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Abstract

More than a decade after the European and domestic market liberalization, looking back to the process that led
to a structural reform of the sector, we are now distant enongh to to re-examine and evalnate the steps taken at
that time. The aim of this study is to review the changes of the market model of the gas market in the light of the
law and state involyement. We do not seek to explore economic and political relations, not disputing the
importance of these, nor the significance of state supervision and coordination, especially the role of the Hungarian
Energy and Public Utility Regulatory Authority (HEA) in the field. The examination of the integration of the
domestic market to the international market structure does not fall into the scope of this paper either, with the
exception of the energy policy regulation of the European Union. The focus is on the comparison between the model
that was dreamed up in the *90s and the one which has developed until the present day, as well as the regulatory
model that led so far.
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1. Development of the domestic gas market

The establishment of the first domestic gas plant and the street public pipeline
network is related to Mayer and Kapferer, who built their plant in 1855. Until then
there were only a few establishments in Pest to provide individual gas supplies.
The public lighting in Pest was put into operation in 1856, and then it was extended to
Buda as well via the Chain Bridge. Gas supply spread slowly, four gas plants were built
by the turn of the century, and pipeline gas supply operated only in their surroundings.!

The spread of hydrocarbons in the world started at the beginning of the XXth
century, the real turning point in Hungary took place in 1910, with the establishment of
the Metropolitan Gas Company by the capital, by taking ownership over the gas plants.
According to the plans of Weiss up-to-date gas plants were constructed and obsolete,
out-of-date plants were liquidated. The increase of production, the construction of
production equipment, the research and discovery of natural gas reserves began slowly
in Hungary.
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Foreign companies — mainly German and American ones — also joined the
research of hydrocarbon: the prior obtained concession on Transdanubian tertitories,
the latter on the Southern Great Plain. The first pipeline was laid in 1943, this is how
natural gas transport from Budafa to Nagykanizsa began.?

In 1957, the Hungarian oil and gas industry merged into a new, unified
organization. Twenty-four companies and plants of the National Petroleum and Gas
Trust were responsible of the exploration and processing of crude oil and natural gas,
as well as the production of rural and urban gas, the transportation, distribution and
sale of hydrocarbon products. The exploration of hydrocarbon had been successful in
several areas of the country, moreover, the gas reserves discovered in the 1950s
contributed greatly to the development of the gas industry. In 1967, six large regional
state gas supply companies were established within the National Oil and Gas Trust
(EGAZ, DEGAZ, FOGAZ, TIGAZ, DDGAZ, KOGAZ). In the mid-1990s, gas
supply became possible in smaller settlements in the countryside as well. Localization
has always been a determining factor in the development of the domestic gas market
structure, resulting in a two-tier monopoly system that was decisive until liberalization.
This meant that transmission and storage activities were carried out by a national
monopoly, while the distribution of gas to consumers was the responsibility of a local
distribution company, which also operated as a monopoly in its territory. Besides the
Hungarian gas industry, certain member states of the European Union had a similar
structure of gas industry, such as Belgium, Greece, Finland, Sweden, Portugal and
Luxembourg.3

The legal framework has also evolved accordingly. Act VII of 1969 on Gas
Energy — which ’grew out’ from Act III of 1960 on Mining — disposes of gas
production and transmission activities simultaneously (Chapter II) and regulates gas
supply separately (Chapter III). The structure of the legislation reflects well the
structure of the two-tier model. The original regulation — similatly to the text of the Act
on Mining — can be perceived as very concise compated to present standards, only the
basic provisions and regulations can be found in it. The Gas Energy Act has undergone
fourteen lesser or greater amendments of which 1/1977 (IV.6.), the implementing
regulation of the Gas Energy Act should be highlighted. Due to its provisions,
conditions for technical regulation were integrated into the text of the Gas Energy Act.
This was the valid legal and structural framework during the change of the regime. By
this time, gas sector reached to a significant part of the population and, as a public
service,* it was a dominant energy source for residential, large consumer and industrial
sectors as well.

This model was functioning with a few operators:5

2 Szées 1991, 30.

3 Horanszky 2005, 5.

4 The notion of public service was defined in the Civil Code (Act IV of 1954), in force from
01.03.1978. and under the public service contract, the service provider is obliged to provide the
consumer a specified public service, in particular gas, electricity and water, continuously and
safely from a specified date, and the consumer is required to pay a fee periodically. (Art.378)
From 1994, the Civil Code defines it as a public utility contract.

