nuclear Safety in EU Applicant Countries. The report was prepared by the
organs supervising nuclear safety of several European countries (Belgium, Finland,
France, Germany, Italy, the Netherlands, Spain, Sweden, and Great Britain) requested by
the European Commission. Concerning the Temelin nuclear plant the authors of the re-
port state that there is alack of information upon which to base a thorough investigation
of the project. Here, too, one can see the results of the non-information policy of the
joint-stock company CEZ. The WENRA Report also states that there are doubts that the
ambitious program to increase the safety of the Temelin nuclear plant will be fully im-
plemented. The authors point to the problem of the complex changes of the project, the
long time it has taken to complete Temelin, and the need to integrate technology of very
different origins. It is fair to expect that it will have to be demonstrated that serious
malfunctions will not happen at Temelin or that, if they do, they will be managed. In the
extreme conditions stated in the WENRA Report, however, thereis arisk that it will not
be possible to demonstrate this beyond a doubt.
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The recent scandal related to the implementation of the PHARE and TACIS programsin
the area of nuclear safety illustrate that the future requirements for nuclear safety in the
candidate countries will only be made stricter by the EU, and the overall climate will in
the question of nuclear plants of the candidate countries less favourable.

At present there is overproduction of electricity and in the event that Temelin begins
operating its production will only be at the expense of other CEZ power plants. It cannot
be said with any certainty how long this state of affairs last, but some analyses demon-
strate that it will probably remain the samettill the year 2010. It follows from modelling
calculations that in that event not only investment in Temelin as awhole (that will be
loss-making in any case), but aso the remaining investment in its completion, which
might still be decided by the Government, will be loss-making (The Final Report of the
Expert Team for Independent Evaluation of the Completion of Temelin, 1999).

3.2.6  Electoral Programs of the Political Parties 1998 — Energy Policy

In their election programmes the political parties devote surprisingly little space to en-
ergy policy. Nevertheless it is clear that raising energy efficiency of the economy is the
prerequisite for the competitiveness of the Czech Republic after becoming an EU mem-
ber. The fal in the mining of coa for energy use is creating unemployment, which in the
Czech Republic is manifesting itself most precisely in the regions of north Bohemia and
north Moravia, that is, in the traditional coal-mining regions. There may be various rea-
sons for the passivity of the political parties, but the main ones are probably their con-
nections to the dominant producer of electric energy, CEZ.

The Czech Socia Demoacratic Party (CSSD)

in the case of natural monopolies to push through amendments to legidation that
would enable the regulation of profits so that they would not be unreasonable,

carry out price deregulation carefully,

adopt a new policy on energy, orientated to reducing the demands of energy in busi-
ness and in private households.

The Christian Democrats (KDU—CSL)
prevent unjustified price rises set by monopolies,

work out a state energy policy that would set out the rules of doing business in the
energy sector,

adjust the price relations of energy between customers,

complete the privatisation of energy providers,

connect the completion of Temelin with Government debates on energy,
privatise the regiona providersin the gasindustry,

modernise existing power plants,
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introduce clean coal technologies (CCT),

support the building of local sources s the combined production of electricity and
heat,

support programs of energy saving and use of renewable energy sources, including
the setting of a minimum purchase price of e ectric energy from renewable sources.

Civic Democrétic Party (ODS)

actively support energy savings by way of introducing modern technology and using
renewabl e sources of energy.

Freedom Union (US)
achieve the final adjustment of energy prices,

ensure regulation of existing monopolies and equal conditions for entry to transpor-
tation systems,

desulphurisation of thermal plants [in 1998, they were, in fact, desulphurised] and
introduce new, more effective technology,

initiate a fact-based discussion on the reasons for completing the Temelin nuclear
plant [in 1998, this was initiated].

The Communist Party of Bohemia and Moravia (KSCM)
stop further rises in the price of electric energy,

reduce the energy demands of production and limit harmful technology with a grad-
ual transition to alternative technology and sources, including the careful use of nu-
clear technology.

3.2.7  The Role of Non-Governmental Environmental Organisations

In the nascent civil society, in which non-governmental environmental organisations
(NGO) are laborioudy creating favourable environment to work in, the role of NGO has
been extraordinarily important: it is no exaggeration to say that the energy program of
Hnuti Duha (Rainbow Movement), which is part of the Friends of the Earth organisation,
was the most successful program in the post-November 1989 period. Between the year
1993 (when the Government decided in favour of the completion of the Temelin nuclear
plant) and March 1998 (when another Government inaugurated a critical discussion
about the completion of Temelin), Environmental NGO were, with few exceptions, the
only partners in the limited dialogue with the Government. Apart from opposition to the
completion of the Temelin nuclear plant (South Bohemian Mothers, Greenpeace, Chil-
dren of the Earth) NGO have taken part in a number of energy projects. The Partnership
Foundation offers grants of up to 10 million Czech crowns per year for the development
of renewable sources and energy savings. The Calla Association in South Bohemia has
charted out the situation in the region, and has compiled an atlas of renewable energy
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sources. The Rainbow Association regularly works in the field on a program of energy
savings, and systematically lobbies in the Czech Parliament, because, rather paradoxi-
caly, the topic of energy has not become a magjor issue of the political parties, NGO in-
volved in environmentalism have become almost the only opposition to the Government.

3.2.8 Trade Unions

The trade unions first became actively involved in the energy debate during the debate
over the completion or cancellation of the Temelin nuclear energy plant in April 1998.
Completion of Temelin means, from the point of view of the trade unions, the prospect
of creating 1,700 jobs in the operation of the power plant and related jobs. Putting the
power plant into operation, which would annually produce 11.3 TWh, means a decrease
in the annua mining of about 11 million tons of brown coal, that is about 21 % of the
coa mined in 1997. While maintaining the productivity level, the decrease in mining
means a loss of about 5,000 jobs in the mining and processing of coal. In related fields
and services another 12,500 persons, according to optimistic variants, would also be
affected. In all, there would be a rise in unemployment of 17,500 persons, which would
be in one of the two regions with the worst unemployment rate. The head of the trade
unions was well aware of this, and came out for the completion of the Temelin nuclear
plant.

The dternative to that, namely the cancellation of the Temelin project, would mean a
loss of up to 5,000 jobs, mainly in the supplier organisations, which will, one way or an-
other, disappear after the nuclear power plant was completed.

The trade unions can be considered a partner of the MIT in pushing through the invest-
ment program in North Bohemia, which would gradually replace the out-model coal-
burning power plants (with effectivity of the transformation of primary energy sources
into electricity 27 - 28 %) with modern CCT with effectivity of about 42 - 45 %. In this
way jobs would be preserved and the lifespan of coa supplies which at the present rate
of exploitation are usable till the year 2030. Similarly, the employment factor in the
pushing through of various kinds of aternative energy sources and savings is an inter-
esting subject for the trade unions.

3.3  The Prospects for Environmental Policy and the Pushing Through of
Innovations

3.3.1 What Should Czech Energy Policy Be?

In connection with the deregulation of the European electricity market the Czech energy
sector will not be able to avoid profound restructuring. Apart from the adjustment of
energy prices and the removal of the rates deformations, that will mean the separation of
transportation and distribution systems from the producers. The management of energy
systems has to be separated in terms of ownership from production and trade, such that
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the present situation is overcome, where the operator of the transmission system endeav-
ours to give priority to power plants with a favoured producer. All the consumers, in-
cluding households, should have a choice of electricity supplier, they ought to be real
customers. A fundamental step would be the drafting of new Energy Act to supersede
the current legislation (no. 222/94Sh.). That Act ought to become the basis for the crea-
tion of a regulatory office and an electricity pool (or exchange). With the separation of
the delivery and transmission system of CEZ, the role of the state as the mgjor share-
holder of CEZ should come to an end, and ought approach the completion of privatisa-
tion.

The problem of adjusting prices is not merely the absolute amount of the price but aso
the inappropriate rate structure. In the short term we cannot avoid a marked rise in the
price of eectricity for households, which will be caused by the removal of cross rates.
The state has an instrument in the form of specifically target socia assistance for the
worst-off groups of the population. The pressure of competition after the opening up of
the market should have an affect, similar to that in the British experience, of leading to a
reduction in costs and a real decrease in prices. The adjustment of prices for households
will be motivation to a more frugal use of energy, and will put a complete halt to direct
electric heating. A competitive environment creates space for investment into new power
plants which are more economical and more environmentally friendly. Gradually they will
force out obsolescent, ecologically less frugal technology. A competitive market will put
an end to al considerations about the construction of new nuclear power plants, for
purely economic reasons.

