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DDeessccrriippttiioonn 11999988 11999999 22000000 22000011 22000022

Electricity purchased

from power plants, GWh 32,877 32,824 30,912 31,553 30,928

Electricity sold to

electricity distributors, GWh 33,207 33 ,462 33,876 34,222 34,697

Import*, GWh 4,042 3,403 6,197 6,946 7,211

Export*, GWh 3,302 2 ,340 2,757 3,775 2,955

Balance, GWh 740 1,063 3,440 3,171 4,256

Income from financial transactions, HUF million 1,697 6,198 13,464 4,614 7,399

Expenditures on development efforts, HUF million 31,978 21,426 11,010 13,305 13,822

Revenues, HUF million 311,593 350,787 372,818 438,116 402,009

Costs and expenditures, HUF million 309,692 340,040 360,534 428,653 432,793

Income before tax, HUF million 1,901 10,747 12,284 9,463 -30,784

MVM Rt.’s balance sheet total, HUF million 306,695 309,159 318,724 329,621 325,397

Number of staff 424 438 423 360 380

*The figures given do not include electricity exchange within the framework of barter trade.

MVM Rt.’s Performance Figures
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Introduction by the Chairman

In 2002, the Hungarian Electricity Industry, including MVM Rt., have again arrived at the end and at
the start of another epoch. The regulated monopoly of service companies seems to have reached its
end within the electricity system as well. The competitive market was opened on January 1 2003, and
the old model in place since 1996 had been replaced with a new one, which is also adequate to
Hungary’s accession to the EU.

The challenges we had to face would have been trying even if we hadn't started with a significant
handicap, but our internal financing had been ended already in 2001. The price margin of our elec-
tricity trade - i.e. of our core activity - had become negative. In the middle of the year, we had to
go on with (and in many respect start) our preparations for the ‘new epoch’ with a serious deficit
and with a growing amount of borrowings in our finances.

Looking back on 2002, perhaps it can be our most important memory that we were able to
work, to build our future, to preserve the safety of the operation of the system, and to carry out
our main mission, the provision of undisturbed supply for our customers preserving our faith and
strength even in the hardest of times. It was the greatest merit of last year that we had managed
to stand our ground even in the most difficult situation - our development efforts were contin-
ued, we got ready for the opening of the market, our customers were supplied with secure and
high quality energy and we had managed to preserve our relations and expert staff - we had
taken effective steps to build up or internal financing and financial background, i.e. our future.

MVM Rt. is unable to survive and operate without the Hungarian Electricity System, the rep-
resentatives of the different functions upstream and downstream, its competent expert staff
with long years of experience, or without serving its Customers with good effect. That is why
it is a must to preserve and even strengthen the trust of our trade, partners and of the society
that took so much effort to win. For this purpose, we need to plant new trees again and again.
We may never step back; we must escape forward. That is exactly what we are doing right
now. We have started elaborating a strategy adequate to the new situation, environment and
epoch, with the following main objectives and principles:
• the service of our customers is a top priority;
• persistence in a fully open competitive market;
• self-financing operation and sufficient economic strength for the improvement of our

services and of the security of supply of our customers;
• to retain - after a renewal - our position as a market leader within the electricity system.

As the supplier of public utility service companies, as the operator of the grid and as elec-
tricity wholesaler, our aim is therefore to come up with all the requirements of serving the
interests to the full of the Hungarian economy, of system operation and of our buyers and
customers.

In tackling our responsibilities, we can't do either without our people’s expertise and faith
in the future or without the cooperation with our partners, which is mutually advantageous
and reliable in the long run as well.

LLeennggyyeell,,  GGyyuullaa

Chairman of the Board 
of Directors
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Vezér igazgató i  köszöntõ

For Magyar Villamos Mûvek Rt., 2002 was the year of preparation for the opening of the elec-
tricity market in accordance with the Electricity Act, while we never ceased to consider the
secure electricity supply of our customers to be one of our main responsibilities.

In 2002, the Company had been compelled to operate under the continued pressure of the
economic environment; the prerequisites of economical operation continued missing due to
the persistence of the adverse effects of regulated electricity prices.
The measures taken by MVM Rt.’s management to restrain operating costs failed to reduce the
deficit of the Company considerably. In order to preserve the sustainability of operation of the
Company, we were compelled to reduce our investments and to take up substantial loans.

In spite of the prevailing circumstances, we hadn't given up the implementation of MVM's
long-term plans. We had implemented substantial changes in our corporate structure in
accordance with the new regulatory regime introduced by the Electricity Act on 1 January
2003. Business Areas Public Utility Wholesale Trade and Transmission had been set up in
accordance with our new activities as a license-holder.

A new, up-to-date organization unit had been established for Public Utility Wholesale
Trade, in which the functions specializing in direct trade and in the contract system (front
office) and in supporting services (back office) were separated from each other.
We had separated Business Area Competitive Market Trade and incorporated it into a
separate company called MVM Partner Energiakereskedelmi Rt.

The establishment of Business Area Transmission makes it possible for MVM to pre-
serve its transmission license-holder’s activity as an important and profitable activity even
within the new market environment.

In accordance with the statutory regulations, the shares of Magyar Villamosenergia-
ipari Rendszerirányító Rt. had been transferred to the Ministry of Economic Affairs and
Transport in 2002.

MVM Rt. is getting ready for the EU-accession; for the opening of the electricity mar-
ket and for the new challenges. Therefore, in 2002 we started preparations to make
MVM suitable for keeping its role as a leader of the domestic electricity market. During
the period between the effective date of the new regulatory environment at the begin-
ning of 2003 and of the Shareholders’ Meeting of the Company we had time to rea-
lize that the new operating regime is overwhelmed with a great number of problems
and contradictions, which became possible to list in several of the cases only through
the responsible professional cooperation of the organizations cooperating within the
system for which they had to go beyond their legal and contractual obligations. We
think it important for the operating environment to undergo an adjustment during
2003 on the basis of the lessons learned. It is in the interests not only of MVM, but of
the entire electricity industry and eventually, of all of the customers.

PPááll,,  LLáásszzllóó

Chief Executive Officer
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31 December 2002

PÁL, LÁSZLÓ DR. BARÁTH, CSABA JENDROLOVICSNÉ, 
HEGEDÛS ÉVA

DR. KOCSIS, ISTVÁN KOVÁCS, TAMÁS TAVASZI, ZSOLT

DR. VIRÁG, MIKLÓS

DR. VÁGI, MÁRTON

WIEGAND, GYÕZÕDR. VOSZKA, ÉVA

Board of Directors

LENGYEL, GYULA

Chairman
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Az Igazgatóság jelentése a
2001. évi gazdálkodásrólReport of the Board of Directors
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In the year 2002, Magyar Villamos Mûvek Rt. closed its business year with a deficit. The operating loss of the
Company was more than HUF 38 thousand million; and against the projected HUF -33.6 thousand million, its
net income for the year turned out to be HUF -30.8 thousand million due to loss reducing measures.

Starting with the year 2001, the Government has withdrawn a significant amount of price revenues from
MVM Rt. through the regulation of prices. In 2001, such withdrawn revenues had been compensated for -
partly and not fully - by a HUF 32 thousand million subsidy from the State Budget. However, with the regula-
tion of prices in January 2002, the Government had executed a withdrawal of price revenues of HUF 42.2 thou-
sand million, which was even higher than that of the year before. The missing price revenues - which, by the
end of 2002, had totaled about HUF 73 thousand million in accordance with the preliminary calculations - had
not been compensated for by the Government in any way. Therefore the negative effects of the distortion of
the price system were fully reflected by the net income of the Company.

The Company's Budget 2002 projected a State subsidy of HUF 50 thousand million, which later proved to
have no coverage in the State Budget. This State aid would have made it possible to achieve a break-even ope-
rating income with the compensation of the effects of the withdrawal of revenues through the price system,
and with the settlement of the Company’s outstanding receivables in terms of cost pass-through to the cus-
tomers accumulated in the preceding price-cycle (1997-2000). Due to the fact that the State Subsidy had not
been granted (though the Company’s outstanding receivables in terms of cost pass-through had not been set-
tled) the Company had realized an operating loss of HUF 38.7 thousand million in 2002.

MVM Rt. only had a very limited freedom of action to compensate for the shortfall of price revenues and
for the cancellation of the State Aid, as the prices of the electricity trading activity are fixed party by regulatory
measures and partly by PPAs; and it is the fixed elements of cost (e.g. amortization) that have a governing role
within operating costs.

The result of our financial activity is HUF 7.5 thousand million, which, in the main part, consists of the div-
idends of HUF 6.1 thousand million on investments and of the interests accounted but not realized for the
Company’s outstanding receivables in terms of cost pass-through accumulated until 31 December 2002.
Therefore our retained loss for the year is HUF 31.3 thousand million including the modifications of the preceding years.

