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| INTRODUCTION

The Energy Policy of the Slovak Republic (Energy Policy) is the strategic document defining
the energy sector's primary objectives and priorities to 2035 with a view to 2050.

The Energy Policy is a component of Slovakia's national economic strategy given that
ensuring sustainable economic growth is conditioned by the reliable supplffoodable
energy.

The Ministry of Economy of the Slovak Republic (Ministry of Economy) spomsible for
completing the Energy Policy for a minimum period of 20 years and updating it onyeéve
cycle at a minimum pursuant to Section 88 of Act No. 251/2012 Coll. on Energy and on
amendment of certain acts as amended by Act No. 391/2012 AxiliN¢. 251/2012 Coll. on
Energy). Economic development, new trends in the liberalisation of energy markets in the
European Union (EU), new legislation and new EU energy policy also required an update of
the Energy Policy adopted in 2006.

The Energy Polig is intended to ensure the sustainability of the Slovak energy sector to
contribute to the sustainable growth of the national economy and its competitiveness. The
priority from this perspective is ensuring the reliability and stability of energy supply,
efficient energy utilisation at optimum costs and ensuring environmental protection.

A well-functioning energy market with a competitive environment will be strengthened by
Energy Policy implementation. The task of the Energy Policy is to create a stabénork

for a safely operating energy market tmabdtivatesinvestments into energy. The Energy
Policy is focused on the public as well as the private sector. It responds to the interests of
consumes and end users in order to maximise the exploitatidheofdvantages offered by a
liberalised and secure energy market.

The Energy Policy complies with the primary objectives of the Treaty of Lisbon and is based
on the fundamental European goals for energy outliiméhe Europe 202Gtrategy.

Slovakia is amang a group of vulnerable countries with respect to energy security, and
therefore it supports an energy architecture that creates the conditions for increasing energy
selfsufficiency, preexport capacity in electricity, transparency and optimisationhef t
energy mix with lowcarbon technologies and increasing energy efficiency in the interests of
stability, the development of the national economy and the interestinsfimes and their
protection.

Close cooperation between the countries of Central anth&astern Europe ibe key issue

with respect to increasing the energy security of the entire region and is the driving force for
Slovakia's active involvement in the creation of tr&wsopean energy infrastructure, in
particular in cooperation with ¥egrad Four (V4) countries.

The Energy Policy emphasises the optimum use of domestic energy sources -aacbtmw
technologies such as renewable energy sources (RES) and nuclear energy.

A major milestone in the Slovak energy sector was the implementdtittve Third Energy
Package of the European Parliament and of the Council and directives concerning common
rules for the internal market in electricity and gas upon the adoption of the Energy Act and the
Act on Regulation of Network Industries at the efiduly 2012.
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I EUROPEAN UNION ENERGY POLICY

The European Commission (Commission) published As €nergy policy for Europé
communicationin January 2007. This communication staked out the development of the
energy sectopy 2010 and targets for 2020.

The communication, respecting sovereignty and the energy mixes in individual EU countries,
integrated energy policy with climate change policy and clearly formulated the three
fundamental pillars of EU energy policy: energy security;

competitiveness;
sustanability.

The European Council then adopted Emergy Action Plan 20074 2010in March 2007,
which included significant commitments with respect to climate change:

1 decreasgreenhouse gas emissions by 20% by 2fa0pared to 1990;

1 increagthe share ofenewable energy sources to 20% by 2020

1 achiewe al0% share of renewable energy sources in transportation by 2020;
1 achiewe 20% energy savings comparedamjection upto 202Q

The approved Action Plan became the basic document used to develop thaivegisl
frameworkin a subsequent perio®ther strategic and legislative documents covering the
individual areas of the action plan followed includir@jrategic Energy Technology Plan
(SET Plan)(2007),Third Energy Packagg2007),Climate and Energy Packge (2008)and
Energy Efficiency Action Plan(2006 to 2011). Another round of strategic energy research
and the Energy Security and Solidarity Action Plan in 2008 focused on the least developed
pillar of energy policyj.e. energy security, at a very oppane moment given the gas crisis

that began in January 2009. Theropean Economic Recovery Pla(2008) included a
proposal to support the development of energy infrastructure with support for specific projects
in Slovakia involving the development of natligas infrastructure.

The adoption of th@reaty of Lisbonin 2009 was a major milestone in the development of
energy policy. Treaty on the Functioning of the European Undefined a new legal
foundation for EU energy policy measurasd Article 194 of the Treaty defines the basic
objectives and principles of EU energy policy. The basic objectives of EU energy policy are
to ensure the functioning of the energy market; ensure the security of energy supply in the
Union; promote energy efiiency and energy savings and the development of new electricity
generation technologies and support for electricity generated from RES, and promote the
interconnection of energy networks. The basic principles of European energy policy
specificallyestabli the sovereignty of the Member States in determining the composition of
their energy mix and energy security.

The principles and objectives for energy to 2020 are based dfutbpe 2020strategy and
aredescribed in more detail in tHEurope 2020: A stategy for competitivesustainable and

secure energy"communication.The priorities for energy include effemt use of energy
sources in the EU; building a p&uropean integrated energy market until 2015, empowering
consumers and achievirmgherlevel of energysecurity,maintainingtUé s | eader s hi p
development of energy technology, and strengthening the external dimension of the EU
energy market.

Energy efficiency gradually became a focal point, as evidenced by the revision of EU energy
policy in terms of energy efficiency with the adoption of tBeergy Efficiency Directive
(2012/27/EU) The Directive lays out a common framework for energy efficiency measures in
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the EU with the goal of securing the EU's primary energy efficiency target of ac2lifidtion

in energy consumption by 2020 on the basis of the Europe 2020 strategy. Slovakia will have
to shift its primary focus in the near future to implementing this Directive. Member States
have the obligation to transpose Directive 2012/27/EU by 5 20k at the latest.

Within the area of energy infrastructure, the basic tasks in terms of developing infrastructure
in the oil, gas and electricity sectors by 2020 and the basietéonmgand shofterm (y 2020)
priorities in the area of European energyfrastructure to complete internal market
connections were identified in th&nergy infrastructure priorities for 2020 and beyond"
communicatiorreleased in November 2010. Priorities with an impact on the development of
energy infrastructure in Centribstern Europe and Southeastern Europe of importance for
Slovakia include nortisouth natural gas pipeline ametectricity gridconnections, crude oil
pipeline connections in Central Europe and the southern natural gas pipeline corridor. These
priority European energy infrastructure corridors were incorporated in "tBeergy
Infrastructure Package" submitted in 2011 and adopted in 2013, in particular Regulation
(EU) No 347/2013 on guidelines for traBsiropean energy infrastructure (TEY and
Regulation N01316/2013 establishing the Connecting Europe Facility (CER. decision
making body accepted a European list of projects of common interest (PCI) covering the
electricity, gas and crude oil supplsectorsin July 2013. The Commission should submit
objectves for infrastructure connections to 2030 by October 2014.

Projects in the PCI list involving Slovakia include projects to connect the natural gas
networks in Slovak and Hungary and Slovakia and Poteesignedoy eustream, a.s.; cluster
connections between tledectricitygrids in Slovakia and Hungadesignedy SEPS, a.s. and

two crude oil projects, involving the Bratislag@hwechat Pipeline (BSP) connectjmoject
between Slovakia and Austria to be compldtg Transpetrol, a.s. and the project to overhaul
and expand the JANARdria pipeline combined with a project to overhaul and expand
capacity of the Adria pipeline being implemented by the Hungarian MOL grouporand
Slovnaft a.s.

Representatives of Slokia, Austria, Bulgaria, Czech Republic, Germany, Hungary, Poland,
Romania, Sloveniaand deputies ofroatia and the Commission signed Memorandum of
Understanding on Nor#south Interconnections in CentrBhstern EuropgMoU) on 23
November 2011 in Brssels; the MoU also included an Action Plan, which included projects
involving Slovakia.

The objective of these activities was to incorporate those MNmtith corridor projects
relevant for Slovakia into the EU PCI list based on the regulatioguidelnes for trans
European energy infrastructure (THY, which replaced the previous mechanism for
evaluating tranguropean energy infrastructure (THEN projects. Slovakia is a part of the
regional group for Central, Eastern and Southeastern Europe ingoive NorthSouth
electricity, gas and crude oil connections and the Southern corridor regional group. These
projects (if evaluated positively and included in the EU PCI list) will then compete for
Commission support for implementation within future EU fagdprovided through the CEF.

The Commission analysed the consequences of the commitment to decrease greenhouse gas
emissions by 80 95% compared to their 1990 levels and defined the extent of emissions
reductions in key sectors by 2030 and 2050 ifRitadmap for moving to a competitive low

carbon economy in 205@03/2011). Electricity will play a central role in the low carbon
economy. The Commission's analysis showed that it could contribute to a near complete
elimination of CQ emissions and potentiglbffer a partial replacement for fossil fuels used

in transport and heating by 2050. The Commission called on other European institutions and
member states to take this plan into consideration in the subsequent development of
European, domestic and regabmolicies focused on building a low carbon economy by 2050.

6
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The Commission investigated a number of scenarios for thedid@nisation” of the energy
system and ways to secure energy deliveries and competitiveness to 205Emerdy
Roadmap 2050 communication (12/2011). The plan attempts to elaborate a-temgy
technologically neutral European framework for energy policies in order to achieve the
required level ofsecurityand stability in investments into the energy system. The roadmap
plan does noserve to replace national, regional and local efforts focused on modernising
energy supply; rather it seeks to elaborate a-tenm technologically neutral European
framework in which these policies are more effective.

The European Commission publishdtk tRenewable Energy: a major player in the
European energy market" communication (06/2012) with the objective of ensuring
sustainable growth after 2020. The Communication contains pagdties, including
improved coordination odupport schemes, booxgj the role of the Southern Mediterranean,
increasing the utilisation of support mechanisms and advancements in the area of energy
technologies.

The European Commission released @reen Paper: A 2030 framework for climate and
energy policiesin March 2013 and began the debate on the form ofFtaenework for
climate and energy policies after 2020he European Commission published Ehgopean
Commission's Communication on the 2030 framework for climate and energy policies

on 22 January 2014uilding upon the Green Paper from March 2013 Council adopted
commitment to adopt the 2030 framework for climate and energy policies by October 2014 at
its meeting heldbn 207 21 March 2014. Slovakia has not yet firmed up a definitive position
in this regard given the coordination of positions between the involved departments (Ministry
of Finance, Ministry of Environment and Ministry of Economy). The Ministry of Economy
during negotiations othis future frameworkwill emphasethe need to maintaisovereignty

in the area of the energy mix, the Aonding nature of the targets after 2020 for RESergy
efficiency, the need to respect national specifissyell as the need to develop RES in a-cost
effective manner; however the Ministry remains mpe discussions regarding binding
greenhouse gas emissialecreas¢argets to 2030 so long as specific conditions are met.

The European Commission identified barriers and measures needed to fulfil the objective of
building the EU's internal energy mark@geM) by 2014 and eliminating the isolation of
member states by 2015 within it8Making the internal energy market work"
communication (11/2012). The communication also contained recommendations for Slovakia
regarding the removal of energy supply priciegulations, resolving loeflow issues and the
development of nortsouth connections in the gas and power industries. The European
Commission's (EC) Communication on the Internal Energy Market from May 2013 and the
Communication on the Internal Energy Met including the Commission's Guidance for state
intervention from November 2013 are related to these documents. Slovakia will emphasise the
critical importance of implementing the priority energy infrastructure projects (PCI), the role
of regional initatives in the integration of markets with electricity and gas, the need to adopt
balanced network regulations and in particular considerations for issues relatedftovi@op

in the discussion for completing the Internal Energy Market.
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I ENERGY POLICY OF THE SLOVAK REPUBLIC

1 BASIS OF ENERGY POLICY

1.1 Assessment of the fulfilment of measures and recommendations from
the 2006 Energy Policy

The Energy Policy adopted by the government in Resolution No. 29/2006 (2006 Energy
Policy) laid out the following commitmést

1. Complete a strategy for increasing the utilisation of renewable forms of energy in
Slovakia.

The Strategy for Higher Utilization of Renewable Energy Sources in the Slovak
Republicwas completed and approved by the government in Resolution No. 383 of 2
April 2007.

2. Complete analysis of opportunities to divéysihe sources and transportation routes
for crude oil and natural gas.

This analysis was completed and incorporated intoEthergy Security Strategy of
the Slovak Republi@pproved by the goverrant in Resolution 732 of 15 October
2008.

3. Complete an energy efficiency plan and submit it to the government for discussion

The Energy Efficiency Concept of the Slovak Republvas completed and approved
by the government in Resolution No. 576 of 4 JW92

The government recommended:

1. Implementing the 2006 Energy Policy when conducting state administration activities
in the energy sector.

2. Creating the conditions for the construction of connecting infrastructure with
neighbouring countries.

3. Consideringhe 2006 Energy Policy in regulatory policy.
4. Developing the 2006 Energy Policy into regional energy policies.

All recommendations from the 2006 Energy Policy were or are currently being
implemented.

1.2 Assessing fulfilment of 2006 Energy Policy objectives

1. Ensuring secure and reliable supply of all forms of energy in the required quantity and
guality at optimised costs for the needs of sustainable economic growth.

Reliable supply of all forms of energy (with the exception of natural gas during the
2009 gas csis) was ensured throughout the monitored period.

2. Ensuring seksufficiency of electricity generation.

The balance of electricity generation to consumption was balanced in 2013.
3. Lowering energy intensity.

Energy intensity decreased by approximately 18%wveen 2006 and 2012.



Ministry of Economy of the Slovak Republi®raft Energy Policy of the Slovak Republic

1.3Assessment of the tasks of fulfilment of measures and of
recommendations from the Energy Security Strategy of the Slovak
Republic

1. The priorities and measures of the strategy are considered in strategic and conceptual
materials ad draft legislation completed by the individual departments.

2. Draft methodology was developed in order to implement expanded monitoring of the
section of Danube River affected by the implementation of the overall water
management project modifications maalgriver in Austria and the issue is being
resolved permanently through contact with Austrian authorities.

3. Harmonisation of current legislation in force resolving the issue of the incineration of
wastes with the strategy was secured with an amendment tdoA8%3/2012 Coll. on
Wastes.

4. The Concept for Use of the Hydropower Potential of Rivers in the Slovak Republic
was approved by the government in Resolution No. 178/2011.

5. The criteria for issuing certification for the construction of energy installatiars w
supplemented to include the priorities contained in the strategy and updated on the
Ministry of Economy's website.

6. Competent authorities in Slovakia held numerous meetings with the representatives of
stakeholder institutions and organisations in otderoordinate activities in promoting
the construction of the WolfsthalBratislava waterworks project and finding potential
solutions.

The following documents were published in theaft of Primary Measures to Safeguard
Energy SecurityAct on Promotiorof Renewable Energy Sources and Cogeneration of Heat
and Electricity, Act on Ecological Design, Act on Energy Efficiency and the new Act on
Energy, Act on Regulation in Network Industries and Regulatory Office for Network
Industries Decree No. 24/2013 Cotlefining the rules for the operation of the internal
electricity market and the rules for the operation of the internal gas market, which replaced
government regulations defining the rules of the electricity and gas markets (defined in detalil
in the Anrex).

Geological storage of Crom fossil fuel power plants is stipulated in Act No. 258/2011
Coll. on the Permanent Geological Storage of Carbon Dioxide and on amendment of certain
acts as amended.

1.4Fundamental legislative changes since adoption of th2006 Energy
Policy

A number of new acts and amendments as well as government resolutions and strategic
materials have been adopted and published since 2006. The key legsatidardsvithin

this period include: the amended Act on Energy and Act on IR&gy and Acts on the
National Nudear Fund, Energy EfficiencyPromotion of Renewable Energy Sources and
High-Efficiency Cogeneration and amendments thereof. The new Act on Energy and the Act
on Regulation in Network Industries were issued in 2012 withe implementation of the

EU's Third Energy Package (defined in detail in the Annex).
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1.5 Conceptual documents adopted since 2006

The most important strategic and conceptual materials are: the Concept of Energy Efficiency
of the Slovak Republic (2007), the 2002010First Energy Efficiency Action Plan (2007),

the Strategy for the Fin&8tageof Nuclear Energy (2008), the Energy 8ety Strategy of the
Slovak Republic (2008), the Concept for Use of the Hydropower Potential of Rivers in the
Slovak Republic to 2030 (2010), the National Action Plan for Renewable Energy Sources
(2010) and the 2011 2013 Energy Efficiency Action Plan @21), updated analysis of the
functioning of state aid for mining (2012), ti&trategy for the Final Stage of Peaceful
Utilization of the Nuclear Energy in SR014), regulatory policy for subsequent regulatory
periods including assessment of the efficieraf regulatory methods, justification for
regulation in network industries and the proposalfierimplementation diuture regulation
(2007, 2008, 2009, 2011 and 201&)detailed list is provided in the Annex).

1.6 Privatisation and liberalisation of the energy market

The process of liberalising the gas and electricity markets has continued since 2006 and since
led to the legal separation of generation/supply from transmission/distribution activities.

Sl ovensk® el ektr 8r ne a.wih Enelyas bepoming/tleetmajerisgyd i n
shareholder by purchasing 66% of all the company's shares.

A specific number of problematic areas remai
el e k t r Birstrofeall iainvelved the actual closing of theurchase and sale transaction

for a 66% interest in the share capital of
parties agreed to define the purchase price
at a later time pursuant to the poase and sale agreement for a 66% interest in the share
capital of Sl ovensk® el ektr8rne, a.s. ; howe\
ot her open questions i nvol vhydrogower plajtagaipse r at i o
which several staténstitutions and state enterprises are involved in unresolved litigation
against Slovensk® elektr8&8rne, a.s. Last but
debts for the final phase of nuclear power plant operaticosefing the costs of the
decommissionin@f a nuclear power plant (NPP) Al, decommissioning NPP V1, processing

and storing radioactive waste (RAW) including decommissioning and storage ohaplsar

fuel from NPP V1 and the final storage of speniclearfuel from NPP V1 and ighly
radioactiveRAW from NPP Al and NPP V1) where it is critical to resolve this deficit in the

form of a specific contribution made to the National Nuclear Fiamddecommissionof
nuclearfacilities andfor managenent ofspentfuel and RAW.

I n the same year, pipeline and distribution
(SPP, a.s.) were legally separated with the creation of two subsideusseam, a.sand

SPPidi stri b%cia, a.s.

The legal separation of distribution frommet supply or sales of electricity was accomplished

in 2007 in distribution companies in the power industry with the creation of three regional

di stribution net wor k operators (ZSE Di st
Vichodos | ovens k §anddthreet efectrizity |pro\8ders. Altorssumes also

became eligibleconsumersand gained the ability to select their own electricity and gas
provider.

The major events taking place over the last eight yiealsde the shutdown of twainits at
thevVliJasovsk® Bohunice Nuclear Power Plant (NP
and 2008, as a result of which Slovakia in 2007 lost its-sséficiency in electricity
generationthe establishment of the National Nuclear Fund for decommissiatfingclear

10
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facilities; the repurchase of 49% of the shares of Transpetrol, a.s. from ;Ythk®s
establi shment of Jadrovg8 energetick8 spol ol
preparation, construction and operations of a new nuclear power plant atkla@lovB o huni c e
and the creation of the shdaerm electricity market operator as a 100% subsidiary of the
transmission systm oper at or SIno8 emrse&k 8o seolve8k t § Yagztad v a,
successful implementation of the 20082010 Energy EfficiencyAction Plan and the
declaration of the 20111 2013 Energy Efficiency Action Plan and the establishment of a joint
Czech and Slovak European Nuclear Forum focused on finding joint solutions to issues
related to nuclear energy in a European and nationadxdont

The Slovak government decided within Resolution No. 656/2012 and on the basis of the new
Energy Act that it would not apply a model of separate ownership for the transmission
network operator within unbundling in the gas industry and as a resukausta.s. was not
placed under separate ownership from SPP, a.s.; rather it remains a part of a vertically
integrated company. SPP, a.s. must fulfil stringent conditions defined in requisite legal
regulations to ensure the independactivity of the tranmission networloperator(applying

the ITO model).