3.3.2 Proposed Approach to the (NON-) Privatisation of Energy Companies and
CEZ

In June 1999, the Government accepted in its document The Energy Policy of the Czech
Republic an obligation to prepare a program for the completion of the privatisation of
distribution companies and the privatisation of CEZ in the September 1999. The program
has been prepared, but has not yet been debated by the Government. The material rec-
ommends postponing privatisation preparations till the year 2001; the firms should have
new owners by the year 2002. The MIT and the Ministry of Finance see the greatest
danger stemming from privatisation in the import of less expensive electricity to the det-
riment of local production. The dominant producer, CEZ, is not, as itself admits, cur-
rently capable of competing with European producers. One of the reasons is because it
carries the burden of subsidised supplies of electricity for the population. Converted into
Czech crowns the price of electricity on the European market moves between 736 and
828 Czech crowns/megawatt-hour (EUR 20.3/MWh and EUR 22.88/MWh. CEZ'’s costs
cometo 1,018 Czech crowns (EUR 28.13). The domestic price is not the market price; it
is determined on the basis of cost analyses of the Ministry of Finance; nevertheless, CEZ
does not have the appropriate profits, even at these bureaucratically-set prices.
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Another problem is the ministries fear of the Government revitalisation program. A
number of businesses owe the eectricity distribution companies for energy; for instance,
the Czech Railways (Ceske drahy) owe roughly 11 million EUR, and one of the largest
metallurgy companies, Vitkovice, and one of the largest machine-tool companies, CKD
Praha, are also big debtors. The state bureaucrats have come to the conclusion that they
cannot privatise the electricity distribution companies, because they are suppliers of large
industrial enterprises, which the Government has decided to revitalise. Briefing material
for the Government states outright that ‘it is fair to assume that the real owner of the
energy companies will not be willing to continue with supplies of energy without being
paid.” That requires no further comment.

The report prepared for Government talks proposes ‘considering strengthening CEZ
with another renowned company’. At the same time it admits that the situation is compli-
cated by the unfinished nuclear energy plant Temelin. While CEZ had until recently
stated that electricity from Temelin will be the cheapest in the state, they now say that
electricity from Temelin will be roughly as expensive as that from coa sources, but will
be burdened with high fixed costs owning to depreciations.

In its conclusion the Government report states that CEZ ought to devote all its efforts
and financial means to reducing production costs, with the aim of making CEZ competi-
tive. A commentator of the economics weekly journal Euro summarised the Government
report, which he called the ‘NON-Privatisation Program’, as follows: ‘we cannot for the
time being privatise the electric-energy companies, because domestic production is not
competitive. Electricity in the Czech Republic is produced too expensively, because we
have still not let in the competition. Both statements are true, and it is now up to the
Government to decide which of the two it considers more important.” The Government
postponed the decision till late February 2000. The reason was the lack of agreement
between the Minister of Finance and the Minister of Industry and Trade. The former is
pushing for the privatisation and faster liberalisation of the energy market, while the lat-
ter proposes strengthening the vertical structure of CEZ, which means that the state will
sl to CEZ its share of three out of eight distribution companies at a symbolic price.
CEZ, in exchange, will sdll off its 50% plus one share of the CEPS to the State Property
Fund, again at a symbolic price.

In the middle-term the idea of liberalisng the energy market will triumph, but in late
1999, according to available information, the Minister of Industry and Trade, with his
conception of strengthening the monopoly of CEZ, has the stronger position.

3.3.3 Environmental Tax Reform

The MoE in the summer of 1999 put together a team for the preparation of an environ-
mental tax. The group, which also contains representatives of the economics ministries,
is discussing the form of the environmental tax reform The MoE presented for discussion
aversion of reform based on the following principles:
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the remova of all forms of subsidies of fuel and energy prices,
agradual increase in the tax on fuel and energy as part of the law on consumer taxes,

compensation for the increased tax burden, by reducing flat rates or the introduction
of compensatory bonuses (for businesses and househol ds).

The proposal divides the reform into severa phases. In the first, all subsidies should be
removed, and at the same time a low tax should be imposed on coal (coal prices are cur-
rently not regulated — relatively low, because they contain practically no externalities
connected with the mining or burning of coal). In the second phase, liquid oil fuels
should be taxed as well as electricity from thermal and nuclear power plants. In the third
phase, atax should be levied on natural gas and on electricity generated from natural gas.
In the second and third phases, plans are being made for tax neutrality. As at January 1,
2001 the following minimum taxes should be implemented:

Table 2 Minimum Taxes on solid Fuels

1.1.2001 1.1.2003 1.1.2006 1.1.2010

- CZK/1,000 kg -

Hard coal, anthracite 20 100 200 400
Brown coal, lignite 20 100 200 400

As at 1 January 2003 the following minimum taxes should be implemented (2™ and 3
phase):

Table 3 Minimum Taxes on Motor Fuel

1.1.2003 1.1.2006 1.1.2010

CzZzK EUR CZK EUR CZK EUR

Petrol 1,000l at 15°C| 14,000 387 16,000 442 17,500 484
Motor oil 1,000l at 15°C| 10,500 290 12,000 332 13,200 365
Petroleum 1,000l at 15°C| 10,500 290 12,000 332 13,200 365
Liquid propane, butane 1,000 kg 4,000 110 5400 149 6,700 185
Natural gas GJ 50 1.4 110 3.0 135 3.7

Ethylalcohol, methylalcohol 1,000 1at 15°C| 3,300 91 4,500 124 5,600 155
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Table 4 Minimum Taxes for Heat and Energy Production
1.1.2003 1.1.2006 1.1.2010
CzZzK EUR CzZK EUR CZK EUR

Heating oil 1,000l at 15°C| 250 6.9 600 16.6 1,250 34.5
Light, ultralight heating oil 1,000l at 15°C| 250 6.9 500 13.8 1,150 31.8
Medium-light heating oil 1,000l at15°C| 550 152 850 235 1500 31.8
Heavy heating oil 1,000l at15°C| 800 22.1 1,500 31.8 2,000 55.3
Nuclear energy MWh 20 0.55 40 1.1 80 2.21
Propane, butane,

propane-butane 1,000 kg 0 0 200 553 400 111
Natural gas GJ 0 0 4 0.11 8 0.03
Hydroelectric power

above 10 MW MWh 0 0 20 0.55 40 1.1

The proposal of the MoE differs from the proposal EU-COM 97 primarily in that it taxes
the output of the electricity producers; the onset of the tax rates is anticipated for the
period 1 January 2001 to 1 January 2010, which is roughly double that of the EU-COM
97.

Although the relatively new tax system, which has been applied in the Czech Republic
since 1 January 1993, contains as one the tax items an environmental tax; but it was
never implemented, and the debate on the environmental tax reform is still in its very
beginning stages. The MoE is in the phase of explaining its partner ministries that this is
not a matter of introducing another tax but of tax reform. The political environment,
moreover, is also not sympathetic to an environmental tax reform. The MoE instructed
the team to make sure that the subject of its work not continue to be environmental tax
reform, but the greening of the Czech tax system.

3.3.4 The creation of an environment for the pushing through of an active policy

From the political point of view, it is absolutely necessary to push through privatization
as a process that is defined in terms of time and subject matter. It is absolutely necessary
to concentrate the political will for the creation of an regulatory office as an organ inde-
pendent of ministries in the fields of energy and the environment. It would be very bene-
ficid to push through politically the assessment of energy as an inter-disciplinary field, in
other words beyond the framework of the jurisdiction of the individual ministries.
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4  Existing Co-operation

4.1 Best Practise Projects

4.1.1 PHARE Energy Saving Fund

In March 1997, an Energy Saving Fund was launched with PHARE funds to support
SME which introduce energy efficient technology, thus aiming to stimulate business op-
portunities in the energy saving sector which will decrease energy consumption in the
long-term.

Soft loans are available for bankable energy efficiency projects - debt service is expected
to be repaid from cost savings. The European Commission alocated ECU 4,7 million
from the PHARE Energy Programme to the Ministry of Industry and Trade to establish a
revolving fund. The fund is managed by Ceskoslovenska Obchodni Banka, selected in a
tender. The bank is obliged to managed the fund for 10 years and provide medium term
and long-term investment loans with a preferential interest rate for financing small and
medium sized energy saving projects (CZK 2 - 50 million). The bank is being remuner-
ated for administration of these loans. The preferential interest rate results from blending
PHARE funds resources and CSOB resources in the loan in the ratio 1:1 (The interest
rate is constructed as 1/2 Prime rate + 3.5 % max) The interest rate as of February 1999
was 7 - 8 %, loan duration up to 8 years. Within the overall cost savings achieved by the
project, the energy cost savings have to amount to at least 40 %. The client is, neverthe-
less, also alowed to repay the debt from other sources if project payback time exceeds
the duration of the loan. The fund is open to any creditworthy client and no sector speci-
fication has been made. Project verification study based on an energy audit has to be de-
veloped by the applicant proving financial viability of the project in addition to the stan-
dard bank requirements. Supporting scheme has been developed for the bank and the
clients to ensure quality of the projects financed.

