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The Czech Republic has undergone a major transformation in the last fifteen years.

On 1 May 2004, the Czech Republic along with nine other countries joined the European Union.

The energy sector has also changed substantially over this time including. the Czech Energy Agency (CEA) transformation. Energy efficiency for supply and consumption have improved with the national energy intensity (unit of primary energy supply per unit of GDP) decreasing by 17% from 1990 to 2002.  Emissions have also fallen with CO2 emissions from fuel combustion decreasing 25% over the same period also due to the CEA´s activities and energy savings programmes as for example joint projects with the World Bank (reduction CO2 – Prototype Carbon Fund). 

In March 2004, the government released its new State Energy Policy (SEP) -  with long-term targets and strategies through 2030.The State Energy Policy is one of the basic components of the economic policy of the Czech Republic. The aim of the SEP  is consistent with the IEA Shared Goals, seeking  to achieve the three E’s of energy policy: Economic Efficiency, Environmental Protection and Energy Security. 

Despite these many positive developments, substantial challenges remain for the Czech Republic.  One such challenge involves the implementation and practice of market reform in the gas and electricity sectors.  On the gas side, one company (RWE) is the near exclusive gas importer, owns and operates the transportation pipeline network and controls distribution companies which together have 83% of the retail market share.  On the electricity side, one company (ČEZ) has a 70% wholesale market share and controls companies which themselves have a 66% share of the retail market.

Another related challenge for the government is to strengthen the institutions that will be required in a competitive market place.  These are primarily the regulator, the Energy Regulatory Office (ERO), and the competition authority, the Office for the Protection of Competition. With these institutions the CEA cooperates both in the field of energy pricing and competiton in the energy sector. 

Given the Czech Republic’s central position in Eastern Europe, its relatively small size and its lack of oil and gas deposits, it is not surprising that our country has many different types of international energy connections and it leads the CEA to develop drafts of energy savings projects.

The State Energy Policy contains generally prudent strategies and objectives that move the country in the right direction.For example, the State Energy Policy called for a decrease in liquid fuel use with 2030 consumption below current levels..  The renewable energy target of 8% of electricity coming from renewable by 2010 is ambitious.  To reach this targets, cost-benefit analyses of the plan is to be useful.  The State Energy Policy also includes target ranges for the shares of fuel for primary energy supplies through 2030 (indicative shares)

The State Eenergy Policy makes energy efficiency the primary focus of the new energy strategy. The energy intensity has fallen more than 17% in the Czech Republic from 1990 to 2002 and this implies that substantial energy efficiency potential remains in our country. The State Energy Policy will involve concrete policies and measures to improve energy efficiency in the new plans of our authorities including the CEA.  Improving the efficiency of the transport sector and the building sector will be our highest priority.

Currently renewable energy does not play a major role in the Czech Republic, accounting in 2002 for 2.5% of primary energy supply and 4.2% of electricity generation.  As noted above, the SEP calls for a substantial increase in renewable energy, with its share in electricity generation rising to 8% by 2010 and its share of primary energy supply rising to 16.8% in 2030. The government is currently revamping its renewable energy support scheme with the CEA´s assistance. This is important undertaking since the previous scheme was a complicated two-tiered approach of investment subisides and feed-in tariffs..  The proposed new scheme will constitute either a continuation of the feed-in tariff (with discontinuation of the investment subsidies) or a green bonus programme probably with quotas.

 If green bonus are chosen, we may draw on the experiences of other countries in designing an effective trading system that could also accommodate regional bonus trading.

The Czech government often groups energy efficiency and environmental policy together.  These two topic areas are often discussed together in policy pieces, pursued by the same organisations and have budgets that are difficult to separate.  While both efficiency and renewables can deliver decreased emissions and reduced reliance on imported fuels, their application and implementation are substantially different from one another and the government may consider taking a more distinct and separate approach to each. It appears that government funding for energy efficiency has fallen in recent years while funding for renewable energy has risen.  This is not consistent with the ambitious targets for energy efficiency improvement in the State Energy Policy  If energy demand can be reduced at a lower cost than production of useful energy through renewable means, more attention and resources should be directed towards energy efficiency, and vice versa.  Historical and geographical factors indicate the potential for energy efficiency in the Czech Republic is greater than that for renewable energy. The tool of the  government  of the Czech Republic and CEA is Four-Year National Plan and annually declared one-year Government Programme for the Support for Energy Conservation and the Utilisation of Renewable and Secondary Sources of Energy.