1.7 Market regulation

The process of liberalising prices on the energy market is one of the prerequisites for its
further expansion, improving the quality of services, increasing energy efficiency, including
on the part otonsumes, and improving energy security. The creation of an environment that
closely mimics that of a competitive environment where its existence otherwise would be
impossible for objective reasons i.e. operating utility networks and sysieintihe essence of
tangible and pricing regulations in network industries baseek, alia, on the independence,
impartiality and transparency of the national regulator and a stable and predictable legislative
and regulatory framework, taking inemcount the high intensity and the letegm nature of
investment into energy infrastructure.

Fluctuations in prices of raw materials, such as crude oil, natural gas and electricity, on
international markets have an impact on energy prices in Slovak@esPof crude oill,
petroleum products and emissions on global commodity exchanges are linked to the prices of
electricity and natural gas. This means that increases in oil prices are reflected in increasing
electricity (natural gas) prices and vice verséhve certain time delay. The economic crisis
drove a surplus of energy on commgdixchangeswhich then pushed market prices down.
Alternative electricity suppliers began exhibiting greater activity on the Slovak market
between 2009 and 2011 for entraprars and households while new gas suppliers for the
household segment began offering their services in 2011. The regulatory method for
electricity and natural gas prices has changed from a "rexeapieio a "pricecap” method,
thereby introducing a pridamit to enable regulated entities to retain the profit theperate

while respectingefficiency and cost reductions. Pricing regulation in the area of supply,
regardless of method, allewsuppliers to cover all of their costs associated with supplying
energyandthe required level of service quality and generate adequate profit.

A new regulatory instrument, quakbtf-service regulation, was deployed in 2009 and is
primarily intended to protectonsumes. The Regulatory Office for Network Industries
(Regulatory Office) focuses on monitoring and auditing compliance with the standards for
quality among regulat entities in the 2012 2016 regulatory period. These regulated entities
must ensure thatonsumes receive an acceptable level of quality for thieegpthey pay for
electricity, heat or natural gas. If not, the regulated entity is obliged to pajotisemera
compensatory payment. Expansion of the scope of price regulation to include quality

11
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regulation improve the quality of delivered goods and idley services in regulated
activities; howeveron the other handt is also important that price regulation and other
regulatory activities enable energy suppliers and other regulated entities to secure their
activities in an economically effective wags highlighted above. Conversely, regulated
entities may also be penalised under the Act on Regulation if they do not reach the lowest
permittedstandard of quality as defined by the Regulatory Office and the number of @udit
regulated entitiess increaing.

20122016 Regulatory Policyntroduced a systenchangefor accounting deviations for
electricity sellers, unified the calculation of prices and introduced compensatory payments for
failing to provide deliveries and services at an acceptable levgualfty. The regulatory
environment is stable, predictable and transparent and the decisions of the regulator are
thoroughly justified and supported by relevant economic aeslge as to have a positive

impact on the business environment and to improgeofieration of the energy market. The
Regulatory Office's continued independence, impartiality and transparency in exercising the
assigned competencies have been secured thanks to enhancement of its competencies and
powers and its ability to investigateethcost structure of regulated entities in order to
configure a fair regulation structure.

The EU's Third Energy Package for the internal electricity and natural gas markets from 2009
was implemented with the adoption of Act No. 250/2012 Gmil.Regulationin Network
Industries This Act ensures a higher level of independence for the Regulatory Office and
strengthened its powers in the area of defining regulated prices as well as audit activities in
regulated entities. The Act significantly expanded the ggewof the Regulatory Office in
surveillance over the regulated entities. Ministry of Economy commenting on price proposals
also ended with the adoption of this Act.

The necessary groundwork was laid in Slovakia for opening the market and healthy
competiton and all relevant EU legal acts wdudly transposed to make room in the future

for decreasing the regulatory burden in the energy sector while achieving an adequate level of
market liberalisationThe preservation of price regulations is requaty for those segments

of the market where natural monopolies exist. The protection of vulnerabimes must

be ensured before any further reductions or the complete end of price regulation. The need to
preserve regulation at the national level going fedvis demonstrated byhe targeted
definition of groups ofcorsumersin line with the ThirdLiberalisation Package. Act No.
250/2012 Coll. on Regulation in Network Industries defined that the Regulatory Office would
complete a concept for protecting congusnqualifying under energy poverty conditions in
cooperation with the Ministry of Economy, Ministry of Finance and Ministry of Labour,
Social Affairs and Family. The Regulatory Offieell submit the concept tthe government

and will updatet going forward for each future regulatory period.

Basic energy commodities, specifically electricity, gas, heat and hot water, are delivered to
end users pursuant to the quality standards issued by the Regulatory Office in the form of
Decrees No. 275/2012, 276/2018da278/2012 from 2012Providing energy audits and
energy services are stipulated in Act No. 476/2008 and its secondary regulations. Further
improvements in providing energy services and increasing consumer awareness of their
energy consumption have beemabled bytransposing of Directive 2012/27/EU on energy

efficiency.

The adopted acts ensure a higher level of independence for thdaiey Office and
strengthenits powers in the area of defining regulated prices as well as audit activities in
regulated entities. The Regulatory Office's competencies based on requisite dirgctives
competence# the area of surveillance over regulated entities have been expanded with a
draft act. Such proposed competencies and powers of the Regulatory Office seruwecto rest

12
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any possiblenontransparent financial transactions blocking development of competition on
the market and discrimination against other parties on the electricity and gas markets.

The measures adopted in the draft acts supporteexfiertations of shality and decreasing
energy prices The Ministry of Economy placed the highest priority in the draft acts on
solutions beneficial to Slovakia's economic interests, the protection of ermrgymes, in
particular vulnerableonsumes, and combating energpoverty. The acts fully implemented

the conditions of an open and competitive market for gas and electricity, increased
transparency on the market for gas and electricity, significantly enhanced the rights of
electricity and gasonsumes with emphasis oprotection ofvulnerableconsumes and raised

the level of awareness among enecggsumes.

The Regulatory Office received competencies with the adoption of two key energy acts that
enabled it to exert significant influence in the creation of netvieek thanks to secondary
legislation.The Regulatory Office issued requisite decrees and decisions that created realistic
expectations for a decreaskenetwork fees.

Legislation produced by the Regulatory Office thoroughly applied European legislatibe on
protection of the most vulnerable groupscohsumes and the provisions of the Third Energy
Package concerning the right to fair prices for all market participants. Measures were taken to
ensure safe and reliable deliveriesdonsumes.

The Regulairy Office completed theConcept for protecting consumers qualifying under
energy poverty conditiofisn 2013 incooperation with the Ministry of Economy, Ministry of
Finance and Ministry of Labour, Social Affairs and Family. The Menisif Economy
estattished a committee upon the basis of a government resolution to resolve minimising the
impact of energy prices on vulneralolensumes.

The protection of clearly defined groups of enecgpsumes within the household segment

must be ensured going forwari instruments that will not deform the energy supply market
while such instruments of protection should also be-disariminatory and transparent in
relation to energy suppliers. It is also necessary to consider the inherent size and structure of
the Sbvak gas and electricity market while improvements in the current situation in the form
of needed competition and pressure on prices is expected from the completion of the fully
functional and integrated EU internal market.

Price regulation forthe supplyof household heating gas ended after 2013 pursuant to
regulatory policy; howevemn the other handyrice regulation was restored, in spite of the
developed competitive environment, for small enterprises in order to provide higher
protection of their rigts as the party at a disadvantage in supply contracts.

1.8 Energy poverty

The Regulatory Office completed th€dncept for protecting consumers qualifying under
energy poverty conditiofisn cooperation with the Ministry of Economy, Ministry of Finance

and Miistry of Labour, Social Affairs and Family pursuant to Section 9(3)(f) of Act No.
250/2012 Coll. on Regulation in Network Industries.

The problem of energy poverty was tabled by the European Union in legal regulations
contained in the EU's Third EnergydRage.

The objective of this concept is to provide an idea as to how other EU member states deal
with energy poverty and to highlight a number of processes and solutions that could be
applied in Slovakia.

The Regulatory Office's competencies do not ineltide full scope of the issue of energy
poverty (e.g. social policy or increasing residential energy efficiency). The concept therefore

13
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strictly differentiates between potential instruments for resolving this issue at the government
level and at the levedf the national energy regulator as the party responsible for potential
pricing measures in the energy sector directed towards socially vulnerable groups of residents.
It clearly states the impossibility of resolving energy poverty from the position oftienal

energy regulator as an isolated element of public administration and accentuates the need for
an integrated approach to resolving this social issue involving all public stakeholders, which
could be coordinated from the government level.

1.9 Energy mix

Slovakia has a balanced share of nuctearand fossil fuels in terms of gross inland energy
consumption

The shares of the individual energy sources in gross inland energy consumption ine2®12 w
as follows: natural gas 26%, nucldael 24%, coal 2%, oil 20% and renewable energy
sources, including hydropower, 9%.

The energy development concepfasusedon optimising the energy mix in terms of energy
security.

Fig. 1 Energy mix 2012 (Source: Ministry of Economy)
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1.10Development of inland energy consumption

1.10.1Gross inland energy consumption

Slovakia maintains a loAgrm declining trend with concurrent growth in gross domestic
product (GDP).

! The termgross inland energy consumptionwas introduced into energy statistics in 2002 to replace the
previously usedgrimary energy sources (PES) Gross inland energy consumption includes direct generation
(brown coal, lignite, oil, natural gas, heat and electricity) in Slavakd is modified by recovered products, the
exportimport balance and utilisation of stocks. This includes the expmtrt balance and utilisation of stocks
from other energy sources including black coal, coke, briquettes, diesel, naphtha, lightaepduet oil,
kerosene, coke oven and blast furnace gas and other solid, liquid and gaseous fuels.
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Fig. 2 Development of GDP and gross inland energy consumption (Source: Statistical Office of the Slovak
Republic, Ministry of Economy)
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Tablel Development of GDP and gross inland energy consumption (Source: Statistical Office of the Slovak
Republic, Ministry of Economy)

2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012

GDP in 2005 constant prices (billion EUR)| 42.0 | 44.0 | 46.2 | 49.3 | 53.4 | 59.0 | 62.4 | 59.4 | 61.9 | 63.9 | 65.2

Gross inland energy consumption (PJ) 813 | 816 | 812 | 803 | 779 | 754 | 764 | 702 | 743 | 716 | 699

The decrease in gross inland energy consumption is largely due to the restructuring of
industry in the 1990s, the transition of investors over to sectors with higher added value and
broader application of energy efficiency principles through the intramtuctif modern
production technologies with lower energy intensity, insulating buildings, consumers
transitioning to more energsavingappliances and savings resulting from the deregulation of
prices.

The total reduction in gross inland energy consumptiom 2002 to 2012 totalled 14% (114

PJ). The longerm declining trend in gross inland energy consumption was maintained in
2012 and the same year recorded the lowest total value (699 PJ) during the entire monitoring
period, even lower than the total of 72 for 2009 driven by the economic crisis.

1.10.2Per capita gross inland energy consumption

The reduction in gross inland energy consumption is a positive trend in mee&ngf the
Energy Policy targets, including a decrease in energy intensity, or spbcifiw ratio of
gross inland energy consumption to GDP.

The per capita gross inland energy consumption in Slovakia in 2012 was 129 GJ per capita
which is approximately 10% lower than the gross inland energy consumption in the EU 28 of
141 GJ per capita.
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Fig. 3 Development of per capita gross inland energy consumption (GJ per capita) in the EU28 in 1990, 2000
and 2012 (Source: Ministry of Economy)
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1.10.3Final energy consumption byindividual sectors

Final energy consumption recordedl4% decrease over the past 10 years (64 PJ). Final
energy consumption totallednly 379 PJ in 2012 as compared to 443 PJ in 2002. This
development is the result of introducing less energy intensive technologies in industry and
energy efficiency measures households. Only the transport sector recorded an increase in
final energy consumption over the past 10 years; decreases were recorded in all other sectors,
including households.

Final energy consumption of 69 GJ per capita in Slovakia is approxingiétybelow the
EU 27 average, which is 91 GJ per capita.

Final energy consumptian household$ias exhibited a decreasing trend since 2010 and was
almost 8% lower in 2012 than the previous year.

Fig. 4 Final energy consumption by individual sectors in PJ (Source: Ministry of Economy)
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Table2 Final energy consumption bgdividual sectos (Source: Statistical Office of the Slovak Republic)

2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 ( 2010 | 2011 | 2012
Industry 152 155 144 149 148 154 151 130 134 136 135
Households 124 | 119 | 112 | 106 97 87 89 90 97 93 86
Services 86 74 88 68 79 77 81 81 88 63 61
Transport 75 67 65 75 77 85 92 82 94 93 91
Agriculture 7 7 7 7 6 6 6 5 6 7 6
Total (PJ) 443 | 421 | 415 | 404 | 406 | 409 | 418 | 389 | 419 391 | 379

Final household energy consumption per capita in Sloyakiach was 17.2 GJ per capita in
2011 and 16 GJ per capita in 202 still below the European average of 23 GJ per capita.
(2011). Future growth in electricity consumption must be considered given the expansion of
air conditioning and electric vehicles. Energy efficiency measures, in particular insulating
panelconstrution apartment blocks and family homes, will serve as a counterbalance to these
increases.

1.11Expected development of gross inland energy consumptiori
alternative scenarios

The development of gross inland energy consumption by fuel type is primarily iceldidry
economic developments, which themselves are difficult to forecast; three scenarios are
considered for this reason:

1.11.1High scenario

This scenario forecasts significant growthGDP and thereby significant growth in primary
energy source consumptionr @ross inland energy consumptiomp to a level of
approximately 868 PJ. Such development is the least realistic from a current perspective.

The "nuclearfuel" column includes the entire volume of heat generfimu nuclear fuein
nuclear reactors usedrfheating and electricity generation, including electricity for export

purposes.
Fig. 5 Gross inland energy consumption development scenarios (PJ) (Source: Ministry of Economy)
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Table3 Gross inland energgonsumption development scenarios (Source: Statistical Office of the Slovak
Republic, Ministry of Economy)

2000| 2005| 2010| 2012| 2015| 2020{ 2025| 2030| 2035

Gross inland energy
consumption (PJ)

High scenario 712 | 797 | 835 | 860 | 868
Reference scenario 778 | 803 | 743 | 699 | 694 | 769 | 792 | 800 | 790
Energy-saving scenario 686 | 735 | 721 | 714 | 708

1.11.2Reference scenario

This forecast for the development of gross inland energy consumption in this scenario
anticipates growtlio a level of around 800 Hay 2030, after which it should stagnate at this
level. A decrease in coal consumption is expected, balanced out with an increase in the
consumption of nucleduel (electricity), petroleum products and RES.

A significant increase in gross inland energy comgtion will occur as a result of increased
nuclearfuel consumption with thetartup of Mochovce 3 and 4 Nuclear Power Plant (NPP

Mochovce 3, 4) and the planned New Nucl ear
NPP).

Graph 6 shows one of the potentiaeahatives for the development of gross inland energy
consumption which includes the Jasl ovsk® Boh

installed generation capacity of 1000 MW to be replaced by a new nuclear power plant with
installed generation capiéy of 1200 MW by 2030.

1.11.3Energy saving scenario

This scenario involves a decrease in consumption of primary energy sources. A continuation
of the trend of decreasing gross inland energy consumption is in line with the current trend of
significant decreasein energy intensity. The expectation is for a systematic reduction in the
consumption of primary energy swoes with expected GDP growth up ®&%. This
development in the consumption of primary energy sources involves subsequent increases in
the implemetation of fullscale energy efficiency and rationalisation measures in every sector
of the economy, in particular in housing and in transport. The new Directive 2012/27/EU on
energy efficiency will make a major contribution towards such efforts as caiataeobliged

to contribute to the European target of decreaginigary energy consumptiénby 20%
compared to the PRIMES 2007 reference scenario.

2 Primary energy consumption is gross inland energy consumption lesshaogy consumption.
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Fig. 6 Development in gross inland energy consumption {Réference scenario (8oce: Ministry of
Economy)
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Table4 Development in gross inland energy consumptioeference scenario (Source: Statistical Office of the
Slovak Republic, Ministry of Economy)

(PJ) 2000 2005 2010 2012 2015 2020 2025 2030 2035
Coal 170 176 162 146 140 127 115 100 80
Natural gas 245 248 210 183 170 175 189 185 185
Oil 121 149 152 140 143 145 147 142 137
Nuclear fuel 212 203 154 165 170 237 237 247 247
RES including wind 30 27 65 65 71 85 104 126 141
Total 778 803 743 699 694 769 792 800 790

1.12 Expected development of final energy consumption

The development of final energy consumption behaves differently compared to gross inland
energy consumption. Subsequent decreases in energy intensity are expectadpneithd
efficiencies in the conversion of primary energy sources for all scenarios of final energy
consumption development. Three scenarios were considered. Growth in final energy
consumption is expected until 2035 under the reference scenario. The-sméargy scenario
counts on subsequent decreases in final energy consumption.

A significant decrease in final energy consumption of 10% (40 PJ) was recorded between
2010 and 2012. In the case of the enesgying scenario and the application of kayg-term

energy efficiency measures, further decreases in final energy consumption may occur by
2035.



Ministry of Economy of the Slovak Republi®raft Energy Policy of the Slovak Republic

Fig. 7 Final energy consumption development scenarios (PJ) (Source: Ministry of Economy)
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Table5 Final energy consumption development scenarios (Source: Statistical Office of the Slovak Republic,
Ministry of Economy)

Scenarios (PJ) 2007|2010| 2012| 2015| 2020| 2025| 2030| 2035
High scenario 391|405 | 411 | 418 | 424
Reference scenario 409 | 419 | 379 382 | 387 | 389| 390 | 391

Energy-saving 371 | 368 | 365 | 360 | 358
scenario
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2 STRATEGIC OBJECTIVE AND PRIORITIES OF THE ENERGY
POLICY OF THE SLOVAK REPUBLIC

Sustainable energy supply one of the basic prerequisites gustainable economic growth
and concerns secure and reliable energy supply at optimised costs and the effective use of
such energy with thorough environmental protection.

The Energy Policy is influenced significantly by EU targ#ta 20% reduction of greenhouse

gas emissions, a 20increase in energy efficiency and a 20% utilisation rate of RES by 2020.
Energy Policy targets and priorities are defined so as to fulfil the targets defined at the EU
level.

The Roadmap for moving to a low carbon economy in 2850 theEnergy roadmap @50

create the framework for loAgrm energy measures and in other related sectors. The EU has
set the target of decreasing greenhouse gas emissions ibW®% by 2050 compared to
levels in 1990. Basic objectives must be proposed within this context lamgtterm
development trends in the energy sector must be defined for the 2030 horizon until 2050,
whereby the basic direction is defingldeadyin the Energy Policy.

The strategic target and pillars of the Energy Policy based on the three pillars of
European Union Energy Policy are:

1 energy security;
1 competitiveness;
1 sustainability.

Strateqic target of the Energy Policy:

Achieving a competitive, lovearbon energy sector safeguarding the safe, reliable and
efficient supply of all forms of energy at @&ptable prices with considerations given to
consumer protection and sustainable development.