> Horanszky 2005, 7-8.
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Producers and importers: responsible for placing gas on the market, being in
connection with the gas seller (and the gas seller can also perform this task).

Gas supplier (wholesaler): can also be characterized as an integrated gas
company. It is responsible for the transmission of gas by pipeline, the system
supervision of the transmission pipeline, the establishment and operation of storage
facilities, the processing of imports and exports, and the trade with gas. The gas
supplier, as the only wholesaler, coordinates the coverage of the gas needs of the given
country. It is the ’upper branch’ of the dual monopoly structure. In Hungary, the
National Oil and Gas Trust holds this position.

Regional or local gas supplier: an undertaking with a geographically defined area
of activity. Its task is to transport gas through distribution networks and to ensure the
safe and continuous supply of gas to consumers. It is engaged in retail trade activities in
the market and it is a subject to public service obligations for territorial exclusivity, in
return for which it is granted a legally monopoly position. Local monopolies were
offset by service constraints but in general we can state that the scope of action of the
participants of the gas market was relatively narrow.

Consumers: the final users of gas. Certain groups of customers may also be
supplied with gas from their transmission system by the gas supplier. They can generally
be divided into three main groups: the public, communal consumers, and consumers
for general purposes. The Gas Energy Act and the Civil Code do not differentiate
among consumers on the basis of the nature of the utility, thus the contractual position
of the gas suppliers was also fixed in the closed market.

This model ensured the long-term ability to organize and secure domestic gas
supply. State involvement is dominant, since the actors are all state-owned companies.

2. Effects of the change of regime on the domestic gas market

Following the change of regime, the gas market (also) became double squeezed.
On the one hand, the need for a professional paradigm shift towards public services
and the need to re-examine the public service model increased. Simultaneously,
preparations for the regulation of a single energy market had already begun, signalling
the reconsideration of a vertically integrated corporate model.6

¢ Vertical integration: a company or group of companies carries out several gas activities: for
example, it produces, supplies, sells and stores gas. Vertically integrated companies do not
combine gas activities within their own company, but have shares in another gas company that
carries out activities other than its own. a) vertically integrated undertaking: gas companies or
group of companies defined in Art.3 (1) of 139/2004/EC on the Control of Concentrations
between Undertakings, where the concerned undertaking catries out at least one of the activities
of transmission, system operation, distribution or storage of natural gas, as well as at least one of
the activities of natural gas production and trade.

Besides vertical integration, horizontal integration also appears in the EU. The undertaking is
horizontally integrated if it carries out other activities apart from gas industrial activities in the
market, for example natural gas and electricity supplies. Telecommunications, distance heating
and water supply are also common. The purpose of integration is most cases is to minimize risk.
Many see the future of the gas industry in integration with the electricity sector, thanks to the
process of market opening in the electricity sector, as well as the increasing use of natural gas-
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The other determining factor was the change in the attitude towards state
property, that is to say, the start of the processes of privatization.

In the 1990s, an increasing number of different opinions appeared about the role
of public services, there has been a growing demand for the liberalization of public
services and, accordingly, for their privatization, emphasizing the beneficial effects of
the emerging competitive situation.” International institutions and giant companies that
are interested in privatizing public services put increasing pressure on national
governments to marketise their public services.® The advantage of privatization is that
competition would lead to a growth of efficiency in the given public service, thus
reducing costs and the prices of the service.

However, it remains a counter-argument that the provision of public services,
by their nature, is the duty of the state, their marketization is an irreversible process,
which means a threat to the sustainability of public services, thus it cannot operate on
purely market grounds, based on short-term profit logic. ”Experts wary by pointing out
that once private capital is involved, profit interest appears, which could make the
service more costly. This is especially true in the case of network systems in a state of
natural monopoly, where privatization does not create a competitive situation by itself,
only a state monopoly is transformed into a private monopoly.”® The mean of
liquidation of natural monopolies is the elimination of vertical integration, and the
separation of network, service and entities that are not active in the market.10
The separated activities become free to compete, leaving only the network itself in a
state of natural monopoly. In the domestic market, the solution was the partition of the
vertically integrated state-owned trust, the National Oil and Gas Trust, by eliminating
the regional service providers, thus liquidating the monopoly.