In the course of the year, the Management of the Company concentrated mainly on financing the operating loss
incurred and on preserving the solvency of the Company. The following arrangements were made in this respect:

• Reduced investments resulted in a diminished need for financing;
• Agreements with power plants on the amendment of payment conditions diminished the Company’s  

need for additional mid-month financing;
• Agreements were successfully concluded with the financing banks on the extension of the available 

current-asset credit lines.
These arrangements together made it possible for the Company to continuously preserve its solvency in

spite of its extraordinary amount of losses.
Due to the decline of the Company’s financial position, the fulfillment of the commitments related to cer-

tain long-term investment loans has been put into jeopardy. Decision no. 1195/2002. (XI. 16.) of the
Government made it possible for MVM Rt. to take up a loan with a 5 years’ maturity up to a limit value of HUF
10 thousand million, for which the state issued a guarantee. Through this it had become possible to refinance
the abovementioned long-term loans in the first quarter of 2003.

In spite of the adversity of the economic environment, the Company had gradually prepared, in the course
of the year, for carrying out the structural modifications imposed by the new Electricity Act becoming effective
on 1 January 2003 and for the updating of its organizational structure. The Company had performed the acti-
vities associated with the acquisition of the new operational licenses, and took an active part in the prepara-
tory work of the lower level statutes associated with the new Electricity Act.

In conclusion, it can said that the Company had carried out its financial activities tackling extraordinary dif-
ficulties in 2002; and though due to the distortions of the price system, it was compelled to carry out conti-
nuous crisis management, it had made remarkable efforts to be able to meet the challenges of the new mar-
ket environment established following the partial liberalization of the electricity market.
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MVM Rt.’s Organizational Structure
31 December 2002
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Concerning the organizational units of the shareholders, and of executive management and supervision

of MVM Rt. - Shareholders’ Meeting, Board of Directors, Supervisory Board, and Auditor - and the oper-

ations of the same, the provisions of the Companies Act and of the Articles of Association are governing.

TThhee  bbuussiinneessss  oorrggaanniizzaattiioonn  ooff  tthhee  CCoommppaannyy  iiss  ccoonnttrroolllleedd  bbyy  tthhee  CChhiieeff  EExxeeccuuttiivvee  OOffffiicceerr..

TThheerree  aarree  ffiivvee  mmaannaaggeemmeenntt  lleevveellss  wwiitthhiinn  tthhee  hhiieerraarrcchhyy  ooff  tthhee  bbuussiinneessss  oorrggaanniizzaattiioonn::

Chief Executive Officer

General Senior Vice President 

Directors

Chief Engineers

Deputy Chief Engineers, Heads of Departments

The ‘Chief Executive Officer’-, the ‘General Senior Vice President’-, and all the

Directorates are regarded to be the main organizational units.

OOrrggaanniizzaattiioonnaall  uunniittss  uunnddeerr  tthhee  ddiirreecctt  ccoonnttrrooll  ooff  tthhee  CChhiieeff  EExxeeccuuttiivvee  OOffffiicceerr::  

General Senior Vice President

Commercial Directorate

Asset Management Directorate

Directorate of Strategy

Directorate of Finance and Accounting

Safety Directorate

Legal and Administrative Department

Human Resources Department

Internal Audit Department

Communications Department

99

The Operations of MVM Rt.
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The Safety Compliance Officer controls the Company’s health and safe-
ty and fire protection activities; supervises the protection of classified
information and is responsible for the observance of the rules of IT secu-
rity. The Safety Compliance Officer coordinates the safety operations of
the companies under MVM control and keeps contact with the natio-
nal authorities regulating the activities of the field.

He is responsible for the operation of the system of electricity trade
(domestic and export-import) agreements in order to ensure the secu-
rity of supply, and, in this relation, the supervision of power plant capa-
city planning and of the performance of the system operator’s tasks in
the course of 2002. He has an outstanding role in the preparation of
MVM for the opening of the market. The preparation for the supply of
customers in the competitive market is also carried out within the orga-
nizational framework of the Directorate of Finance and Accounting.

Commerc ia l  D i rector
DR. GERSE, KÁROLY

Safety Compliance Officer
SOMOGYI, TAMÁS

1.0

1.0.1

1.2

MVM Rt.’s Management

Chief Executive Officer
PÁL, LÁSZLÓ

31 December 2002

The Chief Executive Officer performs the day-to-day management of the
Company within the framework set out in the Articles of Association, in the
Rules of Procedure of the Board of Directors, and in the resolutions of the
Shareholders’ Meeting and of the Board of Directors. He makes propositions for
the Shareholders’ Meeting of the Company and for the meetings of the Board
of Directors, and enforces the rulings of the relevant statutes, official regulations
and of the resolutions of the Shareholders’ Meeting and of the Board of
Directors; controls and monitors the fulfillment of the obligations provided for
in the Electricity Act and in the operational license of the Company. The Chief
Executive Officer pays special attention to the elaboration of the Company’s
strategy, and coordinates the preparation of the Company for operation within
the competitive market. The legal and administrative area, human resources
management, internal audit and Public Relations are under his direct control.



The Directorate of Finance and Accounting carries out the Company’s
business planning; and performs its financial and accounting opera-
tions. The Directorate prepares the consolidated financial statements of
the Company and of MVM Group. This field performs - within the
organization of the Company and consolidated within the Group - the
executive accounting, which makes it possible to carry out the separa-
tion of businesses in compliance with the relevant EU directives, and
performs the evaluation of the fulfillment of expectations in terms of effi-
ciency and profitability.

1.3

1.4

1.1.1

The primary task of the Directorate of Strategy is to formulate - taking
into account the owner’s expectations - the Company’s vision and
objectives; to elaborate the Company’s strategy; and to ensure that the
sub-strategies are in harmony. The Director of Strategy supervises the
telecommunications and IT activities of MVM; and also performs the
supervision of international relations. The organization coordinating the
Company’s quality and environmental protection management respon-
sibilities as well as the Regulation Coordination Department specializing
in regulatory issues also operate within the framework of the
Directorate.

Di rector  o f  F inance and Account ing
DARIDA, ERZSÉBET

Di rector  o f  S t rategy
DR. DALICSEK, ISTVÁN

Asset  Management  Di rector
HOLLÓ, VILMOS

Within the framework of asset management, the Directorate coordi-
nates the operation, maintenance and development activities of the
grid, and in the case of the power plants held by MVM, it controls ope-
ration and maintenance. The Directorate prepares MVM’s development
plan; and supervises the performance of the license-holder’s, owner’s
and operating responsibilities of the nuclear power plant. Supervision of
the companies of the MVM portfolio and exploration of new business
areas also belong to this field.

1111
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MVM Rt. Prepares for the Opening of the Market

Preparation for the opening of the competitive market had started for MVM Rt. with the

issuance of EU Directive 96/92 EC back at the beginning of 1997. Since Hungary’s inten-

tion to join the European Union was a known fact, the provisions of the Directive had to

be interpreted and observed in future arrangements.

As another important task,

the Bill for the new Hungarian

Electricity Act (HEA) had to be

drafted. It was a minimum

requirement set for the Bill to

determine the legal background

for the operation of the future

competitive market at least in

broad outlines. For the first

time, the Bill had been with-

drawn after the general debate

of the Parliament. It happened due to the anxieties raised in the general public by the

uncertainties of the meaning of the text. Finally, the Bill of the new Electricity Act (Act no

CX) was passed by the Hungarian Parliament in December 2001.

The Act is basically a framework act. Consequently, it was necessary for the operation

of the Act to issue 7 government and 16 ministerial decrees, and to approve a number of codes

and applications for licenses. These were elaborated after the passing of the Bill, in 2002.

The changeover to the new electricity supply system made it necessary to carry out sub-

stantial technical and IT improvements. In fact, the ÜRIK Project completed in the near past

also supports the operation of the competitive market model. The supplementation of the

Project gave an effective support to the start of market operation. Other important

improvements included the following:

The ETRM (Energy Trade and Risk Management) system is an IT structure capable of

manipulating a large amount of data related to the individual commercial contracts. It

is capable of ensuring the long-term management of the planning and schedule-

making data related to public utility trade, and of the data relevant to the accounting

and evaluation of the same. The system has been commissioned, and following the

associated training, its filling-up with data has started, and we are planning to comp-

lete the final handing-over of the system by 30 June 2003.

1133
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The planning of an auction system has been started for the purposes of selling MVM Rt.’s

surplus capacities. In addition to the elaboration of the relevant procedure, it also involves

the determination of the method of defining the goods offered for auction. The rules of pro-

cedure are to be approved by the HEO.