Pillars of the Slovak Energy Policy:
1 energy security;
1 energy efficiency;
1 competitiveness;
1 sustainable energy.

2.1 Priorities defined to support the pillars of the Erergy Policy
Priorities of the Slovak Energy Policy:
1 optimise theenergy mix;
increag the security of energy supply;
developenergy infrastructure;
diversify energy sources and transport routes;

maximisethe utilisation of transmission networks and transit systems passing through
Slovakia;

1 improveenergy efficiency antbwer energy intensity;

== =4 4
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ensure dunctioning energy market with a competitive environment;
ensurequality energy supply at an acceptahiee;
protectvulnerableconsumes;

resol\e energy poverty;

ensure amppropriate preexport balance in the power industry;
utilise nuclear energy as a zetarbon source of electricity;

increa® the safety and reliability of nuclear power plants;
supporthigh-efficiency cogeneration of heat and electricity.

2.2Measures to support the pillars of the Energy Policyof the Slovak
republic

Measures that must be fulfilled are primarily of a legislative, financial and regulatory nature at
the national level.

l

In terms of legislation, the amendments of the Energy Efficiency Act, the Construction
Act, the Act on Promotion of Renewable Energy Sources and -Higtiency
Cogeneration and Health and other acts are involved in ensuring Energy Policy
priorities beome an imegral component of current and future legislation.

The primary effort in terms of financing is on reaching those objectives using EU
funds and state aid schemes.

An increased level of independence for the Regulatory Office and its powers in the
area of déning regulated prices as well as conducting audits of regulated entities shall
ensure a regulatory framework that is predictable and stable over thdéefong
enablingeffective restricton of any potentialunfair business practices preventing the
develpment of competitioron the marketor the discrimination of other market
participants.

Support for the prerequisites stability and decreased energy prices places priority on
solutions beneficial to Slovakia's economic interests, the protection of energy
consumes, in particular vulnerableonsumes, and combating energy poverty.

2.3 Energy security
The following priorities are defined for increasing energy security:

1
1
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diversify energy sources and transport routes;
utilise nuclear power plants and incredise level of nuclear safety and reliability;

optimise the shareof domestic renewable energpurces for generating heat with
respect to cost effectiveness;

utilise secondary energy sources;

support effective development of natural gas and oil storage dapacit
lower dependency on imported fossil fuels;

increag energy efficiency and decregfinal energy consumption;

maximise the utilisation of transport and transmission routes passing through
Slovakia.
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2.3.1Diversification of energy sources and transportoutes

Slovakia is nearly 90% dependent upon imported primary energy sources: nuclear fuel
(100%), natural gas (98%), oil (99%) and coal (68%). Diversification of transport routes, in
particular for natural gas and crude oll, is critif@l stability of ensuring theprimary energy
sources. The risk of an interruption of supply is currently higher for natural gas and crude oll
than it is for black coal and nuclear fuel.

The interruption in natural gas supply in 2009 with its significant negative impadieon t
Slovak economy confirmed the need for greater energy security in Slovakia and increased
focus on the diversification of primary energy sources and transport routes as well as
domestic energy sources and RES in particular. The primary instrumentsre aecificient

level of natural gas supply and the availability of this commodity in the event of an
interruption of cros®order supply are the use of underground storage facilities and the
diversification of transport routes. The gas pipeline connechietween Hungary and
Slovakia with test operations commencing on 27 March 2014 makes an important
contribution to safeguarding Slovakia's energy security.

The implementation of measures contained in Emergy Security Strategy of the Slovak
Republicadoped by the government in October 2008 and measures adopted as a reaction to
the gas crisis in 2009 led to significant improvements in Slovakia's energy security during
2009/2010, in particular in terms of natural gas supply. Storage capacities in the gadevak
system safeguard gas supply for households and other proteasemes and are one of the

most important instruments for safeguarding gas supply in crises and emergency situations.

Since November 2011, the operator of thensmissionnetwork, eusteam, a.s. has fully
automatic reverse flow capabilities for gas with total capacities of 8iomih® per dayfrom

the Czech Republic and Z3million m® per dayfrom Austria, which combined are in excess

of Slovakia's daily gas demand. As a result @ ¢hisis in Ukraine, a new connection was
constructed in the direction of Ukraine and therefore the connection of Slovakia and Poland is
critical for supplying the region with gas if flow through Ukraine is halted as this connection
will significantly increase the security of supply within the EU.

Utilising reverse flow capacities for standard commercial purposes has gigificantlyin
importance since 2012. Over the letegm it is in Slovakia's interests to use suitable means to
support traditional estwest flow of natural gas so that Slovakia is not supplied exclusively
by reverse flow gas.

Regulation (EU) No 994/2010 of the European Parliament and of the Council concerning
measures to safeguard security of gas supply and repealing Council Dig@@dks7/EC

defines new standards for gas supply security. This involves a technical standard known as
infrastructurestandardhat shouldsafeguard the ability of member states to supply gas in the
event of an interruption using their single largest gasstructure. A supply standard is also
defined and stipulates the situations in which gas supply must be secured for protected
consumes. Measures to safeguard both standards are met by natural gas undertakings defined
by the member states.

Slovakia curratly maintains emergency stocks of crude oil and petroleum products to cover
95 days of average net daily imports. Slovakia's total emergency stocks of crude oil and
petroleum products in 2013 were approximately 715,000 tonnes.

Slovakia's oil security wilbe significantly enhanced with the planned overhaul and capacity
expansion of the Adria pipeline and the construction of the Bratisla8ahwechat (BSP
Project) pipeline. The Commission has classified the BSP Project as a strategic energy
connection inlhe community.
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Electricity generated from nuclefuel appears the least dependent on outages isujalies

of primary energy sources with regards to energy security as there is ample opportunity to
secure sufficient stocks in advance and even changdieasgppranium fuelsuppliesare
diversified from stable regions and the price of uranium itself has a limited impact on the
price of electricity.

The use of domestic RES, in particular biomass, hydropower potential and secondary energy
sources, helps tmcrease energy security by decreasing dependency on imports.

Utilising energy efficiency measures to decrease energy demand also helps decrease demand
for thesupply and imports of energpurces.

The mechanism of issuindghergy Installation Constructio@ertificates, which are issued

by the Ministry of Economy pursuant to Act No. 251/2012 Coll. on Energy and Act No.
657/2004 Coll. on Thermal Energy, serves to ensure regulated construction of energy
installations in line with Slovakia's national interests

The commi ssioning of 71iMbldava2adBodvbl tBanskissiorlieemne g a n-
(2012) significantly increased the reliability of electricity supply in the region of Eastern
Slovakia.

The operators of the Slovak and Czech transmission systems theg&esting pase of a
crossborder regulatiorelectricity exchange project known as theGEC Project” in January
2012. The goal of the cooperation between the transmission system operators is to limit
supply of regulabn electricity in the opposite dictions. Cooperation ielectricity grid
regulation leads to a subsequent decrease in the activatimyguftion electricitywithin
support services, specifically secondary power regulation. J®EE@ Project contributes to
safeguardsecurity and reliality in the connected systems at optimum prices.

2.3.2Increasing the level of nuclear safety and the reliability of nuclear power plants

Slovakia currently utilises and plans to continue utilising nuclear power within its energy mix
while the question of nucke safety remains the absolute priority. The safety of nuclear
installations in Slovakia in terms of external forces, such as seismic resistance, and in terms of
other safety aspects remains at the required level and is monitored continuously. The level of
nuclear safety is regularly, comprehensively and systematically assessed within the context of
operating experience and the latest scientific advancements and research; likewise, measures
to increase safety are adopted on a continuous basis.

The Commissio adopted a decision to perform comprehensive risk gegistance
assessments for all EU nuclear power plants in extreme conditions following the Fukushima
nuclear accident in March 2011.

The stress tests were intended to determine the level of extemaatl rauclear power plants

were capable of resisting without serious damage tmdickearfuel in their reactocoresor

without a significant release of radioactive material into the environment. The testing of
Slovak nuclear pwer plants, specifically NP V2, NPP Mochovce 1, 2 and NPP Mochovce

3, 4 was completed primarily in the form of engineering anays calculations and
evaluations. Extraordinary external events such as earthquakes, flooding and other initiating
events potentially leading to the laslsmultiple safety functions at such plants were analysed
during the stress tests. The Nuclear Regulatory Authority of the Slovak Republic (Nuclear
Regulatory Authority) submitted the final national report on 31 December 2011 and its
assessment by the EByean Nuclear Safety Regulators Group (ENSREG) was completed on
26 April 2012. Sl ovensk® el ektr 8rne, a.s. t
measures to use the lessons learned from the Fukushima nuclear addidefaict that no
immediate itervention was required to safeguard nuclear safety at nuclear power plants in
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Slovakia was confirmed by an independent internatianglert team and in the final
ENSREG report.

Measures focused on increasing energy security:

1 suppot infrastructureprojects facilitating the diversification of energy sources and
routing and strengthen the technical safety of operations of energy systems and
networks;

1 strengthen regional cooperation, integrating regional energy markets and gtioenot
improvement of intestate connections with emphasis on the gas connection between
Slovakia and Poland;

complee NPP Mochovce 3, 4 araildt he New NPP at Jasl ovsk®
increa® the security and reliability of gas, crude oil and nuclear fugblst
comply with the highest level of nuclear safety pursuant to EU and IAEA standards;

support the effective development of gas storage capacity in specific areas to
safeguard the security of gas supply in the event of an interruption inboses
supply as one of the most important gas supply security instruments;

1 maintain the general economic interest utilising optimum and costffective
electricity generation using domestic coal from 2011 to 2020 with a view to 2035
pursuant to Slovak governmebéecree No. 47/2010;

1 preserethe operation of at leasttwmits (2 x 110 MW) at t he Nc
to safeguard the security of electricity supply and the technical safety of the Slovak
electricity system to supply electricity to large regional indiial concerns and as a
backupsource with respect to other power plants and increasing their output;

build intelligent networks;

creat a stable legislative framework in the area of energy security;
maintainemergency stocks of crude oil pursuant to Etdatives;

support the optimum development of RES and increasing energy efficiency.
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2.4 Energy efficiency

The following priorities are defined for increasing energy efficiency:

achiewe additional decreases in energy intensity at the level of the EU average;
define a national target and securing financing for individual measures;

fully transposdhe Energy Efficiency Directive;

establish a scheme for financing energy efficiency;

securehigh quality and thorough measurements, monitoring and evaluattbe area
of energy efficiency

provide high quality energy efficiency information and education;

introduce intelligent metering systems and creating intelligent networks to provide
consumes with more information antthe ability to make informedecisions;

1 effective demandide management.
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2.4.1Development of energyntensity in Slovakia

Energy intensity the share of gross inland energy consumption to GDP, is an important
economic indicator in a national economy. Energy intensity has exh#gitetlining trend

over the past 1Qears; however, Slovakia remains fifth in terms of the highest energy
intensity based on constant prices in the EU 27.

Fig. 8 Comparison of energy intensity in Slovakia and EU countries (Source: Eurostat)
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Significant progress

in

decreasing energy intensity occurred from 2002 to 2009 when

Slovakia's energy intensity decreased 38% the largest percentage decreammong all

OECD countries and EU member states. This trend continued from 2005 to 2010, where the
decrease of more than 21% represented the largest decrease in ith¢hEldame period.
Energy intensity decreased by almost 45% in the period from 20@ & 2

Fig. 9 Development of GDP and energy intensity (Source: Ministry of Economy)
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Table6 Development of GDP and energy intensity (Source: Statistical Office of the Slovak Republic, Ministry of

Economy)
2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012
(E;B;)'" 2005 constant prices (billion |\, o | 1) 5| 462 | 40.3 | 53.4 | 59.0 | 62.4 | 59.3 | 61.9 | 63.9 | 65.2
Energy intensity (PJ per billion EUR) | 19.3 | 185 | 17.5 | 15.0 | 13.2 | 12.1 | 12.9 | 11.3 | 120 | 11.2 | 10.7
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The positive trend can be attributester alia, to the successful restructuring of industry, the
introduction of lowenergy production processes in industry and effective efficiency measures
in the household sector involving the replacement of appliamitesnodern, energy efficient
models.

Energy intensity expresseith purchasing power paritgan be used to compare energy
intensity with other countries where GDP is modified into a form taking into consideration the
differences in price levels betweenetcompared countries. The graph clearly shows that
energy intensity expressed in purchasing power parity was 20% higher than the EU 27
average in 2011. Slovakia's energy intensity can be expected to approach the EU 27 average
by 2020 given the curve ofelratio of Slovakia's energy intensity to the EU 27 expressed in
purchasing power parity if the current trend continues.

Fig. 10 Energy intensity of Slovakia and the EU expressed in purchasing power parity (Source: Statistical Office
of the Slovak Republic, Ministry of Economy)
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Energy efficiency targets

Energy efficiency is the only "fuel” that concurrently fulfils economicergg and
environmental targets.

The EU Energy Efficiency Action Plan of 8 March 2011 and Directive 2012/27/EU on energy
efficiency propose significant energy efficiency changes in the EU that require a response at
the national level.

The target for all Eunember states defined in Directive 2012/27/EU on energy efficiency in
compliance with the Europe 2020 strategy is to decrease the consumption of primary energy
sources by 20% at the EU level compared to the PRIMES 2007 reference scenario. The EU's
target is expressed in specific valuesf 62,090 PJ (1,483 Mtoe) in primary energy
consumption45,469 B (1,086 Mtoe) in final energy consumption and 15,491 PJ (370 Mtoe)

in primary energy savings.

The transposition of Directive 2012/27/EU includes the definibban indicative national
energy efficiency target to help the EU meet this 20% target. The indicative national energy
efficiency target must be expressed in the form of an absolute value for primary energy and an
absolute value of final energy consumptia 2020. Another two partial targets defined in the
Energy Efficiency Directive are: the energy saving target, which corresponds to the annual
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energy efficient renovation of 3%f total floor area ofbuildings owned and used by central
government bodies at a minimurequirementsand an energy savings target of 1.5% of
annual sales of energy to end users from every energy supplier.

Slovakia's energy efficiency concept approved by the government inuResdllo. 576/2007
defined a target of 9% savings in final energy consumption compared to the average from
20017 2005 and a framework for measures until 2016, deeelogo three national energy
efficiency action plans for 2008 2010, 20111 2013 and 2047 2016. Slovakia adopted an
energy saving target of 11% from the average final energy consumption ifi 2005 based

on the energy efficiency concept defined above.

The assessment of the first energy efficiency action plan noted that Slovakia exiteeded
mid-term target set in the 20082010 Energy Efficiency Action Plan as savings reached
nearly 9% compared to average final energy consumption 202Q05 (27.8 PJ). The
prerequisite for the proper definition of the indicative national target is thegnsposition

of the Energy Efficiency Directive, the completion of comprehensive analysis of potential
energy savings in individual sectors of the national economy and a proposal of scenarios for
implementation of measurés achievingthe energy samgs targets by 2030.

Indicative national energy efficiency target for 2020

As a first step Slovakia proposed a preliminary 2020 target for 2013 that was proposed
without using the data from 2012. This target was modified after including the assumptions
made in the Energy Policy and after new energy statistics for 2012 were published. Final
energy consumption in 2020 is expected at a level of 378 PJ. Primary energy consumption in
2020 should decrease by 19.5% compared to the PRIMES 2007 reference soeméeiel

of 686 PJ.

Table7 Indicative national energy efficiency targets (Source: Ministry of Economy)

Slovakia's indicative national energy efficiency targets

Energy efficiency target expressed in terms of the absoliitevaher@f consumption in 202( 378 PJ (9.02 Mtoe)

Energy efficiency target expressed in terms of the absolute value of primary energy cons 686 PJ (16.38 Mtoe)

Thorough monitoring and assessment of energy savings

Monitoring of energy savings is the primary role of the energy efficiency monitoring system
rolled out in 2011. A lack of information on achieved energy savings prevents an accurate
assessment of the energy efficiency target. Data acquisition must bevéchgoo this very

reason at the level of the individual sectors, programmes, projects and among end users so as
to be able to assess the fulfilment of the indicative national energy efficiency target. The cost
efficiency of energy efficiency measures maisb be assessed.

The requiremendf monitoring energy savings in projects funded by structural funds as well
as the need to monitor energy savings within individual projects in the fulfilment of the
indicative national energy efficiency target is a tradwus challenge for the Slovak
Innovation and Energy Agencilowever, he timely implementation of policies and energy
efficiency measures and increased public awareness of energy efficiency are fundamental for
future development and to meet the natiomadrgy efficiency targetsawell asthe partial
targets.

The assessment of energy savings in individual projects facilitates the determination of the
impacts of individual measures on individual sectofsenergy consumptignthereby
providing a more compte picture of achieved energy savingehe completion of
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methodologies and methods for calculating energies for individual types of energy savings as
well as expected savings, measusavings, relative savings and savings achieved on the
basis of reseahcare critical for fulfilment of this demanding target.

Financing energy efficiency

A permanent source of financing for energy efficiepogjects athe national level is critical

at a time ofincreagng requirements to decrease energy consumption ikthand due to the

high initial investments energy efficieyprojects require. The primary financing instruments

are EU funds at the present time, specifically structural funds and the Cohesion Fund, which
provided more than 50% of all total funding usedenergy efficiency measures from 2007 to
2013. Monitoring of energy savings in projects financed by these funds and introduced in
Slovakia as the first in the EU confirmed the significant benefits delivered by these funds in
terms of energy efficiencylhe allocation of funding from EU funds for energy efficiency
projects alone is simply not enough, as has been shown by the rapid use of funds from
Operational Programme Competitiveness and Economic Growth. In the future it would be
advantageous to secuas much funding from EU funds as possible to cover energy efficiency
projects during the entire financing period and in order to supporadhievemenbf the
required savings targets.

Projects financed from the State Housing Development Fund, the HoDswgjopment
Programme, specifically subsidies to remove systematic failures, the Government Insulation
Programme, the Slovak Energy Efficiency and Renewable Energy Finance Facility, the
Norwegian Financial Mechanism and other international support pregafirplayed a major

role in decreasing energy consumption in households, buildings and the public sector. Sources
of private funding include private investments, financial mechanisms provided by commercial
financial institutions and the SHEkKoFond, n.fnorrinvestment fund.

Joiningthe Covenant of Mayors may help cities and townbitml themselves tdecrease

CO, emissions by 2020 compared to 1990 levels.yTtheclarethe target by preparing a
Sustainable Energy Action Plan financed by the Covenant. Involved cities and towns (a total
of 8 cities and towns in Slovakia) may take advantage of grants feinmestment projects

using the ELENA and MLEI (mobilisation of local energy investments)haeisms as well

as loans for investment projects from the European EnergydffgiFund. Cities may also

join the Smart Cities program.

Support for norinvestment projects using the Intelligent Enerdgyurope programme can be
considered one of the Conmssion's successful projects and the success rate of Slovak
applicantsin this programmaeavas significantly higher than the EU average. Norestment
projects will be supported using the Horizon 2020 programme between 2014 and 2020.

The total amount of furidg committed to the 2011 2013 period was insufficient. This was

the primary reason for the definition of a low 2.7% energy savings tar¢etms ofaverage

final energy consumption from 2001 to 2005 in the 2012013 Energy Efficiency Action

Plan. Tke establishment of an effective and functional model for financing energy efficiency

is expected in the implementation of the Energy Efficiency Directive to facilitate annual
energy savings at a rate of 1.5% of the energy sold to end users every yed&(th4h 2020

period. All available financing mechanisms, including existing and planned national,
European and private sources, must be involved in order to meet this requirement and other
energy efficiency targets. The cornerstone of these efforts sloockl again b&uropean

funds hat shouldsupport those areas with the greatest potential for energy savings.
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Industrial energy efficiency efforts may be financed from the proceeds from the sale of
emission allowances through auctions. European legislatipnlates that at least 50% of
these revenues should be used to decrease greenhouse gas emissions.

