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Registration for the third edition of the Central Euro-
pean Day of Energy (CEDE) is opened until 29th of October. 
The event will be held on 5th of November 2018, 12h30, 
Berlaymont Building, Schuman room, Brussels with the 
participation of Maroš Sefčovič, Vice-President of the Eu-
ropean Commission in charge of the Energy Union, Jerzy 
Buzek, Member of the European Parliament, Chairman of 
ITRE Committee and other high-level EU officials. 

The 3rd CEDE edition will focus on cross-border energy 
cooperation in Central Europe. It will consist of an opening 
session and two debate panels. The high-level conference 
aims to bring together more than 100 stakeholders from the 
European Institutions, national administrations, energy, and 
energy-intensive companies, academics, experts and jour-
nalists from EU – 11, in order to provide an exchange forum 
between participants and to consolidate a regional energy 
platform. 

CEDE 2018 enjoys the support of the Visegrad Interna-
tional Fund and is held under the Auspices of the Slovak Pres-
idency of the Visegrad Group.

Central European  
Day of Energy 2018

For more information, the programme as well as the 
registration form, check the website of the event:  
https://www.ceep.be/cede-2018/
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The importance of regional cooperation in Central 
Europe

The third edition of the Central European Day of Energy 
focuses on different cases of regional cooperation in Cen-
tral Europe. During the high-level conference, which will 
be held in Brussels on November 5, a wide range of stake-
holders from Central Europe will present specific cases of 
regional cooperation in the sectors of electricity and gas. 
This edition of CEEP report is therefore dedicated naturally 
to the issue of cross-border cooperation. 

Increased interconnectivity poses numerous challenges, 
particularly for the electricity sector: Transmission System Op-
erators have to handle, almost every day, multiple cross-bor-
der problems and emergencies in order to guarantee the reli-
able functioning of their respective national electricity system 
and the European interconnected one. This evokes the role 
of the regional security coordinators, like TSCNET and Coreso, 
which are indispensable for a smooth cooperation of the TSOs 
within this large synchronous system.

The subject of this year’s CEDE conference has been cho-
sen due to several factors. Firstly, regional cooperation has 
become an important element of the European energy pol-
icy. The current and upcoming EU’s legislation encourages or 
even directly imposes regional cooperation. We consider that 
this tendency should be reinforced also in the format of the 
Three Seas Initiative, where regional cooperation in the ener-
gy fields may bring benefits to all players.

Secondly, Central European states have already acquired 
a strong level of cooperation. Achievements in this field re-
fer mostly to the ambitious infrastructural project comprised 
into the North-South Gas Corridor or, indeed, the recent Three 
Seas Initiative. Regional projects developed between MS and 
supported by the EU have already transformed the energy 
landscape of Central Europe and contributed to the improve-
ment of its resilience. Infrastructure is a key enabler, which fa-
cilitates development of trade, market integration or physical 
diversification of sources of supply. Following this pattern, a 
higher interconnectivity in Central Europe has already paved 
the way for integration of electricity markets between Czech 
Republic, Slovakia, Hungary and Romania, Poland and the Bal-
tic States. Also, the development of comprehensive plans of 
market integration within V4 allows the increase of gas trade, 
for example to Ukraine, which, for the first time in its history, is 
supplied from the western direction. 

Thirdly, I also believe that there is huge room for improve-
ment of cooperation in Central Europe. Numerous new proj-
ects may further empower the region. Let’s mention only the 
on-going synchronization of the Baltic States with the electric-
ity system of continental Europe, or the highly expected role 
of LNG in the diversification of gas supply to Central Europe. 
Low carbon technologies and energy innovations, which are 

indispensable for the transition to the development of mod-
ern energy systems and transition to low carbon economy, 
may hopefully become a new area of the cooperation. In fact, 
one of the aims of CEDE is to refine recommendations to im-
prove and incentivize future regional projects of cooperation 
in innovations. 

This issue of bulletin comprises several articles written 
by our CEEP partners and other stakeholders, research insti-
tutes from Central European countries: Center for the Study 
of Democracy (Bulgaria), Institute for Development and Inter-
national Relations (Croatia), Masaryk University, Center for Se-
curity Studies (Czech Republic), Foundation for Region Policy 
Co-operation in Energy and Infrastructure –REKK (Hungary), 
Sobieski Institute (Poland), Romanian Energy Center and Slo-
vakian Foreign Policy Association. They present original per-
spectives on key regional cooperation projects in which the 
respective countries are involved. Let this wide selection of 
cases serve as an introductive teaser to more substantial pa-
pers that CEEP will publish after CEDE. 

Leszek Jesień
Chairman of the Board of Directors of CEEP, Director for International Cooperation, PSE

EDITORIAL
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Poland is taking active part in changing the energy 
landscape of the European Union

The document “Towards a sustainable and integrated 
Europe: Report of the Commission Expert Group on elec-
tricity interconnection targets” challenges stereotypical 
views of Poland as an 'energy island.'

Poland is committed to the diversification of gas sup-
ply sources in Europe, supporting both technology diversity 
and competition in electricity generation. Our country is also 
working towards the development of system interconnec-
tions in the European Union, thus contributing towards im-
proved energy supply security, market integration, increased 
competitiveness of industries and the fostering of innovation 
in the EU.

The technological, business and regulatory evolution of 
the electricity market in Europe in recent years has been very 
dynamic. Achieving agreed targets and defining new, ever 
more ambitious aims has become the rule. Poland is taking 
active part in changing the energy landscape of the 'Old Con-
tinent'.

In developing a rational, sustainable economy which 
combines economic growth with improved environmental 
conditions, we have succeeded in reducing the carbon diox-
ide emissions of our energy sector by 40 percent with respect 
to Kyoto protocol provisions, while also growing the GDP sev-
en-fold.

The installed wind generating capacity is c.6000 MW, put-
ting Poland in seventh place with respect to other countries 
in the European Union.

Today, we are a full-fledged participant in the energy 
transformation which still presents a huge challenge to the 
Polish economy.

'Slower speed'?

Despite all these hard facts, Poland is still sometimes seen 
a 'slower speed' country when it comes to its energy policy 
and the structure of its energy systems. This stereotype nega-
tively affects Poland's image, meaning it is perceived to be an 
'energy isolationist' or an 'energy island', a state unable and 
reluctant to integrate with the European electricity system.

In light of new data contained in the commission's Expert 
Group report, this image of Poland has to be fundamental-
ly revised. The report is the result of work carried out by an 
expert group tasked with proposing a new approach to mea-
suring the interconnectivity level. This became a key point 
due to the need for adapting the development of Europe's 
electricity interconnections to the standards imposed by the 
goals of the EU energy and climate policy and integration of 
the internal market in electricity. The aim was non-binding; 

however, the intention was to test the extent to which such a 
tool would stimulate energy trading between countries.

The situation then was fundamentally different than it 
is today. The markets of individual countries have become 
monopolised and to a significant extent separate from each 
other, leading to the conclusion that the impetus for strength-
ening competition, and as a consequence integration, has to 
come from the outside. 

At the time, it was postulated that the electricity intercon-
nection target was to be 10 percent of the installed capacity 
of every Member State. This definition was highly unreliable, 
primarily due to physical availability of interconnectors not 
being the same as their actual availability, resulting in loop 
flows, among other phenomena.

Along with a dynamically changing electricity generation 
mix in the EU, referring at the same time to the available in-
terconnector capacity and to the installed capacity volume no 
longer makes sense as the main criterion for measuring inter-
connectivity levels.

A new approach

In a study conducted in 2014, still using the old rules, Po-
land only managed to achieve two percent. However, it did 
not reflect the true situation, as due to the phenomenon of 
unplanned energy flows from neighbouring countries and, 
more broadly, negative effects of unstable RES generation 
beyond Polish borders, the capacity of interconnectors within 
Poland was significantly reduced for reasons national power 
system operators could not influence.

A new approach was proposed, based on three ratios:

• Utilisation of interconnector capacity, measured by 
the ratio of the thermal capacity of interconnectors to 
peak demand, allowing real reflection of the security 
of supply

• Utilisation of interconnector capacity measured by 
the ratio of thermal capacity of interconnectors to the 
installed capacity of the renewable sources, allowing 
reliable assessment of the ability to export the RES 
generated electricity

• The last criterion should be the price spread measured 
by annual average differences in wholesale electricity 
prices in 2020; should they exceed €2/MWh, it is sug-
gested an analysis be conducted covering possibili-
ties of increasing the interconnection capacity.

In the latest edition of the report, the numbers are defi-

Michal Kurtyka
Polish Deputy Minister of Environment

ANALYSIS
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nitely in our favour. With a division of countries into three 
groups, the first (featuring interconnection levels below 30 
percent) includes, among others, the United Kingdom, Spain 
and Italy. Poland, however, is grouped together with France, 
Sweden, Norway, Finland and other countries whose inter-
connection levels vary between 30 percent and 60 percent. 
The third group includes countries with interconnection levels 
above 60 percent.

Such radical improvement in Poland's results, in just over 
three years, helps evidence the inadequacy of the previously 
applied criteria. The results of the report are consistent with 
assessments of interconnectivity levels by the government of 
the Republic of Poland.