MVM Market Place - a tool of electronic trade - has also been

designed by MVM Rt. with the aim of selling its surplus

capacities and the related amounts of energy, and of increa-

sing the liquidity of the competitive market. We hope that

this form of trading will become popular with the participants

of the competitive market both among those wishing to sell

and those wishing to buy. The system has already been

installed and presented to the partners.

The system of readings performed by the metering system has an essential role in terms of

operation in the competitive market. Currently the metering-settlement interval is 30 mi-

nutes long, but it is foreseen to be modified to 15 minutes. In

the future it will be the fundamental unit of all planning, settle-

ment and evaluation processes. Every market entity must be pro-

vided access to the amounts of energy determined for the sett-

lement-metering inter-

vals. This is facilitated by

MAVIR Rt.’s data logger

data storage system (NIP).

Within the framework of preparation for operating

in the competitive market, MVM Rt. restructured the

organization of its Commercial Directorate. In line with

the resolution of the Board of Directors, the organiza-

tional unit had been reshaped - based on international

experience and also taking into account local character-

istics - to have two divisions corresponding to a ‘front-

office’ and a ‘back-office’. The first division is specia-

lized in direct trade and customer service whereas the

second provides background support performing the

relevant accounting and evaluation activities.

•

•

•

•
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Review of Activities

The demand of the Hungarian electricity system had increased by more than 1 percent year on
year mainly due to the colder winter and to the growing load of summertime air conditioning.
MVM Rt.’s revenues from sales to Electricity Distributors had been over HUF 361 thousand mil-
lion. The total amount of 34.7 terrawatthour electricity sold was 1.4 percent up on the figure
of 2001. Procurement and sale continued to be done at the regulated prices set by the Ministry
of Economic Affairs.

Within the framework of wholesale trade, MVM Rt. purchased a major part of its electricity
sold from local public utility power plants. The purchased electricity of 30.9 terrawatthour
shows a 2 percent decrease year on year. Due to the anomalies of price regulations effective in
2002, the average domestic purchase price was approx. filler 35 higher than the selling price.
The average purchase price per kilowatthour went up by filler 87.56 and was filler 1094.68 on
average. There was a total increase of HUF 22 thousand million in the total cost of electricity
purchase, which rose above HUF 346 thousand million. The total cost of electricity purchase
was increased by the HUF 3.4 thousand million grid operation charge paid to OVIT Rt. and by
the HUF 3.7 thousand million system operation charge paid to Mavir Rt. Including these, the
average purchase price of electricity was filler 1117.63 per kilowatthour in 2002.

In the course of last year, MVM Rt. purchased a major amount of surp-
lus energy from Dunamenti Erõmû Rt. ‘F’; Tisza, Csepel and Mátra Power
Plants. Annual purchases went down by a total of 625 gigawatthour year
on year, mainly due to the decline in the export of electricity.

The foreign trade in electricity had a part of supplementary but ever
increasing importance in the energy balance of the Company. Last year
import-export activities involved a total amount of electricity of 4,256 ter-
rawatthour. It remained one of the purposes of foreign trade in 2002 to
ensure the security of supply for the public utility market through the sup-
plementations of domestic resources. Due to the favorable changes in cur-
rency exchange rates, the average price of imported electricity was lower
than the average price - excluding Paksi Atomerõmû Rt. - of electricity
purchased from local power plants. As a result, the Company had managed to achieve sub-
stantial savings in terms of costs through its imports.

With the improvement of the utilization of the capacities of the grid, there was a substan-
tial increase in transit through Hungary; true though that this mainly occurred in directions
with relatively lower transit tariffs. Furthermore, transit charge revenues expressed in forint had
been reduced by the appreciation of the forint against the euro and the dollar.

Within the Company’s foreign trade operations, purely commercial export-import deals
were also significant. Last year there had been a significant (57.4 %) increase in such turnover
year on year.

A N N U A L  R E P O R T  2 0 0 2
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The National Grid, which is held by MVM Rt. consists of a total length of 3324 km power lines and
of 23 substations. 95 percent of the lines of the 220 kV network and 24 percent of the lines of the
400 kV network is older than 25 years, and therefore such lines must undergo continuous upgra-
ding. The situation is similar in the case of substations. 26 percent of the 400 kV transformers and
43 percent of the 220 kV transformers are older than 25 years.

Last year the Company spent a total of approx. HUF 1.4 thousand million on the maintenance
of the grid partly under the Grid Operation Agreement concluded with OVIT Rt., and partly addi-

tionally. Another amount of HUF 3.4 thousand million had been spent on operation,
maintenance and disturbance clearing under the Operation Agreement existing with
the same power line company. As a result of MVM Rt.'s expenditures and of the fulfill-
ment of the extremely tight control requirements effective within the UCTE united sys-
tem the level of supply had definitely improved.

In the course of power line upgrading works - combined with other works - at criti-
cal transposition points, the replacement of long rod porcelain insulators, which are old
and prone to failure, with composite insulators, which improve safety, had been con-
tinued in accordance with the program set up previously. This program is being car-
ried out with the observation of the requirement of disconnectability. An overall power
line reconstruction scheme had been carried out on the 120 kV power line between
Lenti and the national border. Within the framework of the refurbishment of power
transmission line foundations, the reconstruction of the foundations of the power
transmission lines had been completed in approximately half of the total length of the

rights-of-way of the Gyõr-Vienna connection up to the national border, and along the 220 kV
power transmission lines between Dunamenti Erõmû and Oroszlány.

Within the framework of the Substation Refurbishment Project, the second 400/120 kV shunt
reactor and its auxiliary equipment had been put into operation at the 400/120 kV substation of
Békéscsaba. The reconstruction of the secondary systems of the 220/120 kV substation of Zugló
and of the 400/220 kV substation of Martonvásár had been finished, and as a result, new state-of-
the-art protection, control and instrumentation and automation systems had been put into ope-
ration in 2002. At the substation of Albertfalva, there were two, and at the substation of Oroszlány
there was one 220/120 kV transformers the bases of which had been retrofitted - converted into
closed bases. At the same time, the installation of 220/120 kV transformer II of Tiszalök with the
associated primary, protection and control and instrumentation equipment had started. According
to the plans, the same are to be put into operation in 2003. In addition to the above, the recon-
struction of the auxiliary system in Detk had been finished, and the replacement of most of the out-
dated 220 kV units had been completed. The 220 kV primary units in Dunaújváros as well as the
auxiliary DC and AC distributors in Gyõr and the auxiliary AC distributor in Kisvárda had been
replaced with new ones. The auxiliary DC distributor will be replaced in 2003. As far as the deve-
lopment of the grid is concerned, the construction and erection of the 400 kV Sándorfalva-
Békéscsaba connection had been started on the right-of-way authorized and the foundations
completed previously.

There are diagnostic methods, which can be considered to be reliable, for checking the state
of repair of the transformer insulations, which have made it possible to have the transformers in
the worst state of repair refurbished in the workshop in due time. However, in the coming years,
due to the increase of the load and to further aging, there will be an increasing need to perform
the reconstruction of transformers in the workshop, or in certain cases, on the spot. This scheme
had been coordinated with the retrofit project of transformer bases.

There had been no system disturbances last year. The analysis of disturbance data shows that
in the 120-750 kV networks all the figures had improved except for the data for specific disturbance
period. There had been no disturbances accompanied by energy outages for customers either in
2001 or in 2002.
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Last year the system operator's functions remained
with MVM Rt. due to the effect of its operational
license. As a temporary solution to the problem,
MAVIR Rt. - which had been transferred, pursuant to
the new Electricity Act, into the ownership of the
Ministry of Economic Affairs and Transport - per-
formed that function as a subcontractor in 2002. In
the course of the year, MAVIR Rt. had fully met its
contractual obligations performing the subjected
activity under license on a high level ensuring there-
by the safe and unrestricted operation of the
Hungarian Power System.

In addition, last year's operations went on in the
spirit of preparation for a complete organizational
restructuring, as in the new regulatory regime effec-
tive from 1 January 2003, MVM Rt. had been relieved of its system operator's obligations and acti-
vity, which had been transferred in full to MAVIR Rt.. In the course of preparation, the various
codes, cooperation agreements and legal regulations had been completed on the basis of profes-
sional and legal considerations so that the safe and unrestricted service of the power system could
be continuous and as smooth as possible in terms of system operation.

The first phase of supplementary investment projects related to the so-called ÜRIK Project [the
C&I Upgrading of the Operation Control System] had been finished still back in 2001. This became
critical because there was a need for the dispatchers to use the computer system more securely
and because of the opening of the market. The following had been completed within the frame-

work of the second phase: the
so called input data communi-
cation for the operation plan-
ning computation; the upda-
ting of the handling of RTU
error signals and the further
development of the dispatcher
training simulator models.
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The generation portfolio of MVM Rt. consists of Paksi Atomerõmû Rt., Vértesi Erõmû Rt., the three
secondary reserve power plants and the combined cycle gas engine unit under construction in
Miskolc. In addition, the Company also has stakes in Mátra and Dunamenti Power Plants; these
stakes however can be considered financial investments.