The fund is revolving. The initia instalments have been disbursed. Repayments of
awarded credits are re-capitalised and allow further financing (sufficient only for several
projects a year). The scheme proved to be successful, no further instalments are ex-
pected, though. The scheme has been useful for al actors to learn about energy effi-
ciency projects development, financing and benefits. With current interest rates the bank
might finance some EE projects commercially.

4.1.2 Programme/ Fund MUFIS (Financing of Municipal Infrastructure)
This projects belongs to specific country programmes.

A Daughter Bank of the Czech-Moravian Guarantee & Development Bank manages the
MUFIS fund. The fund represents a kind of loan amounting USD 100 million within
1994 - 1998 from private US financial sources with state guarantee from the US and
Czech governments. Loans with long term pay back period can be given from the fund to
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municipalities through commercia banks under beneficial conditions for municipd infra-
structure development. Loans amounting CZK 3 up to 100 million can be given to mu-
nicipalities or municipal utilities with interest rate 12 % and pay back period within 7 up
to 15 yearsin case supply of households represents more than 50 % of the project costs.

4.1.3 Energy Efficiency Centres

Since the beginning of nineties have been in the Czech Republic established several en-
ergy efficiency centres. The best experiences and the best benefits in the terms of contri-
bution to energy efficiency in the country, education of national experts etc., follow from
the energy efficiency centres established through international co-operation. These cen-
tres (e.g. SEVEN) were established on the base of concrete project to perform, with the
time-limited financia support. The national experts are enabled through these pilot proj-
ects get familiar with the aspects of performing energy projects the way, that is effective
and follows from long-term experience in the supporter country. Foreign supporters do
not manage the energy efficiency centres, the centres are only advised how to perform
project, how to obtain information, how to manage the business connected with energy
efficiency enterprise etc.

The time-limited financial support and approach based on independence in decision
making in the contrast with the plat subsidy and direct foreign management appeared the
main reason of success many of these centres.

The main goal of established national centre in the initia is to obtain experiences from
the pilot project to continue and manage the energy efficiency activity after the time-
limited financial support expires.

4.14 Project Development

As the experiences with energy efficiency projects in the Czech Republic grows, it seems
to be very beneficial to share these experiences. There is still lack of awareness and in-
formation that help to develop energy projects the way, which is well known and time
verified in the advanced countries.

Between the activities that appeared effective in the terms of enhancement of awareness
that leads to more performed energy efficiency projects belongs inter-active workshops.
For example inter-active workshops for municipalities, performed by SEVEN, are aimed
on the competent authorities in town, to provide them information about energy project
development, financial background and help them to identify appropriate financial
Sources.

Other tools that helps to enhance the interest of energy projects are financia manuals
that help to manage energy projects. Very useful seems to provide information of avail-
able financial sources in the lists with explanation of accessibility conditions of these
Sources.
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The explanation of the principles of the energy efficiency implementing help to create
environment where competent authorities and energy entrepreneurs are informed and
able to utilise know-how and information for energy efficiency project implementation
both in governmental and private sector.

Table 5: Evaluation of the Best Practice Projects

Project ESF MUFIS EE Centres PD
Broad Impact ++ ++ ++ ++
Replicable ++ ++ ++ ++
Innovative + + ++ +

Building int. cap. ++ ++ + ++
++ criteria are highly fulfilled, + criteria are fulfilled

4.2  Best Practice Programmes

This part reviews some existing international support programmes in the field of energy
and environment that have been carried out in the Czech Republic since the early nine-
ties. The work package also includes the description of the best practice projects imple-
mented through these programmes.

42.1  European Union programmes

4.2.1.1 PHARE

The main European Union support programme for Central and Eastern Europe since
1990 has been the PHARE fund. The PHARE fund has been supporting projects in the
Czech Republic and focused in its first years on supporting the transformation from cen-
tral planning to a market economy.

Since 1997, the PHARE programme started to focus on the following objectives:
Adopting the EU acquis communautaire
Integrating the infrastructure of the Czech Republic with that of its member states
Strengthening the Czech economy in itsintegration to the internal market.

The PHARE programme consists of several sectoral programmes, one of them the
PHARE Energy Programme. The main objective of the PHARE Energy Programmeisto
assist the Czech government in the implementation of their energy policy. The PHARE
programme assisted in the transformation of the energy sector, increasing efficiency in
energy supply and use, diversification of energy supply, support in integration towards
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the EU and training for employees. Between 1991 and 1997 total amount of ECU
10.365 million was spent in the Czech Republic.

Main fields of attention:

Energy policy (low-cost management, creating regulatory institutions, information
systems)

Effective energy use (studies, investment projects)
Clean coal burning technologies
Regional energy studies (eg. Prague, Ostrava, Most, Karlovy Vary)

Training and education

4.2.1.1.1 The PHARE Energy Programme contribution to the Czech energy sector

The PHARE Energy Programme started in '91 with financing energy policy studies for
the Czech state administration to adapt the energy sector to the new market situation.
Another part existed of demonstration projects to energy efficiency, mainly in the build-
ing sector. A lot of attention was given to training of experts and exchange of experience
and know-how.

The programme continued in *92 with regiona energy studies for districts and munici-
palities. Another part was focused on energy efficiency in the Czech industry. Since 1992
Czech consultants gradually started to participate in the PHARE programme.

The PHARE Energy Programme continued until 1997 when it was replaced by the
PHARE Energy Savings Fund. PHARE energy saving fund is described in the chapter
including the best practise projects.

4.2.1.1.2 PHARE project “Black Triangle”

One of the more recent PHARE projects in the Czech Republic has been the Black Tri-
angle Demonstration Project, carried out between September 1997 and December 1998.
This project had a so-called integrated energy-environment approach. I1ts main objectives
were to decrease air pollution in the “Black Triangle” area (North Bohemia) and increase
energy efficiency at the same time. Another important feature was that Czech firms par-
ticipated in the demonstration projects

The following three demonstration projects were realised in North Bohemia:
Installation of a Co-generation unit in the Swimming Pool
Thermal Rehabilitation of aresidential Building
Gasification and Therma Rehabilitation of an Elementary School.

To monitor the project development and outcomes of the project a Logical Framework
Analysis concept has been developed. This analysis consisted of selection, preparation
and implementation of demonstration projects and dissemination of results.
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4.2.1.1.3 Evaluation PHARE ESF

After initial slow disbursement the ESF has alocated 21 |oans for EE projects and nearly
disbursed all funds initialy available. In the evaluation of the fund objectives and its real
operation, following has been found:

Average loan size CZK 12.5 million (Euro 357,000) - objective met to finance small
projects

All sectors financed (buildings - blocks of flats, schools, a hospital), industries, heating
plants

ESF funds are appreciated financial source for ESCOs
Average loan duration 6 - 7 years

With the exception for projects in blocks of flats, savings are sufficient to repay the
debt service

In the total cost savings, in average 78 % comes from energy savings.

As it follow from the contract with CSOB the initia instalment of ECU 4.5 million will
be turned back (in CZK of 1997) to the Ministry of Industry and Trade in 2007 unless
the contract is extended. The European Union does not intend to increase the capital.
Repayments of awarded loans are reinvested into new projects (about CZK 40 - 50 mil-
lion annualy), but this amount is not sufficient to satisfy applications submitted to the
fund at the moment. Obvioudly, if the bank has to postpone further applications due to
lack of funds, the raised interest in this type of finance will diminish.

4.2.1.2 SAVE Il

SAVE Il is the European non-technological programme aimed at promoting the rational
use of energy within the Community. The programme is the follow-up of the original
SAVE programme which ran from 1 January 1991 until 31 December 1995. The SAVE
Il programme was adopted by the Council of Ministers on 16 December 1996.

SAVE Il has been designed to complement the efforts of the Member States in improv-
ing energy efficiency. A maor element of the programme is the use of measures and ac-
tions which ensure the addition of value at Union level for the rational use of energy. In
view of budgetary limits, the programme will not provide funding for real or so-called
hardware investments. The purpose of the programme is rather to create an environment
in which investments in energy efficiency will be accelerated and whereby energy effi-
ciency will be recognised as a market opportunity.

The SAVE Il programme has the following elements:
labelling, standardisation and other actionsin the area of energy using equipment;

targeted pilot actions aimed at accelerating energy efficiency investments and/or im-
proving energy use patterns;

dissemination of information;
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monitoring of energy efficiency progress at national and EU levels;

specific actions in favour of greater cohesion between Member States in the field of
establishing policies aimed at efficient energy management;

specific actions aimed at improving energy management at regional and urban levels;

actions aimed at establishing energy efficiency as a criterion within existing EU pro-
grammes.

