
Question 1 

For the types of rate regulation that you think would be useful for us to consider in the Discussion 
Paper (or would not be useful to consider, if applicable), what types of goods or services are subject 
to the rate regulation being described? In providing this information, please also tell us: 

(a) whether you are a rate-regulator, a financial statements preparer, auditor, user or other (please 
specify); 

(b) what jurisdiction the rate regulation that you are describing is in; 

(c) whether that jurisdiction is a recent adopter of IFRS; and 

(d) whether the main suppliers of the rate-regulated goods or services (ie the rate-regulated 
entities), including your company if applicable, are predominantly private-sector entities, 
government entities or closely related to the rate regulator. 

 

ENERGA - OPERATOR SA as the Distribution System Operator (DSO) is operating in the regulatory 
area (electricity distribution) and prepares the financial statements under IFRS. The authority 
competent to approve fee rates and charges is The Chairman of the Energy Regulatory Office 
(ERO), who also regulates the detailed rules of providing these services. The terms of reference of 
the Chairman of ERO are as follows: granting and revoking licences, approval and supervision of 
application of tariffs, approving the instructions of grid operation, control over the quality 
standards of services provided to the customers, etc. Regulation of DSO’s is based on comparative 
model of effectiveness of operational costs and reasonable level of network losses established 
with the use of reports drawn up by the distribution companies. The President of ERO balancing 
the interests of energy customers and energy enterprises. These balancing is based on determining 
acceptable levels of regulated revenue, which is used for establishing fee rates and charges for 
distribution services. The regulated revenue consists of the following components: justified 
operating costs, amortization, network property taxes, linence fees, return on Regulatory Asset 
Base, cost of electricity purchase to cover network losses and cost of transmission services. 

At present, energy enterprises are using both standards: IFRS and PAS (Polish accounting 
standards). Financial reports delivered to the President of ERO are based on report sheets unified 
for all DSO, regardless of the standards of financial statements. 

The ownership structure of the electricity distribution sector in Poland is diverse. There are both 
private entities and state treasure owned(including ENERGA - OPERATOR SA) 

 

Question 2 

What are the objectives of the rate regulation and how do they influence the interaction between 
the rate regulator, the rate-regulated entity and customers? In providing this information, please tell 
us: 

(a) what are the high-level objectives of the rate regulation (for example, to restrict prices or to 
influence the levels of supply and demand or to restrict or encourage competition); and 

(b) how these objectives are reflected in the nature of the rate-setting mechanism? For example, to 
what extent: 

(i) is the rate-setting mechanism designed to give the rate-regulated entity a ‘fair rate of return’ (for 
example, a cost-plus mechanism) or is the focus more on reducing the cost to customers (for 
example, a price-cap or other incentive-based mechanism); 



(ii) are there incentives to meet targets that are not directly related to the cost-rate relationship (for 
example, efficiency, service levels, infrastructure investment, increased supply capacity or reliability, 
use of alternative resources or reduction in customer demand or usage); 

(iii) does the rate regulation fix the price per unit or does it provide some flexibility for the entity to 
set prices (for example, through price ranges or caps, based on either unit prices or total revenue or 
total profitability); and 

(iv) are there other aspects of the rate-setting mechanism that reflect any specific objectives not 
envisaged above? 

 

 

The regulation of the activity of the energy enterprises (which operates in the area of natural 
monopoly) by the Chairman of ERO is aimed at balancing the interests of the energy enterprises 
and the energy customers. The main objective of regulation is to protect consumers from 
unjustified increase of fee rates and charges for distribution services. 

In process of determination of regulated revenue for next year there are included following 
components: 

- Justified operational costs established with the use of comparative model of effectiveness of 
operational costs, 

- Justified amortization based on value from previous financial period, 

- Network property taxes (real estate tax), 

- licence fees, 

- Return on Regulatory Asset Base 

- A reasonable cost of electricity purchase to cover network losses, 

- cost of transmission services. 

Reasonable return on invested capital is calculated annually based on weighted average cost of 
capital (WACC) determined for all DSO and regulatory asset base (RAB) which is annually updated 
and checked by the auditor. 

At present, Polish regulation system of the distribution sector does not include the mechanism 
affecting the level of regulated revenue due to the quality of provided service. However, there is a 
mechanism for support investments in AMI (Automated Meter Infrastructure) based on increasing 
the level of return on invested capital in AMI system. 

Fee rates and charges for distribution services approved by the Chairman of ERO are fixed. 