Energy Policy Objectives 

A new State Energy Policy, formulated by the Ministry of Industry and Trade, was approved by Government Decision No. 211 of March 10, 2004.  The policy is intended to reflect the state’s responsibility for creating conditions for reliable and permanently safe supplies of energy at acceptable prices and for efficient energy use that will not threaten the environment and will comply with the principles of sustainable development. The State Energy Policy  specifies the state’s priorities and determines the objectives the state wishes to achieve in influencing the energy sector over the next 30 years.  The State Energy Policy  has been developed based on: 

- analyses of the previous development and the current situation of the Czech Republic; 

· an evaluation of the fulfilment of the targets of the 2000 energy policy; 

·  a view to foreign experience;

·  European Union procedures and standards;

·  obligations of the Czech Republic resulting from international treaties in the sphere of energy sector and environmental protection; and 

·  energy scenarios of possible future developments until 2030.

The fulfilment of priorities and objectives in the State Energy Policy will be evaluated by the Ministry of Industry and Trade at three-year intervals. The Ministry will inform the government of the results of these evaluations and submit proposals for changes to the energy policy if necessary.

The State Energy Policy defines the basic priorities for the short-term, medium-term and long-term development of the Czech energy sector. We present in this document only long-term duties as follows:

1) Independence

a. Independence from foreign energy sources

b. Independence from energy sources in risky regions

2) Safety

a. Safety of energy sources including nuclear safety

b. Reliability of supplies of all kinds of energy

c. Reasonable decentralisation of all energy sources

3) Sustainable Development

a. Environmental protection

b. Economic and social development

4)
Environmental utilisation of RES and primary energy savings inclusive of energy efficiency.

The SEP’s goals to serve these priorities are divided into the four categories:

1) Maximising Energy Efficiency
Energy efficiency is the  primary goal of the State Energy Policy.  The government considers increasing energy efficiency as the cheapest, safest and fastest way to achieve the priorities and goals of the Energy Policy.  It ensures reduced energy intensity, emissions of pollutants and the risks of growth in energy import dependence.  It also prolongs the life of indigenous resources of non-renewable energy sources, increases the competitiveness of the energy sector and the whole Czech economy and positively influences other energy sector parameters.  The SEP calls for energy efficiency improvements spread over a wide range of energy uses and energy conversion methods through the activities of companies, the public sector and the population as a whole.



The three main goals for energy efficiency are:

1.
Annual improvement in the energy intensity of GDP for each year between 3.0% and 3.5% (indicative target) as a long-term goal. 

2.
Stabilisation in the absolute value of primary energy supplies.  Economic growth should be achieved primarily through increased energy efficiency.

3.
Annual improvement in the electricity intensity of GDP at 2.0% each year between 1.4% and 2.4% (indicative target) as a long-term goal. 

2) Amount and Structure of Primary Energy Supply

The SEP postulates that a sufficiently diversified and permanently stable provision of primary energy and electricity generation will help meet the priorities of independence, safety and sustainable development.  This priority is also aimed at increasing the energy system’s robustness and ability to operate in states of emergency such as energy supply failures and large-scale disasters.  The three major objectives included in meeting this target are: 

· promotion of electricity and heat from renewable energy sources,

·  optimised use of indigenous energy sources, and 

·  optimised use of renewable energy sources.

The government considers the present energy supply structure sufficiently diverse.  The stability of foreign energy supplies has also been reinforced by increasing the territorial diversification of suppliers of imported liquid and gas fuels.   The overall extent of the Czech Republic’s dependence on energy imports is quite favourable for the time being, yet its structure is unbalanced. The dependence on imports of oil, natural gas and nuclear fuel is nearly 99%. To ensure the continued diversity and reliability of supply, the government has established the following short- and long-term objectives for fuel supply percentage shares.