SAVE can give up to a maximum of 50 % support for a pilot action or information dis-
semination activity. Studies aimed at the implementation of Union measures, information
activities and monitoring of energy efficiency progress may be funded up to a maximum
of 100 %.

All legal entities domiciled in the European Union and the European Economic Area may
apply for support under the SAVE Il programme. The European Union aso invited as-
sociated countries to participate in the programme so that legal entities from these coun-
tries can also apply for SAVE Il funding. According to an agreement between the EC
Association Council and the Czech Republic from 27 November 1998, the Czech Re-
public can participate in the SAVE Il programme.

For the 1998 project round four projects from the Czech Republic have been accepted
for SAVE Il funding, these are:

Good practice guides for local authorities in the Czech and Slovak Republics —aimed
at improving energy management in cities and municipalities without mgor invest-
ments

Analysis of obstacles to CHP implementation in the Czech and Slovak Republics —
proposals will be made to support cogeneration by adapting current legislation

National Programme for monitoring and targeting in the Czech and Slovak Republics
— adopting a system of monitoring and targeting of energy consumption in industries
and public buildings

Study to support the introduction and implementation of legislation concerning the
energy efficiency labelling and standardisation — Supporting the Czech and Polish
governments in adopting directives regarding labelling and standardisation.

4.2.1.3  European Investment Bank (EIB)

The European Investment Bank prioritises loans in the energy sector for projects where
there is a need for restructuring and technological modernisation or where investments
are aimed at saving energy and securing supply.

In December 1996, ECU 200 million was lent to CEZ a.s., the Czech power tility, to
help finance its large environmental programme which will bring the six largest lignite-
fired power stations in compliance with international standards. The investments mainly
concern flue gas de-sulphurisation. They will reduce sulphur-dioxide emissions by more
than 90 % and have a maor impact on air quality in the “Black Triangle€” region (the area
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between Lower Silesia in Poland, Southern Saxony in Germany and Northern Bohemia)
where nearly half of the electricity for the Czech Republic is generated. Benefits will be
felt across the border in both Germany and Poland.

A loan of ECU 55 million was provided to replace the combined heat and power plant
which serves the city of Mlada Boleslav and the Skoda factory there.

In addition to these large direct EIB loans, the EIB also offers indirect financing facilities
viaintermediary banks which can fund smaller-scale infrastructure projects in the area of
energy production and energy saving. These types of loans are generally designed for
projects with atotal project cost of ECU 40,000 to 25 million, with the EIB financing up
to 50 % of the costs.

4.2.2  Co-operation with international finance institutions

4.2.2.1 IFC - International Finance Corporation (World Bank)

The International Finance Corporation (IFC), a member of the World Bank, was estab-
lished in 1956 in order to support business activity in developing countries. The IFC fi-
nances projects in the private sector and helps them to get additional sources of financing
on the international financial markets. It provides technical assistance and advisory serv-
ices to both the private and public sectors.

Among the financia products which the IFC offersin developing countries are:
long-term loans in major currencies, at fixed or variable rates
equity investments
guasi-equity instruments (subordinated loans, preferred stock, income notes)
guarantees and standby financing

risk management (intermediation of currency and interest rate swaps, provision of
hedging facilities)

The IFC charges market rates for its products and does not accept government guaran-
tees. Financed projects must be profitable and must comply with strict environmental
guidelines. Although the IFC is oriented primarily towards the private sector, it may pro-
vide financing for a company with some government ownership, provided the businessis
operated on acommercial basis. The IFC finances up to 25 % of project expenses; it may
provide up to 35 % of the equity capital for afirm, provided that it will not become the
majority shareholder. IFC investments typically range between 1 - 100 million dollars.

A basic feature of the IFC is the integration of environmental considerations with in-
vestment strategies. The long-term rate of return of a project must be linked to preserva-
tion of or improvement in the quality of the environment.

The first major investment in the power Sector in Central and Eastern Europe that was
facilitated by the IFC involved the Energy Centre Kladno. The Project encompassed
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taking an old and polluting district heating plant, which used to generate some power as
a by-product of heat generation but which is not able to meet new emission limits as of
1998. The installation will be turned into a power plant that will continue to meet the
heat needs of the town, within emission limits. The plant is privately owned with the
Central Bohemian Grid (STE) having an 11 % share in the project. The total project cost
is USD 400 million with the IFC lending USD 85 million with a repayment period of 15
years.

Another interesting project is the Efficient Lighting Initiative. The project involved con-
sulting related to local utilisation of efficient lighting and a specific proposal for an inter-
national project to support efficient lighting in the Czech Republic.

4.2.3  Activities Implemented Jointly / Joint Implementation - Grant Assistance

A pilot phase for Activities Implemented Jointly was established during the first meeting
of the Conference of Parties in Berlin in 1995. The emission reduction realised during
this pilot phase cannot be added to the emission reduction target of investing countries.
Furthermore, a number of criteria were defined for AlJ projects. (CoPl, 1995, Decision
5/CP.1), stating:

That activities implemented jointly should be compatible with and supportive of na-
tional environment and development priorities and strategies,

That activities implemented jointly should contribute to cost-effectiveness in achiev-
ing global benefits and could be conducted in a comprehensive manner covering al
relevant sources, sinks and reservoirs of greenhouse gases,

That all activities implemented jointly under this pilot phase require prior acceptance,
approval or endorsement by the Governments of the Parties participating in these ac-
tivities,

That activities implemented jointly should bring about real, measurable and long-term
environmental benefits related to the mitigation of climate change that would not
have occurred in the absence of such activities;

That the financing of activities implemented jointly shall be additional to the financia
obligations of Parties included in Annex Il to the Convention within the framework
of the financia mechanism as well as to current official development assistance
(ODA) flows;

That no credits shall accrue to any Party as a result of greenhouse gas emissions re-
duced or sequestered during the pilot phase from activities implemented jointly.

4.2.3.1 Joint implementation in Central and Eastern Europe

Several countries in Central and Eastern Europe, including the Czech Republic, have
become involved in AlJJl pilot activities. In severa countries national AlJJl offices
have been established to co-ordinate these pilot activities and to facilitate the communi-
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cation with the investing country partners and the secretariat of the UN FCCC. In the
Czech Republic this office works under the auspices of the Ministry of Environment.

The reason why the Czech Republic and other CEE countries could be interested in
AlJJl projects are the following:

The lack of capital - AIJJl projects can provide the countries with additional capital
to assist them in developing policies and measures to support their national (envi-
ronmental policies)

The potential to trade emission reductions — In CEE arelatively large potential exists
for cost-effective GHG emission reduction measures

AlJJ’s potential to contribute to solving locally specific environmental problems.
GHG abatement is not the main priority, but J could contribute to meeting other en-
vironmental or economic priorities, such as reducing air, water or soil pollution, cre-
ating employment etc.

4.2.3.2  Experiences with AlJ projects in the Czech Republic

The first AlJ project started in the Czech Republic was the Decin-Bynov project and
consisted of fuel switch in a Decin district heating plant from cod to gas, including the
installation of a cogeneration unit and investments in efficiency improvement.

The Decin-Bynov project has been initiated and developed by CCAP (Center for Clean
Air Policy, USNGO) and co-financed by three US energy investors.

The first phase, Agreement in Principle, was signed by the major of Decin and the US
utilities in Washington in Presence of the US Energy Secretariat in April 1994. It must be
stressed that municipalities and local authorities in the Czech Republic are not part of the
Czech Government and they have therefore no legal relationship to the UNFCCC.

Subsequently, the US electric utilities signed a second agreement with the City of Decin
in 1995 giving a no-interest loan of USD 600,000 for 25 years in return for 100 % of
CO, reduction (on-site reductions of about 6,500 tons of CO./year) achieved directly
after reconstruction.

The second agreement was neither negotiated with nor reported to the MoE. This time,
the structure of the investment was as follows:

the City of Decin, equity USD 0.98 million.

Czech State Environmental Fund (50 % subsidy, 50 % 8 year loan, 7 % interest),
USD 6.56 million.

Danish grant (technical and engineering assistance), USD 0.908 million.

The total investment represents USD 9.058 million and US utilities |oan therefore makes
6.62 % of the total. According to the second agreement the City of Decin will have to
return the loan, if the Government of the Czech Republic does not agree with the transfer
of emission credits to US investors by 1998.
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Finally, an agreement between the MoE and the US DOE has been reached in April 1997
and the Decin project has been approved by the MoE (no credits will be given during the
pilot phase). At present, the MoE develops a monitoring procedure fully compatible with
national emission inventory (identical emission factors) and the procedure for the calcu-
lation of the baseline.