In preparation for the new Electricity Act, last year the gas turbine power plants held by
MVM Rt. were let to GTER Kft. - an independent company held 100% by MVM Rt. - under a leasing
agreement. On 1 January 2003, GTER Kft. had been awarded a generation license.

Of the reserve power plants, Lõrinc Power Plant had been available for the power system
throughout the year except for the planned maintenance period in September. The generator at
Litér Power Plant broke down on 31 January. General Electric had been commissioned to do the
rectification work with regard to the fact that there were long-term maintenance agreements in
effect concerning the Power Plants of Litér and Sajószöged, and after the dissolution of the sup-
plier of the Power Plants, the management of power plant projects
had become the responsibility of GE. Since GE failed to complete the
rectification of the generator in 2002, the contract made in April had
to be amended in December, which in fact means that the reserve
power plant of Litér had been shut down and unserviceable for the
whole year last year. The gas turbine power plant of Sajószöged had
been available for the power system until the beginning of June. The
revision of its generator was started in June for the purposes of fail-
ure prevention as it was found possible that the fault that emerged
at Litér could repeat itself. Because of the previous unfavorable experience concerning GE,
ALSTOM Power Hungary Rt. had been commissioned to do the revision and the required rectifi-
cations. The rectification and commissioning of the generator was finished at the beginning of
December.

In December 2001, at the tender of Miskolci Hõszolgáltató Kft., MVM Rt. won the
right to carry out the extension of three heating stations with gas engines. Within the
framework of the preliminary works of the Project, the Company concluded a contract
with MIHÕ Kft. on the extension of the Heating Stations of Tatár utca, Diósgyõr and
Bulgárföld with gas engines and on long-term district heating supply; and a preliminary
agreement on the combined cycle unit to be established at the Heating Station of Tatár
utca. At the tender advertised for general contractors, the Consortium lead by Energia-
gazdálkodási Rt. [Energy Management Ltd.] had won the contract; the members of
the partnership being Deutz GmbH and GanzSet Rt. As a first step of the development
projects in Miskolc, there will be a 25 megawatt gas engine and then a 42 megawatt

combined cycle unit installed by 2006.
The safety improvement project launched by Paks Power Plant in the mid-1990s had been com-

pleted, and so the preparation of the fuel elements for cleaning and some further safety improve-
ment measures were the most important arrangements in 2002.

For Vértesi Erõmû Rt. the most important things to do were the preparation of switching the
Heating Power Plant of Tatabánya to gas firing due to the environmental moratorium expiring on 31
December 2004 on the one hand, and the coal based retrofit of Oroszlány Power Plant, i.e. its refur-
bishment also serving to reduce harmful emissions, on the other hand.

Under a rental agreement concluded for 15 years, the Danube-side Oil Storage Facility is being
used and operated by Dunamenti Erõmû Rt. [Dunamenti Power Plant Ltd.] The lessor’s tasks set out
in the rental agreement, which consist primarily in maintenance; and the tasks related to the mainte-
nance of the validity of the official licenses of the storage tanks had been duly performed by MVM Rt.
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For MVM Rt. the simplest and cheapest way to facilitate its special telecommunications functions is to
build the Company’s own network, because, for the protection of the grid, it is required to establish
special communications, which may remain under-utilized even for years in the better case, but, by the
implementation of which, damages of millions of HUFs can be avoided in case of need. An external ser-
vice provider company would not undertake this task, or if yes, only at a very high cost. Furthermore,
the grid must meet special requirements in terms of safety and security; e.g. as a result of the
Telecommunications Development Project, each of the units will be accessible at least from two points.
The Telecommunications Development Project was made necessary and possible by these facts.

It was the so-called protective conductors of the power transmission lines that furnished an oppor-
tunity for supplementation with optical cables. This, in fact, makes it possible to establish an unlimited
digital data transmission network, which has a substantial reserve capacity above the supply of the com-

munications needs of MVM Rt. and the elec-
tricity industry. Therefore, the project series
resulted in an up-to-date telecommunications
network for the industry on the one hand, and
the sale of free capacities is a new business
opportunity for MVM Rt. on the other hand.

In accordance with the plans, MVM Rt.
had laid 1115 km optical cables last year -
basically integrated in the protective conduc-
tors attached to the grid. The optical cable
network became 2300 km long thereby. In
the Development Project the needs in terms

of telecommunications of MVM Group being reor-
ganized according to the new Electricity Act, of
MAVIR Rt. and of the Electricity Distributor
Companies had also been observed. The close IT
communications intended between the companies
for financial and technical purposes and the demand
for telephones necessitate the establishment of a
cost-effective telecommunications network of high
transmission security.

With the commissioning of the protection signal
transmission equipment, the optical connections had
been put into service successfully. The 120 kV substa-
tions and power plants important for the power system were integrated with the new system using the
so-called flat ring configuration.

It can already be said of the so far completed part of the network that it is capable in itself of sup-
plying the demand in terms of highly secure speech- and data transmission, which is being carried out
in accordance with the technological and financial requirements, and mainly for the benefit of the a
independent system operator (MAVIR).

The actual increase in demand remained below the level that was estimated in the design phase,
and so in its present condition, the network has significant reserve capacity. This is a good starting point
for the development projects of the next five to ten years. At the same time, the efficiency of internal
services can also be improved significantly by selling surplus capacity. Free telecommunications capaci-
ties will mainly be offered for sale to large customers. There are especially good prospects for joining the
international telecommunications transit through connecting to the telecommunications networks of
the neighbouring countries south and east of Hungary where competition is on the roll-out.
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The financial performance of the Company is determined basically by the regulated prices set
by the Minister of Economic Affairs. MVM Rt. has no influence on the changes thereof. In recent
years, public utility prices caused a loss of an order of magnitude of thousands of millions of
HUF for the Company, which had only been partly compensated for by state aid. Under the cir-
cumstances, it is dictated by necessity that MVM Rt. should make utmost use of its new busi-
ness potentials, the new business opportunities created by the new regulatory regime. At the
same time, in this situation, extraordinary care must be taken when deciding on making new
investments, as such investments are inevitably to
the detriment of the profits of the Company.

It was obvious that the Company should enter the
Hungarian Electricity Market opened on 1 January
2003. It was for this purpose that MVM Rt. estab-
lished MVM Partner Energiakereskedelmi Rt., which
proved its viability in the rolling out Hungarian
Electricity Market with its first successful deals.

District heating supply is clearly another new
business opportunity. In this respect, the first actu-
al step had been taken by entering the tender advertised by the chief town of Borsod-Abaúj-

Zemplén County for the renewal of the district heating supply system of the
same town, Miskolc. The old coal-fired power plants currently performing the
tasks of district heating supply must be shut down at the end of 2004, but it
seems that some of the settlements concerned have no idea, at the moment,
how to tackle this problem. MVM Rt., however, does have the technical know-
how, the capacities as investor and contractor and the operating experience
required. This business opportunity is strengthened by the fact that in accor-
dance with the European practice, cogeneration is given preference.

The Company’s Telecommunications Development Project is a similarly pro-
mising endeavor. The replacement of the so-called protective conductors of
power transmission lines offered an obvious opportunity to supplement the

same with optical fiber, which provides a solution for the special telecommunications, teleme-
tering and information exchange needs of the Company and of the system operator on the one
hand, and creates a significant amount of free telecommunications capacity on the other. In
fact, an alternative national digital main line network
will be established at a capital expenditure of HUF 9
thousand million in total. Telekommunikációs Fõmér-
nökség [Telecommunications Engineering Department]
had been established in relation with the Project as
early as 2001 with Országos Villamos Távközlési
Szolgálat [National Electric Telecommunications Service]
and Telekommunikációs Szolgáltatási Osztály [Telecom-
munications Services Department] as its two subdivi-
sions. The main responsibilities of the Department are
to perform the management of the telecommunications
activity in terms of finance and marketing and to make
profitable use of free communications capacity. Nego-
tiations have already been started with potential busi-
ness partners.
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As the leader of the Hungarian Electricity Industry, MVM Rt. recognizes the vital importance of
environmental protection and sustainable development and of the economic and social impli-
cations of the same. Accordingly, the Company’s efforts include introducing new technologies
and methods and continuous development of the existing ones to enhance energy conserva-
tion and the improvement of the efficiency of the utilization of natural resources and to reduce
environmental pressure. In addition to meeting its obligations under the effective Hungarian
law, the Company undertakes to act proactively in terms of national and international
demands. In the same way, the Company comes up with local and regional environmental
requirements using the most environmentally friendly and highest level technologies in the pre-
liminary works and planning of its investment projects. As a token of the Company’s commit-
ment to environmental protection and sustainable development, last year’s quality and envi-
ronmental management certification audits had proved again its compliance with the ISO 9001
and ISO 14001 standards.

