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Summary of the audit report Commercial Public Service of Distributing Natural Gas and Heat in the Municipality of Kranj
The Court of Audit of the Republic of Slovenia carried out a regularity and performance audit of arranging and providing an activity of natural gas and heat distribution in the area of the Municipality of Kranj (hereinafter: MO Kranj) in the period from 1 January 2008 to 30 June 2010 at MO Kranj and in the period from 21 September 2009 to 30 June 2010 at the company Domplan, d. d., Kranj (hereinafter: Domplan).
The audit objectives were to express an opinion on the regularity respectively efficiency of the arrangement of the provision of a commercial public service of natural gas distribution system operator (hereinafter: GJS SODO) and heat GJS SODO in the area of MO Kranj as well as an opinion on the efficiency of the provided activity of natural gas GJS SODO in the area of MO Kranj.
As regards operations of MO Kranj in arranging the activity of natural gas and heat distribution in the area of MO Kranj in the period from 1 January 2008 to 30 June 2010, the Court of Audit expressed an adverse opinion, since the operations were significantly inconsistent with regulations and policies. MO Kranj failed to arrange the activity of natural gas distribution system operator as an optional local commercial public service until 21 September 2009 (or even until the issue of this report). MO Kranj granted a concession for the provision of natural gas GJS SODO contrary to relevant regulations and without holding a public tender. For the period from 1 January 2008 to 20 September 2009, it received from Domplan compensation for developing building land in the amount of EUR 312,986, although this was not provided for in the Concession Act. To persons liable to pay building land development fee, it unjustifiably charged for the period from 21 September 2009 to 30 June 2010 the fee in the amount of EUR 76,491 also for the construction of a natural gas distribution network.
As regards the efficiency of operations of MO Kranj in arranging the activity of natural gas and heat distribution in the area of the MO Kranj in the period from 1 January 2008 to 30 June 2010, the Court of Audit established that with the timely implementation of concession fee MO Kranj would have been entitled to the amount of EUR 85,884 respectively 73 percent less than the compensation of EUR 312, 986 it received without legal basis for developing building land. Inadequate arrangement of the activity of natural gas and heat distribution in the area of MO Kranj caused unjustified and excessive costs for the provision of the activity of natural gas distribution system operator. For the users of services, the price of such activity was thus too high. Consumers of natural gas, which consume two thousand standard cubic metres of gas per year, overpaid the service for the amount of EUR 16.14 in the year 2008 and for the amount of EUR 12.77 in the year 2009.
With the implementation of the Concession Contract in 2009, MO Kranj started to charge building land development fee for the construction of a natural gas distribution network, even though it was not entitled to do so. For the period from 21 September 2009 to 30 June 2010, the persons liable were thus unjustifiably charged the amount of EUR 76,491. 
In the Concession Act adopted in the year 2009, MO Kranj failed to unambiguously and clearly specify whether at the end of the concession period the natural gas distribution network would be transferred to it against payment or free of charge. It did not clearly define the method of calculating the value of the natural gas distribution network for the case of the transfer against payment.
MO Kranj did not give or was not giving consent to the tariff system and to the amount of tariff items for the heat on the distribution network. Determination of conditions for heat distribution and the method of charging the supply of heat to consumers was left to the contractor. Due to inefficient arrangement of the activity of heat distribution system operator respectively suspended control over the implementation of the activity, there exists a risk that the price for the distribution of heat was too high since it was higher than the average for seven analysed cities and among the highest in the state.
As regards the efficiency of operations of Domplan in providing the activity of natural gas distribution in the area of MO Kranj in the period from 21 September 2009 to 30 June 2010, the Court of Audit established that during this period Domplan charged to consumers for the distribution of natural gas the price respectively network charges as determined by the Energy Agency of the Republic of Slovenia in May 2007 on the basis of data on the operation in 2006. Irrespective of the fact that the Energy Agency of the Republic of Slovenia, due to some irregular data submitted by Domplan about its provision of the activity concerned in the year 2006, significantly lowered the prices, the basic price for the distribution was due to irregular data set too high, i.e. for 5.2 percent. Pending the confirmation of a new basic price for the distribution in December 2010, the income that Domplan created from the basic price for the distribution in the period covered by the audit, i.e. from 21 September 2009 to 30 June 2010, was too high, for the amount of EUR 69,697. Moreover, due to inadequate calculation of depreciation and determination of the basis for the calculation of return on assets, Domplan irregularly set a basic distribution price for the year 2010, which exceeded the reasonable price by 6.9 percent. The assertion that the price was unreasonably high, can also be confirmed by the comparison of network charges with three natural gas GJS SODO providers in Slovenia, which reveals that network charges in the area of MO Kranj for two typical consumer groups exceed the average network charges of the compared natural gas GJS SODO providers by more than 30 percent.
Domplan failed to provide adequate separate financial monitoring of the activity of natural gas distribution system operator for the year 2009, since it prepared financial statements by activities on the basis of criteria respectively accounting rules which did not have consent by the Energy Agency of the Republic of Slovenia. It communicated to the Supervisory Board, owners of the company as well as the regulator and other shareholders that in the year 2009 the activity of natural gas distribution system operator created loss in the amount of EUR 383,988, although it actually made a profit in the amount of EUR 179,176.
For the established irregularities to be eliminated, the Court of Audit demanded from MO Kranj the implementation of corrective measures related to the modification of the ordinance for natural gas GJS SODO, preparation of the ordinance for heat GJS SODO, termination of charging building land development fee pertaining to natural gas GJS SODO as well as introduction of the activity for the recovery of unjustifiably charged building land development fee. 
To be able to eliminate the established irregularities, Domplan was required to implement corrective measures related to the determination of adequate depreciation rates for infrastructure facilities based on the determination of the remaining period of usefulness of these assets, introduction of records of receivables and corrections of the value of receivables by activities as well as determination of criteria for each economic category of the profit and loss account and balance sheet in preparing financial statements by activities. 
MO Kranj was also recommended to clearly specify in the Concession Contract whether at the end of the concession relationship natural gas distribution network will be transferred against payment or free of charge respectively define the method of calculating the value of the natural gas distribution network, which will have to be paid by MO Kranj in case of the transfer against payment.
Ljubljana, 23 October 2012
[image: image2.jpg]Racunsko sodiS¢e Republike Slovenije, Slovenska c.50, 1000 Ljubljana
tel.: (01) 478 58 88 e« faks: (01) 478 58 91 ¢ sloaud@rs-rs.si ® WWW.rs-rs.si




3