One of the issues that arose during the planning stage of the project was the question of
who would have administrative jurisdiction over its A1JJl component (the credits). In a
letter to the US participants the Czech government expressed support for the Decin-
Bynov project, but it turned out that the sharing of the project’s credits had already been
arranged at the project level. The US companies had agreed on a contract with the Decin
Municipality Office on the sharing of GHG emission reductions with the stipulation that
all shares from the reduced GHG emissions would go to the US companies. In doing so,
the Municipality Office clearly overstepped its authority which eventually lead to a major
misunderstanding and a refusal of the Czech Government to approve the project. Only
on 3 April 1997, the Decin-Bynov project formally passed the Czech Government’s new
Jl approval process. Shortly after signing the new agreement, the project was announced
by the Czech Ministry of the Environment to the UN FCCC Secretariat.

The amount of AlJ projects in the Czech Republic is limited and experiences like with
the Decin project may have a negative impact on the increase of AlJJl projects in the
future.

The other approved AlJ project in the Czech Republic is the Krkonose project, which
deals with afforestation in the Krkonose mountain area. The MoE sent the announcement
of the first component of the Krkonose project to the UN FCCC Secretariat in 1996. An
agreement on completing the second part of the project as an AlJ investment was signed
on 6 June 1997.

Currently, a new AlJ project in Mlada Boledav is in construction as part of an invest-
ment programme established by Skoda and the Volkswagen Company. This project con-
cerns the reconstruction of a power / heating plant at the Skoda automobile plant.

4.2.4  Country specific support programmes

4.24.1 USAID

US assistance programmes have been administered by the United States Agency for In-
ternational Development (USAID), an agency of the US Government created in 1961 to
implement foreign assistance throughout the world. USAID opened an office in Prague
in 1991.

The USAID’s assistance programme to the Czech Republic was designed to emphasise
economic reform and support to democratic ingtitutions during the early stages of their
development. After agreement with the Czech Government the following priority sectors
were identified:

privatisation;
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private sector growth;
the financial sector;
the municipal infrastructure finance system;

democratic ingtitutions, including municipa and national governments as well as non-
profit organisations,

quality of life which targeted the health and socia needs of the disadvantaged, health
care, the environment and energy.

USAID has helped the MIT and the MF to establish a government regulatory structure
and a pricing mechanism for energy production and distribution systems. Technical as-
sistance has aso been given to help draft new legidation. Another important activity was
the US Nuclear Regulatory Commission’s work which included a review of the regula-
tory system, risk assessment evaluation, the development of emergency operating in-
structions and the training of nuclear power plant personnel. The US Department of En-
ergy aso worked on establishing western safety standards and operations for Soviet-type
reactors in operation at Dukovany.

USAID has financed two regiona energy studies in recent years, in Cesky Krumlov and
Plzen. Aim of this study was not only to solve the energy supply at both locations but
also to create close co-operation between Czech and US partners and to exchange in-
formation and experience.

It was one of the first energy studies that integrated so-called Demand Side and Supply
Side Management. In the past, future energy supply was always estimated and based on
growth of economic activity without any end-use analysis. This caused building of in-
stallation with a major over capacity.

The studies analysed barriers to energy savings that exist even with proved feasible en-
ergy savings. Furthermore, non-traditional ways of financing are presented, like Energy
Performance Contracting.

4.2.4.2  Austrian Ecology Fund

This fund was established in 1993 to support the financing of environmentally protective
measures in countries neighbouring Austria, including the Czech Republic. The Fund is
administered by the Austrian Kommunalkreditbank. Public ingtitutions, as well as small
and medium sized enterprises, can receive up to 100 % financing of their costs. By June
1996, the Czech Republic had received ATS 401.86 million in assistance of this type.

Austrian bilateral assistance programmes have focused on sectors where:
Austrian companies have a comparative advantage
Austrian political and economic interests are strong

Projects can be effectively implemented and sustained in co-operation with the re-
cepient and other donors
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The following priority sectors have been identified: energy, environment, education,
public administration and European Union integration.

Between 1993 and 1998 about 70 studies / investment projects were carried out in the
field of energy and environment, mainly in the Czech — Austrian border area (South Bo-
hemia, South Moravia). Examples of projects are the following:

Energy concepts for cities (Brno, Kladno, Trebon)

Planning of heat supply in towns (district Prague South)

Planning of cogeneration and biomass installations

Installation of emission cleaning equipment in industries in border aress.

The Austrian Energieverwertungsagentur (EVA) analysed the current and possible future
co-operation between Austria and the Czech Republic in the field of energy. Future co-
operation could exist in the field where large Austrian know-how exists. Possibilities are
biomass heating systems and cogeneration, but also energy management, restructuralisa-
tion of the energy sector and EU integration.

4.2.4.3  Other co-operations

At present time there are more project in the preparation stage or in the progress. The
Netherlands indicates substantial activity in the Czech Republic within the range of bilat-
eral or multilateral co-operation. Example is the Energy Efficiency Study, prepared for
governmental institution in Czech Republic, conducted by ECN Netherlands with co-
operation of SRC Czech Republic, SEVEn and others. The study is aimed to find and
analyze new practical legidative measures and policies to promote utilization of renew-
ables and increase energy efficiency.

Important co-operation was performed by Denmark partners, project aimed to energy
audits and demonstration projects in buildings. Demonstration project in the field of ef-
fective utilization of gas heating system was performed by co-operation with British
company. Co-operation partners from Canada conducted DSM study for the CEZ as,,
the main producer of electricity in the Czech Republic.
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6  Appendix

6.1 Energy and Environment Data

Table 6: Socio-demographic and Economic Data
Unit 1990 1991 1992 1993 1994 1995 1996 1997
Socio-demographic Data
Population Million 10,4 10,3 10,3 10,3 10,3 10,3 10,3 10,3
Population aged 15-64, total Million 6,8 6,9 6,9 7,0 7,0 7,0 7,1 7,1
Labor force, total Million 55 55 55 5,6 5,6 57 57 57
Appartments
Apartments 1,000 3.695 3.706 3.721 3.732 3.740 3.750 3.754 3.764
Occupants No./App. 2,8
Average Size m2/App. 70,5
Heating Space Million m2 261

Gross Domestic Product at Market Prices
Current Prices

CzZK Billion 567 717 791 911 1149 1349 1533 1.649
uss$ Billion 32 24 28 31 40 51 57 52
Purchasing Power Parities (PPP) Billion 103 91 89 90 94 103 108 108
Constant Prices 1995
CzK Billion 1553 1333 1248 1236 1268 1.349 1401 1.415
uss$ Billion 59 50 47 47 48 51 53 53
PPP US$ Billion 118 102 95 94 97 103 107 108
GDP Deflator 1995 = 100 37 54 63 74 91 100 109 117
Money
Exchange Rate CZK/US$ 15,1 18,6 28,3 29,2 28,8 26,5 27,1 31,7
Inflation (Consumer Price Index) % 9,6 56,7 11,1 20,8 10,0 9,1 8,8 8,5