Last year the conversion of transformer bases into closed units continued on the basis of
the Company’s environmental management system. A total of 5 units at four substations had
been affected by the conversion parallel to technical reconstruction. An amount of HUF 246
million had been allocated to this project. Environmental cleanup also continued at the sub-
stations of Zugló and Sajószöged. The groundwater quality monitoring
wells had been put into operation in Litér, Oroszlány and Tiszalök.

In the previous year, the Company had entered into Environmental
Protection Agreements with all of the directorates of the national parks
affected by the grid. Our aim is to fully meet and enforce the require-
ments of environmental protection and nature conservation in the
operation and development of the power transmission lines of the
national grid. The units of the grid are typically designed for a long life-
time of at least 50 years. Environmental protection rules and standards
may change fundamentally during that period. Therefore it is necessary
to carry out continuous technical improvement to ensure that during
their operation such units always comply with the changing engineering, technical and envi-
ronmental norms. As certain components of the grid, e.g. power transmission lines, may occu-
py a large area because of their safety zones, it is necessary to carefully coordinate the plan-
ning and execution of the works on the grid with the local environmental protection
authority, and the tranquility of nature must be left as little disturbed by the execution
of the works as possible.

The survey on the PCB content of the oil fillings
of the equipment of the substations that contain
oil had been completed. According to the results
of the survey, the currently operating transfor-
mers are free from PCB. In accordance with EU -
and national - regulations, this highly polluting
additive must be removed from the oil used for
the cooling of power capacitors until 2010. Long-
term PCB-clearing necessitates the purchase of
new equipment on the one hand, and the dis-

2211

QQuuaalliittyy  aanndd  EEnnvviirroonnmmeennttaall
PPrrootteeccttiioonn  MMaannaaggeemmeenntt  PPoolliiccyy

A N N U A L  R E P O R T  2 0 0 2



R e v i e w  o f  A c t i v i t i e s

posal of hazardous wastes after the future shutdown of
the currently operating equipment on the other hand.

The Environmental Protection Club of MVM Rt. estab-
lished in 2001 held a meeting at Oroszlány Power Plant of
Vértesi Erõmû Rt. in June 2002 on the subject of flue-gas
desulphurisation. This coal-fired power plant had started
the implementation of the FGD Project, which will be
completed in 2004.

Last year in accordance with the resolution of MVM
Rt.'s Quality and Environmental Protection Board, the
most important quality goal had been - among others -
the preservation and further development of the values of
the integrated management system certified in 2001. At
the same time activities had been focused on an extensive
analysis of the main processes, on the determination of
strengths and weaknesses and on the improvement of

self-knowledge. Other important tasks included
preparation for the adoption of the ISO
9001/2000 quality assurance system; a better
assimilation of the TQM principles; setting up a
measurable evaluation system for our main busi-
ness processes; the implementation of the
measurement of external and internal customer
satisfaction; the improvement of the efficiency
of internal audits; the achievement of better
partner and contract relations and information

exchange. It was the Company Self-assessment Project select committees specifically designa-
ted for the task that had been working - integrated with the Organization Development Project
and in cooperation with the Market Opening Project - on the achievement of the „multi-level”
quality goals. A new vision and guidelines
on complex quality had been published to
support the work in accordance with the
provisions of the new Electricity Act.
Accordingly, striving for excellence, MVM
Rt. wishes to operate as a successful lea-
ding Company of international rank in the
field of public utility and competitive
market electricity supply and associated
services. The Company wishes to enforce
a policy devoted to the causes of security,
reliability, environmental protection and
sustainable development and energy-
efficiency. It designs, implements and operates energy saving value creating and preserving
processes and resources suited to the customers’ demands and to the market situation and
reflecting the permanent development/progress of the Company.
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MVM Rt. continues to operate extensive international relations, though in a slightly modified
structure as compared to the preceding years. This is because the Company's role within the
international organizations had been modified following the opening of the Hungarian energy
market. In spite of this fact, MVM Rt. wishes to remain an active participant in the work of UCTE
and CENTREL as well as of SUDEL and CIGRÉ.

It continues to be of major importance for the Company to take part in the professional
work of EURELECTRIC. The Hungarian  Committee of EURELECTRIC is established and organ-
ized by and under the aegis of MVM Rt., which Committee may be joined by any of the com-
panies of the Hungarian Electricity Industry, whereby not only MVM Rt., but also its partners
may become directly involved in the interest enforcement processes in Brussels.

The objectives of the International Department (ID) include helping to use - directly at
Company level - the opportunities opening up after the accession to the EU. EURELECTRIC rep-
resents the overall professional and political interests of the entire Electricity Industry of Europe.
Moreover, the institutional system of the EU makes it possible to enforce certain more specific
corporate interests as well. For MVM Rt. to be able to use this opportunity, it is necessary to
be familiar with the institutional system of the EU and to know how it operates. In order to
achieve this objective, we wish to establish relationships with the EU institutions in Hungary

the operations of which are relevant to the Electricity Industry. We
would like to use such relationships to provide the management
and employees of MVM Rt. with sufficient information on the
changes accompanying Hungary's accession to the EU with spe-
cial regard to those relevant to the operations of MVM Rt. so that
they can get prepared to overcome the difficulties and realize the
opportunities involved, and they can shape the mechanisms
through which MVM Rt. will be able to use these opportunities to
its benefit.

The structure of the Electricity Industry of Hungary fulfils - and
in certain aspects even outperforms - the requirements set by the relevant EU directives. In
order to ensure the optimal operation of the new structure, the ID has launched an informa-
tion exchange program with the aim of getting familiar with and uti-
lizing the experience and ideas for the future of the vertically inte-
grated companies of the countries with similar power systems.

In addition to its membership and active participation in interna-
tional organizations, MVM Rt. is aware of the special importance of
its professional and business relations with the neighboring coun-
tries. After a break of over a decade, MVM Rt. has again entered into
contact with its Russian counterpart RAO at the level of executive management.

Negotiations have started on the construction of a new 400 kV connection between
Romania and Hungary.

There are negotiations going on with the Slovak TSO (system operator) Company both at
the levels of executive management and experts on the possibility of the construction of the
third Hungarian-Slovak 400 kV power transmission line.

MVM also recognizes the necessity of the implementation of the Hungarian-Slovak telecom-
munications system. Negotiations have already started in that respect.

The accession to the EU of a number of the nearby countries and the efforts made to estab-
lish the electricity single market of Europe bring on the strengthening of regional relations. The
advantages and difficulties arising from the relations requiring a closer cooperation necessitate
the use of a new approach and the integration of certain new features in partner relations on
the part of MVM Rt. as well.
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In 2002, it remained invariably the most important goal for MVM
in terms of human resources management to ensure a workforce
most suited to the profile of the Company both in number and
composition. In this respect, almost equally good results had been
achieved in the various fields ranging from human resources man-
agement through education, pay and social welfare policies and
training to in-service medical service and so on. The most impor-
tant objectives of the year in terms of human resources manage-
ment were to preserve values and to significantly raise the level of
rational and cost-effective management. At the same time, we con-
tinued to lay special emphasis on keeping our highly qualified and
committed experts, who have the required experience within the industry.

Meanwhile, due to the fact that the Hungarian Electricity Act came into effect with a delay, the
corporate structure had only partly been adapted to the new functions of the Company as a license-

holder. At the same time, as an important result of protracted struc-
tural development in terms of human resources management, it
became possible to carry out an overall survey of the skills of the
Company's employees and to compile a so-called ‘Skills Catalogue’.
However, it was left to the coming period to provide the necessary
number of employees for the new type of operation. Intended new
recruitments will mainly be relevant to the public utility wholesale
and competitive market trade organizations and to the Grid and
Power Plant Engineering Departments. MVM Partner Energiakereskedel-
mi Rt. had been established in preparation for the opening of the market.

It is clearly a success for the Company that it was able to satisfy
part of its need for new people through the execution of an internal

staff regrouping, and therefore layoffs were possible to avoid. The average age of the employees of
the Company was slightly reduced, but the current 45.6 years of age should be further reduced. 54.4
percent of the employees have finished higher education, which shows a slight improvement year on year.