This coincides with the preparation of state assets for privatization.
The motivations of privatization were mainly to increase budget revenues, to improve
the efficiency of companies and to attract international know-how.!! As a result of the
privatization, the ownership relations of the regional service providers were
reorganized, foreign capital appeared, and at the same time the companies joined the
international syndicates, introducing new corporate governance and operating
structure.!?

As a result of the privatization of the National Oil and Gas Trust, MOL Plc. was
established in 1991 with the dissolution of the Trust without a legal successor, making
MOL Plc. the only fully integrated oil and gas company in the region.

fired power plants. We have already seen many examples of this. Horizontally integrated energy
industries or closely related companies are increasingly emerging within the Union. Horizontally
integrated undertaking: an undertaking which carries out the production of natural gas or at least
one of the activities subject to authorization under this Act, as well as other non-natural gas
activities.

Horanszky 2005, 25-26 and Act XI. of 2008 on Gas Supply, Art. 2 (41).

7 Laffont 2005, 73-74.

8 Kadarné Horvath 2009, 306-307.

% Ibid. 307.

10 Borbély 2000, 7.

11 Takacsné T6th, Kotek & Selei 2019, 34.

12 Kaderjak et al 2012, 257-258.
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The company was constantly growing and began to expand abroad around the
turn of the millennium, as a result of which it has grown into the leading oil industry
group in Central Europe.!? The privatization of the sector did not mean the complete
withdrawal of the state from ownership, it retained a block of shares in some players,
while — due to its strategic role — it maintained gold shares in almost all privatized
companies, giving it a veto in corporate decision-making.

The role of the state in the gas market sector was suppressed proportionally to
the significant decrease of direct ownership, and the newly changed roles of the market
also required a new regulatory framework. The state started to withdraw from actively
participating in the market and — in order to strengthen the supervision and regulation
of market processes — the Hungarian Energy Office was established in 1994.14 Act XI.I
of 1994 on Gas Supply (in a consolidated structure with the Government Dectree
3/1995 (1.20.) on implementation) replaced the Gas Energy Act, and provided the
opportunity to abolish the state-owned service model (while maintaining and
recognizing the existence and necessity of natural monopolies). Further differentiation
of roles in the gas industry provides an opportunity for new operators to enter the
market, basically at the cost of structural change of the existing actors. The primary
purpose of Act XLI of 1994 was to provide opportunity to the privatization of the gas
market and to convert the former ownership of the state into an administrative and
supervisory activity. However, it did not respond to the market liberalization which had
already appeared in the spirit of the age, moreover it was set out as a goal by the
European Union as well. As legal harmonization in Hungary progresses, preparing for
future accession, the pressure to prepare for an open market increases as well.

3. Energy policy of the European Union, on the way to the liberalized market

In the 1980s and 1990s, the privatization and liberalization of European gas
markets had already come up in the political discourse.!5 Initially, many of the market
players at the time considered the introduction of a liberalized market risky, some even
envisioned a complete collapse of the market. In an environment, not supported by
actors (and often governments), did the European Commission begin to develop
ambitious regulatory targets for the introduction of competition and liberalization.!6
Until the late 1990s, the European natural gas market was vertically integrated and
typically state-owned (as in Hungary). Vertically state-owned integrated companies were
mainly responsible for the transmission, storage, distribution and service of natural gas
to final customers, in particular for the industry and households.!” It is characterized by
public utility (thus a mandatory) service, and by the fixed prices and tariffs.
The Commission intended to break this inflexible, anti-competitive model.!

13 Szazadvég Gazdasagkutato Zrt. 2017.
14 Kazianer 2009, 3—4.

15 Stern 1998, 36.

16 Haase 2008, 3.

17 Fafaliou & .. Polemis 168.

18 Meeus et al. 2013, 35.
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The preparation of the market opening process was a long process, even
according to the standards of the European Union, conducted by the European
Commission which was also responsible for the supervision of the energy sector of the
Community. The White Paper on the Internal Energy Market was released in 1988,
in which the European Commission set out the conditions for liberalizing the gas and
electricity market: (a) the partial and then full extension of competition law to all areas
of the energy sector and the mandatory granting of TPA (Third Party Access) to large
industrial customers; (b) the completion of the internal gas market and the mandatory
extension of the TPA to all small industrial customers; (c) ensuring transparency of
prices and introducing a directive on the supply of gas and electricity.