We have submitted several objections as to the methodol-
ogy used and the way results were previously calculated. The 
way the matter was dealt with by the European Commission 
was also clearly a result of Poland's position in the EU Council.

Proposals for new formulas respond to numerous  

problems Poland has pointed out at the EU forum. It is essen-
tial we make the landscape of Poland's cross-border transmis-
sion infrastructure more credible and realistic.

The results contained in the report may also be used for 
a new and reliable analysis of investment requirements, thus 
making technically and economically justified decisions in this 
respect.

Therefore, the results published in the 'Towards a sustain-
able and integrated Europe' report are important and we wel-
come them in two contexts: firstly, the report firmly dismisses 
suggestions that Poland is an 'energy island', and secondly it 
may be used to rationalise decisions of an economic nature 
concerning the electricity market. 

This essay was first published on www.euobserver.com 
and is republished here with permission
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SINCRO.GRID - Smart grid project of regional  
importance

In recent years, the Slovenian and Croatian electricity 
systems have been increasingly challenged by four contra-
dictory influences: increasing support of renewable energy 
sources (RES) integration, lower electricity consumption 
due to the economic crisis, and a growing lack of central-
ized electricity production for electric system support as 
well as high interconnectivity between the neighbouring 
control zones. Consequently, the Slovenian and Croatian 
transmission systems are facing overvoltage issues as well 
as a decrease in secondary reserve capacities.  This also 
affects the security of supply at European level because of 
the major transit flows hosted by the two countries.

The SINCRO.GRID project is a result of the cooperation of 
Croatian (HOPS) and Slovenian (ELES) Transmission System 
Operators, with the support of Croatian (HEP-ODS) and Slo-
venian (SODO)   Distribution System Operators; an innovative 
approach to addressing these challenges, based on proven 
technological solutions and emphasis on synergic perfor-
mance. The result of such an approach is delaying the cost of 
additional investments in the network. 

The SINCRO.GRID project will deliver an increased and ac-
ceptable level of security of operation at least for the next ten 
years, with no additional investment requirements for main-
taining the acceptable security level and increasing the RES 
integration capacity.

The SINCRO.GRID project integrates new active elements 
in the transmission and distribution grids, which are man-
aged via a virtual cross-border control centre involving ad-
vanced data management, common system optimization and 
generation/consumption forecasting, thanks to increased 
cross-border cooperation between TSOs and DSOs. 

• The main components of the SINCRO.GRID project 
are:

• The deployment of compensation devices to address 
overvoltage and voltage instability issues within the 
transmission grid.

• The deployment of advanced dynamic thermal rat-
ing (DTR) systems in both the Slovenian and Croatian 
transmission grid

• The integration of distributed renewable generation 
(DG) in secondary regulation in Slovenia and voltage 
regulation in Croatia.

Figure 1. Compensation devices deployment locations

• The implementation of a virtual cross-border control 
centre (VCBCC), which consists of dedicated IT infra-
structure and software to be used by system opera-
tors for the efficient and coordinated management of 
RES. 

• The deployment of electricity storage systems (bat-
teries) with a capacity of 10 MW in Slovenia. 

Figure 2. The SINCRO.GRID Project structure

The SINCRO.GRID project integrates new active elements 
in the transmission and distribution grids, managed via a 
virtual cross-border control centre involving advanced data 

Mate Lasić
Head of Development, HOPS

Ivan Periša
Director of Network Operation Sector, HEP - ODS

Simon Tot
Head of Strategic Innovation Project Coordination, ELES

Saša Jamšek
Deputy Director of Asset and Project Management Division, 
ELES

HEP, HOPS, ELES
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management, common system optimization and generation/
consumption forecasting, thanks to increased cross-border co-
operation between TSOs and DSOs. A key aspect of the SINCRO.
GRID project lies in the synergy brought by the simultaneous de-
ployment of a portfolio of mature technology-based solutions: 
jointly, they bring high benefits and positive externalities. Figure 
2 illustrates those synergies below, while the VCBCC allows for 
orchestrating the whole portfolio of solutions.

Figure 3: SINCRO.GRID synergies

On top of the benefits brought to the project promoters, the 
project brings other positive externalities along three lines:

• Macro-regional security of supply: the connection of 
new RES-based electricity generation and the ancillary 
services are provided in a secure manner and have an 
impact on a wider regional level. This increased regional 
security of supply improves the security of supply at Eu-
ropean level since the area is hosting major transit flows 
from the East (Bulgaria/Romania/Ukraine) to the West 
(Italy/Switzerland/France/Germany). 

• Solidarity with other countries: mostly all neighbouring 
countries of Slovenia and Croatia (e.g. Hungary, Austria, 
Italy, etc.) will directly benefit from the improved securi-
ty of operation in Slovenia and Croatia. This will be more 
and more relevant when unpredictable production from 
renewable energy sources will make it more difficult to 
ensure a safe and reliable operation of interconnected 
electric power systems. 

• Technological innovation with replication potential: 
at a time when one of the next Horizon2020 calls for 
proposal invites research and innovation activities on 
“Tools and technologies for coordination and integra-
tion of the European energy system”, SINCRO.GRID de-
livers five synergetic technology building blocks, which 
meet some of the Horizon2020 research and innovation 
specifications. Here lies the potential for replication, 
where the first TSOs for the deployed solutions are the 
other regional TSOs, which will learn from this systemic 
approach in view of preparing the possible implementa-
tion of similar technology building blocks. 

The SINCRO.GRID project promoters have applied for CEF 
funding, proposing an innovative systemic approach integrat-
ing several innovative, yet mature technologies to solve short 
term security of supply issues impacting Slovenia and Croatia. 
This will in turn progressively allow the connection of new RES-
based electricity generation in these Member States and the SEE 
region.

Quantifiable benefits expected from the SINCRO.GRID proj-
ect are the following [2]:

• Reduction of GHG emissions,

• Avoided cost of purchasing capacity for secondary re-
serve,

• Avoided generation capacity investment for spinning 
reserve,

• Deferred transmission investment,

• Financial benefits due to increased cross border capac-
ity,

• Societal benefits due to increased cross border capacity,

• Reduced cost of equipment breakdowns,

• Reduced electricity technical losses,

• Value of service,

• Decreased amortization value due to longer lifespan of 
equipment, and

• Decreased cost of purchasing reactive power from gen-
eration units.

The quantification and monetization of these benefits lead to 
a total of 345 mln EUR of quantifiable benefits, spread amongst 
Slovenia, Croatia and some neighbouring countries. A sensitivity 
analysis on some key parameters shows high robustness of the 
project to changes in some specific variables: within our estima-
tions, the total amount of benefits would lie between 202 mln 
EUR and 545 mln EUR.

The SINCRO.GRID project promoters have applied for CEF 
funding, proposing an innovative systemic approach integrat-
ing several innovative, yet mature technologies to solve short 
term security of supply issues impacting Slovenia and Croatia. 
This will in turn progressively allow the connection of new RES-
based electricity generation in these Member States and the SEE 
region.

The SINCRO.GRID investment value amounts to 88.6 mln 
EUR. Since the project is on the European Project of Common 
Interest (PCI) list, the project promoters were eligible to apply 
for European funding from CEF instrument. The application for 
Action was submitted in November 2016 and, after successful 
assessment, 40.5 mln EUR from CEF fund were granted to it. The 
Action received the highest score among 22 gas, electricity and 
smart grid projects, which applied for grant on second CEF call 
in 2016.

The Grant Agreement for the SINCRO.GRID project between 
INEA and ELES as a project coordinator was signed at Brus-
sels on May 22, 2017. The International Cooperation Agree-
ment was signed on July 10, 2017, at Opatija, between ELES 
as the project coordinator and other promoters of HOPS, HEP 
ODS and SODO, for defining the interrelationships between 
the parties, particularly regarding work organization, project  
management, mutual rights and obligations. Currently, SINCRO.
GRID project is progressing according to schedule, with all build-
ing permits having been issued during 2017 and 2018. Currently, 
procurement processes for key infrastructure components are in 
progress with expected completion by the end of the year. 
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Solidarity and the beyond national boarders mindset to link 
Baltic states’ grids to continental Europe
Rolandas Zukas
Chief Executive Officer of EPSO-G, Lithuania

The future of the energy sector of the three Baltic coun-
tries, Lithuania among them, is approaching faster than 
ever. 

A few years after the Baltic countries ended a historical de-
pendence on monopoly gas supply from the East by bringing 
in a floating liquid gas terminal, symbolically named Indepen-
dence, and diversified electricity routes, launching two elec-
tricity bridges, Nord Balt to Sweden and LitPol Link to Poland, 
we are gaining momentum in linking the electricity and gas 
bridges to continental Europe, both heading via Poland.

This historic breakthrough roots from European solidarity, 
regional cooperation and good neighbourhood approach of 
Polish partners, says Rolandas Zukas, the CEO of EPSO-G, Lith-
uania‘s state run holding of electric energy and gas transporta-
tion systems. 

Hard work based on spirit of compromise 

The Baltic States, which have been member states of the 
European Union and NATO for the last almost 15 years, remain 
stuck with an electrical power transmission system connected 
to Russia and Belarus in the BRELL grid wheeled from Moscow, 
the link increasingly seen as a threat to national security. 