 

Question 3 

What sort of rights or obligations does the regulation create? In providing this information, please 
consider: 

(a) whether the rate-regulated entity has an exclusive right to operate in the market; 

(b) if the entity’s right to operate in the market is established by license: 

(i) is there a cost to acquire the license; and 

(ii) can the license be revoked, renewed or transferred; 

(c) how competition is excluded or encouraged; 



(d) how the rights and obligations are expressed, for example, as a cap on the rate of return, as the 
right to recover entity-specific costs, as a right to recover an allowed level of costs (whether or not 
incurred by the entity), or as a right to recover specific types of costs without limit if and when 
incurred; and 

(e) whether the entity can choose to stop providing the goods or services that are subject to rate 
regulation and, if so: 

(i) how is this achieved; and 

(ii) what are the consequences for the entity? 

 

Distribution System Operator operates in a limited area defined in granted licence. This area 
includes cities and villages where owned by the DSO distribution grid is located. The license is 
granted for a specified period of time. 

The DSO has got significant obligations, such as: connection to the grid (if it is technically and 
economically feasible to supply energy), supplying energy with certain standards of quality, fulfill 
detailed terms of operation of the electricity system to ensure the continuity and security of 
supply, etc.. 

The energy enterprises with a license shall contribute annual fees to the state budget dependent 
on level of the revenue. 

The Chairman of ERO can revoke the license under the law in specific circumstances. A license with 
expiry period of its validity may be prolonged. 

The company as the Distribution System Operator deals within a natural monopoly with very 
limited access for competition. There are only small areas located inside the OSD distribution 
network that belong to other companies with their own grid. 

The DSO leading activity based on distribution of electricity uses fees and charges approved by the 
Chairman of the ERO. The tariffs are calculated on the basis of the regulated revenue which 
includes components listed in answer on Question No. 2 

As a license holder the OSD is obliged to provide electricity distribution services. In case of license 
revocation request The Chairman of ERO may order to continue its operation in order to maintain 
energy supplies. 

 

Question 4 

For the rights and obligations identified in response to Question 3, how does the rate-regulated 
entity enforce its rights, or how does the rate regulator enforce the settlement of the rate-regulated 
entity’s obligations? In providing this information, please tell us: 

(a) does the rate regulation provide for retrospective recovery or reversal of under- or over-
recoveries of allowable costs? If so, how is this achieved, for example through cash payments or 
other asset transfers to or from parties outside the rate-regulated entity (such as individual 
customers or groups of customers, the rate regulator or the government); 

(b) are the rights and obligations separable from the business; and 

(c) what happens to the rights or obligations when the entity ceases to provide the rate-regulated 
goods or services? 

 

OSD uses fee rates and charges for distribution services in settlements with customers. The 
principles of the regulation of energy distribution sector in Poland do not include under- or over-



recovery of costs mechanism. It means that when consumption of energy is less than planned, OSD 
does not receive the full value of regulated revenue agreed with the Chairman of the ERO and does 
not fully recover fixed costs (OPEX, depreciation, return on capital, taxes) determined as justified. 

The rights and obligations connected with electricity distribution are closely associated with these 
activities (possessed license). 

Question 5 

How does the rate regulation ensure the recovery or reversal of under- or over-recoveries of 
allowable costs (ie variance amounts) (if applicable)? Are these mechanisms effective in recovering 
or reversing those amounts within the targeted time frame? In providing this information, please tell 
us: 

(a) what is the mechanism for tracking the recovery or reversal of such variance amounts; 

(b) how does the rate-setting mechanism adjust for unexpected changes in demand for the rate-
regulated goods or services; 

(c) has there been a recent trend whereby the balances of the variance amounts have been 
increasing? If so: 

(i) is this caused by an increase or a decrease in the demand of the rate-regulated goods or services; 

(ii) has the trend resulted in a net debit position (ie under-recovery of costs) or a net credit position 
(ie over-recovery of costs); and 

(iii) what are the main components of the variance amounts (ie what are the main categories of cost 
or income variances)? 

The principles of the regulation of energy distribution in Poland do not include under- or over-
recovery of costs mechanism. When customers consume less energy than was planned in tariffs 
calculation, OSD does not receive the full value of regulated revenue agreed with the Chairman of 
the ERO and it means that does not fully recover fixed costs (OPEX, depreciation, return on capital, 
taxes) either. The situation is reversed in the case of energy supply in an amount greater than 
planned. In recent regulated periods, the OSD did not fully recover regulated revenue agreed with 
the Chairman of the ERO. 