In preparation for the opening of the market on 1 January 2003, the Commercial Directorate had
launched its own Market Opening Project,
which also had its implications for human
resources management. In the organization
restructuring process, the basic aim of MVM
Rt. was to use its existing human resources
for staffing its newly emerging functions.
Young professionals had been contracted
additionally for the completely new jobs and
scopes of activities. In the course of the
Market Opening Project, it actually happened
during their everyday work that the people of
the commercial unit of the Company learnt
and acquired the skills and the ways and
methods of problem-solving required for their
new activities.

The labor and wage management of MVM Rt. is regulated by the provisions set by ÁPV Rt. as its
owner on the one hand, and by the medium-level and local Pay Agreements of the industry on the
other hand. Based upon a preliminary agreement with the owner and on the local Pay Agreement of
14 March 2002, a 9.5% increase of wages had been projected at the Company. Based on the agree-
ment, the increase of the basic wage had been executed in March, in which three key factors were
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taken into consideration. Firstly, the basic wages had been
increased by 9 percent retroactively until 1 January of
which 2 percent was appropriated to the reserves for mid-
year reclassifications and for the reorganization of the com-
mercial area. Secondly, it was taken into account that the
obligatory increase of the basic wages was 5 percent.
Thirdly, it had been observed that the difference in earnings

between employees who did and
who did not receive bonuses might
not increase to the detriment of
those without bonuses.

The Company’s technical training
scheme also serves the purpose of
keeping our highly qualified and
well-experienced team of experts on
board. In addition to supporting
graduate and postgraduate educa-
tion, this scheme aims at the deve-
lopment of vocational, language and
IT skills and competencies. Learning
languages, first of all English, was
one of the most important goals of

training. In certain fields, e.g. communications or interna-
tional relations, learning a second or third language was
also supported by MVM Rt. 75 percent of the cost of trai-
ning was paid by the Company, employees only had to pay
the remaining 25 percent. However, if the examination was
successfully passed, the Company also paid this latter part
of the fee. Last year nearly eighty employees took part in
such language courses.

The Company’s optional fringe benefit system, which
has been in place already for years, also serves the purpose
of keeping our highly qualified experts on board. In 2002 it
was available for each of our employees up to a limit value of HUF 240 thousand. Employees may use
this fringe benefit account freely in compliance with the relevant statutory regulations with their
options including but not limited to pension fund and health insurance fund contributions, payment
for training, reimbursement of expenses of travel and clothes, financial support of sports activities and
housing allowance. Health insurance fund contributions remain invariably the most popular of these
options. In addition to the optional fringe benefit account, which is substantial by itself, MVM Rt. pro-
vides its employees with further benefits in terms of health insurance fund and voluntary pension fund
contributions on the basis of the local Pay Agreement.
The following facilities provided by the Company serve to preserve its people's fitness for work: in-
service medical service including various specialist cares available for the employees free of charge,
holidays in MVM Rt.’s resorts in Siófok (Hungary) and in Rovinj (Croatia) and the Blue Danube Boat-
house at Római part, Budapest. 2255
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In accordance with the objectives set out in MVM Rt.’s strategy, and building on the
Company’s traditions and on the knowledge and expertise accumulated within the Company,
the PR activity contributed to the improvement of the corporate image using the customary PR
techniques on the one hand, and sought new approaches adequate to the new competitive
market situation starting from 2003 on the other hand.

Continuity was reflected in the PR activities of last year by the intention to strengthen pub-
lic awareness of the new image of the Company introduced in 2001 under the aegis of the
preparation for the opening of the market, and to increasingly communicate through that
image the identity of a Company which is leading a strong Group. It was a strategic goal in
building the image of the Company to identify MVM Rt. as an active participant of the com-
petitive market full of initiative instead of its earlier role as a public utility service company. For
this purpose, we had regularly appeared in a number of media; and we had been among the
organizers and regular participants of vocational and environmental events relevant to the
industry. Our attendance of trade fairs and the publication of high quality information materi-
als also helped make MVM more familiar to the public.

Last year also saw the commencement of PR efforts aimed at
presenting the members of the MVM Group to their stakeholders
and to the wider public as companies acting independently in line
with their common economic interests, but under a unified cor-
porate identity and using uniform PR tools. A new PR plan had
been completed outlining - as an integral part of corporate stra-
tegy - the objectives in terms of public relations, the model of
Group-level communications and the tasks of marketing commu-
nications supporting commercial activities.

In the course of last year, preparations for the opening of the market had an outstanding
role in public relations activities as well.  The setoff of MVM Partner Rt. had been supported
with a number of successful events and with a sweeping press campaign. Of these it is espe-
cially worth mentioning the Large Customers’ Meeting held in November.

The restructuring of the market and of the corporate structure made it necessary for us to
communicate the objectives of MVM to the members of the Group and to the internal public

of the Company making internal information exchange more intensive. It is essential for
our people to be aware of the intentions and expectations of the Company so that they
can contribute to the success of operations through the assimilation of such intentions
and expectations. For this reason, the already proven internal
communications techniques had been further strengthened;
with a continued heavy reliance on the Intranet, events and
the Company’s internal journal increasing the importance of
the same in shaping the opinion of the Company’s internal
public. It has been for years now that our greatest internal

event has been Villamos Napok [Electric Days], which serves to
strengthen the loyalty and ties of the employees to the In 2002 the
event was held at the site of Lõrinc Power Plant, and had been
attended by an approximate number of 1000 people: employees
and their families.
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Communications work involves sponsoring - as an integrated activity -, which is one of the
most effective means of giving rise to a positive feeling about MVM and of positioning the
Group. In 2002 the basic aim of the sponsoring strategy of MVM continued to be giving sup-
port to the creation of values of a quality that becomes the economic importance of the
Company and the norms approved and represented by the Company. In the course of last year
the instruments of sponsorship had been used intensely in the public relations work related to
the Company’s preparation for the opening of the market; in publicizing the Company’s new
image and in presenting the role of the Group within the market.

We continue to take a prominent part in furthering the development of a
knowledge-based society, mainly in the fields of the energy industry, econo-
my, law education, training and research. Our Company remained one of the
major sponsors of the University of Technical and Economic Sciences of
Budapest in the academic year 2002/2003. The cooperation under sponsor-
ship had been carried out within a framework under strict control, giving sup-
port to both students and teachers within an application scheme. We
supported the educational work of the University of Economics of
Budapest with a Professors’ Scholarship. We wish to continue our fruit-
ful cooperation with both universities.

MVM has been supporting the culture and education of classical music nearly for ten years.
In addition to sponsoring a concert series of nearly 36 performances
running over the whole musical season, our Company had acted as
the sponsor of numerous world premieres, concerts for young people
and children and other performances of world level. Through the
sponsoring of concerts, we make it possible for about 40,000 music
fans annually to book their seats at a lower price. We are a major spon-
sor of the concert series ‘Forrás Estek a Zeneakadémián’ [Fountain
Nights at the Academy of Music]; we sponsor the

Haydn Weeks of Fertõd and the Summer Opera Festival of Budapest. We
help the work of young talents including but not limited to the members
of Danubia Ifjúsági Zenekar [Danubia Youth Orchestra] and the students of
Szent István Zeneiskola [St. Stephen Music School].

The concerts held for young people had been visited free of charge by
approx. 2000 children and their parents. On the occasion of the perfor-
mances we invited the children to donate toys, which had been delivered
to those in need through the Red Cross. 

Following the opening of the market we had to be aware of the need
to address a wider public. In that spirit, last year we took part again in the
organization of the MVM DunaMaraton [Danube Marathon] Competition.
There had been 1300 sports enthusiasts participating in the 100 km long
bicycle tour, which was accompanied by a great number of programs and guided tours.
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What Happened in 2003 Until the Date
of the Shareholders’ Meeting?

With the New Electricity Act coming into effect and with the associated rules of enforcement pub-

lished, the liberalization of the domestic electricity market started on 1 January 2003. Within the

framework of the new regulatory regime, MVM Rt. had been granted operational licenses for two

activities: for public utility wholesale trade and for transmission; in addition, it is allowed to per-

form cross-border electricity transmission. Within its internal accounts, licensed activities must be

separated from each other and from all the other activities in a transparent and controllable way

so that it will be possible to prepare separately a so called Activity Report for each of the same sep-

arated licensed activities and other activities. The SAP system and the financial organization of the

Company have been prepared for the execution of

the task. In accordance with the change of the busi-

ness structure, the organization of the Company had

been modified several times already in 2002, but cur-

rently the Company operates according to the

bylaws effective from 1 January 2003.
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The wholesale prices published on 1

January 2003 had an adverse effect on

the net income of MVM Rt.. In the first

month the Company suffered a substan-

tial loss in terms of price margin. Decree

3/2003. (I. 24.) GKM of the Minister of

Economic Affairs and Transport amen-

ded a number of decrees with the effect

of 1 February 2003, including Decree

60/2002. (XII.29.) GKM of the same mi-

nister, and as a result, MVM's wholesale

price went higher with 1 February 2003.