Other EU member states from Central Eastern Europe, in-
cluding Bulgaria, Czech Republic, Hungary, Poland, Romania 
and Slovakia, have synchronized their systems with the conti-
nental European network more than a decade ago.

This is why  we are so pleased that, after nearly ten years 
in the making, this technically challenging and investment in-
tensive plan to unplug Lithuania, Latvia and Estonia from the 
BRELL ring has been firmly put on track after the President of 
the European Commission Jean-Claude Juncker, together with 
the heads of state or government of Lithuania, Latvia, Estonia 
and Poland, inked, in June, the political roadmap for synchro-
nizing the Baltic States' electricity grid with the continental Eu-
ropean network by 2025.

This important milestone that marks the thinking beyond 
national boarders mindset and European solidarity reflects 
best in Mr. Juncker‘s comment following the signing of the 
consensus agreement: “When people are in sync, things work 
out well. Today we are witnessing a project where we decided 
to work together and in sync towards a common goal. With 
patience, hard work and a spirit of compromise, we managed 
to find European solutions that are built on solidarity and 
strengthen our Union."

Scene set for implementation

The political roadmap defined the process and set a chal-
lenging timetable of action to help the three Baltic States gain 
full control of their electricity networks, and to operate under 
common and transparent European rules for the benefit of 
consumers, also contributing to the unity and energy security.

Following the political accord, the electricity system opera-
tors joined their efforts and, in September, the Polish electricity 
system operator PSE sent an application to ENTSO-E’s Regional 
Group Continental Europe for extension of synchronous area 
of Continental Europe for the Baltic States’ electricity transmis-
sion systems.

The application of the PSE came on the heels of an official 
letter, in which Baltic TSO’s jointly declared their willingness to 
join the synchronous area of Continental Europe. 

The application was teamed with the results of the extend-
ed dynamic and frequency stability study, which showed the 
technical and economic feasibility of the synchronization.

The commonly reached technical solution consists of the 
synchronization via the existing line between Lithuania and 
Poland (LitPol Link), complemented by a new subsea cable be-
tween Poland and Lithuania, and a number of technical solu-
tions, to ensure the full stability and security of the electricity 
system (such as synchronous condensers etc.) at reasonable 
costs.

The underwater cable will offer 700 megawatts (MW) of ca-
pacity and could be completed by 2025.

Homework to be done

ENTSO-E’s Regional Group Continental Europe is expected 
to set up a project group tasked to draft a connection agree-
ment, including a detailed catalogue of measures for the par-
ticipating TSOs in spring 2019. This aims to make sure that the 
process will be managed without additional risk to the safe 
operation of the electricity systems of the countries involved. 

Until then, we focus on our homework by putting in order 
Lithuania’s energy infrastructure house to be ready, together 
with our Latvian and Estonian counterparts, in order to test our 
ability to work autonomously from Moscow in June next year.

EPSO - G
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Green light also for gas interconnection between Lithuania 
and Poland

The same positive breakthrough is happening in the natu-
ral gas sector architecture to build interconnections and mar-
ket relationships, also due to the great partnership with our 
Polish and Baltic counterparts.

Just a few months ago, Lithuanian and Polish gas transmis-
sion system operators Amber Grid and GAZ-SYSTEM S.A. have 
signed a grid connection agreement to invest in the Gas Inter-
connection Poland-Lithuania (GIPL), thus starting a construc-
tion stage of the project.

This interconnection is yet another perfect example of Eu-
ropean solidarity that helps the implementation of the aims of 
the common EU energy policy related to the diversity of natu-
ral gas supply, also ensuring the security and adding compet-
itiveness in the gas market. When brought to life, the project 
will integrate gas markets of the Baltic States and Finland into 
the common EU market and help eliminate the barriers in the 
formation of a gas market in this part of Europe.

What is of no less importance is that it will add to the reli-
ability and flexibility of gas supply in BEMIP region and create 
possibilities to align the mechanisms of solidarity in the possi-
ble extreme situations.

As Lithuania‘s Minister of Energy Žygimantas Vaičiūnas put 
it, „the new interconnection with Poland, our strategic partner, 
creates new possibilities for the operation of the LNG terminal 
and the option for even more competitive gas prices on our 
markets. “

After signing this agreement, international tenders were 
launched for contractors and purchase of pipes. March next 
year is provisioned as a date to start the pipeline construction 
works on the territory of Lithuania, after international procure-
ment tenders are over.

The GIPL pipeline is planned to be put into operation in De-
cember 2021.  Once the pipeline is constructed, new capacities 
will be created, allowing to transport gas up to 27 TWh a year 
to the Baltic States and up to 22 TWh a year to Poland, making 
the gas market of the Baltic States a part of the common EU 
gas market.

The GIPL project has been included on the list of projects of 
common interest of the European Union, the ten-year devel-
opment plan of the European Network of Transmission System 
Operators for Gas (ENTSOG), and the Baltic Region’s Transmis-
sion System Operators Gas Regional Investment Plan (BEMIP).

Common language

Both projects are technically complex. A comprehensive 
analysis is required in order to identify the solutions that are 
technically feasible, secure and cost-effective. But first of all, 
these projects require political and professional accord based 
on common solidarity values. 

Now, we have crystal clear first-hand evidence how the 
projects of this kind trigger closer cross-border co-operation 
and it’s a great thing to see that all involved parties speak the 
same language.
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LNG terminal in Croatia: State of Play

After a long period of announcements made by a 
number of Croatian governments, the LNG terminal on the 
island of Krk in Croatia has not seen the start of its con-
struction.

The project is enlisted as the EU Project of Common In-
terest (PCI), which perceives the construction and operating 
of infrastructure for receiving, storing, reloading and regas-
ification of LNG. The LNG terminal on Krk is, in line with the 
EU Strategy for liquefied natural gas and gas storage, and the 
Security of Gas Supply Regulation, an important part of the 
Energy Union strategy.

With this new LNG terminal on island of Krk, the EU wants 
to secure the energy supply and upgrade the level of security 
of gas supply for Central and South Eastern Europe. With this 
new gas supply route via the Adriatic Sea, the EU also wants to 
diversify its gas supply, and lower the imports of Russian gas 
that still has a domineering role in Central and Eastern Europe.

Croatia established LNG Croatia LCC (LNG Hrvatska d.o.o) 
in 2010 as a company responsible for the development of the 
project, and with the purpose of constructing and operating 
the LNG terminal on Krk Island. Owners of LNG Croatia are 
Plinacro, the Croatian gas transmission system operator, and 
HEP Group, the Croatian national energy company.

On December 18, 2017, LNG Croatia LCC, represented by 
its director Goran Frančić, and Dirk Beckers, director of The 
Innovation and Networks Executive Agency (INEA), signed 
a grant agreement worth 101.4 million euros from the Con-
necting Europe Facility (CEF). CEF Energy also co-financed 
the onshore and offshore studies and other multi-disciplinary 
studies in the pre-investment stage.

The whole project in envisaged in two phases: the first 
phase includes the construction of the Floating Storage and 
Regasification Unit (FSRU), and the second phase - the con-
struction of a full capacity onshore LNG terminal with storage 
facility. Croatian government has opted to first peruse the 
FSRU LNG terminal in order to save financial resources and 
to quicker get the first shipment of liquefied gas. The con-
struction of the second phase has no clear time table, and the 
financial resources required for its implementation will sig-
nificantly exceed the 250 million euros needed for FSRU LNG 
terminal. 

For the FSRU LNG terminal, Croatia needs to conduct wa-
ter and drainage works and on shore facility works, including 
the construction of the connecting gas pipeline, high-pres-
sure installations with pigging station, jetty and other auxil-
iary facilities. At the same time, LNG Croatia is procuring FSRU 
tanker, which will deliver liquefied gas. The first tender for the 
procurement of FSRU was annulled, as the received bids did 

not correspond to the tender requirements, and the new ten-
der was reissued in July. Furthermore, in the new tender, the 
capacity of FSRU was decreased, meaning that it could deliver 
2.6 bcm of gas annually into the Croatian transmission system.

The main problem of the LNG terminal project is secur-
ing the market for LNG shipments, as the procurement of 
FSRU is pointless without the buyers of the gas that would be 
transported via Krk terminal. For this reason, the deadlines for 
closing the Open Season have been prolonged. Gas delivered 
through LNG terminal in Krk is envisaged to supply other Cen-
tral and Eastern European countries, and, in that case, Croatia 
is merely a transit country. The Croatian market is covered by 
60% of gas still produced locally, while the rest is imported 
mostly in Russia, with a new ten-year contract signed be-
tween the Russian gas giant Gazprom and Croatian private 
owned company Prvo Plinarsko Društvo (First Gas Company 
– PPD) in September 2017. 