Source: CSO 1999, VUPEK, KONEKO, World Bank 1999, calculations by Oeko-Institut
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Table 7: Energy Data, Energy and Electricty Balance
Unit 1990 1991 1992 1993 1994 1995 1996 1997
TPES (Gross Inland Consumption) mtoe 47,2 36,8 40,9 39,8 38,9 39,5 40,8 40,6
Solids mtoe 29,5 20,8 23,8 23,2 21,4 21,2 21,1
oil mtoe 8,6 7.3 7,7 6,9 7,7 7,9 8,2
Natural gas mtoe 5,3 51 5,8 5,9 5,8 6,5 7,5
Other (1) mtoe 3,9 3,6 3,6 3,7 4,0 3,8 4,0
Net Imports mtoe 7,4 6,3 5,7 5,4 6,8 7,6 9,5
Solids mtoe -5,9 -6,2 -7,0 -6,9 -6,6 -6,6 -6,1
Oil mtoe 8,5 7,2 7,5 6,8 7,6 7,8 8,0
Natural gas mtoe 4,8 55 55 5,7 5,8 6,4 7,5
Gross Electricity Generation TWh 62,6 60,5 59,1 58,7 58,4 60,6 63,8
Nuclear TWh 12,6 12,1 12,3 12,6 13,0 12,2 12,9
Hydro & wind TWh 1,4 1,3 1,6 1,4 1,5 2,0 2,0
Thermal TWh 48,5 47,1 45,2 44,7 44,0 46,3 49,0
Own use % -13,7 -14,3 -13,4 -13,1
Distribution losses % -8,2 -8,0 -7,9 -8,0
Electricity Plants TWh 47,2 46,8 47,7 50,0
CHP Plants TWh 11,5 11,6 12,9 13,8
Electricity Import & Export Balance TWh -0,7 -2,5 -2,9 -2,1 -0,4 0,5
Import TWh 8,2 7,2 6,2 6,0 55 6,7 8,8
Germany TWh 0,3 0,4 0,3 0,4 0,1 0,3 1,6
Poland TWh 7,7 6,6 5,6 4,7 4,0 4,8 6,4
Austria TWh 0,0 0,2 0,2 0,2
Slovakia TWh 0,6 1,2 1,6 0,8
Other TWh 0,2 0,1 0,1 0,2 0,0 0,0
Export TWh -8,9 -9,7 -9,1 -8,1 -5,9 -6,3 -8,8
Germany TWh -2,6 -1,1 -0,8 -1,7 -1,2 -2,3 -3,0
Poland TWh -3,0 -2,9 -0,1 -0,2 -0,2
Austria TWh -3,3 -2,8 -2,7 -2,0 -2,2
Slovakia TWh -3,4 -1,8 -1,8 -3,6
Other TWh -3,3 -5,7 -5,0 -0,1 0,0 0,0 0,0
Generation Capacity GW 15,3 14,5 14,5 14,2 13,9 13,9 14,5
Nuclear GW 1,8 1,8 1,8 1,8 1,8 1,8 1,8
Hydro & wind GW 1,4 1,4 1,4 1,4 1,4 1,4 1,8
Thermal GW 12,1 11,3 11,3 11,1 10,7 10,7 11,0
Fuel Inputs for Thermal Power Generatior mtoe 10,1 10,7 10,8 13,0 12,0 12,4 13,4
Solids mtoe 9,2 9,9 9,8 12,4 11,4 11,7 12,5
Oil mtoe 0,7 0,6 0,6 0,3 0,3 0,3 0,4
Gas mtoe 0,2 0,2 0,3 0,3 0,2 0,3 0,5
Other mtoe 0,1 0,0 0,0
Net Electricity Generation by Fuel TWh 48,5 47,2 45,4 44,6 44,0 46,3 50,0 47,4
Solids TWh 48,5 47,2 45,4 44,6 44,0 46,3 49,0 46,0
Gas TWh 1,0 1,4
Total Final Energy Demand mtoe 33,6 25,0 26,9 26,4 24,8 25,9 25,8
Solids mtoe 17,4 9,8 11,5 8,4 7,4 7,2 5,8
Oil mtoe 6,0 54 55 57 5,0 55 5,6
Gas mtoe 4,2 4,1 4,3 5,0 4,9 52 5,9
Electricity mtoe 4,1 3,8 3,7 3,7 3,9 4,1 4,3
Heat mtoe 1,5 1,4 1,4 3,2 3,1 3,5 3,7
Other mtoe 0,5 0,5 0,5 0,5 0,5 0,4 0,4
Final Energy Consumption mtoe 33,6 25,0 26,9 26,4 24,8 25,9 25,7
Industry mtoe 16,5 11,8 13,1 13,9 12,4 13,3 12,8
Transport mtoe 3,1 2,5 3,2 3,3 2,6 2,8 3,8
Tertiary-Domestic mtoe 14,1 10,6 10,6 9,2 9,7 9,9 9,1
District Heating
Length of grid km 4.101 4.065 4.085 4.112
Installed grid capacity MW 22.352 21.997 21.369 20.415
Losses % 13,8 13,8 13,6 13,2 12,9 12,7 12,0
Connected households 1,000 1.517 1.518 1.437 1.450 1.444 1.457 1.469
Heat Generation PJ 167,3 174,2 175,9 191,1
CHP Plants PJ 121,3  124,1 126,9 1383
Heat Plants PJ 46,0 50,1 49,0 52,8

Source: DG XVII 1998, CSO 1999, IEA 1998a, 1997, 1996, VUPEK, ,KONEKO, SEVEn
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Table 8: Energy Markets
Unit 1990 1991 1992 1993 1994 1995 1996 1997
Turnover mil. CZK 108.741 119.013 140.475 140.933
Electricity mil. CZK | 24.652 58.335 64.849 64.706 62.353 64.056 70.267 69.231
Severomoravska Energetika % 21,2 21,1 21,1 20,3 20,3 20,2 19,8 18,9
Jihomoravska Energetika % 16,8 16,8 16,9 17,0 17,1 17,2 17,2 17,3
Stredoceska Energetika % 13,9 13,5 13,4 131 131 13,0 13,5 13,8
Gas mil. CZK 18.267 23.582 35.987 37.258
South Moravian Gas % 28,2 28,0 26,3 24,2
North Moravian Gas % 21,3 20,9 19,4 18,7
Prague Gas % 12,8 13,2 13,2 13,4
District Heat mil. CZK 28.121 31.374 34.221 34.444
Moravskoslezske teplarny % 11,2 11,6 11,6 12,3
Prazska teplarenska % 11,5 11,7 12,0 11,1
CEZ % 4,0 4,0 43 4,5
Energy prices, constant US$@PPP1995
Electricity
Residential $/kwh 0,03 0,08 0,10 0,09 0,08 0,07 0,07 0,08
Services, Commercial $/kwh 0,16 0,15 0,14
Industry $/kwWh 0,03 0,18 0,18 0,16 0,14 0,12 0,11 0,12
Fuel Oil
Residential $/GJ 13,3 7,1 14,2 11,5 11,3 26,6 31,0
Services, Commercial $/GJ 29,3 15,9 14,9 13,5 16,5 29,1 27,3
Industry $/GJ 6,1 17,2 15,6 14,6 11,1 16,0 24,0
Natural Gas
Residential $/GJ 1,7 8,7 9,0 7,6 6,9 6,7 6,6 7,1
Services, Commercial $/GJ 18,8 22,6 11,0 9,7 8,3 7,7 73 9,9
Industry $/GJ 2,8 13,8 11,2 10,5 8,8 8,4 8,2 9,2
Heat
Residential $/GJ 22,2 20,0 10,7 12,4 11,6 12,4 12,5 16,1
Services, Commercial $/GJ 26,1 17,2 16,2 14,1 13,8
Industry $/GJ 26,1 17,2 15,8 14,1 13,8

Source:  Annual Reports, VUPEK, KONEKO, CSO 1999, IEA 1998b, World Bank 1999, calculations
by Oeko-Institut
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Table 9: Greenhousegas and Airborne Emissions
Unit 1990 1991 1992 1993 1994 1995 1996 1997
CO, 1,000 t 165.490 153.142 140.220 134.851 127.745 128.817 132.538 137.125
Fuel Combustion (Sectoral Approach) 1,000 t 160.073 148.807 135.629 130.661 123.631 124.647 129.516 133.925
Fugitive Emissions from Fuels 1,000 t 76 241
Industrial Processes 1,000 t 5417 4335 4591 4190 4114 4170 2479 2498
Solvent and Other Product Use 1,000 t 109 104
Agriculture 1,000 t
Land-Use Change & Forestry 1,000 t -2.281 -5.027 -6.041 -5.643 -3.943 -5454 -4.479 -4.639
Waste 1,000 t 357 357
Other 1,000 t
Memo Item: International Bunkers 1,000 t 459 407
CH,4 (Methane) 1,000 t 779 711 668 633 613 600 573 562
Fuel Combustion (Sectoral Approach) 1,000 t 59 50 41 39 44 32 34 31
Fugitive Emissions from Fuels 1,000 t 394 356 342 333 317 315 301 298
Industrial Processes 1,000 t 14 12 11 10 12 12 5 4
Solvent and Other Product Use 1,000 t
Agriculture 1,000 t 204 186 169 148 139 139 134 129
Land-Use Change & Forestry 1,000 t 2 2 2 2 2 2 2 2
Waste 1,000 t 105 105 104 100 101 101 97 97
Other 1,000 t
Memo Item: International Bunkers 1,000 t 0 0
N,O 1,000 t 26 23 23 21 22 22 29 29
Fuel Combustion (Sectoral Approach) 1,000 t 20 19 17 17 17 16 4 4
Fugitive Emissions from Fuels 1,000 t
Industrial Processes 1,000 t 3 3 4 3 3 3 3 4
Solvent and Other Product Use 1,000 t 1 1
Agriculture 1,000 t 2 2 2 2 2 2 21 19
Land-Use Change & Forestry 1,000 t 0 0 0 0 0 0 0 0
Waste 1,000 t 1
Other 1,000 t
Memo Item: International Bunkers 1,000 t
SO, 1,000 t 1.876 946 701
Fuel Combustion (Sectoral Approach) 1,000 t 928 684
Fugitive Emissions from Fuels 1,000 t 5 5
Industrial Processes 1,000 t 14 12
Solvent and Other Product Use 1,000 t
Agriculture 1,000 t
Land-Use Change & Forestry 1,000 t
Waste 1,000 t
Other 1,000 t
Memo Item: International Bunkers 1,000 t 0 0
NOy 1,000 t 742 725 699 575 435 413 433 422
Fuel Combustion (Sectoral Approach) 1,000 t 721 706 682 559 427 404 413 406
Fugitive Emissions from Fuels 1,000 t 0 0
Industrial Processes 1,000 t 22 19 17 16 8 9 19 16
Solvent and Other Product Use 1,000 t
Agriculture 1,000 t
Land-Use Change & Forestry 1,000 t 0 0
Waste 1,000 t
Other 1,000 t
Memo Item: International Bunkers 1,000 t 3 2
vocC 1,000 t 311 243 234 229 263 241 282 274
Fuel Combustion (Sectoral Approach) 1,000 t 112 94 92 91 105 82 134 141
Fugitive Emissions from Fuels 1,000 t 10 9 10 11 13 13 5 5
Industrial Processes 1,000 t 15 13 12 11 11 12 24 15
Solvent and Other Product Use 1,000 t 175 128 120 116 133 134 118 113
Agriculture 1,000 t
Land-Use Change & Forestry 1,000 t
Waste 1,000 t
Other 1,000 t
Memo Item: International Bunkers 1,000 t 3 3