This will have a positive effect on the

Company’s net income foreseen for

2003, but still fails to cover all of the jus-

tified costs of the Company. 
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P lans  for  2003

In 2003, the operation of MVM Rt. is governed by the new Electricity Act, which is effective

from 1 January 2003. The Act allows a 33 percent opening of the market and creates a num-

ber of new players in the Hungarian electricity market. The structure of the price system had

undergone an essential change with the opening of the market. The previous two-pole system

of generation price - wholesale price was replaced with new price components according to

the activities specified in the individual operational licenses.

In recent years the prices of electricity trade didn't reflect the actual costs incurred by MVM Rt.,

and what is more, the system also included other components disadvantageous for the

Company. It is absolutely necessary to settle the losses resulting from these factors. The regu-

latory price increase executed on 1 February 2003 was a move forward towards the solution

of the problem. At the same time, in spite of the price increase, Business Area Public Utility

Wholesale Trade remained heavily loss-making due to the fact that in the tariffs of the public

utility wholesaler the price authority failed to recognize the purchase cost according to the

actual relevant expenses. Transmission tariffs had been set with the transit activity, which is

independent of MVM Rt., accounted for as a cost-reducing factor, which may have a limiting effect

on the payback of the costs of the Company’s transmission activity.

This year the Company has submitted a price revision request

to the price authority and has entered into persistent negotia-

tions with the aim of getting compensated for the losses incurred

both previously and currently.

In spite of the persistence of adverse economic conditions,

MVM Rt. must perform its tasks of top priority which are ensu-

ring financial stability; supplying the demands of its public utility

customers reliably and on the required level; preserving and

improving the level of operation of the assets held by the

Company; and performing its obligations under the operational

licenses to the full.

The Company does its best to achieve its strategic goals, i.e.

making the Company suitable for listing and operating the assets

of the Group with good effect and to the optimum.

A N N U A L  R E P O R T  2 0 0 2



MIKLÓS, LÁSZLÓ

Chairman

31 December 2002

BAKONYI, GYÖRGY BODROGI, FERENC DR. BÖRCSÖK, DEZSÕ

BUJÁK, JÁNOS DR. DEÁK, PÉTER

FERENC

FILIP, GYÖRGY

VARGÁNÉ, STÖCKLER ÁGNESDR. MIHÁLYI, PÉTER

Supervisory Board
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Report  o f  the Superv i sory  Board

Related to the point on the Agenda of the Shareholders’ Meeting ‘Closure of Business Year 2002’,

the Supervisory Board of MVM Rt. have discussed the Report submitted by the Board of Directors

on MVM Rt.’s Accounts and Annual Report 2002.

The Supervisory Board (SB) of MVM Rt. performed their responsibilities in the accounting peri-

od in compliance with Act CXLIV of 1997 on Business Associations, with the Company’s Articles of

Association and with its approved effective Rules of Procedure.

This Report of the Supervisory Board has been formulated based on the information gathered

from the Report of the Board of Directors and from the Auditors’ Opinion and on the basis of

regular interim audits. 

Similar to the preceding years, MVM Rt. had fulfilled the relevant statutory requirements in

2002. In the accounting period, the Company had been operating as the only license-holder of the

function of electricity wholesale trade. It had performed the electricity supply of local customers

without limitations and restrictions and in compliance with the relevant regulations. In spite of its

declining financial position, it had completed the development projects on the transmission grid

that were indispensable for the security of supply.

It was because of the loss of revenues due to the non-receipt of projected subsidies from the

State that the Company closed the year 2002 with a deficit.

In spite of such deficit, the SB considers the financial performance of the Company to be suc-

cessful, as the deficit had been caused by an external factor, the distortion of the tariff system, due

to which a deficit of HUF 42.2 thousand million had been incurred in the year 2002. In spite of the

permanent decrease of the corporate net worth, the Company had been successful in incessant

crisis management to preserve the Company’s sustainability of operation and solvency, and the

most important development efforts required for the Company’s future operation had also been

carried out.

MVM Rt. only had a very limited freedom of action to compensate for the negative price

margin. The continuous operation of the Company had been maintained on the basis of the HUF

6.1 thousand million dividends appropriated on investments on the one hand, and due to the

measures taken by the management in order to finance the Company’s operation and to preserve

its solvency.
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Due to the regulatory environment becoming adverse, the Company had been unable to per-

form the pecuniary indices prescribed by international credit institutions, but through being granted

a sovereign guarantee by the Government, it had become possible for the Company to refinance

the subjected loans. This helped to avoid more severe consequences.

In due preparation for the situation created by the Hungarian Electricity Act and by the

requirements of market opening, the Company had performed a staged restructuring of its orga-

nization and had carried out the required legal and accounting separations.

In the opinion of the SB, the Company’s position is unsatisfactory due to the regulatory back-

ground. With the failure of prices to fully reflect justified costs, and without finding a satisfactory

solution to the problems arising from the regulation of the energy marked, MVM Rt. will suffer an

ever increasing loss in its net worth, and it will have to put up a permanent fight to preserve its

liquidity; it will be in a position much worse than that of its market competitors.

Having monitored the operation and resolutions of the Board of Directors, the SB have observed

no violation of law.

The books serving as a basis for the Report have been kept in accordance with the provisions

of the Hungarian Act on Accounting and with the Accounting Policy of the

Shareholding Company. The Annual Report 2002 of the

Shareholding Company gives a true and fair view of

the Company’s financial performance.

The Supervisory Board invites the continued

Shareholders’ Meeting of MVM Rt. of 9 May 2003

to approve the financial statements 2002 of MVM

Rt. with a balance sheet total of HUF 325,397 M;

write: three hundred and twenty-five thousand

three hundred and ninety-seven million forints;

and with a retained loss for the year of HUF

30,784 M; write: thirty thousand seven hundred

and eighty four million forint. The Supervisory

Board agrees that the Company's retained loss for

the year as well as the retained loss of HUF - 502

M; write: five hundred and two million forint; car-

ried forward from the preceding years shall be

appropriated to the retained earnings, and that a

negative tax base of HUF 34,298 M; write: thirty-four thousand two hundred and ninety-eight mil-

lion forint; shall be deferred for five years.
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Independent Auditors’ Report

To the Shareholders of MVM Rt.

We have audited the Balance Sheet of Magyar Villamos Mûvek Rt. as of statement date 31
December 2002 - which shows a balance sheet total of HUF 325,397 million and a retained loss
for the year of HUF 30,784 million - and the related Statement of Income and the Notes to the
Accounts for the year then ended, which are included in the Annual Report of the Company under
review for the fiscal year ended on 31 December 2002. The Annual Report is the responsibility of
the Company’s Management. Our responsibility is to express an opinion on this Annual Report
based on our audit and to establish whether the accompanying financial statements are consis-
tent, in all material aspects, with the financial statements from which they were derived.

In our report dated 1 March 2002, we expressed an unqualified opinion on Annual Report 2001.
We conducted our audit in accordance with the Hungarian National Standards on Auditing

and the laws and other statutes effective on auditing in Hungary. Those Standards and legislation
require that we plan and perform the audit to obtain reasonable assurance about whether the
Annual Report is free of material misstatement. The audit performed included examining, on a test
basis, evidence supporting the amounts and disclosures in the Annual Report. The audit also
included assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall Annual Report presentation.

In our audit we reviewed the Annual Report of Magyar Villamos Mûvek Rt. including its indi-
vidual parts and items as well as the evidence supporting the amounts and disclosures therein in
accordance with the effective Hungarian National Standards on Auditing, and on the basis there-
of we obtained reasonable assurance that the Annual Report was prepared in accordance with the
Hungarian Act on Accounting and the general accounting principles. In our opinion, the Annual
Report gives a true and fair view of the net worth, financial position of Magyar Villamos Mûvek Rt.
and of the results of its operations as of 31 December 2002. The accompanying financial state-
ments are consistent with the financial statements from which they were derived.

Budapest, 28 February 2003

With the exception of the first paragraphs of pages 26 and 27 of the Notes to the Accounts, which
are dated 26 April 2003.