Therefore, Hungary could be a reliable buyer for LNG from 
Krk Island in Croatia, as the gas purchasing agreement that 
Hungary currently has with Russia will expire by the end of 
2020. Croatia has also advanced in the gasification process, 
and it has good pipeline connectivity with its northern neigh-
bour, with the interconnector and compressor station allow-
ing the revers flow of gas between Croatia and Hungary being 
built in the recent years.  But in order to sign a long-term gas 
supply agreement with Croatia, Hungary will require long-
term guarantees and competitive prices from Croatia. The 
prices of LNG including the gas delivered to the LNG terminal 
in Krk could face tough competition from Russia, as natural 
gas is cheaper that liquefied gas and it can be expected that 
Gazprom will make significant efforts to secure the continua-
tion of both the existing contracts and the ones that will end 
soon. This is the main challenge not just for the future LNG 
terminal on island of Krk, but for many other envisaged LNG 
terminals around Europe. 

But LNG Croatia still hopes that on-shore works, indulging 
the connecting gas pipeline and procurement of FSRU will be 
finished by the end of 2019, and that the first quantities of 
LNG delivered to the terminal would commence in 2020.

Apart from facing the problem of securing the market for 
the delivered gas, LNG terminal faces a fierce opposition in 
Croatia as well. The Croatian Parliament has adopted on June 
14, 2018, a special new law, called ‘’Lex LNG’’ which should ac-
celerate the construction of the terminal. Still, ‘’Lex LNG’’ was 
passed with a thin majority, voted by only 77 MPs  among the 
151 seats in the Parliament, facing a strong criticism by the 
main opposition and other minor parties. 

The new law and the whole project stir controversies in 
the public, and the local community on the island of Krk and 

Antun Dujmovic
Senior Associate, at the Institute for Development and International Relations, Zagreb (IRMO)
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the regional authorities in Primorje-Gorski Kotar Country, where 
the island of Krk and port of Rijeka are situated, are against the 
project. LNG terminal also faces lot of opposition among local 
green NGOs, who claim that using the sea water for liquefying 
the gas on FSRU will pollute the Adriatic Sea and thus threaten 
the development of tourism in the county. 

Croatia strongly promotes its dedication to construct the 
LNG terminal on Krk Island, and this political will was demon-
strated during the Summit of the Three Seas Initiative in Bucha-
rest in September 2018. However, at this point and despite all 
efforts, it is still not clear when works on LNG terminal site will 
begin. 
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THE BALTIC PIPE PROJECT – THE FUTURE OF THE 
GAS MARKET IN CEE?

The Baltic Pipe Project is an infrastructural pipeline 
project set up by the Danish gas and electricity transmis-
sion system operator Energinet and the Polish gas trans-
mission system operator GAZ-SYSTEM. The Project aims to 
connect the Norwegian gas fields to the Polish gas system. 

The pipeline consists of 5 major components: (1) The 
North Sea offshore pipeline, (2) Onshore Denmark, (3) Com-
pressor station in Denmark, (4) The Baltic Sea offshore pipe-
line, and (5) Onshore Poland.

The main objectives of the project are to improve the di-
versification of supply, gas market integration, and price har-
monization, and ensure the security of supply primarily in Po-
land and Denmark. It is estimated that the first fuel deliveries 
will occur in the autumn of 2022 and the gas pipeline will be 
operated for 50 years1. The approximate transmission capaci-
ty of the Baltic Pipe to Poland is supposed to be 10 bcm.

According to the press releases, there have been no de-
lays in the scheduled works related to the Baltic Pipe Project 
and the final contract between the operators from Poland and 
Denmark regarding the construction of the Baltic Pipe pipe-
line should be signed by the end of 2018. Preparatory works, 
tenders and technical dialogues in both countries are still un-
der way.

1  According to the information provided by Energinet and Gaz-System on the project website  
(https://www.baltic-pipe.eu/)

2   Which is a grid strategy for 2012-2021 prepared by the national transmission system operators: Eesti Gaas (Estonia), 
Energinet.dk (Denmark), Gasum (Finland), Latvijas Gaze (Latvia), Lietuvos Dujos (Lithuania), GAZ-SYSTEM (Poland) and 
Swedegas (Sweden)

Regional cooperation

The Baltic Pipe is not just a strategic project from the 
Polish and Danish perspective, but it will most likely have an 
impact on the gas market throughout Central and Eastern Eu-
rope. In 2017, the Baltic Pipe Project was recognized by the 
European Commission as a Project of Common Interest and 
received funding under the Connecting Europe Facility (CEF) 
program. The project constitutes an extension of the North-

South Gas Corridor, a trans-European pipeline project aiming 
to connect the Polish LNG Terminal in Świnoujście with the 
LNG Terminal Krk in Croatia, and implements the assumptions 
of the Gas Regional Investment Plan set out in the Baltic En-
ergy Market Interconnection Plan2. Thanks to the connection 
of the Baltic Pipe to the North-South Gas Corridor, the coun-
tries of Central and Eastern Europe will have direct access to 
new sources of gas supplies from the north. Nevertheless, it 
should be noted that connecting the Baltic Pipe to the North-
South Gas Corridor will require the construction of new gas 
pipelines and gas compressor stations throughout western 
Poland, which will be another infrastructural challenge for the 
Polish grid operator.

Mateusz Zawistowski
Expert, Instytut Sobieskiego
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Market prospects

It is envisaged that the Baltic Pipe will be completed be-
fore the expiry of the Yamal Contract between PGNiG, the big-
gest company on the Polish gas market, and Gazprom in 2022. 
This would allow Polish authorities to renegotiate the contract 
and change the shape of the local gas market, which has been 
defined, for the past 20 years, by supplies from the east3 and 
extraction from local deposits. The Baltic Pipe Project, apart 
from the LNG Terminal in Świnoujście, is supposed to play a 
key role in the new diversification strategy based on imports 
from sources other than Russia. 

The Baltic Pipe Project aims to create a new gas supply cor-
ridor on the European market and therefore should also influ-
ence other local gas markets in the CEE region. It is expected 
that after the completion of the Baltic Pipe Project, along with 
the LNG Terminal in Świnoujście, new storage capacity and 

3 The Jamal Contract currently provides about 10 billion m³ of gas annually, which is nearly 2/3 of Poland's demand for 
natural gas.

gas interconnectors with Ukraine, Lithuania, Slovakia and the 
Czech Republic, will enable Poland to ship gas to the neigh-
bouring countries and Poland will become a regional gas hub.

In January2018, PGNiG and Energinet signed a contract for 
gas transmission services for the period between October 1, 
2022, and September 30, 2037, for a total value of 8.l mln PLN.

The importance of the Baltic Pipe Project from the strate-
gic perspective is obvious. Undoubtedly, it will contribute to 
the creation of a secure and competitive gas market in the re-
gion. However, since many gas companies have decided to 
leave the Polish market in recent years due to the growing 
position of PGNiG, creating a real gas hub in Poland will be a 
serious challenge for the Polish authorities.



Q 3 (54) ▪ 2018

 13

INTERVIEW

REPORT

Unlocking Gas Market Integration  
and Diversification in SE

A decade after the interruption of gas supplies to Europe 
as a result of the Russian-Ukrainian pricing dispute in 2009, 
the development of key energy security projects in the SEE 
region seems to have finally gained momentum and signifi-
cance in the EU energy policy agenda. The immense geo-
strategic importance of the region has become vital for the 
completion of the European gas market and the transit of 
alternative natural gas supply from the energy-rich Caspian 
Sea and the Middle East. 

Russia has opposed this regional market integration as it 
would undermine Gazprom’s dominant position on the SEE 
markets. The monopoly power of the Russian company has 
been systematically used to expand Russia’s economic and 
political influence in the region.  Russia’s energy investments 
in the region have been designed to reduce competition and 
lock-in existing supply arrangements. The result has been 
higher gas prices than Europe’s average, protracted wholesale 
market liberalization and patchy interconnection of gas sys-
tems. Gazprom has also played countries against each other by 
linking the gas supply contractual terms with the adherence 
of governments and with the Gazprom-led pipeline projects in 
the region, including the now-cancelled South Stream and its 
reincarnation, Turkish Stream. 

On this background, rather than focusing on the improve-
ment of their energy security, many countries in the region 
have jumped on the bandwagon of Russian gas projects 
hoping for lucrative transit fees and a share in construction 
contracts allocated to politically connected economic play-
ers, both domestic and Russian. The regional governments’ 
support for the mega-pipelines has been placed within a 
wide-scope agenda for becoming gas hubs even when there 
is no economic logic for the initiatives. First, most of the SEE 
countries, with the exception of Greece, have been facing ei-
ther stagnating or even falling gas consumption over the last 
decade as a result of the shrinking industrial output following 
the collapse of the Communist regime and the limited gasifica-
tion of households. The gas market also has limited future gas 
potential, which limits its attractiveness for gas trading com-
panies competing to take away a market share from national 
incumbents and Gazprom. Second, natural gas hubs are not 
artificially created but stem naturally from the development of 
liquid, diverse and competitive markets. Therefore, a success-
ful gas trading hub requires two fundamental features: first, it 
must have the ability to import and export gas to the market, 
and second, there must be a mature consumption centre, ei-
ther through domestic demand or through the existence of 
markets easily reached from the hub. The SEE faces difficulties 
on both ends as most countries remain largely isolated from 
the more competitive markets in Central Europe, and only the 
Greek market, in combination with the Turkish one, has the po-

tential to position itself as a trading hub for the Balkans. Third, 
SEE countries have so far largely failed to promote the strate-
gic gas security projects such as bi-directional interconnectors, 
gas storage facilities and LNG regasification plants. With the 
exception of the Interconnector Greece-Bulgaria (IGB), which 
has reached a pre-implementation phase, all of the other ma-
jor projects in the region face many commercial and regulatory 
hurdles. Their completion has been further hampered by the 
widespread governance deficits in the sector, inefficient man-
agement and the deliberate pressure from pro-Russian inter-
ests to delay the projects.