The Commission was building uniform regulation step by step, the Price
Transparency Directive (90/377/EC) otrdered to publish the prices of electricity and
natural gas according to each Member State, thereby facilitating the development of
price competition in the market.! The aim of the Gas Transit Directive (91/296/EC)
is to eliminate borders between gas networks, to ensure free access to the networks
without threatening system reliability and reserve capacity.2’ The road was not smooth,

several initiatives of Commission seemed too ambitious and failed, but in the end,
Directive 98/30/EC on the Internal Regulation of the Natural Gas Market regulated
the activities of transmission, distribution and storage of natural gas — including LNG
— as well as market access, the operation of the systems and the conditions of granting
(authorizations for the above mentioned activities, hence taking another important
step towards market opening (opening of the TPA).2! It is a bit ironic that the biggest
impact of the Directive is that it turned out what barriers stand in the way of the
realization of market liberalization, mainly due to partial or inadequate implementation
by the Member States: (a) inadequate and not efficient unbundling; 22 (b) inadequate
explanations of denial of access to the network; (c) high level of transportation tariffs;
(d) technical, quality problems; (¢) capacity problems; (f) news market actors have
difficulties in accessing gas resources; (g) all-embracing vertical integrations of the
entire value chain might dominate; (h) medium and long-term contracts are still in
force.

Directive 98/30/EC had made a significant contribution to the creation of the
internal market of natural gas, however, specific measures were needed to solve the
above mentioned problems and — in order to ensure equal competitive conditions —
concrete measures wete needed to be taken. Directive 2003/55/EC (Gas Ditective) of
the Council and the Parliament aims to respond these challenges, by seeking to reduce
the risks of market dominance and hostile buying behaviour by providing network
access through non-discriminatory transmission and distribution tariffs, while
protecting the rights of small and vulnerable consumers.? It lays down common rules
for the transmission, distribution, supply and storage of natural gas, as well as the
organization and functioning of the natural gas sector, market access and the

19 Horanszky 2005, 36.
20 Lecarpentier 2000, 1.
21 Finon & Locatelli 2002, 3.

22 Unbundling of gas activities within the company at least at the accounting level.
23 Meeus et al. 2013, 34.
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procedures for the granting of licenses for the transmission, distribution, supply and
storage of natural gas.

In order to ensure efficient and non-discriminatory network access,
transmission and distribution systems need to be operated by different legal entities in
the case of vertically integrated companies. That is to say, the operation of natural gas
networks must be separated from supply and transmission activities. Therefore, in the
future, the one who is responsible for natural gas supply cannot be the owner of the
transmission network.24

The proposal of the Commission for the complete separation was not an
unanimous success among the Member States. France and Germany were against the
proposal, so were Austria, Bulgatia, Greece, Latvia, Luxembourg and Slovakia. It was
considered unconstitutional and according to them it could have harmful social
consequences. Instead of this, they sought to preserve the option of ’legal unbundling’,
according to what companies would retain their network assets while ’effectively
separating interests’ — through rules on assets, equipment, personnel, and conformity
test.

In January 2007, the Commission defined legal unbundling as one of the main
reasons which appear as a barrier in the realization of marketization. In the system of
legal unbundling, permeable networks might be owned by integrated companies,
however, it should be directed by a legally independent institution. Nevertheless,
according to the Commission, this legal institution is inadequate for the following
reasons:2® (a) network access: legal unbundling does not resolve the conflict of interest
— of network access — between the large embedded syndicates and the companies
(pipelines or gas storage facilities); (b) access to information: network operators may be
tempted to provide key information on pipelines and gas storage facilities first to the
production and supply departments of large companies; (c) investments: it is a
fundamental interest of embedded market players to reduce their investments in new
network capacities if this generates more competition in the domestic market.26

The FEuropean Union also considers it necessary for transmission and
distribution system operators to have effective decision-making rights over the assets
that are necessary to maintain, operate and develop the networks. The Commission
intends to reduce the powers of regulatory authorities to the same minimal level in all
Member States. These authorities have the right to set or approve tariffs, or at least to
determine or approve the methods to be used for calculating transmission and
distribution tariffs and tariffs for access to liquefied natural gas (LNG) facilities.