Energy service

One of the key horizontal measures to support the development of energy efficiency and to
increase energy savings is the introduction cfrgy serviceinstitute A qualified energy
service provider enables themnsumes, i.e. in particular end users, to fully exploit potential
energy savings within energy efficiency projects.

An Energy Performance Contract (EPC) has special standing veti@rgy service and in
such contract the energy service provider guarantees energy savings, while such contract may
also involve securing financing for investment costs.

Support must be directed in particular to the development of energy service companies
(ESCO), the creation of supporting forms of legislation, the drafting of methodology and
facilitating and supporting cooperation with financial institutions that could enter into
contractual matters as third parties or securing suitable loan financinigeorimstruments to
enable ESCO to conduct activities and interventions with a longer than usual return on
investment for example in the interests of completing more comprehensive building
renovation and overhaul activities to support the developmene @ftérgy service market.

The EPC and ESCO models will be supported with the objective of creating a direct
connection between energy efficiency and the private sector. This support also contributes to
the development of the energy service market.

We therebre expect that the range of energy servibas can also berovided by energy
suppliers will expand along with the development of intelligent metering systems.

Energy efficiency improvements in individual sectors

The household and industry sectors mimebulk of contributions to decreasing final energy
consumption in Slovakia from 2008 to 2010. Transport is the only sector showing continued
increases in energy consumption, caused primarily by an increase in car traffic. Lower
household consumption e result of replacing appliances with more enexffigient
models and more intensive efforts to insulate buildings.

Buildings

The buildings sector includes residential (apartment buildings and family houses) and non
residential (public and commercidlyildings. Heating consumes most of the energy in these
buildings (approximately 75% for residential and 60% for office buildings). Around half of
existing buildings will be insulated by 2020 if current tremfisenovationscontinue with a
majority of buildings insulated by 2030; all apartment buildings constructed before 1992
should be insulated by 2030. It is likely that a specific portion of buildings insulated before
2010 will have to be rensulated as well. These trends will contribute to loweathe
consumption, which will significantly impact the heating industry.

Every new, rented or renovated building, including sifghaily houses, must have an energy
certificate defining the energy class of the buildaspf 2013. The potential uses of these
energy certificates in practice sholdd ensuré by the introduction olsubsequengfficient
instruments to support their use amyg rigorous inspection of energy certificatédl. new
buildings, and renovated buildings if technically, functionally asdnemically feasible,
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should meet the defined minimum requirements which themselves should be updated in
annual 5year cycles towards cesptimal levels.

The replacement of appliances with more efficient models should partially compensate for the
expectedincrease in the standard of living and the accompanying increase in home
furnishings driving an increase in electricity consumption. The share of newrlergy and
passive buildings will increase. Given the requirements of Directive 2010/31/EU on the
enagy performance of buildings, all new public buildings constructed after 2019 and all other
new buildings constructed after 2021 must meet the requirements for buildings with near zero
energy consumption in line with technical standards. Energy consumptiauildings will

shift towards an increase in RES utilisation. A list of buildings of central government bodies
must be completed and published in accordance with the Energy Efficiency Directive. The
renovations of 3% of central government body buildingsxcess of 500fras determined by

floor area must be secured beginning in 2014;ttrssholdwill later drop to those above 250

m?. In addition, the directive includes the obligation to complete a-femg investment
strategy for the renovation of th@nal building stock. This strategy mustong other things
include an overview of national building stock, identify eefective approaches to building
renovations, propose supporting measures for-afésttive and comprehensive building
renovationspresent a scenario for the development of building renovations and provide an
estimate of cosbptimal energy savings in buildings in Slovakia.

Households

The current tempo of apartment building renovations is curbing heat consumption in
households, and majority of apartment buildings are expected to be insulated by 2030 if the
current trendf renovationscontinues. Higher energy savings amdaignificant decreases in

heat consumption are expected with the progressive shifinimum requirements towds
costoptimum levels under consideration. Lower household consumption is dlase the
replacement of high energy consuming appliances and products with new models that are
subject to legislation oacodesigrand energy labelling. Ecodesign and gydabelling rules

are to be expanded to 50 product groups, contributing further to more energy savings;
however, thenumber of appliances in our households eigspected to increase. The
replacement of refrigerators and freezers for new, more energy reffic@dels has produced
savings of up to 70% with respect to the consumption of these appliances. Additional
significant savings have been delivered by the replacement of standard light bulbs with energy
efficient fluorescent bulbs and LEDs. The installatwf individual temperature gauges and
thermostatic valves provides the ability to monitor and regulate heat consumption, the
addition of thermal insulation omeating andhot water lines during renovations and
subsequent hydraulic balancing in buildingsteyns have all contributed to lower heat
consumption in buildings. Every household must have its own individual meters for all types
of energy beginning in 2017. Programmes supporting voluntary energy audits for apartments
and houses will be made available

The introduction of intelligent metering systems (IMS) and intelligent networks fdoijtat
the remote calculation of energy consumpticgularmeter reading for monitoring energy
consumption over time andan higher IMS functionality also control over energy
consumption will make a significant contribution to decreased energy consumption in
households.This constant overview of electricity, gas, heat and hot and cold water
consumption, a greater quantity of information, simplified breakdowns andgbéhd new
tariff products afforded by the introduction of IMS will have a positive impact on the
behaviour of consumers, who will save more enefidye system or network is precisely
monitored via the IMS and can provide the network operator with infamma#tat can be
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exploited for energy efficiency purposes. Economic efficiency is the prerequisite for
deploying IMS.

In locations without centralised heat supply systems, one of the options for increasing energy
efficiency and decreasing emissions is ihgtallation of condensing boilers if the heating
systems are adapted to such condensing boilers.

Energy

Specific measures to increase the efficiency of energy conversion and decreasing losses in
transmission and distribution will be adopted on the bafisnalysis into potential energy
savings in the energy sector in 2015, with respect to the provision of Directive 2012/27/EU on
energy efficiency, which supports the development of individual efficient heating systems
(including condensing boilers), effemt centralised heat supply systems and efficenling
systems. Energy suppliemsust be integrated into energgivingscheme with the objective of
decreasing energy consumption in the entire energy chain.

Industry

The utilisation and further expansi@f the energy audit system and the implementation of
measures identified in these audidl have a significant impact on decreasing energy
consumption in industry. Tightening requirements for environmental proteotiothe other

hand can be expectetb increase energy consumption in industry. It is expected that a
significant portion of investments will be directed into measures that are dedicated
exclusively to environmental protection, including the introduction of new, energy intensive
technologial installationsThis, in turn, conditions an increase in the share of environmental
fees used directly for energy efficiency measuireseased diverBcationin energy supplied

to industral enterpriseswill influence the distribution systems supplyisuch energy.
Mandatory energy audits must be applied in the energy industry in connection with planned
savings in primary energy sources; likewise a financial mechanism for voluntary energy
audits for small and medium enterprises must also be secunegl &ith support for the
introduction of energy management systems (STN ISO 50001). The development of the
energy service markeitself facilitating the development of projects using the EPC format or
via companies providing energy services in which enarglits are a critical prerequisite for
achieving guaranteed and contracted energy saviigggxpected to make a major
contribution.

Transport

The share of public transport to transport as a whole has decreased significantly recently. This
trend has nedae consequences for the environment, increases energy intensity and traffic
density, requires the construction of new infrastructure and increases the risk of traffic
accidents. In connection with decreasing subsidies for public mass transport and the
construction of basic transport infrastructure, growth in individual transport is expected to
continue in the future at the expense of mass transport, which is why specific measures must
be taken to change this negative development trend, focused for enstarrestricting the

need for individual transport and vehicle freight transport at the level of spatial and strategic
planning. Transport remainthe only sector of consumption in which growth in energy
consumption will continue. Measures should be suppoand financial mechanisms should

be established to decrease the energy intensity of transport, in particular by supporting the
development of public mass transport through faster renewabsdletebus teets and
railway rolling stock, while at the samtime decreasingxhaust gas emissie and noise
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levels and increasinghe patronage of these services. The programme to support public
passenger transport facilitates planning and the implementation of integrated systems in urban
agglomerations and inleeted larger cities.

The introduction of progressive transport systemrgating logistics centres, increasing
terminal capacitie®f combined transpgrimproving technical and technological equipment
at terminals and improving cooperation between tha#ividual elements ofcombined
transport all serve to increase shafréntermodal transpoih transport.

The construction and development of transport infrastructure, completion coinpact
network of superior road infrastructure, the modernisatiorprohary rail lines and the
elimination of transport bottlenecks and critical accigmoine areas will facilitate decreases
in fuel consumption and hence significant energy savings.

Improved utilisation of alternative fuels (CNG and LPG) in road transpuam;motor
transport and electric vehicles can be expeuteithe future The number of CNG powered
buses in public transport will increase and new electric buses will be introduced. The renewal
of vehicle fleets will be focused on environmental and eneffigient vehicles. The number

of electric vehicles will be increased and the network of charging stations will be expanded, to
enable the use of electric vehicles across Slovakia, on the basis of supporting European
legislation. Support for the constrignt of bicycling infrastructure and the introduction of a
navigation and information system for cyclists, cycling paths and parking facilities for cyclists
will continue.

Agriculture

A slight decrease in energy consumption can be expected in agriauitiiréne introduction
of new technologies and increasing the share of-%dficient" energy provided in particular
by biomass.

Public sector

Special focus must be given to energy efficiency measures in the public sector, in particular
with respect tots role in setting an example. The principles of energy efficiency must be
incorporated into relevant conceptual, strategic and legislative documents in all central
government bodies. The use of supporting financial mechanisms in the field of energy
efficiency and energy services should continue with emphasis on the efficient use of public
funding. The opportunity to apply criteria for energy efficiency within green public
procurement pursuant to the 20.2015 National Green Procurement Action Plan mest b
used, the criteria for energy efficiency must be incorporated into public procurement and
subsequentonsistenmonitoring must also be ensured, while central government bodies will
only be permitted to procure products in the highest energy efficidasy. dt is necessary to
ensure the completion and approval afdetailed methodology guide for applying the
principles of energy efficiency in public procurement.

A significant role will be attributed to the public sector's role of setting an example in
applying the principles of energy efficiency within public procurem&he EPC and ESCO
models help create a direct connection between sustainable energy efficiency and financial
compensation for entrepreneurs.
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Enerqy efficiency measures:

T

fully implement Directive 2012/27/EU on energy efficiency and the completion of
specific measures from the thrgear energy efficiency action plans to lead to the
fulfilment of the indicative national target in 2020;

provide a permanent, effective and functional miofite financing energy efficiency
measures at the national level;

utilise existing financial mechanisms and securing new funds from EU funds for
energy efficiency projects including building renovations, overhaul and modernisation
of heat distribution systns, support for the introduction of innovative technologies
and modernisation of public lighting systems in addition to support for EPC and
ESCO models;

incorporae energy efficiency principles into relevant conceptual, strategic and
legislative documentdntroduce and thoroughly apply energy efficiency principles
within public procurement;

ensue the achievement of energy savings when renovating buildings of central
government bodiesp securghe state's role in setting an example in terms of energy
efficiency and energy performance; create and makslic a list of public
administrationbuildings; introducing efficient quality controls for energy certificates
and measures to support their active use;

provide systematic support and seedimancing for the construction of low energy
and passive buildings;

modify and expandthe system of energy audits, qualification, accreditation and
certification schemes arehsureavailability d expertsthrough education and training
programmes;

supporta reduction in the energy intensity of transport by supporting public mass
transport, intermodal transport, the development of alternative fuelsmator
transport and electric vehicles;

increag awareness among consumers and access to informationemnettergy
consumption at all levels as well as opportunities and forms of saving energy, develop
the professional skills of key implementers in the public and private sectors;

permanently assathe monitoring of energy savings and improvements in thityjua
of data collection on implemented eneigpving measures and their cost
effectiveness; secarcrosscutting monitoring of energy savings for all measures
contributing to energy savings financed using public funds;

support the construction of new anwbre efficient centralised heat supply and the
modernisation and expansion of existing centralised heat supply systems;

implementenergy efficiency principles and measures to contribute to the achievement
of the targetsof the Efficient World Scenario defed by the International Energy
Agency;

support the developmeand useof intelligent metering systems on the basis of their
economic efficiency and the application of the latest technologies in achieving energy
savings while increasingnd userawarenesf their energy consumption in all
sectors.
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2.5 Competitiveness

The following priorities are defined for ensuring competitiveness:
achiee competitive final energy prices;

a wellfunctioning energy market;

a stable and predictable legislative and regulat@yéwork;

greaterindependence and powers for the regulatataterminingprices as well as in
audit activities in order to restrict apypssibleunfair business practices preventing the
development of competition and facilitating the discriminatiosafie parties on the
market consistent application of the regulator's competencies through its
independence and support when developing its material and human resources;

= =4 4 A

The achievement of fully integrated energy systems and networks in Europe anchaldditio
liberalisation of the energy markets represent critical steps for ensuring the competitiveness of
the energy sector in the futyie efforts to transition over to a low carbon economy while
safeguarding the security of supply at the lowest possible costs. The fulfilment of the target
laid out by the European Council in 2012 to construct the internal EU energy market is the
key measte in these efforts. This target can be achievadonlyby developing connections
between the member statbat also byusing legislative measures (implementation of the
Third Energy Package and its rigorous application). A major role will also beugdttito the
development of network regulations to ensure future development efumnetioning cross

border wholesale markets and the common rules they define to allow system or network
operators, producers, suppliers @otisumes to operate more effiaidy on the market.

The Slovak electricity and gas markets are fully liberalised, open to all parties on the market
and have sufficient transmission and transport capacities. The rights of electricity and gas
consumers were significantly reinforced with grmasis placed on protecting vulnerable
consumes with the publication of Act No. 250/2012 Coll. on Regulation in Network
Industries and Act No. 251/2012 Coll. on Energy. The Regulatory Office drafted quality
standards, which themselves are a set of ruldspaocedures regulated entities must comply
with, in order to increase the level of consumer protection soctiregumes receive an
appropriate level of quality for the price they pay for electricity, gas, heat and water. Other
legislative measures stijatie the ability to change electricity and gas suppliers within a period
of three weeks without any fees, the rights of consumers to receive final billing within four
weeks following a changef supplier and the rights of consumers to receive relevaniodata
their electricity consumption.

The efficient introduction of metering systems and providing new services requires the
development of communication technologies and more intensive connectionise to
equipment of energy system operatatsich will also equire the assistance of science and
research programmes. An important element will remain the search foeffaxdive
solutions that enable consumers to reap the full benefits of all the tools made available by the
latest technologies. The results ofegpresentativgilot project involving a relevant sample

size of points of supply will play an important role in this context.

Competitiveness measures:

1 ensurecosteffectiveness while supporting energy from RES and minimising effects
on final energy pries;

1 minimisethe effects of support measures on final energy prices;
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1 provide consumers with more choice and flexibility and improving the information
provided to consumers;

1 providecritical support to vulnerableonsumes through measures that do not defor
the markenor prevent its further development;

1 prepare a strategy and develop intelligent metering systems and intelligent networks;

1 create conditions so that financing the introduction of intelligent metering systems
considers the benefits deliverexdsociety as a whole.
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2.6 Sustainable energy

The following priorities have been identified for securing energy that complies with the
principles of sustainable development:

1 increagthe share of low carbon and zero carbon electricity generation;

utilise nudear energy as the primary source of zeadbon electricity;

optimise the share of RE8speciallyin heat generation;

utilise natural gas as a "transitional fuel” in the transition to a low carbon economy;
supportefficient centralised heat supply systems.

= =4 4 A

Sustainable development must secure the current needs of residents without restricting the
meansavailable tofuture generations to satisfy their own needs. The world is facing
numerous crises and challengesated to the increase in consumption currently being
observed and the manner in wini limited natural and energgources are utilised.
Technology, processes and habits on both the supply and demand sides must be changed in
order to achieve sustainable demhent.

Energysectoris among thesectors that contributsignificantly to environmental pollution.
Global carbon dioxide emissiofi®m energy sectain 2011 rose by 3.2% and reached 31.2

Gt. Energy must be a part of the solution to environmental prebl€he future prosperity of
humanity depends on finding ways to meet growing energy demand in a way that does not
harm the environment. Preserving nature and keeping natural systems intact are the
fundamental prerequisites for quality of life, a wielhctoning society and its sustainable
development.

Climate change policy is a cresatting and wideanging theme. It demands effective
coordination at the level of the Slovak government and specific institutional arrangements at
lower levels of the managemtegprocessln December 2011he Slovak government approved

a proposal for the institutional fulfilment of the targets laid out inGhmate andEnergy
Package in Slovakia and established the CommitteeCoordination of Climate Change
Policy, which crated an effective structure for coordinating the activities of the involved
departments and for securing professional analysis to be used in the decision making process.

Progress in implementation can only be achieved through improved coordination of secto
policies. Focus must primarily be directed at technical measures to lower emissions with the
potential to create new jobs, increastional energy security, lowamergy bills and imprav

air quality and public health. Selewt of economic and fiscainstruments should stimulate
investments into new, cleaner technologies and effective energy consumption.

2.6.1Current global energy trends with environmental impacts

9 current global energy supply and consumption trends are not environmentally,
economically or gcially sustainable over the losigrm;

1 balance must be achieved between energy security, economic development and
environmental protectioat a global level

1 greenhouse gas emissions caused by human activity responsible for global warning
have increasedrdmatically recently, even as global economic growth has slowed,
which may result in an orease in global temperatures o8er 6 A C;
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f EUin order to avoid this dangerous treadopted a target of restricting this rise of
gl obal t emper at urcompared to thé mehdostrial 2gé @nd has
defined a framework through its climate change and energy policies to 2020;

1 the international community opened negotiations on a new international agreement on
joint action to protect the Earth's climate syster20a; this agreement, to be signed
by the end of 2015 and to be applied beginning in 2@k@uld reinforce the
ambitions needed to lower global emissions.

2.6.20verview of EU policies and measures that should contribute to mitigating
energy's environmental mpacts over the longterm

Transition to the "green economy”

According to the OECD's Green Growth Strategy, green growth represents a means of
supporting economic growth and development and is to ensure that natural wealth can
continue to providehe resouces and environmental services on which human-bestig
depends. Green growth combines economic and environmental contexts and has the potential
to resolve economic and environmental problems and should open up access to new drivers of
growth through prodictivity and innovations. Green growth is a component of sustainable
development. The objective of green growth is to contribute to an increase in human
prosperity by supporting the efficient use of natural resources and economic activities suitable
for saciety from a longterm perspective. Innovations must be transposed into practice in
order to meet these objectives and greater understanding and awareness of the value of natural
capital (the environment) is also critic@reen growth should be implemedten the basis of
adopting apolitical framework focused on mutually supporting aspects of economic,
environmental and energy policy. The primary objective of green growth mutoally
strengthen economic and environmental political strategy, which csltemdure economic
growthwithout depreciatingnatural capital (the environment). Given the crosding nature

of the issue of green growth, the completion of a comprehensive framework for the
implementation ofthe greengrowth strategy in Slovakia is beg completed through inter
institutionalcooperation. An intemstitutionalworking group was created in order to monitor
progress leading to green growth and the working group approved a national system of green
growth indicators for local conditions falovakia based on OECD methodology. The group

of environmental and resource productivity indicators induaeergy intensity in economic
sectors, energy productivity, the share of RES in gross inland energy consumption and the
share of electricity geneed from RES.