However, there is some light at the end of the tunnel. The 
European Commission’s efforts to integrate the SEE region into 
the EU energy market have started to pay off with the liberal-
ization of the cross-border capacities along the Trans-Balkan 
gas pipeline, previously fully reserved by Gazprom. Following 
at least a decade of EU pressure, Romania is emerging as a po-
tential new major gas exporter in the region on the back of 
large, new gas discoveries in the Black Sea. The KRK LNG termi-
nal in the Adriatic has received a grant of over 100 million euros 
from the European Commission, and a similar floating storage 
and regasification unit (FSRU) project near Alexandroupolis on 
the Aegean coast is taking shape, possibly unlocking the SEE 
region for the global LNG market. Along with the volumes of 
Azeri gas via the Southern Gas Corridor, the region could host 
competitive supply from at least three alternative sources. The 
result could be an improvement of the bargaining position of 
governments vis-à-vis Gazprom, the fall in gas prices and the 
countering of Russian malign influence in the region. 

For this long-term strategy to succeed, regional govern-
ments have to invest in projects based on clear, transparent 
criteria and fact-based analyses. They also need to finish their 
homework and fully transpose and implement the EU energy 
and competition laws, thus promoting the full liberalization of 
energy markets. Governments should also accelerate market 
coupling and joint project implementation based on a com-
mon energy security framework for the region that aims to in-
tegrate SEE within the larger European energy market.

Martin Vladimirov
Analyst, Center for the Study of Democracy (CSD)

CSD



Q 3 (54) ▪ 2018

 14

INTERVIEW

REPORT

STORK II and its place in the Czech Republic’s gas 
policy

EU’s bet on regional cooperation.

The Czech Republic implements EU legislation that affects 
the operational environment in the country. With regard to 
energy, there are three packages of norms that had a partic-
ular influence on the Czech energy market, which are the EU 
Climate and Energy Package, the Third Liberalization Pack-
age and the “Clean Energy for All Europeans” Package (also 
known as the Winter Package). In addition, it is well-known 
that profound changes in the European approach had been 
spurred by the gas crises of 2006 and 2009, when Russian 
gas supplies to Europe were affected by gas disputes with 
Ukraine.

Overall, regional cooperation became an important issue 
on the EU agenda as a viable way of countering supply inter-
ruptions in the future by increasing market fluidity and inter-
connectedness. Indeed, the existence of an internal gas market 
and a physical infrastructure would allow to reverse traditional 
flows of gas and to access gas from alternative suppliers in case 
of supply interruptions.

In the regional context, such efforts led to the idea of cre-
ating the North-South Gas Corridor – a set of interrelated gas 
transmission infrastructure projects, which connect Central 
and Eastern European markets from the Baltic to the Adriatic 
and the Black Seas (Central Europe Energy Partners, 2017). In 
other words, the plan is to build a physical infrastructure that 
would connect countries in the region to both the liquefied 
natural gas (LNG) terminal in Świnoujście (Poland) and the one 
in Krk (Croatia) (see figure 1).

 
Figure 1. North-South Gas Corridor and the existing infrastructure

Source: Central Europe Energy Partners, 2017.

The Czech Republic’s gas policy and existing infrastruc-
ture. 

The Czech Republic maintains a high degree of natural gas 
supply security through a combination of several measures, 
such as using long-term supply contracts, having a relatively 
high capacity of underground commercial gas storage, and re-
quiring safety standards of the supply infrastructure from the 
transmission and distribution system operators (International 
Energy Agency, 2016, p. 129). All in all, the Czech approach has 
been nicely summarized by the country’s ambassador-at-large 
for energy security, V. Bartuška: “Our interest is to have as many 
pipelines with our neighbours and as many gas sources as pos-
sible. We already buy gas from Russia, Norway, and the German 
exchange, while the price has been for many years decided at 
the north-western gas hub in Rotterdam. We have learned that 
having a bunch of interconnectors only helps the market in 
getting a better price from the suppliers” (The Baltic Course, 
2017).

In 2017, the annual gas consumption in the Czech Republic 
has totalled almost 8.53 bcm, i.e. 91 TWh (+3.3% compared to 
2016) (Energy Regulatory Office, 2018, p. 21). At the same time, 
the country relies on imports for almost all of its natural gas 
needs, with the majority of it coming from Russia (Internation-
al Energy Agency, 2016, p. 121). Most of the imported gas is 
transported to the Czech Republic via Ukraine, first to the Veľké 
Kapušany cross-border point in the Slovak Republic and then 
via the Eustream transit system to the Czech border at Lanžhot. 
Conversely, gas volumes from Norway as well as those from 
other EU countries are transported to the Czech Republic via 
German transmission networks to Hora Svaté Kateřiny (Interna-
tional Energy Agency, 2016, p. 123). The commissioning of the 
Nord Stream pipeline and associated downstream infrastruc-
ture such as the NEL, OPAL and Gazela Pipeline has allowed 
large volumes of Russian gas to reach Germany, bypassing 
Ukraine (International Energy Agency, 2016, p. 134). Moreover, 
as figure 2 shows, high volumes of gas go from the Czech gas 
system to Slovakia, which is explained by the historical inter-
connectedness of two countries, especially as a result of the ex-
pansion capacity of the bi-directional interconnector following 
the 2009 gas crisis. Moreover, the underground storage facility 
Dolní Bojanovice (576 mcm) in Southern Moravia (Czech Re-
public), owned by SPP Storage, is connected to the Slovak gas 
network and does not serve the Czech Republic (International 
Energy Agency, 2016, p. 127).
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Figure 2. Volumes of gas imported/exported from the Czech natural gas 
system in 2014

Source: International Energy Agency, 2016b.

Czech-Polish Gas Interconnector.

 In the case of the Czech Republic, joining the regional ef-
forts and getting access to the LNG supplies was effectively 
about building up a connection to the Polish gas system by 
means of constructing the Czech-Polish interconnector. The 
project was called STORK and consisted in the creation of a di-
rect connection between the transmission systems of the Czech 
Republic and Poland (10 km of pipeline in the Czech Republic, 
22 km and a border transfer station in Poland) and the launch of 
gas transmission between the systems consisting of 0.5 billion 
m3/year (0 °C). The official launch of the Czech-Polish intercon-
nector took place on 14 September 2011. The entire project was 
co-financed on both the Czech and the Polish sides by the Eu-
ropean Union - the European Energy Programme for Recovery. 
(NET4GAS, 2018)

Therefore, since then, the flows of gas in the Czech Repub-
lic have included some volumes going to Poland (see figure 2). 
Interestingly enough, STORK is basically a one-way pipeline, be-
cause there’s low pressure on Poland’s side, so it helps to supply 
Poland’s southern regions (The Baltic Course, 2017). Therefore, 
the STORK project had not really provided the Czech Republic 
with the access to gas supplies from Poland’s LNG terminal giv-
en the limited capacity of the interconnector; thus, it was clear 
that an extension was needed in order to address the challenge 
of integrating the regional gas market. Another important as-
pect of the Czech-Polish Gas Interconnector would be reinforc-
ing the security of natural gas supply to Moravian regions by 
boosting the exit capacity into the Czech domestic zone and 
also increasing injectability and deliverability at underground 
gas storage facilities located in Central and Northern Moravia 
(NET4GAS, 2018).

Regarding the financing of the project, the EU Regulation 
347/2013 on guidelines for trans-European energy infrastruc-
ture was very helpful, since it introduced projects of common 
interest (PCIs). Subject to determination by the EU Commission, 
certain infrastructure projects relevant to overall infrastructure 
capacity and security of supply may be awarded the PCI status, 
streamlining, coordinating and accelerating permit-granting 
processes and enhancing public participation, and also grant-
ing access to the Connecting Europe Facility fund (NET4GAS, 
2018). Accordingly, the Czech-Polish interconnector was includ-
ed on the first list of PCI projects, which was approved in 2013, 

on the second one, approved in 2015, and also on the third list 
(currently the last one), approved in 2017 (NET4GAS, 2018).

STORK II is currently envisaged as a bi-directional intercon-
nector (52 km Libhošt’-Hat’ Czech section and 54 km Polish 
section) with a maximum daily capacity of 13.7 mcm/day in the 
direction Poland- Czech Republic and 19.6 mcm/day in the op-
posite direction (European Commission, 2018). Recently, all nec-
essary steps are being taken in order to initiate the permitting 
proceedings, while construction and execution are preliminary 
planned for the years 2020 – 2022, by NET4GAS on the Czech 
side and GAZ-SYSTEM on the Polish side (NET4GAS, 2018).

Political environment and implications. 