The purposes of the establishment of a new organ, European Regulators Group
for Electricity and Gas (ERGEG) were defined, which would set up an appropriate
advisory mechanism to encourage cooperation and coordination between national
regulators. Furthermore, this body would facilitate the development of the internal
market of natural gas and would take steps to promote the consistent application of the
Directives and the common rules for the internal market in electricity in all Member
States.

24 Zyuzev 2008, 38-39.
25 Haase 2009, 197-201.
26 BurActiv 2018.
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Furthermore, this body would facilitate the development of the internal market
in natural gas and take steps to promote the consistent application of the Directives and
common tules for the internal market in electricity in all Member States.

This directive has therefore fundamentally affected the structure of the gas
industry by reducing the role of regulatory authorities and broadening the tasks of
distribution, storage and system licensees.

The Gas Directive, which has caused a great of controversy, has brought down
many walls and it did not give much scope for action for the market players, since the
deadline of market liberalization was set up till 2007.

EU legislation has moved further towards a single gas market,?” regulating
security of gas supply, aiming to maintain the security of natural gas supply by ensuring
the prevention of supply disruptions and by coordinating actions as well as
guaranteeing the proper and continuous functioning of the internal market in natural
gas. The regulation establishes a common framework within which security of gas
supply is a shared responsibility of natural gas undertakings, EU Member States and the
Commission. It also provides a transparent mechanism for coordinating the response
to emergencies that arise in the Member States or at regional or European level.28

Directive 2009/73/EC on Common Rules for the Internal Market in Natural
Gas is the next milestone in the rules of the now liberalized market. The introduction
of common rules at EU level about transmission, distribution, supply and storage of
natural gas should be conformable with the goals of ensuring market access and
allowing non-discriminatory competition.??

Countries of the European Union must ensure the integration of national
markets at one or more regional levels, which is the first step towards a fully liberalized
internal market. Isolated systems that form ’natural gas islands’ also need to be
integrated. In this regard, national regulatory authorities should cooperate with the
Agency for the Cooperation of Energy Regulators (ACER).

Starting from 3 March 2012, EU countries had to unbundle transmission
systems and transmission system operators. This means that undertakings producing
or supplying natural gas or electricity may not exercise any right over transmission
system operators, or vice versa.3?

EU countries and competent authorities have the right to access to the accounts
of natural gas undertakings, while preserving the confidentiality and protection of
certain data. Natural gas undertakings are required to keep separate accounts for their
gas supply activities, such as transmission and distribution.

EU countries or the competent regulatory authorities shall be responsible for
organizing a system that provides non-discriminatory access to the third parties about
the transmission and distribution networks based on published tariffs.

27 Andersen & Sitter 2009, 7-8., 18.
28 994/2010/EU rendelet.

29 Cavaliere 2007, 7-8.

30 European Union 2019.
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The Directive has been in force since 3 September 2009 and had to be
implemented into domestic laws of the Member States of the EU by 3 March 2011.

Due to this Directive, the EU moved closer to the internal gas market that was
gradually coming to fruition since 1999. The aims are to provide free choice for all
consumers — thus, citizens and businesses — of the Community, to open up new
business opportunities and expand cross-border trade, thereby improving efficiency,
competitive prices and higher levels of services, as well as to contribute to security and
sustainability of supply.3!

4. Market liberalization and model change in Hungary

From the second half of the 1990s until 2009, that is to say, for more than a
decade, Hungary made efforts to keep up with pace dictated by the EU. Just as the
preparation for market liberalization in the EU took place in two steps, the
implementation of Directive 98/30/EC into the domestic legal system was the first
step in this direction, in accordance with Act XLII of 2003 on Natural Gas Supply.

The purpose of the law is to provide safe and economic supply of natural gas
with adequate quality for the consumers and its peculiarity is that it manages the system
that is gradually opening up the competitive market and the public utility setvice
simultaneously,? thus creating the so-called hybrid model. The role of the state will
continue to focus on the regulatory and supervisory role and should be aimed at
protecting consumers, ensuring equal opportunities in the market, and controlling
market players who are in a dominant position.

5. The hybrid model

The law divides consumers into two groups, empowered consumers are free to
decide from whom to purchase natural gas, including the option to continue to use the
public utility. This is in accordance with the gradual introduction of TPA.