The United Nations Environment Program (UNEP) defines a green economy in this context as
an economy supporting human prosperity and social equality with a concsrgsnitficant
reduction in environmental risks and ecological damage. In sietpterms, this is a low
carbon economy, efficiently utilising resources and supporting social inclusion. The keys to
the transitionto a green economy in Slovakia in particular are the efficient use of market
instruments, including the implementation ah emissions trading act, improving the
competitiveness of the economy through environmentaéyndly innovations and more
intensive use of voluntary environmental policy instruments (schemes for environmental
management and audit, environmental labgllof products and green public procurement).
The transition to a green economy will require increased attention be paid to sustainable
generatiorandconsumptionpwhich considers the entire product life cycle.
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2.6.3Competitive low carbon economy

Developing acompetitive low carbon economy is a letegm priority of the Energy Policy of

the Slovak Republic. Key to achieving this transition to a low carbon economy is building a
competitive green economy in Slovakia based on the Rbo&imap to aesourceefficient
Europe strategy whereby the action policy framework for green growth contributing to the
achievement of the loaggrm low carbon economy target in each country should take into
consideration national conditions and circumstances.

The Commission analysdtle consequences of the commitment to decrease gresnigas
emissions by 80 95% compared to their 1990 levels and defined the extent of emissions
reductions in key sectors by 2030 and 2050 ifRitadmap for moving to a competitive low
carbon economyin 2050 (03/2011). Electricity will play a central role in the low carbon
economywhile natural gas will have an important role in its generation until at least 2030 or
2035. Commission analysis has showed that this step could contribute to a near complete
elimination of CQ emissions by 2050.

The Commission (12/2011) investigated a number of scenarios for thmaflenisation” of

the energy systenby 2050 in its Energy Roadmap 2050ncluding influencing energy
efficiency on the demand side, RES, nucleargy and capturing and storing €Qhe plan
attempts to elaborate a lotgym and technologically neutral European framework for energy
policies in order to achieve the required level of certainty and stability in investments into the
energy system.

From a longterm perspective, the creation and preservation of jobs depends on Slovakia's
ability to assume a more significant position in the developmenhesi low carbon
technologies by improving education, professional training, programmes to support a
friendlierstance towards new technologies, research and development and enterprise as well
as a favourable economic framework of conditions for investments.

2.6.4Emissions trading scheme

The emissions trading scheme is a major point of EU policy for combatmgtel change

and a key instrument for reducing greenhouse gas emissions. The EU adopted a change in the
rules for emissions trading beginning in 2012 within the Climate and Energy Package.
Directive 2009/29/ECGntroduced an improved and expanded systemtHer third trading

period, for the years 2018 2020 effective on 1 January 201Bhe purpose of Act No.
414/2012 Coll. on Trading Emission Allowances and on amendment of certain acts is to
ensure the efficient operation of the trading scheme in Slovakibhas the operators with a
significant impact on overall greenhouse gas emissions in Slovakia are integrated from an
environmental perspective into the trading scheme.

The primary changes in the area of emissions trading after 2012 involve the integfatio

new sectors and gases into the scheme. The individual sectors are also divided into those with
a risk of carbon leakage, other sectors and electpcagucerswith defined reference levels

and rules for the freef-charge allocation of emission allances and the introduction of
auctions.

The freeof-charge allocation of emission allowances is expected to continue in thessector
with a risk of icarbon leakageafter 2012 based on the reference Isewdl emissions, i.e.
standard C@emissions determad by the type of product.

A progressive reduction in the freé-charge allocation of emission allowances is expected in
other sectors without a risk of carbon leakadter 2012 from a level of 80% of real needs in
2013 to 30% in 2020The power generain sector isobliged to purchase all emission
allowances needed to generate electricity at auction and at market prices beginning on 1
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January2013. The new Act No. 414/2012 Coll. on Trading Emission Allowances and on
amendment of certain acts is validrfrd. January 2013

2.6.5Implementation of the Industrial Emissions Directive

Emission limits that are significantly stricter than their current values go into force on 1
January2016 and from then on full compliance with stricter emission limits fomttieidual
solid and gas pollutants must be met.

In order for thermal power plants to continue operating after this day, most of the power
plants, in particular codlred plants, will have to take measures to ensure compliance with
stricter ecological ragrements defined by the new emission limits.

2.6.6 Transitional national plan

Directive 2010/75/EU on Industrial Emissions defines the opportunity for member states to
complete atransitional national planfor older combustion plantsunable to technically
achieve the new minimum requirements in order to delay the deadline for bringing such
installations into compliance with new limits for combustion plants with total installed
capacity of 50 MW and higher until 30 June 2020 due tdabiethat large combustion plants

are strategic energy sources. Emissions from combustion plants included in the transitional
national plan are limited by a sliding scale limit on emissions in the period from 1 January
2016 to 30 June 2020. A total of 9nabustion plants are included in Slovakia's plan with the
following producers Bratislavsk8 tepl 8rensks§g, a.s.,
Priemyselnl park Gt Y%rSotveoe,| aKosg.i,ceSl osv.mmafot. ,a.Zs
a.s. mnkd8 Gtidpl 8rensk8§, a.s.

2.6.7Increasing the share of low carbon electricity generation

Climate change and adaptation to its negative consequences are not simply political and
environment issues; rather they represent economic and technological challenges that c
largely be resolved through sustainable energy policy, the use of RES and improved energy
efficiency. In addition to reductions in greenhouse gas emistiahgrea major contributor

in the transition to a low carbon economy, this transition will aletiver additional
fundamental benefits, in particular reductions in energy costs and a decrease in dependency
on imported fossil fuelsClimate change policy targetare largely achieved through
sustainable energy policy. Increasing energy efficiency ratidnal support for the use of

RES as well as fiscal policyhrough which the pricing and tax system serves as a means of
motivating and initiating action among the market participartscritical to these efforts.

Slovakia has made significant progsein separating increases in greenhouse gas emissions
from economic growth since 1990. Emissions have decreased by 41%, ranking Slovakia
among the best in Europe.

Major technological changes, a progressive change in the fuel mix with an increasing share
going to natural gas and a dramatic decrease in coal and mineral oil consumption between
1990 and 2005 are the primary factors driving the positive trend of continuous reductions in

the carbon intensity of GDFA.he preservation of nuclear energy in the gpenix hasalso

played an important role.
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2.6.8Utilisation of nuclear energy

Nuclear energy is the driving force of low carbon growth in Slovakia. In addition to safe
operations, one of the most important factors in using nuclear energy is managing the final
stage of utilization of thenuclear energy. Thé&Strategy for the FinalStageof Peaceful
Utilization of the Nuclear Energyin SR"was adopted by the government in Resolution No.
26/2014 of 15 January 2014.

The primary objective of the strategy is to protect the environment from thetdong
consequences of the use of nuclear energy to generate electricity and the consequences of
other aspects of the peaceful use of nuclear energy. The strategy assedsemdia
assurance of the strategy, including its impacts on the competitiveness of elgutoiditgers

and the reliability of theslectricity grid. The strategy follows the polluter pays principle. It

also reflects European legislation regarding th@agament of radioactive waste and spent
nuclearfuel as adoptedn Council Directive 2011/70/Euratom establishing a Community
framework for the responsible and safe management of spent fuel and radioactive waste.

The strategy includes the decommissioniigN®P Alat Jas | ov satkd@PRD huni ce
for which it primary resolvesStagel of the decommissioning process, the completion of
periodic nuclear safety assessments and preparations for the transBimged , including

managing theadioactivewastegenerated by these activities. The strategy also includes the
planned decommissioning otheroperaed nuclear installations and nuclear installations in

various preoperational phases, managing the nuclear waste from operations and from the
decommissioimg of nuclear installations, managing spantlearfuel and activities leading

to a decision on the final phase of such management.

A systematic approach to resolving the issue of historical debt (a deficit in fuwtich

forms the shortfall of resoues duringthe operation ofnuclear power plantas of 31
December1994) was defined by Act No. 391/2012 Coll. on the National Nuclear Fund
amending Act No. 238/2006 Coll. on the National Nuclear Fiamddecommissiomg of
nuclearfacilities andfor managenentof spentfuel andradioactivewaste (Nuclear Fund Act)

and on amendment of certain acts as amended and which amends Act No. 251/2012 Coll. on
Energy and on amendment of certain acts.

2.6.9Decommissioning nuclear power plants

The continual decommissioning variant was selected for the decommissioning of the NPP Al
and NPP V1. It is expected that this variant wlBoreceivepriority in the conceptual plans

for decommissioning other power plants. This method is considered bifeeich
decommissioning. Green field decommissioning will come under consideration once all
nuclear activities at the given site have been termin&afficient technical and capacity
conditions have been created in order to decommission nuclear powsripl&fovakia.

The management of radioactive wastes from operation and the decommissioning of nuclear
installations, managing spent fuel as well as targets and measures for teageal nuclear

energy utilizatiorare the subject of the&Strategy foithe Final Stage of Peaceful Utilization of
the Nuclear. Energy in SRO

2.6.10Sidebenefits in terms of air quality and public health improvements

Energy generation and consumption is accompanied by the production of emissions
containing fundamental pollutantReductions in energy generation and demand and the
transition to more refined fuels have led to a significant decrease in sulphur oxide and
nitrogen emissions in Slovakia in recent yeakdeasures adopted to further reduce
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greenhouse gas emissions shoultwvjale a significant complement to existing and planned air
guality measures, thereby driving further significant reductions in the level of air pollution.

The policy for reducing greenhouse gas emissions is defined in Directive 2003/87/EC on the
Community scheme for the trading of greenhouse gas emission allowances, amended by
Directive 2009/29/EC, which is part of the EU Climate and Energy Package. This directive
wasimplemented in Slovakia by Act No. 414/20Coll. on Trading Emission Allowances

and on anendment of certain acts.

The National Council of the Slovak Republic approved Act No. 258/2011 Coll. on the
Permanent Geological Storage of Carbon Dioxide and on amendment of certain acts on 12
June 2011. This act, in compliance with the directive, stpsl the rights, commitments,
measures and procedures related to the process of capturing and storing industrial carbon
dioxide emissions in the geological environment. The primary objective of the act is to create
a legislative framework for the process minimise the impacts of climate change on the
environment.

The act fully respects the principles of sustainable development and makes a major
contribution to the fulflment of the principles of environmental creation and protection.
Technology forcapturing and storing C{offers a host of new opportunities to reduce its
production andvill become a completely nebusinessegmentThe act has an impact on the
conditions for doing business in geological research, energy, metallurgy and otheiahdustr
sectors dependent upon combustion plants.

The activities of the crossutting Committee on Coordination of Climate Change Policy
established by the government in Resolution No. 821/2011 contribute to the coordination of
meeting reduction targetsloptel to decrease emissions and legbemegative consequences

of climate change and the implementation of new rules for the EU trading scheme for
emission allowanceXey activities of the committee include the preparation of the Low
Carbon Strategy of th8lovak Republic to 2030 and the Adaptation Strategy of the Slovak
Republic to the Negative Consequences of Climate Change.

All permits for electricity generation in the EU have been subject to auction trading since
2013. All Slovak electricityproducersnust purchase emission allowances.

Targets for sustainable energy development
Slovakia adopted targets for reducing greenhouse gas emissions that can be classified as
follows over time:

1 Theshortterm targetset in the Kyoto Protocol was a commitment to reduce aggregate
greenhouse gas emissions from 2008 to 2012 by 8% compared to 1990.

1 The midterm targetadopted in theClimate and Energy Package was an Buide
commitment to decrease greenhouse gas emiseipriZd% compared to 1990 by
2020.

1 Over the longerm Slovakia must identify the comparative advantages of low carbon
development and prepare a corresponding strategy.

Measures to ensure environmental sustainability

1 improve the utilisation ofproceedsfrom the mechanisms of the Kyoto Protocol
through a green investment scheme to speed up the implementation of measures
reducing greenhouse gas emissions in a&isttive manner;
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1 intensify activities to reduce GOemissions, in particular ithe transportsector, to
achieve the national target regarding emissions in sectors outside of the European
trading scheme for emission allowances for greenhouse gases;

1 thoroughly evaluate the construction of new energy conversion sources with respect to
potential negatie impacts on decreasing the efficiency of existing installations to
generate and distribute heat including centralised heat supply systems as well as
negative impacts on the environment in the given location and eliminate these
negative impacts;

1 draft meaures to facilitate economic growth based on low carbon and a less-energy
intensive economy;

1 ensure the timely implementation of energy efficiency policy and measures and
increase the level of public discussion on energy efficiency given its decisive
significance for energy security, decreasing the negative consequences of climate
change and the competitiveness of the economy;

1 contribute to the achievement of environmental sustainability with the defined targets
using adequate and targeted regulatory measur
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3STATE OF SLOVAKIA'S ENERGY AND FUEL  SUPPLY.
DEVELOPMENT IN INDIVIDUAL ENERGY SECTORS

3.1 Coal supply

3.1.1Current state of coal supply

Total coal consumption in Slovakia is locked in a kbegn declining trend. The total in 2012
was 7,150kilotons (kt). The reduction in consumption over the past 5 years is nearly 19%.
The volume of black coal imports has declined significantly, thaulgés stagnated at a level

of 3,900kilotonsover the past two years.

Fig. 11 Total coal consumption (production and imports) in the Slovakia by year (Source: Ministry of Economy)
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Table8 Total coal consumption in Slovakia (Source: Statistical Office of the Slovak Republic, Ministry of

Economy)
2007 2008 2009 2010 2011 2012
Production: brown coal and lignite| 2,113 2,423 2,573 2,378 2,376 2,292
Imports: brown coal and lignite 936 1,039 781 647 611 715
Imports: black coal 5,286 4,610 4,368 3,807 3,984 3,928
Imports: black coal coke 480 415 275 610 468 218
Total (kt) 8,815 8,487 7,997 7,442 7,439 7,153

Black coal

Black coal is primarily imported from Russia and Ukraine and is primarily used in the steel
industry (US Steel Kogice) and the Vojany |
also hasexhibited a declining trend. The decline in black coal imports in the recent past is
related to the economic crisis, gasification and the reduction in power generation at Vojany |.
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Brown coal and lignite

Domestic brown coal and lignite production fluates in a range of 2,300 kt/year with
consumption at a level of 3,000 kt/year. The deficit is covered by imports, primarilyttieom

Czech Republic. Total extraction in 2012 totalled 2,292 kt, a 32% decline over the past 10
years.

Three mining companies arnvolved in extraction work: Hornonitrianske bane Prievidza,
a.s., (HBP, a.s.), BaRa L8&8ry, a.s. (BL, a.s.

Fig. 12 Forecast development of brown coal and lignite extraction in Slovakia (Source: Ministry of Economy)
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Table9 Forecast development of brown coal and lignite extraction in Slovakia (Source: Hornonitrianske bane,
Ministry of Economy)

Location 2014 2015| 2016 | 2017 | 2018 | 2019 | 2020 | 2025 | 2030

Coal mining at HBP, a. s. 1,975 1,825( 1,600 1,550( 1,450( 1,400 1,350( 1,300( 1,300

Coal mining at B| 250 250 ( 200 | 250 | 350 | 400 | 450 | 500 | 500

Total coal mining in Slovakia (kt) 2,225( 2,075( 1,800 1,800| 1,800| 1,800( 1,800 1,800 1,800

This scenario for the development of coahing anticipates a decrease in caaining at

HBP, a.s. given the exhaustion of extractabl
of the Nov§8ky ZPuiwa the pevenphant wik s shutrdewn after 2015 as a

result of stricter EUWir qualityand climate protection stands.

The alternative to shutting down operations ofirfits a t Novs8ky Power Pl a
boil ers at Novs8ky Power Pl ant A considered
existing reserves in what is known as the East Shaft (300 kt/year). Aceessblves are

expected to beextracteda t the BaRa C2 dnedérreasd in extraction oR 0 1 5 .
approximately 500 kt/year to approximately 1,600 kt in @l expected with a further

decrease to approximately 1,300 kt in 203pply levelsfor electrcity generationare

expected to be maintained in Slovakia in light of the general economic interest of such action

and in order to produce heat in combination with biomass for the surrounding communities

and industry.
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The Slovak government confirmed the volume of electricity laeatgeneration and supply

from domestic coahs in the gneraleconomicinterest in Resolution No. 47/2010. This
measure ensures the optimum level of amefractionincreases the security ofeetricity

supply and lowers Slovakia's energy dependence in the period until 2020 and with perspective
to 2035. This support has an important social aspect as it maintains employment in the regions
of Horn& Nitra, VeOkl Krt2g and Z8horie.

Table10 Optimisation of electricity generated using domestic coal 202@30 (Source: Ministry of Economy)

SE,asi Nov 8ky Pow|units| 2014| 2015| 2016 | 2017 | 2018 | 2019 | 2020 | 2025 | 2030
Electricity generation GWh [ 1,702] 1,684| 1,584 1,584| 1,584| 1,584 1,584] 1,584| 1,584
Delivered electricity GWwh | 1,466] 1,450( 1,350( 1,350] 1,350 1,350( 1,350] 1,350 1,350
Coal consumption for electricity| kt | 1,820]1,800( 1,700( 1,700/ 1,700| 1,700( 1,700{ 1,700{ 1,700
Coal consumption for heat kt 200 | 200 | 100 | 100 | 100 | 100 | 100 | 100 | 100
Biomass consumption for heat | kt 0 0 70 70 70 70 70 70 70
Total coal consumption kt |2,020( 2,000/ 1,800( 1,800( 1,800/ 1,800( 1,800( 1,800] 1,800

The optimisation of electricity genelat using domestic coddy 2030 was completed after
evaluatingmining capacities of local mines within Slovak governmBasolution No. 381 of

10 July 2013: "Proposed programmes for <crea
cooperation with HBP, a's.

Other coal deliveries must continue to be imported given the expected needsuhes.

3.1.2Securing sufficient coalsupply for the Slovak market until 2030

According to theBalance of Stocks of Specific Resern&syakia has a total of 21 coal
reserveswith a total volume of geological reserves of approximately 1 billion tonnes.
According to a materi al published by the Sta
million tonnes of extractable reserves are located in a total of 7 reservesalBinisebclearly

illustrates that even if the extraction and consumption of domestic coal is restricted to
supplying coal to Nov8§ky Power Plant for ge
only be sufficient for a 20 25 year period with annual coalrce u mpt i on at Nov 8k
Plant of approximately 2 million tonnes per year.

Since 2015, he Slovak government is no longer counting on the extraction of brown coal

from B a Rowlina, as.Ve OkT Krt2 g as confirmed by Resol u
will exhaust its brown coal reserves by the end of 2015 and terminate its mining activities.
Remediation work, both on the surface and underground, is currently under way.

BaRa L §with its reaerves.of lignite is a potential source of this raw maferiglower
generation usesThere is26 million tonnesof extractable reservesvhich representsa
potential reserve lifespan of more than 50 yeHng. lignite from this reserve has low sulphur
content and a stable heat value. It is particularly suitatdecdmbustion in fluidized bed
boilers. Preparations may intensify and extraction may be increased up to a total of 500 kt per
year if economiconditionsarefavourable.

The extraction volumes contained in Table 9 are based on the actual extractiolitiezpaibi

BL, a. s. and are in full c solaign|Nio. W20 owthet h S|
extension of the general economic interestthe use of domestic coal for electricity
generation for the period from 2011 to 2020 with perspective to 208blargestonsumer

of thiscoalis SE,a.$.Nov8ky Power Pl ant .
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Coal mining objectives:

1 ensue sufficient domestic coal stocks for generating electricity for residential and
industrial usage to 2035;

1 gradually replae classic extraction methodswith underground coal gasification
methods and seaeigassynthesisfor electricity and thermal generation purposes or
for chemical uses after 2020.