It is noteworthy that the story of the project includes some 
difficulties. As early as in 2014, the Czech Energy Regulatory Of-
fice had to insist on its vision of cross-border allocation of in-
vestment costs incurred by the project, achieving a significant 
reduction to 42% of the investment amount that would be 
passed through the regulated prices on the final customers in 
the Czech Republic compared with the applicants’ original re-
quirements (ParlamentniListy, 2014; Energy Regulatory Office, 
2015). As a result, a coordinated decision with the Polish regula-
tor (Urząd regulacji energetyki, URE) was issued, which did not 
correspond to the original expectations of project’s promoters 
NET4GAS and GAZ-SYSTEM.

In addition, the original project implementation schedule 
that was planned for 2019  was changed, after the Polish gov-
ernment suggested, in summer 2016 , that the European Com-
mission postpone the project for year 2022 or even later (The 
Baltic Course, 2017). According to EURACTIV, at that time, the 
hesitation was due to Polish concerns about the extension of 
Nord Stream pipeline intended to double the capacity of gas 
brought from Russia to Germany, and the planned construction 
of the subsequent EUGAL pipeline from Germany to the Czech 
Republic. Had  these projects been implemented, the intercon-
nection with Poland would have opened another route for the 
Russian gas to Polish territory (EURACTIV, 2016a).

It is not a secret that Poland was, from the onset of Nord 
Stream II, soundly against the project, which it considers to be 
political and a threat to the energy security of Central Europe. 
Moreover, another route of Russian gas deliveries to Europe 
might harm Polish plans to increase gas imports through its 
newly built LNG terminal in Świnoujście, as well as plans to have 
a new pipeline bringing gas from Norway by the end of 2020 
(EURACTIV, 2016a). The Czech Republic, on the contrary, was far 
less blunt. It stressed the commercial nature of the project that 
is put forward by business interests. All in all, despite supporting 
the Visegrad call for European consultations and solidarity, the 
Czech Republic did not join the seven Central European Min-
isters of Energy in heavily criticizing Nord Stream II, having in 
mind that it could benefit from the implementation of the proj-
ect by means of securing another route of Russian gas deliveries 
to the country (EURACTIV, 2016b).

Nevertheless, after intensive consultations, the Czech and 
Polish governments confirmed their support for the STORK II 
project, which is to proceed according to the new schedule. The 
aforementioned story clearly demonstrates that, despite EU’s 
support for regional integration and formal adherence of the 
Central and Eastern European countries to this idea, political de-
cisions and other infrastructural projects might interfere with 
the existing plans and slow down the development of the inte-
grated regional gas market.
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Slovak diversification projects in gas  
and electricity sectors

Slovakia has considered energy security to be one of its top 
priorities both on the domestic and the EU level ever since 
the 2009 natural gas crisis1. Diversification is viewed as the 
primary tool to improve energy security for at least two 
reasons. First, before the gas crisis, the country was depen-
dent only on one source of natural gas (Gazprom) and one 
gas transportation route (the Brotherhood Pipeline, which 
is transiting gas in East-West direction). This lack of diversi-
fication was considered to be the main reason why the 2009 
gas crisis influenced Slovakia to such a high degree (there 
was no access to alternative supplies during the crisis). 
Secondly, transition is considered to be an important tool 
for safeguarding energy security, as a transition country is 
not only a trade partner, but also a transition one. This is 
believed to increase the importance of Slovakia for its sup-
pliers (predominantly Gazprom). 

The political support of the already finished Slovak-Hungar-
ian Interconnector, the Poland-Slovakia Interconnector that is 
under construction or the Eastring pipeline2 that is in a prepa-
ratory phase is based on the argument that these will improve 
Slovakia’s energy security alongside reverse flows of the Czech 
Republic and Austria, which have been an immediate response 
to the events of January 2009. Such policy is, however, not typ-
ical only for the natural gas sector; similar arguments are used 
also in other energy sectors. Bratislava-Schwechat pipeline is 
a prime example in the oil sector, while the Slovak-Hungarian 
grid interconnector is supposed to connect the electricity in-
frastructure of these countries. 

These projects are supported by the Slovak government on 
a political level (an example in this case is the Slovak-Hungar-
ian gas interconnector3) and by the European Union through 
its funds. While the diversification projects developed im-
mediately after the 2009 gas crisis were supported by the 
European Energy Programme for Recovery, currently it is the 
Connecting Europe Facility (CEF) that is crucial in energy in-
frastructure development. The key position in the process of 

1 Mišík, M. (2016) On the way towards the Energy Union: Position of Austria, the Czech Republic and Slovakia towards 
External Energy Security Integration. Energy, vol.111, pp. 68-81.

2 Mišík, M. and Nosko, A. (2017) Eastring gas pipeline in the context of Central and Eastern European gas supply 
challenge. Nature Energy. Vol. 2, No. 11, pp. 844-848.

3 Orbán a Radičová podpísali dohodu o plynovodnom prepojení. Available at: https://www.webnoviny.sk/orban-a-
radicova-podpisali-dohodu-o-plynovodnom-prepojeni/

4 https://ec.europa.eu/energy/en/topics/infrastructure/projects-common-interest
5 https://ec.europa.eu/energy/en/topics/infrastructure/projects-common-interest/electricity-interconnection-targets
6 https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32018R0540&from=EN
7 This paper does not cover Eastring because it is on a much less developed stage.
8 http://en.gaz-system.pl/press-centre/news/information-for-the-media/artykul/202643/
9 https://www.mhsr.sk/uploads/files/UiknENpe.pdf
10 https://ec.europa.eu/energy/en/topics/infrastructure/trans-european-networks-energy

project prioritization is played by the Projects of Common In-
terests (PCI) list, which is a catalogue of key EU infrastructure 
projects aiming to help achieve its energy policy and climate 
objectives4. Cross-border electricity interconnections have to 
be improved in order to secure electricity supply and enable 
EU member countries to import electricity from the neighbour-
ing countries5. Similarly, natural gas and oil interconnectors are 
supposed to improve diversification – thus also energy security 
and competitiveness – in these sectors. Other PCI projects are 
supposed to contribute to EU’s climate goals6. 

This text refers to two Slovak diversification projects (one 
in natural gas, one in electricity) that have been included into 
the PCI list and thus qualify for the EU financial support7: Po-
land-Slovakia interconnector (gas) and Hungarian-Slovak 
electricity grid interconnector, which consists of two parts: 1) 
interconnector Gabčikovo – Gönyű – Veľký Ďur and 2) inter-
connector Sajóvánka – Rimavská Sobota. 

Slovak and Polish transmission system operators (TSO) Eu-
stream and GAZ-SYSTEM S.A. signed the “Grant Agreement for 
the construction works for the planned Poland-Slovakia Gas 
Interconnection” on December 18, 2017. Approximately 59 km 
of the transmission pipeline is located in Poland and 106 km in 
Slovakia8. The project is part of the North-South gas intercon-
nections in central eastern and south eastern Europe9 and is 
expected to be concluded by the end of 2021. The main aim 
of the pipeline is to enhance diversification and security of gas 
supply of both countries10, and the EU supports this project 
through CEF in the amount of €107.7 million. This interconnec-
tion will complete the missing links in regional infrastructure, 
thus contributing to regional security of supplies. Moreover, it 
will connect Slovakia to LNG terminal in Świnoujście (Poland) 
that also diversifies the sources of gas for Central Europe.

When it comes to the electricity sector, there is still a lack of 
available transmission capacity on the Slovak–Hungarian bor-
der. The new interconnectors aims to strengthen the cross-bor-

Matúš Mišík and Veronika Oravcovái
Associate fellows, Slovak Foreign Policy Association (SFPA)

SFPA



Q 3 (54) ▪ 2018

 18

INTERVIEW

REPORT
der infrastructure and support existing market coupling be-
tween the Czech Republic, Slovakia, Hungary and Romania11. A 
substantial milestone was reached in the construction of the 
cross-border lines 2x400 kV Gabčíkovo - Gönyű - Veľký Ďur and 
2x400 kV Sajóivánka – Rimavská Sobota, when TSOs from both 
countries signed a contract on construction of these lines on 
March 1, 201712. The project will strengthen Slovak transmis-
sion capacity that is currently being challenged by the transit 

11 https://www.sepsas.sk/informacia2014_02_18_en.asp?Kod=125
12 https://www.sepsas.sk/Dokumenty/Vyrocnespravy/2018/SEPS_VS2017.pdf

flows from Germany, will allow the future expansion of the mar-
ket, as well as pave way for export of Slovak electricity once Mo-
chovce 3 and 4 NPP will be finished. However, after Paks II NPP 
will be built, in Hungary, there will be a significant surplus of 
electricity in both countries, which will have to search for new 
markets elsewhere (probably in the Balkans). 
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Tracking Romania’s cross-border gas cooperation 

Romania’s gas infrastructure development has received 
significant attention since the discoveries of natural gas in 
the Romanian sector of the Black Sea, but the missing links 
in gas interconnectivity with its neighbouring countries 
continue to affect the region. Largely thanks to European 
Union’s support (EUR 179 million grant), in 2018, construc-
tion works have finally started on BRUA pipeline. In 2016, 
the Giurgiu-Ruse gas interconnector between Romania and 
Bulgaria was completed (3 years behind schedule). Roma-
nia’s huge delay in construction of gas infrastructure has 
even triggered an investigation from the European Commis-
sion in June 2017. So, how much of this is due to administra-
tive bottlenecks, real technical issues, political interference, 
lack of financing, or misguided priorities? 