Dualism can also be observed in pricing, because - while the empowered
customer is free to agree on the price of the service on the basis of a freely concluded
contract — the wholesale and consumer price of natural gas for public utility services is
still set by the responsible minister. Gas supply operates through the cooperating
natural gas system. Two market mechanisms operate within the system with separated
players and regulations.

31 Directive 2009/73/EC (1).
32 Rationale for the Act on Gas Supply.
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Figure 1: Gas market model 200733

A two-faced, partially open, market-based and a closed market of utility nature
develop from the regulated market. New players enter to the market structure and the
role of old players change.’*

The new players: (a) empowered consumer (consumer who intends to and is able
to step out from the regulated market to the open market); (b) gas trader (who carries
out commercial activity towards the empowered customer. A natural gas trader can also
sell gas, in so far as he is authorized to do so and the two activities are separated at least
at accounting level); (c) deliverer company?35 (who delivers natural gas to a customer by
means of a transmission line. It may also be a gas supplier on a regulated market, if this
activity was one of the tasks of the gas supplier on the regulated market.); (d) storage
company (who stores gas on the open market according to its contract of services.
It can be a completely new entrant and it can also be a storage company that carried out
these activities in the regulated market until then.); (e) supplier company (who operates
the regional supply system, delivers natural gas to the customer. Usually — due to the
lack of parallelism of the system — it is formed from the gas supplier of the regulated
market, it does not engage in commercial activities.)

3 Presentation of Géabor Molnar, director of MGE, held at the Gas Industry Conference,
Budapest, 22.05.2007.

34 Horanszky 2005, 23-24.

3 Lavrijssen, Marhold & Trias 2016, 13.
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The old players: (a) gas seller (who is obliged to supply natural gas only to
consumers who remain in the public utility. Besides providing natural gas to public
utility customers and arranging its import, it can also carry out transport and storage
activities for them — if this was also a task on the regulated market.); (b) regional gas
supplier (Its task is exclusively to supply the consumers left in the public utility, to
operate the supply line. It carries out retail activities.); (c) Consumer (the final user who
has remained in the public utility and pays a fee according to its tariff system).

Due to the parallels of the hybrid model, it was intended to be a temporary
structure model, so was it considered by market players, therefore after taking the
necessary unbundling measures (firstly, by changes of accounting, secondly, of
company structure changes), they turned to the legislator and to the EU. MOL tried to
exit the gas business in the name of the players, the natural gas business was outsourced
from the company and in January 2004 the natural gas wholesale and natural gas
storage were sold to the German E-ON Ruhrgas International. The EU, however, did
not agree with the sale of natural gas transmission, thus it remained in FGSZ Ltc.
(a member of MOL group).36

The trading structure in 2007 looked as follows, typically as a legacy of the
regulated market model:

FOGAZ Zr. irligan
50%+1Budapest local g, 49,83% 44% RWE
RWE 8% others

§8,1% E.ON

1,8% oth
3% ofhers E.ON Féldgaz Trade Zrt.

99,95 % E.ON, 0,06% others | 100 % E.ON Rubrgas Int. Ag.

Figure 2: Service structure of the Hungarian gas market 200737

36 Weiner 2019, 183.
37 Presentation of Géabor Molnar, director of MGE, held at the Gas Industry Conference,
Budapest, 22.05.2007.
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The legislator did not intend to maintain the temporary nature of the hybrid
solution (moreover, the market would not have tolerated it either, since the insurance
of public utility services imposed a disproportionate burden on gas sellers, which they
were able to compensate only partially).

Due to the entry into force of Act XL of 2008 on Gas Supply, time came to
introduce the liberalised model in the domestic market as well, eliminating thus the dual
— public utility and free market — model. Consumers and traders can purchase natural
gas in the open market, and sell them in the same way. Residential consumers and retail
businesses will be entitled to a universal service of natural gas. In this framework, they
can purchase natural gas of a specified quality from universal service providers at fair,
casily and clearly comparable, transparent prices. Thus, universal service is rather a
service package that provides a certain level of security standards that is set in the law,
than a ’distracted’ from market conditions.’8 For this purpose, former public utility
service providers are obliged to provide universal service in their supply area to
residential customers who wish to purchase natural gas under such service conditions.
The universal service user may decide to enter the free market or to remain with the
universal service provider. In the new model, the distribution and commercial functions
are separated, but this does not impose an additional burden on the user receiving the
universal service.