Measures to achieve these objectives:
1 complete analysis of situunderground gasification of coal (2015);

1 reqularly assess the costs and benefits of support for electricity generation, optimise
costs and increase production efficiency in cooperation with the regulatory authority;

1 preserve the general economic interest for the generation and supply of electricity
generated using domestic goal while optimising electricity generation and providing a
suitable regulatory framework for ensuring the return on investment needed to secure
fulfilment of the commitments arising from Directive 2010/75/EU on Industrial
Emissims.
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3.2 Crude oil supply

3.2.1Crude oil sources and transport

Domestic crude oikextractionis almost negligible compared to consumption. The expected
trend is a gradual decrease until the exhaustioasarvesaround 2020.

Table11 Development of domestic crude oil extraction (Source: Ministry of Economy)
Crude oil extraction in Slovakia| 2009 | 2010 | 2011 | 2012
Extraction (tonnes) 14,644| 13,083| 15,431| 11,448

The main source of crude oil for the petroleum industryimports from Russia and
Azerbaijanvia the Druzhba oil pipeline. Slovnaft a.s. (Slovnaft) annually refines 53
million tonnes of crude oil. The company imported 5.5 million tonnes in 2010, 6 million
tonnes in 2011, 5.36 million tonnes in 2012, and 5.79anillonnes of crude oil in 2013.

Crude oil is currently transported in compliance with the "Agreement between the
Governments of the Slovak Republic and the Russian Federation on Cooperation in the Area
of LongTerm Crude Oil Deliveries", which expires #te end of 2014 with an agreed
guantityup to6 million tonnes per year.

The Druzhba oil pipeline has a design capacity in its Slovak leg of 20 million tonnes per year.
The current amount of crude oil transported by the pipeline operator, Transpetras, E0s.
million tonnes per year. 6 million tonnes of this r@presensuppliesfor the Slovnaft refinery

with the remainder transported to a refinery in the Czech Republic and small amounts for
otherconsumes. A decrease in the utilisation of the oipgline was caused bydecreasef
transport to Czech Republic, where a significant portiorsugpliesnow uses the IKL
pipeline (Ingolstadi Kralupy nad Vitavou Li t v2 nov) .

The crude oilpipelinesystem in Slovakia is owned and operated by Transpetsol, which
secures crude oil transports foonsumes in Slovakia, Czech Republic and transit oil
transportto Hungary. Russian REBCO oil for the Slovnaft refinery is carried through the
Druzhba oil pipeline and sporadically through the Adria oil pigefrom Hungary.

3.2.2Diversification of crude oil sources

The Adria oil pipeline (Adria project) represents a usable, existing oil pipeline connected to
theseaporin Omi gal j , Croatia as a diversification
preparing a prect to overhaul and expamhnsportcapacity of the Adria oil pipeline on the
Gafigz8zhal ombat t aordeHuimgase use amdnsporteapacity from 3.5

million to 6 million tonnes peryear, thereby securing the diversification ofude oil
transports for Slovakia. The overhaul of the oil pipeline should be completed by the end of
2014.

The Bratislava 1 Schwechat Pipeline (BSP) oil pipeline connection projeds to connect
the Druzhba oil pipeline with the Schwechat refinery neanNaandthe TAL and AWP oil
pipeline systems. This will allow the Schwechat refinery to be supplied with oil from the
Druzhba pipeline. A benefit of this project will be to amplify the importance of the Slovak
section of the Druzhba oil pipeline withgan-European oil pipeline networks aatlthe same
time significantly improve the economic balance of Transpetrol a.s. Likewise, the BSP
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pipeline connection will allow the Slovnaft refinery to be supplied with reverse flow oil from
the oil terminal in Triet if supply through the Druzhba oil pipeline is interrupted.

The Slovak government approved timformation on the Bratislav&chwechat oil pipeline
connectioni assessment of the feasibility and strategic nature of connecting the Druzhba oil
pipeline wih the Schwechat refinempaterial in January 2013. This material includes the
actual progression of work activities, including assuring commitments from Austrian
counterparts, resulting in the submission of a comprehensive and detailed material with exact
specification of the BSP oil pipelineuting including all related documents to secure its
construction, operation, economic returns and environmental stdetige government for
discussion by the end of 2014.

Transpetrol, a.s. and OMV will fully covehe financing of theabove mentionegbroject.

Project costs are estimated in a rang&OR 751 125 million depending on thigpe of the
selectedfinal routing of the pipelineThe pipeline's total length ranges from 81 to 152 km
depending on its finalouting with total capacity of 2.5 5 million tonnes of crude oil per

year. The operational phase of the oil pipeline connection should begin at the end of 2017 but
this depends on a decision on the final routing of the pipeline on the Slovak side.

Both the Adria project and the BSP project are of strategic importance in terms of energy
security and crude oil diversification asdchstrategic importance s part ofevaluation by

the Commission. Both projects have been classified into the |IEBUdProjects of Common
Interest(PCI) in the oil sector.

Other sources of crude oil for Slovakia include supply from the Czech Republic, which is
connected to the IKL and TAL oil pipelines and which is also considering the construction of
a new oil pipeline to Germany along a route from the Litvinov refinetyeuna (Schwedt),
which is connected to the northern leg of the Druzhba pipeline passing through Poland.
Reverse flow fromthe Czech Republic to Slovakia is not currently possible and the
implementation of reverse flow capacity requires technical modificatio pumping stations

in the Czech Republic.

3.2.3Emergency crude oil stocks in Slovakia

Safeguarding Slovakia's crude supplyand building up emergency crude oil and petroleum
product stocks in accordance with EU regulationsated and maintainetd mitigate and
resolvethe negative consequences of a serious interruption of oil and petroleum product
supply in Slovakia or in the EU axitical tasksin terms of the national security in the oil
market in connection with the international environmand concurrently for ensuring
economic efficiency.

The Member Statesre obliged to maintain minimum stock levels of crude oil and/or
petroleum products equal to 90 days of average daily net imports or 61 days of average daily
inland consumption, dependjnon which is higher, based on the provisions of Council
Directive 2009/119/EC dated 14 September 2009. Slovakia implemented this directive in Act
No. 218/2013 Coll. on Emergency Stocks of Oil and Petroleum Products and on Resolving
Oil Crises and on amentkent of certain acts.

Slovakia currently maintainsmergencystocks ofcrude oil and petroleum products at a level

of 97 days of average daily net imports for the period until March 2015. Total emergency
stocks represent approximately 770,000 tonnes (68%rade oil and 40% as petroleum
products in individual categories).

Act No. 373/2012 Collon Emergency Stocks of Oil and Petroleum Products on Resolving Oil
Crises and amending Act No. 309/2009 Coll. on Promotion of Renewable Energy Sources and
High-Efficiency Cogeneration and on amendment of certain acts as amaadeddopted
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with the transposing of Council Directive 2009/119/EC and entered into force on 1 January
2013.

The administration of these emergency stocks was a major burden on the statewhidiget,
is why a new model for administration was proposed and&thergency Oil Stocks Agency
(Agency)was established on 13 September 2013 on the basis of Act No. 218/2018nColl.
Emergency Stocks of Oil and Petroleum Products and on Resolving Oil @risesn
amendment of certain a¢tehich entered ito force on 1 August 2013. The Agency owns the
emergencystocks ofoil and petroleum produstensures their procurement, maintenance and
exchange and is responsible for national security in this spesgfitor pursuant to the
requirements laid down in Council Directive 2009/119/EC.

Emergencystocks ofoil and petroleum produstvere handed over to the Agency pursuant to

Act No. 218/2013 Coll. on Emergency Stocks of Oil and Petroleum Products and on
Resoling Oil Crises and on amendment of certain acts on 1 December 2013. Selected
undertalersare obliged to pay a specific fee to the Agency according to the same act on the
basis of a Contract to Secure Maintenance of Emergency Stocks beginning on 1 December
2013.

The level of emergency stocks should reairtha 1.5 million tonnes, appromately double

their current level by 2030. Available storage capacity for storing emergency stocks is
approximately 65% of Slovakia's total current storage capacities foanoi petroleum
products totallingapproximatelyl,400 thousand M The conditions for securing and building
additional storage capacities for oil and petroleum products must be secured given current
restrictions.

3.2.4The petroleum products market in Slovakia

The petroleum productsnarket has changed over the past 15 years in terms of quality and
guantity. Slovakia's closed market with a single producer and seller of petroleum products has
become a market integrated into the liberal European oil market whdtgplenregional
producers compete faonsumes and whose products are sold in dozens of retail outlets both
domestically and internationally.

Slovnaft's refinery production capacity (6 million tonnes) is more than twice the current
national demand for petroleum products (approximately 2.5 million tonnesjhanefore
Slovakia exports most refinery and petrochemical prodlamestic fuel prodction totalled

4.67 million tonnes in 2011.

Approximately 6 thousand tonnes of oil products are consumed in Slovakia on a daily basis,
of which 4 thousand tonnes are diesel fuel and 1.6 thousand tonnes areNmtradlays,

35% of these products are impadtto Slovakia, primarily fronthe Czech Republic and
Austria and partially from Belarus and Romani#is is the result oEompetition between
refineries, as Slovnaft has sufficient capacity to supply 100% of the Slovak market. Slovnaft
currently exportapproximately 75% of its production, which it naturally would not do during

a crisis, as there mlsoa high probability of an interruption of petroleum product imports to
Slovakia as Austria anthe Czech Republic would also be affected by a shortagel @i a
shortage of petroleum products from Slovakia.

3.2.5Inland fuel and heating oil consumption

Inland fuel consumption in 2012 was 2,064 thousand tonnes (petrol totalled 542 thousand
tonnes, diesel totalled 1,494 thousand tonnes and LPG totalled 31ntidosaes). Petrol
consumption haeecentlybeenexhibiting a declining trend. A 7% drop was recorded in 2012
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compared to 2011. Diesel consumption continues to increase over théedongLPG
consumption has stagnated at a level of around 30 thousandst@md heating oll
consumption has dropped dramatically.

35% of inland fuel consumption is covered by imports, despite the fact that the domestic
producer Slovnaft is able to supply more tllaublethe entire domestic market over the long
term.

3.2.6Fuel consumption forecasts in Slovakia

A number of variants of future fuel consumption developments have been anatysgd
number of potential trends. All of the variants included the planned introduction of biofuel
blends pursuant to the approved National éwctPlan for Renewable Energy Sources by
2020.

Fig. 13 Fuel and heating oil consumption forecast (Source: Ministry of Economy)

2500

B Heating
ails
1500 = LPG
1000 W Diesel
fuel
=00 M Petral

2001
2003
2005
2007
2009
2011
2013
2015
2017
2019
2021
2023
2025
2027
2029
2031
2033
2035

Table12 Fuel and heating oil consumption forecast (Source: Slovak Association of Petroleum Industry and
Trade Annual Report 2012, Ministry of Economy)

Thousand tonnes 2001 2005 2010 2015 2020 2025 2030 2035
Petrol 638 656 644 534 521 508 487 465
Diesel fuel 783 1124 1520 1559 1582 1612 1617 1596
LPG - 31 30 32 34 36 37 39
Heating oils 57 61 30 7 1 1 1 1
Total 1478 1872 2251 2093 2138 2156 2142 2101

The reference scenario fdevelopment ofuel and heating oil consumption is derived from
the developments in recent years and economic growth forecasts. Déseeqgsected irthe
growthrate ofmotorfuel consumption compared to the average for 200012.

Petrol consumptiorshould continueon a slightly declining trend with a year on year
coefficient of-0.5% or stagnate at its current level depending on the development of the
purchasing power of the population, the rate of introduction of alternative fuels as well as
increasing the share passenger cars with diesel engines.
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Diesel fuel consumptiom the reference scenario should continue with more dynamic growth
depending on economic developments and the extent to which alternative fuels are utilised.
Long-term average year on year growthconsumption is expected at a level of 5%.

The scenario with lower growth in fuel consumption can be expected in the event of a more
dramatic slowdown in the Slovak economy.

The importance of alternative fuels such as LPG, CNG and electric vehiclesllaas
hydrogenbased drive systems, is expected to increase in transport.

The country's ability to supply the market is high in terms of the absolute volume of fuels
consumed in Slovakia going forward given that maximum production capacity in theyefiner
industry is sufficientn all scenarios.

The same can be said if domestic demand was supplied exclusively from the domestic
refinery even if such situation is actually extremely unliketylong asSlovakia remains a

fully integrated part of the EU and the unified liberal European oil market.

Oil industry objectives:
1 reliably meet domestic market demand for fuels and other petroleum products;

1 secure the introduction of biofuel blends pursuant Nhational Action Plan for
Renewable Energy Sources by 2020

Measures to achieve these objectives:

1 resolve the routing of the BratislavaSchwechat oil pipeline in a manner that poses
no threatto ground water reservoirs on Rye Island and mitigates negative
environmental impacts;

1 continue efforts to lay the groundwork for diversifying oil supply (transport routes and
sources);

1 implement the project to overhaul and increase the capacity of theoldsipeline;

1 intensify the use of alternative, less carbon intensive fuels in transport, in particular
CNG;

1 increase efforts to restrict increases in denfanail by management of the demand
side,in particular in the transport sector;

1 monitor the midterm increase in demand and assess overall requirements for storage
capacity in order to secure a sufficient expansion of storage capacity for strategic
stocks.
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3.3 Natural gas supply

3.3.1Current situation of natural gas supply
Market liberalisation and development

Inland natural gas consumptidras continuedo declinein recent yearand fluctuates at a
level of 51 6 billion m*. Consumption decreased by 34% overrentll years (2002: 7.7
billion m®, 2013: 5.1 billion ).

Fig. 14 Development of natural gas consumption to 2013 (Source: Statistical Office of the Slovak Republic)
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Gas consumption has declined sharply over recent years across Europe. A 10% decline was
recorded between 2010 and 2011 with a furtiea 3% reduction from 2011 to 2012.

The Slovak gas market is liberalisasimultiple sellers are active on the market. In addition to
SlovensklT plyn8renskTl ©pri e nsglergiclude: RWE Gas( SPP,
Sl ovensko, SHELL Slovakia, VNG Slovaki a, L EZ
A.En. Gas. Other smalleuppliers are also active on the market but collectively they account

for less than 1% of market share.

New players entered the market in the small and medium enterprise segment in addition to the
segment of medium and largwnsumes in 2010. Households Y& been able to take
advantage and profit from offers from multiple suppliers since 2011 even though legislative
conditions for competition were created in 2007. Largesumes account for 60% of natural

gas consumption while small enterprises and org#oiss consume 10% and households
account for the remaining 30%.

The arrival of new players on the gas supply market and its dynamic development in the last
two years, which continuealsoin 2012, is evidence of the fact that there are no real barriers,
either legislative or factual, preventing tleatranceof new players and the development of

the gas market in Slovaki&urther rgorous application of the rules in valid EU and Slovak
legislation must continudgo create the conditions needed to developnpetition and
transparency on the Slovak gas marKéte entry of new players on the market was also
caused by the situation on the international market and the deviation of spot market prices
from prices based on loftgrm contracts tied to the price df.o

Pridng policy in energy is based on regulatory policy, whicldeselopedoy the regulatory
council of the Regulatory Office for Network Industriesth Ministry of Economy and
Ministry of Environmentommenting
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The essence of price creation in eryerg the creation of a stable regulatory framework,
compliance with the principles of equal conditions for all entities on the energy market and
transparency of the Regulatory Office's secondary legislation as the state's regulatory
authority. Tariffs angbrices are created using objective data provided by regudatadn the

basis of requests from the Regulatory Office. The data and information undergo thorough
analysis and are inspected if necessary directly on site at the providing entity. Draft
reguldions and decisions are published and are conspkesbnallywith all stakeholders
within the commenting procedure to ensure the transparency of state regulatory procedures.

Energy prices ensutmdertakers return on their investments with adequatdipwhile they

also meetconsumer protection requirements basedearnopean legislation. The prices are
developed so as to prevent cross subsidies between the individual products of producers and
between different groups a@bnsumes. The Regulatory Officeompletes economic models

using the data provided by regulated entities in order to determine the consequences of
regulatory measures and the effectiveness of the activities of regulated entities.

3.3.2Security of supply

The Slovak gas market is at a highdewith respect to the security of supply and gas stocks
in underground storage facilitiesnd longterm gas purchasing contragiday the most
important role in terms of safeguarding the security of gas supply and enissistafility

while subsequentlanned investments into gas infrastructure and support for the liberalisation
of the gas supply market will increase this level. As shown above, SPRsalse dominant
supplietr has increased the security of gas supply thanks to its stock portfoliellaswts gas
supply contracts from other sources in the event ofestriction orinterruption of gas
deliveries from Eastern Europe.

Longterm gas purchasing contracts are one of the most important instrufioents
safeguarding the security of gas sypphdividual suppliers active in Slovakia use their own
approaches for purchasing gas while employing @ contracts as well as more flexible

types of gas purchasing on spot markets. The Russian company Gazprom export is the largest
supplier of gasa Slovakia.

Reverse flow capacities at the western borders of Slovakia are 67 miflipermday fronthe

Czech Republic and 23.8 million*rper day from Austria. The construction of reverse flow
capacity involves modification of the pipeline network talde the physical transport of gas
from the west along the full length of the transit pipeline and the construction of a new
connection to Ukraine. Thaterconnection of the pipeline networks in Slovakia and in
Poland is extraordinarily important fer sgnificant increag of reverse flow capacities and
increag ofthe security of supply. Likewise the eustream, teasismissiometworkis able to
transport natural gas from storage facilities located in the western part of the country and
secure uninterripd supply to the entirdistributionnetwork in Slovakia.

3.3.3Routing diversification

Slovakia supports the diversification of gas transport routes. It is important to esephas
new pipelines should not duplicate existing excess capacities as thede faligtutilised.

Slovakiai Hungary gas pipeline connection project

The connection of the gas pipeline network between Slovakia and Hungary and specifically
the towns of VeOKk® Zlievce (Slovakia) and Ve
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on 27 March 2014. January 2015 is the planned date for the start of commercial operations of
the pipeline.

Pipeline costs totalled EUR 170 million with the Slovak side contributing EUR 21 million.
The project was supported with a total of EUR 30 million fréme European Energy
Programmedor Recovery

The transport capacity of the 111 km long (19 km of which are in Slovakia) pipeline will be 5
billion m*/year. The total expected costs are EUR 160 million. The project represents a major
component of the nortBouth gas corridor connecting LNG terminals in Poland and Croatia
and contributes in a significant way to European energy security.

Slovakiai Poland gas pipeline connection project

An agreement was signed between the goverrsr@nSlovakia and Poland in November
2013 on cooperation in completing a gas pipeline connection between the Slovak and Polish
transmissiometworks. This project received PCI status from the EU.

The gas pipeline connection between Slovakia and Polancc@npgonent of the planned
north-south corridor & it should increase the liquidity of the gas market, safeguard the
security of supply at competitive prices and provide a major contribution to safeguarding the
energy security of the entire EU. The impor&uwd the project is amplified by its connection
with the newly constructed connection to Ukraine and potential interruptions of supply via
Ukraine in the primary transit corridor.

Expected costs for the Slovak portion of the Polartlovakia gas pipelineonnection are
EUR 142.2 million.

3.3.4Underground storage facilities

Underground storage facilities have generally been viewed over the long term as the most
important instrument in terms of safeguarding gas supply, whichalsagonfirmedduring

the crisis in January 2009 when gas deliveries from Russia to Slovakia were interrupted.
Underground storage facilities will continue to be of strategic importance given the
importance of gas as a source of energy and the standing of underground sizilitige &s

the most important instrument for safeguarding the security of gas supply going forward.