Source: UNFCCC 1999
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Table 10: Socio-demographic and Economic Data

Unit 1990 1991 1992 1993 1994 1995 1996 1997

Socio-demographic Data

Population Million 10,4 10,3 10,3 10,3 10,3 10,3 10,3 10,3
Population aged 15-64, total Million 6,8 6,9 6,9 7,0 7,0 7,0 71 71
Labor force, total Million 55 55 55 5,6 5,6 57 57 57
Appartments

Apartments 1,000 3.695 3.706 3.721 3.732 3.740 3.750 3.754 3.764

Occupants No./App. 2,8

Average Size m2/App. 70,5

Heating Space Million m2 261

Gross Domestic Product at Market Prices
Current Prices

CzZK Billion 567 717 791 911 1.149 1349 1533 1.649
uss$ Billion 32 24 28 31 40 51 57 52
Purchasing Power Parities (PPP) Billion 103 91 89 90 94 103 108 108
Constant Prices 1995
CzK Billion 1553 1333 1248 1236 1268 1.349 1401 1.415
uss$ Billion 59 50 47 47 48 51 53 53
PPP US$ Billion 118 102 95 94 97 103 107 108
GDP Deflator 1995 = 100 37 54 63 74 91 100 109 117
Money
Exchange Rate CZK/US$ 15,1 18,6 28,3 29,2 28,8 26,5 27,1 31,7
Inflation (Consumer Price Index) % 9,6 56,7 11,1 20,8 10,0 9,1 8,8 8,5

Source: CSO 1999, VUPEK, KONEKO, World Bank 1999, calculations by Oeko-Institut
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Table 11: Environment and Energy Indicators, Driving Forces
Unit 1990 1991 1992 1993 1994 1995 1996 1997
Energy Intensity
TPES per Capita toe/Cap. 4,6 3,6 4,0 3,9 3,8 3,8 4,0 3,9
TPES per GDP (PPP) kg/US$1995 0,40 0,36 0,43 0,42 0,40 0,38 0,38 0,38
Energy Prices, Current Local Currency
Electricity
Residential CZK/kWh 0,12 0,35 0,85 0,85 0,92 0,98 1,06 1,24
Services, Commercial CZK/kWh 2,13 2,14 2,17
Industry CZK/kWh 0,12 0,78 1,47 1,52 1,61 1,62 1,60 1,81
Fuel Oil
Residential CHZ/GJ 59 59 137 137 149 383 474
Services, Commercial CHZ/GJ 130 132 144 160 216 418 418
Industry CHZ/GJ 25 76 130 141 132 210 346
Natural Gas
Residential CHZ/GJ 7 39 75 74 81 88 95 108
Services, Commercial CHZ/GJ 75 100 91 94 99 101 104 151
Industry CHZ/GJ 11 61 93 101 105 111 118 141
Heat
Residential CHZ/GJ 89 89 89 120 138 163 180 246
Services, Commercial CHZ/GJ 116 143 156 168 181
Industry CHZ/GJ 116 143 153 168 181
Greenhouse Gas Emissions (GHG)
GHG by Gas 1,000 t GHGE 189.837 175.323 161.221 154.710 147.291 148.103 153.579 157.816
CO, 1,000 t GHGE 165.490 153.142 140.220 134.851 127.745 128.817 132.538 137.125
CH, 1,000 t GHGE 16.349 14.927 14.026 13287 12.881 12590 12.032 11.808
N,O 1,000 t GHGE 7.998 7.254 6975 6572 6.665 6.696 9.010 8.883
GHG per Capita t/Cap. 18,3 17,0 15,6 15,0 14,3 14,3 14,9 15,3
GHG per GDP@PPP95 kg/US$ 1,6 1,7 1,7 1,6 1,5 1,4 1,4 1,5
Driving Forces
CO,/TPES t CO,/toe 3,5 4,2 34 34 3,3 3,3 3,2 34
TPES/FEC toe/toe 1,4 15 15 15 1,6 15 1,6
TFC/GDP kgoe/US$ 0,3 0,2 0,3 0,3 0,3 0,3 0,2
GDP/POP 1,000 US$/Cap. 11,4 9,8 9,2 9,1 9,3 9,9 10,3 10,5

Source:  Calculations by Oeko-Institut
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6.2  Monitoring of Accession Process
Table 12: Accession Process Monitoring Table
. . Fully in If not, how will Status Planned year  Planned year
. Existing national law - .
National responces to ... . accord? transposing of trans- of full trans- of full imple-
(name, date of adoption) 1) e 2) i .
(yes/no) occur? position position mentation
Directives
Directive concerning common rules for the internal market in electricity (96/92/EC)
Energy Act No. 222/94, On Conditions of no L1 1 2000 2001
Enterprise in Energy Sector (02.11.1994
liberal, allows but does not guarantee a Third new Energy Act 1. draft

Party Access
The Act has slightly opened the door for
accession of independent third parties to the
sector and for implementation of the competitive
environment in the power industry, even though
the access of new enterpreneurs in the sector to
grid and network services has not been
guaranteed (it is only legally allowed - not
forbiden). Therefore, full competition has not yet
developed.
cross subsidies into the prices of electricity and
gas for households
Directive concerning common rules for the internal market in natural gas (98/30/EC)

Objectives/substantive requirements see electricity market

Institutional requirements

Procedural requirements

Institutional requirements

removal

Source: SEVEn
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Table 12: Accession Process Monitoring Table, contiued
Fully in If not, how will Status Planned year  Planned year

Existing national law

National responces to ... . accord?  transposing of trans- of full trans- of full imple-
(name, date of adoption) 1) e 2) i .
(yes/no) occur? position position mentation
Large Combustion Plant Directive (88/609/EEC)
Objectives/substantive requirements Act No. 309/1991 Coll. on Air Protection Against no new Directive L3 2000 2001
Pollutant 117/97

Act No. 389/1991 Coll. on State Administration of
Air Protection and Pollution Fees
Institutional requirements Decree of Ministry of Environment No.177/1997
coll. - rules of stationary sources of pollution
operating
Procedural requirements
Institutional requirements
Directive to limit carbon dioxide emissions by improving energy efficiency (SAVE) (93/76/EEC)
Objectives/substantive requirements none L1
Institutional requirements new Energy Management Act will adopt most of 1 2000 2001
the SAVE directives
Procedural requirements
Institutional requirements

Source: SEVEn
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Table 12: Accession Process Monitoring Table, contiued
. . Fully in If not, how will Status Planned year  Planned year
. Existing national law - .
National responces to ... . accord? transposing of trans- of full trans- of full imple-
(name, date of adoption) 1) s 2) i ;
(yes/no) occur? position position mentation

Directive on the indication by labelling and standard product information of the consumption of energy and other resources
by household appliances (and daughter Directives) (92/75/EEC)
Objectives/substantive requirements There are currently no labels neither standars for - L1 1 20017 200272
electric appliances.

Institutional requirements new act - draft to be
approved by
government

Procedural requirements the Energy Management Act At present, the

Ministry of Industry and Trade is preparing an
Energy Management Law for approval by the
government that includes an article introducing
this requirement. Following passage of the law
by the parliament of the Czech Republic, the
Ministry will need to issue the relevant
regulations harmonised with EU legislation to
govern the labelling of individual categories of
appliances.
Institutional requirements
Directive on efficiency requirements for new hot-water boilers fired with liquid or gaseous fuels (92/42/EEC)
Objectives/substantive requirements
Institutional requirements none -
Procedural requirements no standards
Institutional requirements
Directive on energy efficiency requirements for household electric refrigerators, freezers and combinations thereof (96/57/EC)
Objectives/substantive requirements
Institutional requirements none -
Procedural requirements no standards
Institutional requirements

Source: SEVEn
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Table 12: Accession Process Monitoring Table, contiued

Fully in If not, how will Status Planned year  Planned year
accord?  transposing of trans- of full trans- of full imple-
(yes/no) occur? position 2 position mentation

Existing national law

National responces to ... (name, date of adoption)

Planned and Proposed Directives
Proposal for a integrated resource planning directive)

Objectives/substantive requirements

Institutional requirements According to the Czech Energy Policy, a Third *)
Party Access model with licensing for new
capacities will be introduced in power industry
(not a Single Buyer with tendering).Although an
EU directive proposal on rational planning
techniques exists, which includes IRP, this
approach, in principal, is not compatible with an
open third party access to the grid in liberalised
energy markets.
Not compatible with a TPA model with licensing
for new capacities - a model that the Czech
Energy Policy suggests to implement.