The notions of user and consumer are also divided. Users are those who
purchase natural gas for personal use without commercial purposes, while consumers
are residential users. With this solution, the market model predominates in every
respect.

The new structure model is presented in the chart below:

HAZAI FOLDGAZIPAR JELENLEGI MUKODESI MODELLIE
CURRENT OPERATIONAL MODEL OF THE DOMESTIC NATURAL GAS SECTOR

Nem) egyetemesiszolgdltatas
keretebenivetelezé felhasznalok

Customerspurchasingoutside the
universalservice

Szallitasirendszer-izemeltetd
Titansmissions systemioperatol

Hazai termeldk
Domestic producels

Foldgaztarolok
Natural gas storage facilities
Egyetemesszolgaltatas kereteben
vételez6 fogyasztok
Eloszték Customerspurchasingunder
universal service

Distribution system opefators

]
Figure 3: The currently operating model of the gas industry3?

38 Rationale for the Act on Gas Supply.
% Data of the Hungarian natural gas system 2018, Hungarian Energy and Public Utility
Regulatory Authority.
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The structure of the new model meets the requirements of the EU towards a
liberalized market, the legal framework ensures the possibility of market mobility,
and at the same time it protects and guarantees the right of consumers to safe and high-
quality care. The seemingly ideal picture is shaded if we look at how the image of the
domestic service providers, suppliers and reservoir actors has evolved.

SHARE OF DIRECT OWNERS

Owners

Natural gas
storage
companies

Transmission
system
operator

Distributors

Universal
service
providers

Natural

gas
traders

Pipeline
suppliers of
propane-
butane gas

Organized
natural gas
market license
holder

Non-
cumulative
total

State ownership

28,5

0,8

1,9

Municipalities

0,04

0,04

Investors
registered in
Hungary in total
with hungarian
majority
ownership

100,0

77,8

100,0

63,3

11,3

100,0

Hungarian
capital interests
in total

100,0

285

77,8

100,0

64,1

11,3

100,0

68,2

Investors
registered in
Hungary in total
with foreign
majority
ownership

222

24

8,3

Foreign
investors in
total

32,2

228

Investors in
foreign majority
ownership in
total

71,5

22,2

34,6

88,7

31,0

Not registered
by item

1,2

0,8

Total

100,0

100,0

100,0

100,0

100,0

100,0

100,0

100,0

Table 1: Share of direct owners*0

Share of direct owners. If an owner is Hungarian-owned in 51%, then the given
licensee is 100% Hungarian-owned.

40 Data of the Hungarian natural gas system 2018. Hungarian Energy and Public Utility
Regulatory Authority.
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Among market participants, the ratio of domestic capital interest is outstanding,
which is important for a strategic sector, but if we break it down to the level of
activity/company, it can be seen that each activity is performed by a very narrow
market player. Natural gas storage services were provided by the state-owned
Hungarian Gas Storage Ltc. (FGSZ Ltc.) which kept its monopoly position in
transmission, and among universal providers the only remaining company is NKM
Energy Ltc.,*! since the other providers stepped out of the market.42

These monopoly situations necessarily have a distorting effect on competition,
their formation cannot be justified by the provisions of the legislation on natural gas
supply, the reasons are to be found elsewhere (moreover, it does not fall in the scope of
the present study either). It should be noted, however, that the current model has a
large number of players on the trader side and the principles of the market model seem
to predominate (even with necessary or inherited centres of gravity),** however, only
the lower branch of the two-tier monopoly model has been resolved noticeably, the
monopolies in the natural monopoly situation, formed (established) for reasons of
national economy or priority security of supply, still remained.

41 The natural gas supplier company of NKM Ltc. INKM Féldgazszolgaltaté Zrt. — NKM Gas
Supplier Ltc.) and the electricity supplier company (NKM Aramszolgéltaté Zrt. — Electricity
Supplier Ltc.) merged on 30 June 2019, the new company was named NKM Energy Ltc. INKM
Energia Zrt.). As the competitive retail business was transferred from MVM Partner Ltc. to
NKM Energy Ltc. on 31 March 2020, NKM Energy Ltc. provides more than 45% of the energy
consumption of the country.

42 Magyar Energetikai és K6zmu-szabalyozasi Hivatal 2020.

43 Irene & Michael 2010, 171.
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