Transgaz’s Ten Year Network Development Plan (TYNDP) 
for 2014-2023 outlines 5 priority infrastructure projects: 

• Bulgaria-Romania-Hungary-Austria pipeline (BRUA) 
– This project has been subsequently split into two 
distinct stages: stage 1 has to do with completing the 
regional infrastructure interconnectivity between Bul-
garia, Romania and Hungary: Podisor-Recas pipeline 
(479 km, 63 bar) and 3 compressor stations at Jupa, 
Bibesti and Podisor). BRUA stage 1 is a strategic region-
al priority (on the CESEC list of priority projects) and 
has received financial support of the European Com-
mission: EUR 179 million (40%) of the total EUR 478 
million. Works on BRUA stage 1 (pipeline and compres-
sor stations) have started in spring 2018. This stage has 
to do with putting in place the missing infrastructure: 
the compressor stations that enable reverse gas flow 
from Romania to Bulgaria (1.5 bcm/year at 30 bar) and 
to Hungary (1.75 bcm at 40 bar) – all things that should 
have been operational a long time ago. For instance, 
the short Romanian-Bulgarian interconnector (only 25 
km), on which works started in 2009, should have been 
completed by the end of 2013, not in 2016. The Hun-
garian-Romanian interconnector, although finalized in 
2010, has no reverse flow capacity (it is unidirectional, 
meaning it allows gas imports from Hungary to Ro-
mania, but not the other way around, i.e.: gas exports) 
despite  the commitment made by the Romanian gov-
ernment to have bi-directional flow in place by the 
end of 2012. BRUA stage 2 (EUR 69 million) is seen as 
a commercial stage since it implies the injection of the 
Black Sea gas into the national gas transport system 
(Tuzla – Podisor pipeline) and the  scale up of gas ex-
port capacity (from 1.75 to 4.4 bcm/year of the Roma-
nian-Hungarian interconnector). 

1 Eastring Booklet 2018, pg. 2.
2 Dumitru Chisalita, Why BRUA project is so important, Energy Industry Review, April 2018 edition, p. 18.
3 Transelectrica and Transgaz were asked for another EUR 38 million each, Hidroelectrica for EUR 145 million, 

Nuclearelectrica EUR 24 million, Romgaz EUR 166 million, and Conpet EUR 18.8 million.

• Tuzla – Podisor pipeline (part of BRUA stage 2) is the 
285 km long pipeline that will inject the Black Sea gas 
into the national transport system;  

• Connecting International transit to National Gas Trans-
port System (NGTS) relates to reverse flow implemen-
tation between line I and NGTS; 

• Strengthening NGTS in the North-East (Moldova) to 
enable gas exports to Republic of Moldova; 

• Central Transportation Corridor for Black Sea gas: seen 
as a long term project (DL: 2023) and a second route 
for the Black Sea gas, if necessary. It is related to Ro-
mania’s interest to participate in the Eastring project, 
which aims to “bring gas from new sources from Caspi-
an/eastern Mediterranean/Middle East region."1

The total investment required for these 5 projects was es-
timated at EUR 1.5 billion, which makes it the most ambitious 
program for natural gas infrastructure development that Ro-
mania has had in the past 20 years. The main focus is on the 
first three projects, with BRUA as the number one priority. But, 
if these are the key planned natural gas infrastructure projects 
in Romania (2014-2023), a legitimate question arises: what is 
Transgaz doing in Greece? Was it really the right time to par-
ticipate (in 2017 and 2018) in the privatization of DESFA (the 
Greek TSO), when Transgaz has so much to do at home? With 
a huge backlog, why did Transgaz try (two times, both unsuc-
cessful) to acquire a share of DESFA? Ambition is good, aiming 
for a bigger regional role is admirable, but that has to start at 
home. When you have achieved only 14% of your own planned 
investments for 2017 at home, why are you willing to spend 
money outside Romania (Greece or Moldova), when you have 
your own huge domestic priorities to focus on first? According 
to experts, “the gas transportation system in Romania was con-
tinuously neglected in terms of re-engineering and it perma-
nently operates in a phase of pre-failure. Over 70% of pipelines 
and equipment is morally and physically worn out, with an an-
nual repair plan below 20% of scheduled repairs”2.

Moreover, under the current Social Democrat led-govern-
ment, repeated decapitalization of state owned enterprises 
(SOEs) has occurred in order to meet state budgetary expenses 
(mainly increases in pensions and salaries). In early 2017, ener-
gy SOEs have distributed 90% of their profits for 2016 as divi-
dends3. In fall 2017, a number of them were forced to distrib-
ute additional dividends. In February 2018, the government 
proposed again a decree that would force SOEs to distribute 
90% of their net profit for 2017 as dividends. Decapitalization 
has a direct impact on the companies’ ability to carry on the 
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necessary investments in new projects as well as in repair and 
maintenance works. Last year, for instance, Transgaz achieved 
only 14% of its planned investments, and only 17% in 2016), 
Transelectrica did not do better (less than 22% in 2017, and 
was fined by the regulator earlier this year for this very reason), 
while at the opposite end there are Hidroelectrica (with 62%), 
Romgaz (with 70%), and Electrica - the top performer (with 82% 
of the investment program achieved in 2017)4. One common 
denominator is the fact that, in the past two years, the gov-
ernment took out too much money as dividends leaving these 
companies to rely mostly on commercial loans for their current 
investment plans. It is most visible in the case of Transgaz, be-
cause there have been many projects accruing on their “To Do” 
list for years. 

In fact, the progress was so slow that, in June 2017, the Eu-
ropean Commission opened a formal antitrust investigation 
to assess whether Transgaz has “devised a strategy to restrict 
gas exports from Romania to other Member States”5. The strat-
egy “may have been implemented in several ways including 
through the use of: interconnector transmission fees; underin-
vestment or delays in the building of relevant infrastructure (EG 
emphasis], and un-founded technical arguments as a pretext 
to prevent or justify delays in exports”, stated the press release. 
Starting with 2016, the Commission suspected Romania in de-
liberately delaying the construction of infrastructure required 
for gas exports and “making gas exports commercially unviable 
through increases in interconnection tariffs”. In September 
2018, the Commission informed Transgaz about its preliminary 
concerns and, in response, the company committed to:

• increase export capacities from 0.1 to 4 bcm/year at 
the interconnection points with Hungary and Bulgaria 
and guarantee these as minimum firm capacities (i.e., 
capacity that cannot be interrupted);

• ensure that its tariff proposal to the Romanian regula-
tor will not discriminate between export and domestic 
tariffs;

• refrain from using any other means for hampering  
exports6.

Regional natural gas expectations hinge on Romania’s po-
tential gas exports. However, Romania’s Western neighbours 
(Bulgaria and Hungary) are closer to import gas from Romania 
than, for instance, Ukraine - Romania’s largest neighbour. Be-
cause of the focus on BRUA, EU member states Bulgaria and 
Hungary are much more likely to import Romanian gas first, 
since the Romanian-Bulgarian and Romanian-Hungarian inter-
connectors are an integral part of this project. The 1.5 bcm/year 
Giurgiu-Rise pipeline linking Romania and Bulgaria is complet-
ed. The Hungarian-Romanian interconnector exists and it is just 
a matter of implementing the reverse flow. In comparison, Mol-
dova (Romania’s foreign policy priority) has yet to build the Un-

4 Adrian Stoica, Energy investments, in failure mode, in Energy Industry Review, May 2018 edition, pg. 74-75.
5 EC Press Release, Antitrust: Commission opens investigation into gas export restrictions from Romania, Brussels, June 1, 

2017:  http://europa.eu/rapid/press-release_IP-17-1501_en.htm
6 EC Press Release, Antitrust: Commission invites comments on Transgaz commitments concerning natural gas exports 

from Romania, Brussels, September 21, 2018: http://europa.eu/rapid/press-release_IP-18-5861_en.htm
7 Romania Insider: https://www.romania-insider.com/energy-minister-black-sea-gas/, January 30, 2018
8 Adevarul, Transgaz became a company of the party: Nicoleta Nicolicea not the only MP wife employed at the state 

company, April 30, 2017: https://adevarul.ro/news/politica/transgaz-devenit-companie-partid-nicoleta-nicolicea-nu-e-singura-
sotie-parlamentar-angajata-transgaz-1_590610ae5ab6550cb8ae6fba/index.html

gheni-Chisinau pipeline. As for Ukraine, huge technical obsta-
cles make gas import from Romania impossible at the moment, 
despite the huge interest from the Ukrainian side. For example, 
Ukrtransgaz’s preliminary call (in May 2018) to gauge the mar-
ket interest for booking import capacity from Romania through 
Isaccea-Negru Voda I line, was oversubscribed. The interest was 
double (10 bcm) than the capacity offered (5 bcm). 