Current storage capacity at underground storage facilities in Slovakia is 2.9 biflievhith

is expected to increase to approximately 3.12 billichfalowing the completion of the
Gajaryib8den storage facility (2015). A slight
given the geological structures in which current underground storage facilities are installed.
Slovakiawill strengthen itposition among countries with the highest ratio of storage capacity

to national natural gas consumption.

Table13 Development of natural gas storage capacity, extraction and transport (Source: Ministry of Economy,
operators of storage fétties, eustream, a.s.)

Volumes in billion m* 2008 | 2009 | 2010 | 2011 | 2012 | 2015
Storage capacity 260 | 277 | 286 | 294 [ 294 | 3.12
Domestic extraction 0.102 | 0.103| 0.103| 0.092 | 0.093 | 0.045
Transport 76.2 | 664 | 714 | 74.0 | 56.5
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3.3.5Domestic extraction

Domestic extraction accounts for approximately 2% of natural gas consumption. Existing gas
reserves are in the final stages of exhaustion and the yields from these reserves continue to
decline. Thanks to major investments made by private companies irtigigab research,

new gas reserves have been discovered and opened, which has helped tostataliggas
extraction in recent years. Domestic gas extraction totalled 92 millfom 2011 and it is
expected to remain below the 100 milliori tresholdn the coming years.

The future of gas extraction efforts in Slovakia depends on the verification of new exploration
concepts (deep exploration) that are financially intensive and associated with significant
geological and technical risks. The feasibilify such projects fully depends on the clarity
provided in geological and mining legislation and on the enforcement of exploration rights on
the basis of this legislation.

Shale gasnay be considered one of the potential options for diversification amdasauy
dependence on gas imports at the EU level. Its actual potential in Slovakia must be
comprehensively evaluated, includiegtimationof the country's potential reserves.

Based on initial estimates, the extraction of shale gas in Slovakia is expecteel
problematic, in particular economically and in terms of extraction methods with potential
environmental risks beingne ofthe decisive factar

3.3.6Development of natural gas prices

The graph compares prices in the category of large consumersomsiumption of up to
100,000 GJ/year and the category of household consumers with consumption of up to 200
Gllyear.

Fig. 15 Development of natural gas prices from 2008 to 2013 in EUR/GJ (Source: Ministry of Economy)
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The liberalisation process on the Slovak gas market was strengthened in 2010 with an
increase in the growth of competition in the area of gas supply to industnalimes
manifested in the form of lower pricasailable to consumeend an increase iné¢tmumber

of gas supplier changes in all groups of gas consumers except for households. The events of
2010 wereafter all only accompanied by increasing energy prices. Slovakia's gas market
recorded dynamic growth in competition in the area of gas suppBOi2. Gas prices
influence the competitiveness of Slovak indusivgnwithin Europe.

56



Ministry of Economy of the Slovak Republi®raft Energy Policy of the Slovak Republic

Decisions issued by the Regulatory Office regarding regulated fees for gas prices, including
fees for transport and distribution, are published on its websiteraheé Regulatory Office
publishes alevelopmenbf pricesassessment in its annual report.

3.3.7Future development

The gas sector is investment intensive, which is why a predictable business environment over
the long term and generating appropriate returns on mmegss is absolutely critical when
making the right investment decisions.

Intensive construction of connectiondgth gas networksincluding the use of LNG gas and

with the electricity grids in neighbouring countries, will improve the security of supply,
independence from a single supplier @herdore the competitive environmentill also be
improved

The northsouth gas pipeline connectioncisrrentlyone of the most important steps in energy
security for Slovakia. In addition to increasing the level of security, this will improve
competitiveness and the development of our energy market. This corridor represents a set of
pipelines connecting liquefiedatural gas terminals in Poland and Croatia, which will place
Slovakia in an important position for safeguarding energy stability and security ¢arttral

and eastern parts of the EU.

3.3.8Preserving its position in transporting gas to Europe

Slovakia's pipline network has played a key role in the security of gas supply to Europe over
the pastdecadesThis is why it is important to preserve this position even at a time when the
transport of gas from Russia is secured through alternative routes, for énislianacStream.

The volume otransmittedyas decreased in connection with the Nord Stream pipsttneup

and the redirection of a portion of transit gas, in particular to Germanythen@zech
Republic.This demonstrates the importance of raising Slavalprofileas a crossoadof gas
pipeline connections antiereforeimproving its ability to secure gas transport for the entire
region, to which the construction of the connection between Slovakia and Poland will
contribute greatly.

3.3.9More efficient useof natural gas

Natural gas is the cleanest of all the hydrocarbon fuels in terms of greenhouse gas emissions
and this is the reason for its important position in Slovakia's energy mix going forward,;
additionally natural gas will play one of the key raleshe transition to low carbon energy in

the future. CQ@ emissions may be reduced by up to 50% when using natural gas for heating
compared to coal and savings may be up to 60% for cogeneration of electricity and heat.

3.3.10Forecast of future natural gas consmption

Two counteracting trends will have an impact on future natural gas consumption. The
construction of buildings with lower heating demands, the insulation of existing buildings,
measures focused on gas savings #rel increased use of biomass, satallectors and
geothermal energy to generate heat and hot watecarsinga decrease in natural gas
consumption.

The trend of replacing coal with natural gas, on the other hand, is driving increased usage of
natural gas, in particular in the heat indystfhe development of the use of compressed
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natural gas (CNG) in transport can also be considered another factor increasing the utilisation
of natural gas. Natural gas may also play an important role in the case of future development
of technologies to ste CQ.

Based on these tendencies there is an expectation that natural gas consumption will fluctuate
around its current levels over the nte@tm and may rise slightly depending the extent to

which natural gass usedas a replacement for coedombinedcycle power plants)Two
scenarios for natural gas consumption are considered. The reference scenario does not
consider restarting the currently mothballed large combined pyoier plants. The growth
scenario includes the restarting of these large power plants as economic conditions for
electricity generation improve.

Fig. 16 Expected development of natural gas consumption to 2035 (Source: StatisticabCifiieSlovak
Republic, Ministry of Economy)
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Gas industry objectives:
1 connect gas infrastructure in Slovakia with neighbouring states;
1 construct sufficient natural gas storage capacity;

1 improve the ecology of transport by speeding up development paodding
additional support for the use of CNG;

9 achieve technical harmaation with the standards introduced in neighbouring
countries;

1 safeguard secure, reliable and effective transport and distribution of natural gas;
1 maximise the utilisation of the peline networkhroughSlovakia.

Measures to achieve these objectives:

1 eliminate barriers on the market, continue the development of the gas market and
ensure a stable and predictable business environment;

1 support investments into the connection of Slaa/ak gas infrastructure with
neighbouring states amteatesuitable conditions for these investments;
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1 create conditions for maxising the use of gas pipeline transport capacitgugh
Slovakia;

1 support the amplification of the regional dimension of sleeurity of natural gas
supply, increase reverse flow capacity by building a gas pipeline connection between
Slovakia and Poland;

1 create conditions for the involvement of Slovak energy undertakings in projects of
Central European granEuropean importance

1 support the utilisation of storage capacities by creating a suitable legislative and
regulatory environment;

1 safeguard reliable gas supply by utilising gas storage in underground gas storage

facilities;

1 support the effective construction of storage cajgscin connection with regional
infrastructure;

1 support renvestments into the distribution network with adequate returns on
investment;

1 create conditions for increasirthe competitiveness of theinctioning gas market
through a transparent and stalelgislative and regulatory framework;

1 create a more flexible and less formal environment for storage facility operators.
These conditions contribute to maximum exploitation of the advantages offered by
Slovakia's underground gas storage facilities.

1 conductanalysis othe potentialof energy savings in the gas transport and distribution
networks;

1 ensure sufficient information on gas consumption and billing methods provided to end
users;

1 increase metering transparency.
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3.4Renewable energy sources

3.4.1Current situation

The use of RES, and in particular those with predictable generation, irecselisifficiency
and therefore energy security in addition to environmental benefits. Increasing the share of
RES in energy consumption is therefore of thepriorities

Biomass has the largest energy potential among RES in Slovakisheatfetical potential of
120 PJ. Biomaseepresentsalso animportant potential for the development of regional and
local economies.

Slovakia is obliged to increase the use of RESpamed to gross final energy consumption
from 6.7% in 2005 td.4% in 2020 Expectedotal RES consumption should reach around 80

PJ in 2020. RES consumption was at a level of 50 PJ in 2012, representing 11% of gross final
energy consumption.

The basic docuent related to achievement of the 14% target id\igonal Action Plan for
Renewable Energy Sourcepproved by the Slovak government on 6 October 2010 in
Resolution No. 677/2010. This document forecasts the achievement of a 15.3% share of RES
in terms @ gross final energy consumption in 2020.

3.4.2RES use tendency

Forecasting the use of RES considered the principle of nangncosts while applying an
integrated approach to utilising RES and decreasing greenhouse gas emissions. This means
that a suitable ambination of RES and low carbon technologies will decrease the
consumption of fossil fuels and therefore greenhouse gas emissions.

The priority will be technologiesvhich usedelivers energy prices that are close to market
prices with consideration for #olerablefinal energy price. The share of RES in energy
consumption should increase in the EU from 10% in 2010 to 26% by 2040 (according to
methodology applied to the binding 14% target for 2020). This shasgected toeach 20%

in 2030.

Fig. 17 Share of RES in energy consumption to 2040 (Source: Ministry of Economy)
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The priority in the near term will be the use of RES Heat generatiomvhile support for
electricity will be gradually restricted. The increase in the use of RE&eatproductionwill
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rise fromalmost10% to more than 30% from 2010 to 204thile the share of RE$h
electricitygenerationn electricity conamption will rise from 196 to 2%%.

Data up to 202@ake into accounthe National Action Plan for Renewable Energy Sources
which places heavy emphasis on the use of RES in the heating sector. Focus on the heating
sector is driven by the need to decrease the dependetiey energy sector on fossil fuels.

3.4.3Electricity generation

Act No. 309/2009 Coll. on Promotion of Renewable Energy Sources andBffiglency
Cogeneration and on amendment of certain acts as amended (Act No. 309/2009 tell. on
promotion of renewabl energy improved the functionality of the electricity market in the
area of RES and created a stable business environifigist.act provided a guaranteed
purchase price for 15 years and also provided guidelines for generating electricity using RES,
which favoured the construction of small and decentralised installations. The Action Plan for
RES expects that its share in electricity will rise from 19% in 2010 to 24% in 2020.

With respect to priorities, the amendment of this act must take into accourdvirgages

and disadvantages of implementing projects based on the csupgdrtscheme. Changes in
legislation in terms of support for electricity should create pressure to decrease the costs of
support and make more efficient use of biomass. Projettsriobiomass without using heat

must be restricted and support must primarily be focused orefffigiency cogeneration of
electricity and heat with installed capacity of up to 5 MW. Support for capacities in excess of
5 MW must assess heat deliveriestisat electricity output corresponds to demand for heat,
whereby support for heat would be limited to 40 GWh of electricity from biomass per year.
Decisions to construct such installations must be made when evaluating combined generation
projects using RE$ the context of achieving and maintaining maximum energy efficiency
through centralised heatipply

Hydropowerplantsplay a major role in supplying Slovakia's energy as they cover 17 to 19%
of electricity consumptionThe Slovak government adopted Beson No. 178/2011 and the
"Conceptof Utilizing the Hydropower Potential diVater Coursesof the Slovak Republidh

order to support the developmaitsmall hydrgowerplants with installed capacity of up to

10 MW.

The magnitude of exploitableydropaver potential will be specified after this concept is
updatedand complex assessment of the impacts such Ipaier plants have orwater
courseswill be completed pursuant tarticle 4.7 of the EU Water Framework Directive
2000/60/EU(Framework Water Directive).

Waterworks that result in changes in the physical properties of surface bodies of water or that
change the level of surface gfoundwater require demonstration of the following in strategic
planning documents and during timaplementation of the actual project pursuant to the
Framework Water Directive defining the framework of EU water or water protection policy:

9 all feasible steps will be taken to limit negative impacts on the condition of such body
of water in the case af hydrgpowerplant;

1 these waterworks or hydoower plants are proposed in the public interest and their
benefits for the environment and society outweigh the impacts caused by such
construction;

1 the benefits of such structures cannot be achieved by aeyrottans that represent a
significantly better environmental option taking into consideration the technical
feasibility and appropriateness of costs.
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The construction ofvind turbineswill involve the application of a reverse auction in which
requiredinstalled capacity for the specific period will be defined and investors will compete
for their construction by offering purchase prices. A condition for introducing the asigtian
positive assessment regarding the feasibility of constructing wind turbimése basis of a
study completed for SEPS, a.s.

A large increase in the number m@fiotovoltaic power plantwas recorded in 2010 and 2011.
The installed capacity at all these power plants combined was 537 MW at the end of 2013.
Support for additional cotrsiction was regulated through a legislative amendment to avoid
problems in managing thelectricity grid and escalating the price for electricitgolar
generation of electricity will be completely decentralised by 2020 and will only be used to
cover theenergy needs of specific buildings. The best option is to withdraw from the purchase
price scheme anlkggislative support for installations above 10 kW is no longer neged

the current installed capaciof solar power plants and the price developnodriechnologies

at grid parity.

The development and integration of local and distributed RES into energy networks are
supported and facilitated by intelligent metering systems and intelligent networks, the
implementation of which suppersustainable ineases of the share of RES in electricity
generation.

Fig. 18 Forecast of the development of RES generation (Source: Ministry of Economy, SEPS, a.s.)
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3.4.4Development ofgeneratedelectricity purchase prices

The target in tharea of support for RES electricity is the opsation of purchase prices so

that no support scheme involving purchase prices is needed after 2020. In the near future
those types of RES that do not exhibit any fluctuation in generation watlde relieed

from the responsibility for any deviation within the system of support above a specific
installed capacity. Those types of RES that do not exhibit any fluctuations in generation and
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for which purchase prices come as close as possible to market ptldes giwen preferential
treatment. The neRES support schemill ensure the achievement of the defined targets in
a cost effective manner and prevent negative impacts on electricity prices.

The Ministry of Economy will apply these principles in issuliiergy Policy Compliance
Certificates" and thes&Certificate$ will be issued after an assessment of the impacts to the
final consumer and only foefficient RES plansvhich arein compliance withthe public
interest.

3.4.5Heat generation

The Action Plan for RES places emphasis on the generation of heat frowitREES share
projected taise from 10% in 2010 to approximately 15% in 2020. Biomass is domin#re in
RES heat generatiosectorand is already competitive with natural gassome cases. The
technical potential of biomass predestines it to provide the largest contribution towards
meeting the 14% target.

Slovakia has a welleveloped centralised heating supply system. This high level of
centralisation of heating supply creatagourable technical prerequisites for the use of RES.
The construction of heat sources using RES will be supported as a comprehensive
replacement oénold heating source whean existing system has sufficient capacity to cover
demand for heat.

Biomass,biomethaneand geothermal energy will be employed in centralised heating supply
system. This will lead to a significant reduction in the consumption of natural gas for heating
purposes. The share of heat produced from biomass increased by more than @¥06and2
2011 alone with corresponding reductions in natural gas and coal consumption.

A unified metric incorporating the energy efficiency of combustion, reductions ip CO
emissions and reductions in emissions of other pollutants must be defined forpibgeguof
assessing the suitability of the-combustion of wood chips with coal in classic power plants.
Definition of such metric will facilitatehe determinatiomf the scope of support for thoe-
combustion oflendromaswith fossil fuels.

Geothermalenergyis currently only used for heating specific buildings and no significant
development of geothermal power plants is expected by 2020. Support is directed towards
using geothermal energy for heat generation in addition to electricity productiontberen
temperature of such water. It is undesirable to support the exclusive generation of electricity
through high purchase prices. The | argest
spring near Kogice, wher e t hel30C pravidiegrthea |
prerequisites for electricity generation. Slovakia also has the potential to use geottesimal

as arenergy systerandso called dry rocks

Further development of the use of geothermal energy is conditioned by the creaticabtd a st
legislative framework to protect the quantity and the quality of the sources of geothermal
energy.

3.4.6Support for biomethane

Biometham is the most universal renewable energy source. It can be used in the power
industry, heat industry and transport. It can also be distributed through existing infrastructure
and stored in existing storage facilities thanks to its interchangeability withrahaas.
Likewise no new sources must be constructed to convert this gas into electricity or heat as it
can be combusted in those that currently use natural gaseBia® can also be combusted

in high efficiency installations thanks to its quality. ference for bimethae is a given

63

Y

w a



Ministry of Economy of the Slovak Republi®raft Energy Policy of the Slovak Republic

thanks to the appropriatenest the gas distribution network, howevehe connection of
biometha® generators to the distribution network requires significant investments so that the
biometha® meets all of the parameseior its distribution in the distribution network.

Priority access for bimetham to the distribution network and its subsequent distribution is
facilitated once technical conditions are met. Support is provided to elecproitiucers

using bionetharm that generate electricity using cogeneration technologies. Increased support
for electricity producerss definedfor the use obiomethar in high-efficiency cogeneration
installations. The share of m@tharm in the Slovak energy miks expected tancrease in the
coming years.

The promotion of this ecological fuel in transport through suitable means of support as an
alternative orto complement the potential dfst generation biofuel for the fulfilment of
commitments in transport should follow after thil tlevelopment of a network of vehicles
powered by bimethar and bionethar filling stations.

The expected quantity of energy generated frormbibare by 2020 pursuant to the National
Action Plan for Energy from Renewable Energy Sources is 60 ktoegspomding to
approximately 70 million rhof natural gas. Only the most cost effectivenbéthar support

needs to be considered given the better than expected fulfilment of RES goals at the present
time.

3.4.7Utilising wastes

Biodegradable wastes are considered biom@ssste recoveryor energyutilisation after
separation and recycling processes has priority owaste disposal in landfills.
Approximately 6.8% of municipal waste was recovered for enefigigationin 2009, which

is a low percentage of the overall quantity of waste. If the requirements to divert waste
streams away from landfills are to be met, the level of waste recovery for erniigation

must be increased significantly along with the production of fuefa wastes (increasing the
share of combusted waste overall, improving the technigal & combustion installations
andincreasing theaumber of types of wastesed to produce alternative fuelRegulations
giving preference to heat produced usingereablecomponents of waste over fossil fuale

seen as an appropriate form of support

RES objectives:

1 increase the use of RESpnoportion togross final energy consumption from 6.7% in
2005 to 14% in 2020;

M achieve a utilisation of RES at a level of 80 PJ in 2020 and 120 PAawithw to
2030;

1 achieve at least a 10% share of RES in transport doalsumption

Measures for the rational use of RES:

1 implement the National Action Plan for Energy from Renew&lergy Sources with
the goal of meeting relevant binding EU targets;

9 focusstructural funds for the 201142020 period in the area of RES and in particular
on the generation of heat from RES and on support for small sources in households;

1 monitor the coseffectiveness of mechanisms to support RES including the system of
purchase prices with consideration given to the impact of such support on final prices
for consumers
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1 consider the impact on the final price of electricity when devising support for energy

from RES;

1 simplify administrative measures to shorten the time needed to award specific permits
to install RES installations, in particular in the case of smaller projects;

1 support mechanisms that facilitate local and distributed RES installatarin will

changefrom support using additional fees to other mechanisms that do not burden end

Uusers;

1 amend Act No. 309/2009 Coll. on Promotion of Renewable Energy Sources and High
Efficiency Cogeneration to consider the measures and objectives outlined above.