Procedural requirements

Institutional requirements
*) The energy act #222/94 would have to be changed and replaced with a less liberal act that will not allow private investors to
make their investment decisions on their own.Within few years the new Act would have to be replaced again with a new energy act
that would introduce TPA competitive models in the power industry.

Source: SEVEn
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Table 12: Accession Process Monitoring Table, contiued
. . Fully in If not, how will Status Planned year  Planned year
. Existing national law - .
National responces to ... . accord? transposing of trans- of full trans- of full imple-
(name, date of adoption) 1 s 2 i ;
(yes/no) occur? ! position ? position mentation
Feed-In Directive (Renewables) (COM(97) 69)
Objectives/substantive requirements none
The Senate Proposal of the Electricity Prices Law
- rejected (1998)
The Senate Proposal of act on Guaranteed feed
in tarrif for electricity from renewables - rejected
(1998)
Institutional requirements not in compliance with proposed TPA model in
Energy Policy draft
Procedural requirements
Institutional requirements
" How will transpostion occur? 2 Status or transposition
Legislative act (L) Government order (GO) Ministerial order (MO) 0 No steps taken to date
LO No steps taken to date GO1 No steps taken to date MOO No steps taken to date 1 Draft in process
L1 Draftin process GO2 Draftin process MO1 Draftin process 2 ..
L2 Ministry approves GO3 Ministry approves MO2 Draft in consultation 3 ..
L3 Government approves GO4 Other relevant ministries approve MO3 Ministry approves and publishes 4 ..
L4 After first reading in Parliament GO5 Government approves and publishes 5 Fully transposed and in force
L5 Fully transposed and publishes - No transpostion needed

Source: SEVEn
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Table 13: National Law or Policy Initiatives
existing proposed planned

Decisions and Programmes
Energy Framework Programme
Objectives
Institutional adoptions
Procedural adoptions
Monitoring and Reporting

Coal Subsidies 22/1999 Sb.
Objectives/substantive requirements
Institutional requirements 15.01.99
Procedural requirements State Budget Law
Monitoring and Reporting coal mining reduction subsidies
70031ECU/y.1999

Environmental Agreements, General Policies and Strategies
Combined Heat and Power

Objectives/substantive requirements L1 1
Institutional requirements new act draft to be approved by government
Procedural requirements the Energy Management Act, expansion and

utilisation of energy efficient technologies,
namely higher utilisation of cogeneration of

electricity and heat
Monitoring and Reporting

Renewable Energy Sources dtto
Objectives/substantive requirements support for utilisation of alternative sources of
energy

Institutional requirements
Procedural requirements
Monitoring and Reporting
Energy Efficiency dtto
Objectives/substantive requirements
Institutional requirements
Procedural requirements
Monitoring and Reporting
Further National Decisions, Programmes, Policies and Strategies with regard to 'Environment and Energy’
MIT is monitoring activities of individual Czech subject appl./participating in these programs

Source: SEVEn
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6.3  Screening of Co-operation Project
Table 14: Co-operation Project Screening Table
(Planned) Evaluation Results,
Name of the Projekt Co-operation Partners Total Volume Start End Report Objectives
(Acronym) Description Objectives (Institution, Country) (mmlyyyy) (mmlyyyy) Available Achieved
State of the Art of Analysis of the market Analyzing market situation |ISIS (Italy) 1998 1999
Cooling Household and [situation in the CR in the |and technical side of the |SEVEnN (CZ)
other major Appliances |area of refrigerators, appliances used.
Strandards, Market and |freezers, combined units,
Technology in CEEC washing machines and
lightning.
National Energy Proposal for a energy Indicating reasons for the |Worldbank - GEF September June 1999 1999
Efficiency Study efficiency and renewable |high energy intensity in the |[ECN (NL), 1998
energy policy for the Czech|CR and identify possible  |SRCI, March Consulting,
Republic options to tackle this SEVEN (C2)
problem
Black Triangle Implementing Decreasing emissions of  [Phare Energy PMU CR 270,000 EURO September December 1999 Realisation of
Demonstration Project Demonstration Projects in |air pollutants t.r.b. GmbH (A) 1997 1998 three
the "Black Triangle" Energy savings Austrian Kommunalkredit AG demonstration
focused on increasing Opportunities for Czech FEWE (PL) projects according
energy efficiency and firms SEVEN (C2) to objectives
decreasing air pollution
National Strategy for Study for the Ministry of  |Indicating the possibilities |Worldbank - GEF 1997 1998
Joint Implementation Environment on for the implementation of |CZ Ministry of Environment
implementing a Joint JI projects in the Czech SCRI, SEVEnN (C2)
Implementation strategy  |Republic
Cooperation with Carrying out demonstration NOVEM (NL) 1998
Municipalities energy-saving projects CESEN (IT)
under the EU Urban and SEVEN

Regional Energy Efficiency
Program.

Source: SEVEn
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Table 14: Co-operation Project Screening Table, contiued
(Planned) Evaluation Results,

Name of the Projekt Co-operation Partners Total Volume Start End Report Objectives
(Acronym) Description Objectives (Institution, Country) (mmlyyyy) (mmlyyyy) Available Achieved
Seminars on Municipal |Developing and conducting The Urban Institute (US) 1995
Energy Project six seminars for more than SEVEN
Development 100 municipalities on

municipal energy planning
Demand Side Energy Analysis of energy Providing the town of Battelle, PNL (US) 1993 1994
Resource Assessment consumption and its Cesky Krumlov with an Tecogen, Inc.(US)

structure in the town of energy scenario for the SEVEN (C2)

Cesky Krumlov future based on an

integrated demand-supply
approach

District Heating System |Proposal of options and the Pacific Northwest 1994
in the City of Plzen most cost-effective way to Laboratories, Gilbert

meet the future energy Commonwealths (US)

needs of the City of Plzen SEVEN
Reconstruction and Rehabilitation of the district| Development of a market [UN ECE - as part of the 1996
modernisation of the heating system and financial analysis + Energy effieciency 2000
Heating System at the business plan Project
Letna Housing SEVEn
Development in the
Town of Mimon
Energy Efficiency in Energy audits and Increasing energy Phare Energy PMU CR 1996
Hospitals and Schools methodology development |efficiency in schools and  [Bouwcentrum International

for audits in schools and  |hospital through energy (NL)

hospitals audits SEVEnN
Revolving fund for A preliminary evaluation of Phare Energy PMU CR
Energy Efficiency in the |the possibilities for SEVEN
Czech Republic establishing the 5 million

ECU Phare fund for energy

efficiency in the Czech

Republic

Source: SEVEn
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Table 14: Co-operation Project Screening Table, contiued
(Planned) Evaluation Results,
Name of the Projekt Co-operation Partners Total Volume Start End Report Objectives
(Acronym) Description Objectives (Institution, Country) (mmlyyyy) (mmlyyyy) Available Achieved
Energy Plan for the City |Design of energy efficient Phare Energy PMU CR 1993 1994
of Prague measures at Prague March Consulting Group (UK)
facilities and review of SEVEN
financial resources
DeéinBynov projed Coal-to-gas switching for  |Joint Implementation Pilot |Center for Clean Air Policy + |9,058 million USD| April 1997 Project still carried
district heating Project between US and  |three US Utilities out. Before start
CR Danish Ministry of disagreements
Decreasing CO2 emissions |[Environment and Energy between US and
at heating plant Municipality of Decin Czech partners on
CZ Ministry of Environment credit sharing
Emission abatement at Decreasing air pollution at |Austrian Kommunalkredit 20 million ATS 1996 1999
Melnik power station Melnik power plant to meet |AE & E SGP/Waagnerburo
new emission standards GmbH (A)
CEZ a.s. (C2)
Austrian Kommunalkredit 18 million ATS 1995 1997

Planning of heat supply
in district of Prague
South

Austrian Institute for Energy
Economics
Prague Heating Company

Source: SEVEn

“ Oko-Institut
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reco FFU

Forschungsstelle
fir Umweltpolitik

Instruments and Options for Environmental Policy
during the Accession Process of EU Associated
Countriesin the Area of Environment and Energy
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