In conclusion, the delays to put in place the missing infra-
structure coincide with the period when the Social Democratic 
Party (PSD) has returned to power in Romania, a period marked 
by huge institutional instability. In the span of 6 years, Romania 
has had six different Energy Ministers: Constantin Nita (in 2013, 
who was sentenced this June to 4 years in prison, final deci-
sion), Razvan Nicolescu (2014-2015, not a PSD member), Andrei 
Gerea (2014-2015), Victor Grigorescu (2016), Toma Petcu 
(2017), and the current minister Anton Anton.  Moreover, the 
current Minister said: “I don’t think that we should completely 
open up the market and give Europe all the Romanian gas7” 
during the hearing in the Parliament’s specialty committee in 
January 2018, and was confirmed for the ministerial position 
despite such backward views. During this entire period, Roma-
nia has witnessed a deterioration of management in SOEs, driv-
en by nepotism to a degree that is difficult to imagine with ap-
pointments of completely unqualified persons in profitable 
SOEs, including at Transgaz. The most notorious case was the 
appointment of Nicoleta Nicolicea, the wife of PSD senator Eu-
gen Nicolicea, as head of the service that manages the imple-
mentation of the BRUA project without any qualification what-
soever for the job (she was a journalist for the tabloid press for 
most of her career). Another example is the employment of 
Ayten Gerea (the wife of ex-Energy Minister Andrei Gerea) at 
Transgaz in December 2016, a person who previously managed 
a car dealership8. This being said, Transgaz has important in-
vestment commitments stemming from its Ten-Year Network 
Development Plan, its membership in ENTSO-G, and the up-
coming Black Sea offshore gas development - which was de-
layed and can be compromised by bad governance, over-
stretching and by the current government policy (to 
systematically decapitalize profitable state-owned energy 
companies). Transgaz has to stop being a hotbed for political 
sinecures, stick to the investment plan, and not get involved in 
projects (acquiring Vestmoldtransgaz or bidding for Desfa) that 
divert its attention and resources from its main investment 
commitments. Any other course of action can put these im-
portant plans at risk.
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REGIONAL VISION ON „CHALLENGES AND OPPOR-
TUNITIES for UKRAINE GAS MARKET INTEGRATION - 
HOW CAN THE NEIGHBOURS CONTRIBUTE?”*

The Central and South East European Energy Policy Forum 
(CSEEPF), organized by the REKK Foundation, addresses 
a sensitive and timely energy policy topic every year. This 
year, the topic was the future of the Ukrainian gas market 
and gas transit via Ukraine. The forum brought together 
leading government representatives, traders, storage and 
transmission system operators, think tanks and academics 
not only from Central and South East Europe but also from 
Western Europe and the US.

The discussion was organized according to the natural gas 
value chain, with upstream, storage, transmission, trade and 
related regulatory developments addressed by distinguished 
speakers with valuable first-hand experience on the Ukrainian 
market. This paper summarizes the main conclusions of the 
conference with the aim to provide input for further actions 
within the CESEC initiative or any other initiative targeting 
Ukraine.

Participants agreed that Ukraine is at a crossroads and 
developments over the next two years will pave the way for 
Ukraine to either turn into a European Union accession coun-
try with common energy security challenges faced by other 
Central-Eastern EU Member states, or become an instable state 
with continuous economic, political and military problems. 
The future of the gas sector is strongly correlated with the po-
litical future of the country.  

Transit

Russian gas transit through the Ukraine was substantially 
curtailed between 2004 and 2014, falling from 137 bcm/year 
to 62 bcm/year. However, between 2015-2017, the increased 
import need of the EU was flexibly supported by additional gas 
transit volumes arriving through Ukraine’s existing pipeline 
network. This tendency will be altered with the commission-
ing of the first string of TurkStream and even further reduced if 
Nord Stream 2 comes online. T

Source of figures: Naftogas data from 1991 to 2017, 2020 figures are 
based on REKK modelling

There was broad consensus that the European Union has 
both the economic, political and the security interest to keep 
Ukrainian transit flows. The future of Ukrainian gas transit 
has a significant effect not only on the Ukrainian gas market, 
but also on the neighbouring Central and Eastern European 
economies. Participants agreed that the Nord Stream 2 project 
should not be considered only on a commercial basis.

The participants noted that the Stockholm Arbitration did 
not result in a renewal of bilateral trade between Russia and 
Ukraine as many hoped for. There was a broad consensus that 
there is a role for the EU to play in mediating between the 
parties, since a mutual and balanced agreement on the supply 
and transit contracts and domestic reforms in Ukraine would 
be the most beneficial for all. Rebuilding trust to enable direct 
trade from Russia to Ukraine and the option of spot trade on 
the Ukrainian transmission system is by far the best outcome 
for all parties.

It was, however, also noted that Ukraine should guarantee 
a stable legal environment to enable the most cost-effective 
route for transit. No political guarantee or support can sub-
stitute this basic pre-requisite. 

Borbála Takácsné Tóth
Senior research associate, REKK
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Senior research associate, REKK

REKK

* The article is based on REKK modelling and on the discussions at III. Central and South East Europe Energy Policy Forum  
(Budapest, May 29-30, 2018).
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Upstream

There is enormous potential in the upstream gas market of 
Ukraine. With the 4th largest gas reserves in Europe, the cur-
rent level of production (around 20 bcm/year) could be easily 
increased. The Ukrainian Government’s strategic target is to 
reach a 27 bcm/year production level by 2020. To accomplish 
this goal, the regulatory environment has been streamlined, 
and the gas production royalties were reduced at the begin-
ning of 2018. 

Increasing domestic upstream production and improv-
ing energy efficiency to mitigate domestic gas demand were 
Ukraine’s no-regret policy to lower its dependency on Russia 
and on gas transit. REKK modelling suggests that Ukrainian 
gas self-sufficiency would secure a more stable welfare system 
and minimize exposure to any Russian alternative transit route 
strategy. With the biggest opportunity in domestic gas pro-
duction, the unbundling of gas production from Naftgaz is 
important, equally as much as unbundling of TSO. 

Unbundling of TSO and third party access

The participants expressed disappointment with the 
stalled regulatory adaptation of the Third Package rules in 
Ukraine. Although the impressive developments observed up 
until 2015 were appreciated, there was broad consensus that 
the adaptation of the rules remained on paper without a clear 
indication of strong political commitment to move ahead with 
the implementation of the rules.

The unbundling of the transmission system operator was 
identified as a prerequisite for any further development in the 
sector. Throughout the discussion, the main areas of concern 
for unbundling have been identified; the transit revenues are 
used by the state to fill gaps to cross subsidise cheap gas de-
livered to the household segment (60% of the consumers are 
under public service obligation), and the underlying issue of 
corruption and power of oligarchs prevent the TSO from col-
lecting transit revenues. The obligation of Naftogaz to serve 
the district heating sector, which is lacking accurate and trans-
parent demand figures and is heavily controlled by oligarchs 
that make inconsistent payments, creates losses for the com-
pany. Without solving these underlying problems and elimi-
nating the subsidies, there is little chance for unbundling. The 
Gas Law in Ukraine allows only for a form of ownership un-
bundling, which lacks political support under the current con-
ditions. Some participants suggested considering the revision 
of the approach and beginning with smaller steps. There was 
a strong consensus for Ukraine to start using the electronic 
platforms already developed for booking and nominations 
as a first step in providing some transparency and ensuring 
better third-party access to the network.

The current high level of transmission tariffs further dis-
courages transit through Ukraine relative to potentially more 
competitive alternative routes, and yet the reduction of these 
tariffs alone might not be enough; neighbouring TSOs on 
the route should also consider tariff revision to keep the 
Ukrainian transit route open or also risk losing their transit. 

Storage

The Ukrainian storage market offers a great possibility for 
gas companies. There are large storage facilities with very low 
tariffs compared to storage fees in neighbouring EU countries. 
Unfortunately, regulation has limited the sale of gas stored 
in Ukraine to the territory of Ukraine. To allow a more open 
regional and commercial use of storages in Ukraine, this reg-
ulation needs to be changed and transmission tariffs on 
Ukrainian exit points need to be published. Usage of storage 
would be enabled by exact and transparent rules for balanc-
ing. The current ad hoc practice of balancing does not help 
traders manage their own risks.

Regional infrastructure investment plans

The recent reverse flow investments are a remarkable suc-
cess, and are the result of regional cooperation that has had a 
massive impact on the gas markets not only in Ukraine but also 
in other surrounding EU Member States in Central and Eastern 
Europe. The speakers and participants emphasised the future 
plans on further reverse flow projects. Heads of neighbouring 
TSOs agreed that, despite ambitious plans, there is limited 
need for new interconnectors and the current infrastructure 
should be better utilized by implementing the regulations 
already adopted. 

A large majority of the participants agreed that the future 
of the gas transit through Ukraine is determined by the Rus-
sian infrastructure investments and that Ukraine has limited 
options to influence this. Participants suggested that Ukrainian 
regulation should implement the measures that are available 
before it is too late: 

• Focus on attracting investment into upstream gas pro-
duction; unbundling of gas production is the key

• Ensure third party access to the grid in a transparent 
manner and start using the electronic platform for 
nominations and booking

• Set lower transmission tariffs in order to encourage 
trade, upstream and storage

• Eliminate subsidies in the retail segment and imple-
ment the unbundling of the TSO
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region’s energy security within the framework of EU energy and climate policy.
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