3.5Electricity supply

3.5.1Current state of electricity supply

Electricity supply in Slovakia is reliable with a minimum of outages that could threaten the
security of energy supplyith respecto longterm efforts to construct an optimum structure

of generation apacity and a wellleveloped distributiorsystem Slovakia became self
sufficient for electricity supply with the completion of twaits at Mochovce Nuclear Power
Plant in 1998 and 2000 and was @lectricity exporter until 2006. Slovakia once again
becane dependent upon imports at the end of 2006 followingstheedownof NPP V1 at

Jasl ovsk® Bohunice

I runiti0 hé&malapoveer pla®0 Blectacityd
imports were partially reduced as a result of the economic and financial crisis Gi8er 2

which resulted in a decreaseconsumedemand for electricity.

Fig. 19 Balance of total electricity consumption and generation in Slovakia from 2005 to 2013 (Source: Ministry

of Economy)
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Table14 Balance of total electricity consumption and generation in Slovakia from 2005 to 2013 (Source: SEPS,

a.s.)
Year Generation Total Balance Average load Peak load
[GWh] con[s(:vn\;ﬁ]tion [GWh] [MW] [MW]
2005 31,294 28,572 2,722 3,262 4,346
2006 31,227 29,624 1,603 3,382 4,423
2007 27,907 29,632 -1,725 3,383 4,418
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2008 29,309 29,830 -521 3,396 4,342
2009 26,074 27,386 -1,312 3,126 4,101
2010 27,720 28,761 -1,041 3,283 4,342
2011 28,135 28,862 -727 3,295 4,279
2012 28,393 28,786 -393 3,277 4,395
2013 28,590 28,681 91 3,260 4,175

Annual generation gradually increased with gt@tup of a number of power plants and in
particular by increasing the installed capacity at NPP V2 and NPP Mochovce 1, 2 in
subsequent yeavsgith electricity imports decreayy every year thereafter.

Total consumption in 2013 reached 28,681 GWh with generation of 28,590 GWh while
imports of 91 GWh represented only 0.3% of national consumption; as a result Slovakia was
practically balanced in 2013 and had securedsdffciency in electricity generatn. The
difference between consumption and generation doavébeen covered by domestic sources

but electricity imports were moraarketefficient than generating this electricity in Slovakia.

Fig. 20 Capacity and generation strture of the generation base in 2013 (Source: SEPS, a.s.)
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Totalled installed capacitpf power plantsin Slovakia in 2013 was$,074.3 MW. This
represented a reduction compared to 2012 as a result of the removainstdahed capacity
of theVojany Il gas power plant (44MW) from the balance of sources.

3.5.2Forecast development of electricity consumption in Slovakiay 2035

Future development in electricity supply in Slovakia will primarily be influenced by:
development in electricity consumption, phasing outpoWwer plants at the end of their
lifespan and thetartup of new power plants, the accessibility and developmettiegbrices

of raw materialsused to generate electricity, the market price of electricity, higher costs
associated with greenhouse gas emissions and pollutants, the price of new production
technologies, developments involving RES and means of generating electricity as well as
legislative developmest

The forecast development of electricity consumption in Sloviakia035 is one of the input
parameters used to safeguard Slovakia's energy security over thieronglong with the
overall strategy for directing the future development of the power industry in Slovakia. Any
forecasts of electricity consumption contairsgecific level of uncertainty given uncertain
economic developments dod electricity prices Three development scenarios are forecast
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for electricity consumption for this very reason and are based on a specialised estimate of the
year on year growth inosumption given Europeide trend.

All scenarios count on a decrease in energy intensity and natural energy savings given the
competitive market environment. No significant decreases in consumption are considered as a
result of theshutdown or closuref any major electricityconsumesin Slovakia.

Fig. 21 Forecast of the development of total electricity consumption in Slovakia by individual scenarios (Source:
Ministry of Economy)
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Table15 Development farcast (Source: SEPS, a.s. Ministry of Econom

Consumptionin TWh | 2010 | 2011 | 2012 | 2013 | 2014 | 2015| 2020| 2025 | 2030| 2035
Low scenario 0.6% 28.8] 29.0| 299 30.7| 31.6 | 324
Reference scenarid..2% | 28.76 | 28.86| 28.78| 28.68| 29.0| 29.1 | 31.0| 32.7 | 34.5| 36.2
High scenario 1.4% 29.1] 29.5| 31.6| 33.7| 35.8| 37.9

Low scenarioi anticipates a significant slowdown in economic development and GDP
growth and low year on year growth in electricity consumption of 0.6%.

Reference scenarioanticipates a slight increase in economic performance and year on year
growth in electricity consumption of 1.2%.

High scenarid anticipates accelerated economic development and GDP growth and year on
year growth in electricity consumption of 1.4 %.

3.5.3Forecast development of available electricity generation capacity in Slovakiay

2035

The decisive capacity increase by 2020currently under construction. Specifically this

involves the constructioof Unit 3 andUnit 4 at NPP Mochovce with installed cagty of 2 x

471 MW. The Slovak electrical grid will have a significant surplus, i.e. eepport balance

of electricity after an extended period of time, once these power ptantsip

The construction of a new nuel(N=w NPPpi® alse r pl a
under consideration withxpected installed capacity of 1200 MW (or 1700 MW d&0@

MW) within a commissioning horizoafter2025.
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Sl ovensk® el ektr8rne, a. s. ( Sifespanaf.tre unitsat s wor
NPP V2of up to 60 years, i.e. until 2045, and is implementing a comprehensive investment
programme applying the latest technologies for this very reason.

If the operation of NPP V2 is extended beyond its design lifespan, it will be necessary to
consider the conetent operation of both nuclear power plants (NPP V2 and the New NPP)
and therefore it will be necessary to analyse and create conditions in the Slovak electricity
grid to increase transmission capacity for the duration of such parallel operations.

The stat-up of the new nuclear power plantthe need to secure regulation and transit
capacity of the electricity grid as well as the assurance of thhechteria will all require
relevant expansions of the Slovak electricity grgdwell asts crossborderinterconnections.

Developments in the construction of new power plants and transmission lines in neighbouring
countries will have an influence on possibilities of export. All of these matters will have to be
verified within a feasibility study completed dlg the preparations for the given power
plant.

Preparation and the actual construction of a new nuclear power plant is very demanding in
terms of time, finances and the approval process; as such, the decision to implement such a
project must be adopted v advance.

Table16 Forecast development of electricity generation by individual types of power plants (Source: SEPS, a.s.,
Ministry of Economy)

Generation in TWh 2012| 2015| 2020|2025 2030 2035
Current NPP: NPP V2 + NPP Mochovce 1, 2 (1940 M| 15.5| 15.5| 15.8| 15.8|15.8| 7.9 | 15.8| 7.9
NPP Mochovce 3, 4 (942 MW) 0 0 79| 79]179|79|79]|79
NewNPP(1 x 1200 MW) 0 0 0 0 |91]91]91]91
Nuclear power, total 15.5| 15.5| 23.7| 23.7|32.8/ 24.9| 32.8| 24.9
Renewable energy sources including wind 58 | 67| 77|80 |85|85|89] 8.9
Current power plants using fossil fuels 71| 63| 6.3 6 | 57|57]| 5 5
Planned power plants using fossil fuels 0 03|07 ]10|213|13|17|17
Generation with parallel ops. of NPP V2 and New NP} 48.3 48.4
Generation if no extension for NPP V2 284|288 38.4)38.7 39.2 405

This balance provides an overview of the expected development of available electricity
generation capacitin the case of parallel operations of NPP V2 and NPP Mochovcéd 1
(1200 MW) as well as if operation of NPP V2 is not extended beyond 2028.

Table17 Forecast balance of electricity consumption and generation in Slobgka35 (Source: SEPS, a.s.,
Ministry of Economy)

Data are presented in TWh 2013 2015 2020 2025 2030 2035

Total consumptioni reference scenario 28.7 29.1 31 32.7 34.5 36.2

Total generation (NPP V2 + NPP

Mochovce +New NPP) 28.6 28.8 38.4 38.7 48.3 48.4

Balance (generationi consumptiojt -0.1 -0.3 7.4 7.2 13.8 12.2
Total generation (w/out NPP V2)** 28.6 28.8 38.4 38.7 39.2 40.5
Balance (generationi consumptiojt -0.1 -0.3 7.4 6.0 4.7 4.3

* A positive balance means exports, negative me&apsrts
** |f the operation of NPP V2 is not extended
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The magnitude of the balance will depend on the extent of construction of other power plants
in Slovakia and the scope of the decommissioning of existing power plants.

Restrictions on the constructiomnfossil fuel power plantare being considered, which is why
the balance only includes smaller natural-lgased cogeneration power plants resuliimg
particularfrom reconstruction woskas replacements for obsoleaiaits that do not comply
with new enfssions regulations.

The construction of large combined cycle power plants is not anticipated as a result of air
protection measures, with preference being given to zero carbon generation in nuclear power
plants and RES and given the inefficient operatibthese plants at current natural gas/and
electricity prices.

These principles foresourcesdevelopment will be secured by having the Ministry of
Economy control the process of issuamgrgy installation construction certificates.

The balance does dlude thegeneration from thival geni ce combined cycl
which is oftline as a result of cost inefficiencjes generation from the Bratislava combined

cycle power plant, the operation of which is highly restricted for an indefinite period of time.

If these two power plants are not placed into continuous operation then total electricity
generation W be 2 TWh lover and the expected surplus would be smaller by the same
amount.

One variant in the forecast for covering enecgypsumptionalso counts on an extension to

the operation of NPP V2 after 2028 and the operation of the New NPP as well. Given the
expected devepment in consumptiondsed on the reference scenasotplus balancevill

be resolved primarily through exports.

A high share of nuclear power plants may have a limiting effedbash regulation ability of
thegrid, in particular during times when oppunities to export electricity from Slovakia are
limited. The issue of restricting the construction of RES and cogeneration power plants must
also be resolvedvithin which compulsorypurchasing of electricity must bespectedThe
operation of a numbef fossitfuel based power plants wikmain crucialn order to provide
support services.

Currently it is impossible to predict Slovakia's opportunities for exporting electricity over the
long term as neighbouring countries are undertaking their ownlagement programmes
focused on ensuring sedtifficiency in electricity supply.
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Fig. 22 Forecast development of electricity consumption and its coverage by generation to 2035 in TWh
(Source: Ministry of Economy)
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3.5.4Main sources of electricity

3.5.4.1Nuclear power plants

Slovakia will have six nuclearnits with installed capacity of 500 MW after the completion
and modernisation of NPP Mbovce 3, 4 and will have totalstalled generation capacity at
three nuclear power pits of approximately 800 MW in 2020 with annual generation of
23,400 GWh.

3.5.4.2Thermal power plants

Nov 8ky p opnoridescansumption oflomestic coal used to generate electricity and
heat in the general economic interest pursuant to valid legislation. Two of its 2 x 110 MW
units will have to be modernised in order to comply with new legislation dealingaivith
protection and emission lis after 2015. SE, a.s. is considering the construction of a
biomassfired boiler.

Two fluidized bed 110 MWunits (Units 5 and 6)which comply with emission limits even
after 2015will be operational a¥ojany | power plantBiomass will account for up 0% of

the fuel used on the reconstructddit 5 and up to 6% itJnit 6. Units 1 and 2 at Vojany |
power plant will be capable of running for 17,500 operating hours until 31 December 2023
making use of certain exemptions. Electricity balances do notdmn#ie operation of
Vojany Il power plant.

3.5.4.3Hydropower plants

Total installed capacity at hydropower plantsnigre thar2,500 GW. Their annual generation
fluctuates between 4,000 and 5,500 GWh per year, coverind.9% of total consumption or
generatio of electricity.

Gabl 2kovo hydropower pl ant i's the most i mpo
average annual generation of around 2,200 GaWdt he Li erny V8h pump
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hydropower plant (735 MWWhichis used to provide grid support servicéle operation of
these power plants is expected to continue beyond 2035.

3.5.4.4Major new power plant construction projects

TheSer eN hydr prpjexctigéocused bnautilising the as yet unused energy potential

of the V8h Ri v e i Hlbhovedtdhhgenemste araundd80 G®¥/k peeyBar. This

dam structure with navigati on | ock i s a pe
construction wil/ hel p create a navigation
barrier to implementing this pew plant is longerm return on investment given current
electricity prices.

TheNew Nuclear Power Plaig the most important project in the Slovak energy sector over

the long term given its impact on the engfectricitygrid and Slovakia's energy seity. The

Slovak government laid out plans to speed up preparations for its construction in its Manifesto

of the Government of the Slovak Republic in 2012. A nuclear power plant withrisiled

capacity of up to 200 MW may be constructed at Jasla®sk Bohuni ce with g
capacity variants of 1 x,200 MW, 2 x 1200 MW or 1 x 1700 MW while following the

conditions and recommendations made in the feasibility study and the reference studies for
the new nuclear power plant project.

Thel p e O p torage kydropswer plamirojectwith design installed capacity of 600 MW
represents an important source of potential for providing a broad range of grid support
services. This powegslantintends to use a weekly pumping cycle to shift weekend "surplus”
enaggy from nuclear power plants to periods of peak loads on work days. This is also an
optimal balancing element for power supplied from wind jpihdtovoltaicpower plants. The
implementation of this project will depend on the development oiihtieenational electricity
market and the interest of a strategic investor.

The comprehensive use of the Danube upstream of Bratislava could also be corsidered
harnessts hydroelectric potential.

The construction of relatively small and Idgalidely dstributed, electricity generation
stations with relatively small installed capacity can be expected to add a couple of dozen MW
to total installed capacity. This generation is higHfficient since it uses the latest
technologies, including cogeneratioh heat and electricity, without increasing demands on
transmission capacity given their proximity to tesumer

3.5.5Power plant decommissioning

Variousunits in thermal power plants and heat plants will be decommissioned by the end of
2015 primarily due tdheir inability to meet stricter emissions limits in place beginning in
2016.

The loss of capacity will primarily be compensated for by reconstructing existing installations
with smaller but modern and high efficiency equipment compliant with ecolquacaimeters,
primarily utilising natural gas.

3.5.6Low carbon mix of energy sources

Slovakia hascurrently a low carbon mix of energy sources as the shareeod carbon
generation fluctuates at a level of 78% of total electricity generation. This sharecvekse
to around 80% once NPP Mochovce 3tdrts up
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Fig. 23 Low carbon mix of electricity sources in 2013 (Source: Ministry of Economy)
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3.5.7Development of electricity prices

Market dectricity price ha beendeclinng since 2011 and reachéd lowest levels in the
previous eight years in 2013. Electricity supply prices have dropped as well. On the other
hand, the distribution and grid compot® of prices have increased for regulated entities, i.e.
natural monopolies. Network tariffs continued to wield significant influence on the final price
of electricity in Slovakia in 2014.

High final electricity prices ha a negative impact on the competitiveness of Slovak and
European industal companies

Fig. 24 Development of electricity prices in Slovakia, 200813 in EUR/kWh (Source: Ministry of Economy)
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The graph illustrates the deveropnt of electricity prices from 2008 to 2013 for large
consumes using up to 2,000 MWh and households using up to 6,000 kWh. Price increases
stopped in 2012 and begandiecreasagain in 2013.

The Regulatory Office decreased the system servardé in 2014 as well as the price for
network accesand electricity distribution. The tariff forelectricity distribution lossewas
decreased as a result of the application of pricing regulation method based on the currently
valid Decree No. 221/2013 Colissuel by the Regulatory Office and as a result of the
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decrease in commoditglectricity prices to coverelectricity transmission and distribution
losses On the other handhe system operatiotariff was increased back up its January
2013 level following ayear on year reduction in 2013.

3.5.8Transmission system

New aspects for coordinatingansmissionsystems have been introduced in the region of
Central and Eastern Europe for the purposes of meeting the internal electricity market target
The EU's ThirdEnergy Package was adopted to meet this target and the individual
transmission system operators began to work on meeting their obligations defined on its basis
after its adoption in terms of mutual cooperation and the completion of shared trading and
techncal rules and safety standards and in terms of planning and coordinating investments
into new connections.

Securing the fulfilment of the internal electricity market target is inextricably linked with
increasing crosborder transmission capacities, whiahe significantly influenced by the
interests and approaches applied by transmission sygieratoran neighbouring countries.
The most pressing question at present is associated with attempts to improve therderss
profile between Slovakia and Hgary with the construction of new double 400 kV cross
border transmission lines between Slovakia and Hungary.

Increasing the capacity of the connection with Hungary was included among the priorities of
the Manifesto of the Government of the Slovak Republic2012. The improvement,
replacement and new construction of key internal transmission lines connected to the cross
border profiles neededhter alia, to facilitate electricity trading while preserving the security

of the entireelectricity grid are regired in order to ensure synchronous operation within the
EU. Domestic transmission system installatiares systematicallgxpanded to ensure reliable
supply toconsumes in Slovakia.

3.5.8.1Development of the transmission system in Slovakia

The development of the transmission system in Slovakmaoving towardseinforcemenof

existing domestic transmission capacities, related modifications and overhaul of transmission
system substations, their transitioning over to remote control and nechaperation as well

as the construction of new transmission system substations, improvements in the security and
reliability of 400/110 kV substations and the resolution of issues related tsstheof the

220 kV networkapproaching to the end of iigetime.

The 220 kVsystem hashe highest requirements oepairs and maintenanggven its age
Moreover,the power plants connected to the 220 kV system and that supported the existence
of the 220 kV systenthemselveshave been gradually decommission@d particular NPP

V1). The remainingsourcesare unable to compensate for the lack of 220 kV power in the
transmission system which is why the 220 kV syskesas its purpose ansl beinggradually
eitherreplaced by the 400 kV system as needed in oodeornply with the NL safety criteria

or is being shut down without any replacement. The definitive shut down of the 220 kV
transmission system is expected sometime around 2025.

3.5.8.2Crossborder transmission capacity

Slovakia's transmission system is connedteall neighbouring countries, with the exception
of Austria. Significant problems with the fulfilment of conditioak operationpursuant to
ENTSOE criteria and recommendationsave been identifiecdbver several years under
specific operating conditiond his involves the SlovakibBlungary profile, which experiences
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the heaviest loadingdt is loaded witha portion of exports from Slovakia as well as third
partiestransit andso-calledloop-flows.

The completion of new international connections frShavakia is largely influenced by the
stak and development of transmission systems in neighbouring countries, the stratebies
interestsof the individual transmission system operators, the development of international
electricity exchange and tradegtbonstruction of power plants and the related development
of transmission systems.

The development of the generation base in Slovakia and in EU member states with
transmission oelectricitygrids in the synchronously connected ENTE@ower system has,

inter alia, a sgnificant impact on the Slovak Hungarian cossborder profile. Given thisit

IS necessary to consider such fact at the present and the near future until the improvement of
the mentioned problematic SlovakHungarian profile and to appraathe development of
thegeneratiorsourcebasein Slovakia with care, in particular in relation to the safe operation

of the Slovak transmission network and the overall comdeENTSOE system. The
improvement of the Slovak Hungarian transmission pile is the most critical in order to
safeguard the security of operations of Slovakia's transmission system with respect to the
development of the generation base in Slovakia, which is associated with the cumulation of
capacity(in particular in the areaf Western Slovakia) and in the EU member states where
the development of their generation base resunltigh transit and looflows, and not just
through the territory of Slovakia.

Fig. 25 Power flows through Slovakia (Source:FSE, a.s.)
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Real power flows Zlmport: 13 472 GWh, £ Exporl: 13 079 GWh, Balancdimpert): 383 GWh

Trade power flow: T Impart: 12 152 GWh, = Expori: 11 79% GWh, Balancdimpart): 253 GWh

The following investments were included in the EU PCI list on the basis of Commission
Delegated Regulation (EU) No 1391/2013:

74












































































