	Table 1

Targeted Fuel Supply in SEP

	Fuel
	2005
	2030

	Solid fuel
	42 - 44 %
	30 - 32%

	Gas fuel 
	20 - 22 %
	20 - 22%

	Liquid fuel 
	15 - 16 %
	11 - 12%

	Nuclear fuel 
	16 - 17 %
	20 - 22%  

	Renewable sources 
	5 - 6 %
	15 - 16%


Note: Some commodities do not mean a linear increase from the year 2005 to 2030. 

In addition, indicative targets for degrees of fuel import dependency were set out.

· in 2010 max.:              45%
· in 2020 max.:              50%
· in 2030 max.:              60%
3)
Environmental Protection

Environmental protection is to be based on an efficient primary energy structure and on advanced methods of electricity and heat generation. The partial objectives of this priority will focus on reducing the impacts of energy processes on the environment (objectives supported by the government programmes and national programmes which are declared and implemented by individual ministeries including the CEA) and are listed below in order of importance.

1) Minimising environmentally harmful emission.

2) Minimising greenhouse gas (GHG) emissions.

3) Minimising long-term environmental burdens (e.g., nuclear waste).

4) Minimising existing environmental burdens.

1. In order to meet these goals, the SEP outlines a list of short-term and long-term targets:

	Targets to be achieved by 2005:
	1. Full transposition of EU environmental regulations into Czech legislation concerning energy sector.

2. Provide conditions for the fulfilment of the national target for renewable energy sources – the share of electricity produced from renewable sources in gross electricity consumption to reach 5 – 6% (indicative target).

	Long-term targets:
	1. Comply with binding EU emissions limits in 2010 (SO2 265,000 tonnes, NOx 286,000 tonnes, VOC 220,000 tonnes).

2. Fulfilment of international obligations of the Kyoto Protocol (and of other agreements connected with it .

3. Create conditions for a wider utilisation of renewable energy sources by achieving the indicative target of 8% of gross electricity generation coming from renewable sources by 2010.

4. Create conditions for increasing the renewable share in domestic consumption of primary energy to between 15 - 16% by 2030.

5. Create conditions for wider utilisation of secondary energy sources and 

    increasing the share of alternative fuels in transport

6. Prepare for and use the greenhouse gas emission trading scheme in connection with the EU Directive.




4)
Completing the Liberalisation of the Energy Sector

The Energy Policy (2000) contained and provided for the execution of a series of short-term tasks and requirements aimed at the completion of energy sector economic transformation.  These included a privatisation programme and a programme of electricity and natural gas market liberalisation.  All of these steps were aimed at the gradual harmonisation of Czech legislation with EU standards and Directives.  The SEP calls for a continuation and completion of this process.

2. The partial objectives of this goal are:

1) Completing transformation measures towards liberalised energy sector,

2) Minimising the prices of all types of energy,

3) Optimising back-up of energy sources

3. In order to meet these goals, the SEP outlines a list of short-term and long-term targets:

	Targets to be achieved by 2005


	1. Create a new liberalisation strategy for the electricity and natural gas market in accordance with amended EU Directives 

2. Evaluate the efficiency of regulation and tune the regulation framework.

3. Specify social measures in connection with the reduction of employment in the coal and electricity sub-sectors.

4. Permanently monitor the impacts of energy prices on the population and influence long-term price/tariff relations using sector regulation



	Long-term targets 


	1.  Continuous adaptation of energy sector system to the model used within the EU.


ENERGY POLICY INSTITUTIONS

4. An organigramme of the energy policy institutions of the Czech government is shown in Figure 6.  The major bodies are described briefly below.

Government Institutions Involved in Energy Issues

Ministry of Industry and Trade

5. The Ministry of Industry and Trade (MIT) has the principal responsibility for overall energy policy.  This responsibility includes related industrial policy, the use of mineral resources, heat production, mining, crude oil, natural gas, solid fuels and nuclear materials.  It also covers domestic and foreign trade and the protection of the consumers interests.  The MIT was the main body to develop and prepare the State Energy Policy released in March 2004.  Within the MIT, two sections deal with energy issues.  The first is the Policy-making Section which includes units for economic analysis, economic policy and raw materials and energy statistics.  The second is the Energy Section which includes units dealing with radioactive waste, electric power and heat production, mining, gas and liquid fuels, and energy efficiency and renewable energy.

6. Two other energy-related organisations fall under the auspices of the MIT :

Czech Energy Agency

The Czech Energy Agency (CEA) was established in 1995 as a subsidized organisation under the MIT.  Its primary mission is to support the ecological utilisation of energy in the Czech Republic.  This goal is pursued in four areas : (i) energy savings, (ii) utilisation of renewable resources, (iii) combined-heat-and-power (CHP) plants, and (iv) promotion and public education in the field of energy savings.  The CEA administers subsidies to projects that support its aims.

State Energy Inspection Board

The State Energy Inspection Board is an administrative office subordinated to the MIT.  It is split into the Central Inspectorate and the Regional Inspectorates and has 180 employees, of which 140 are inspectors and 40 are directors or administrative support.  The Inspection Board oversees compliance with energy legislation including the Energy Act, the Energy Management Act and the Act on Prices.  For breach of laws, the Inspection Board imposes fines.

Ministry of Environment

The Ministry of Environment is responsible for protection of the environment including development of all major environmental legislation.  In March 2004, the Ministry released a new State Environmental Policy, 2004 to 2010.  Regarding the energy sector, the Ministry strives to minimise the impact of obtaining energy, promote rational energy consumption and supply of energy, and introduce wherever possible the principles of sustainable development.  The Ministry of Environment was involved in development of the country’s National Allocation Plan (NAP) submitted to the European Commission as part of the Emission Trading System.

Energy Regulatory Office (ERO)

The Energy Regulatory Office (ERO) was established on 1 January 2001 as an administrative authority for regulation in the energy sector. A Chairman is appointed by the government for a term of five years.  He cannot be dismissed on the basis of ideological differences with the government or other parties but can be dismissed by the government as a result of administrative failings.  In August 2004, the Chairman of the ERO was dismissed by the government on the grounds that insufficient work was being accomplished towards preparing for the opening of the natural gas market in January 2005.
State Office for Nuclear Safety (SONS)   
The State Office for Nuclear Safety (SONS) is the competent authority of the Czech Republic responsible for governmental administration and supervision in the fields of nuclear safety, radiation protection, and of the adherence to the international ban on nuclear, chemical and biological weapons. 

Administration of State Material Reserves (ASMR)

 The Administration of State Material Reserves (ASMR) is a state administrative body responsible for the organisation of the material support of measures in emergency and for state material reserves.  The ASMR is the holder of the emergency oil stocks at or above the 90 days of net oil imports required by IEA membership.  It also co-ordinates the country’s response (both on the supply and the demand side) to any emergency oil supply shortage.
Office for the Protection of Competition

The Office for the Protection of Competition was originally established as the Office for Economic Competition in July 1991.  It assumed its present name and structure in November 1996.  The Office was established to create conditions for the protection and support of competition, to exercise surveillance over public procurement and to monitor state aid.  In 2003, 283 new cases were opened by the Office, including 35 cases of agreements to distort competition, 9 cases of abuse of dominant position and 252 cases of market concentration.  Decisions were reached in 252 of these cases resulting in fines of CZK 445 850 000.  The Office has 115 employees, including 42 lawyers and 43 economists.

Electricity Market Operator

This Operator 

1) evaluates and accounts the divergences in already negotiated contracts for electricity

2) is the Administer of the register for trading with CO2 emissions

Prague, 1 February 2005

Prepared by : Ing. Josef Bubeník 

Director of the CEA

Vlasta Kolaříková

International Relations

Used sources: IEA, MIT and CEA
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