EErrnnsstt  &&  YYoouunngg  KKfftt..
Registration no.: 001165

VViirráágghh,,  GGaabbrriieellllaa
registered auditor

Chamber membership no.: 004245
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RReessoolluuttiioonn  nnoo..  66//22000033..  ((VV..  99..))  ooff  tthhee  SShhaarreehhoollddeerrss’’  MMeeeettiinngg

The Shareholders’ Meeting approves MVM Rt.’s Balance

Sheet and Income Statement 2002 with a balance sheet

total of HUF 325,397 M; write: three hundred and twenty-

five thousand three hundred and ninety-seven million forint;

and with a retained loss for the year of HUF 30,784 M;

write: thirty thousand seven hundred and eighty-four mil-

lion forint. At the same time, the Shareholders’ Meeting

resolves that the Company shall appropriate its retained loss

for the year, and its retained loss of HUF - 502 M; write: five

hundred and two million forint; carried forward from previ-

ous years to the retained earnings, and that the Company

shall defer the HUF

34,298 M; write

thirty-four thousand

two hundred and

ninety-eight million

forint; negative tax

base for five years.

Resolution of the Shareholders’ Meeting
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Activities as Reflected by the Figures

The micro-economical environment created by the official regulation of prices has a major impact on the
financial performance of Magyar Villamos Mûvek Rt. due to the special character of the Company’s pro-
file. Last year these environmental conditions have become extremely adverse. The financial perfor-
mance of the Company continued to be determined essentially by the fact that the Government had
withdrawn from it a substantial amount of price revenues through the regulation of prices. The
Company’s Budget 2002 com-piled taking into account the regulated prices announced by the Minister
of Economic Affairs on the basis of the proposal of the Hungarian Energy Office projected an aggregate
negative price margin of HUF - 8.3 thousand million - with a total volume of sales of 37 509
gigawatthours of electricity - arrived at as the difference of a HUF 10.14 / kilowatthour average selling
price and of a HUF 10.36 / kilowatthour average purchase price (the latter adjusted with transmission
losses). In the Company's Budget, the impact of the price regulation measures - taken in line with the
Government’s economic policy - would have only been possible to compensate for to some extent
through the receipt of a State Subsidy of HUF 50 thousand million, for which, however, the Government
failed to undertake a clear obligation. In the preceding year, part of the shortfall of revenues incurred
due to the regulation of prices had been compensated for with a direct State Aid of HUF 32 thousand
million. The total amount of the missing revenues estimated to be approximately HUF 73 thousand mil-
lion hadn’t been compensated for by the Government in any way; and all the consequences thereof
had to and are to be borne by MVM Rt.. 

The shortfall of price revenues due to the regulation of prices and the cancellation of the previ-
ously promised HUF 50 thousand million State Subsidy had considerably reduced the Company’s
freedom of action in terms of financial management, as the prices of electricity trading are fixed part-
ly by the official regulation of prices and party by the PPAs, and fixed costs, e.g. amortization, have a
defining role in the costs of operation. The State Subsidy of HUF 50 thousand million would have
served as a compensation of losses incurred in the preceding years due to the regulation of prices on
the one hand, and would have made it possible to settle the Company’s outstanding receivables in
terms of the cost pass-though mechanism operated in the price regulation cycle of 1997-2000, on
the other hand. The outstanding claims of the Company had not been settled in terms of cost
passthrough, and due to the cancellation of the State Subsidy, MVM Rt. closed the year 2002 with
an operating loss of HUF 38.7 thousand million.

MVM Rt.’s income from financial transactions had been HUF 7.5 thousand million typically as the
result of the dividends of HUF 6.1 thousand million accounted for after the Company’s investments, and
of the cumulative interests accounted for but not realized after the outstanding receivables in terms of
cost passthrough as of 31 December 2002. Including these, the retained loss for the year was HUF 31.3
thousand million taking into account the modifications of the preceding years as well. 

In spite of the cancellation of the compensation to be received from the State, MVM Rt. did its best
to keep its deficit as low as possible in the given circumstances, and to preserve its liquidity and sol-
vency. In this respect it had a very limited freedom of action, as the purchase and sale of electricity is
controlled by regulated prices and PPAs, and amortization has a dominant share within the costs of
operation, on which the Company has no influence whatsoever in the short run. Mainly by reducing
the costs of operation, the Company had managed to increase its operating income by a total of HUF
0.9 thousand million; and the Company had managed to sustain its solvency by partially rescheduling
its investments and through improving its external financial framework.

However, due to the decline of the Company’s financial position, the fulfillment of the obligations
associated with some of the Company’s long-term investment loans had been put into jeopardy. In that
situation, the Government agreed that MVM Rt. may take up a loan of max. HUF 10 thousand million
with a 5 years’ maturity backed by State guarantee, which ensures the Company’s ability to pay its long-
term liabilities due in the first quarter of 2003. 
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PPeerr iioodd GGWWhh

Reference 3,171

Fact 4,256

Di f fe rence 1,085

TTaabbllee  33
Import - Export

Balance

SShhaarreehhoollddiinngg  CCoommppaannyy 22000011 22000022 CChhaannggee

GWh GWh %
ELMÛ 9,620 9,951 103.44
ÉDÁSZ 7,745 7,929 102.38
DÉDÁSZ 4,281 4,304 100.54
ÉMÁSZ 5,350 5,182 96.86
DÉMÁSZ 3,963 3,979 100.40
TITÁSZ 3,263 3,352 102.73
TToottaa ll 3344,,222222 3344,,669977 110011..3399

TTaabbllee  22
Electricity Distributors’

Purchases from MVM Rt.

SShhaarreehhoollddiinngg  CCoommppaannyy 22000011 22000022 CChhaannggee

GWh GWh %
Dunamenti 5,332 4,712 88.37
Mátra 4,519 4,283 94.78
Tiszai 2,529 2,489 98.42
Borsodi 671 738 109.99
Bakonyi 288 309 107.29
Vértesi 1,762 1,741 98.81
Pécsi 545 541 99.27
Budapesti 572 855 149.48
Paksi 13,291 13,125 98.75
Csepeli 2,044 2,135 104.45
TToottaa ll 3311,,555533 3300,,992288 9988..0022

TTaabbllee  11
Electricity Purchased from

Power Plants



A N N U A L  R E P O R T  2 0 0 2

DDeessccrr iipptt iioonn 22000011 22000022
Long-term loans

WB 1,968 953
EIB - -

To major i ty -owned companies 106 0
Hous ing loans 68 59
Tota l  long-term loans 2,142 1,012

Part  o f  long-term loans  due wi th in  a  year :
WB 784 631

Other  short - term loans
To major i ty -owned companies 155 105
To other  companies - -
Tota l  short - term loans 939 736
TToottaa ll   llooaannss   ggrraanntteedd 33,,008811 11,,774488

TTaabbllee  44
Year-end Portfolio of

Loans Granted by MVM Rt.
(HUF M)

DDeessccrr iipptt iioonn 22000011 22000022
Investment  c red i ts  and
deve lopment  loans 27,261 12,928
of  which:  Wor ld  Bank cred i ts 17,916 12,102

EIB c red i ts 6,428 826
Syndicated loans 2,917 -

Long-term borrowings 703 437
TToottaa ll 2277,,996644 1133,,336655

TTaabbllee  55
Changes in Long-term Liabilities

(HUF M) (w/o the Repayment
Instalments Due Next Year)
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DDeessccrr iipptt iioonn 22000011 22000022
Investment credits and development loans 3,394 10,646
of  which:  Wor ld  Bank cred i ts 2,397 2,471

EIB c red i t ,  gr id 705 150
EIB c red i t ,  Lõr inc  Power  P lant 292 5,108
Syndicated loan, Lõrinc Power Plant 2,917

Long-term borrowings 259 254
TToottaa ll 33,,665533 1100,,990000

DDeessccrr iipptt iioonn 22000011 22000022
Revenues from financial transactions 8,341 9,906

•interests received and interest-like revenues 3,689 2,929
•dividends received 3,729 6,146
•other revenues from financial transactions 923 831

Expenditures on financial transactions 3,727 2,507
• interests paid and interest-like payments 3,306 2,795
• write-off and write-back of financial investments -1,220 -993
• other expenditures on financial transactions 1,641 705
Income from financial transactions 4,614 7,399

TTaabbllee  77
Income from Financial
Transactions (HUF M)

TTaabbllee  66
Next Year’s

Repayment Instalments of
MVM Rt.’s Borrowings

(HUF M)
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DDeessccrr iipptt iioonn                                                                TTeecchhnniiccaa ll   ppeerr ffoorrmmaannccee  22000022
Transmission grid 6,341

• development 3,465
• upgrading 2,494
• system operation 381
• environmental protection 1

Telecommunications Develompent Project (TDP) 4,006
Gas turbine power plants 38
Heating power plants 2,129
Power plant business development activity 5
Telecommunications 236
IT 168
Market Opening Project 361
Buildings and other facilities and procurements 538
TToottaall 1133,,882222

DDeessccrr iipptt iioonn AAtt   ffaaccee  vvaa lluuee
MVM Rt.’s business shares
as of 31 December 2001 161 055,0

Total increase (until 31 December 2002) 154,0
• MVM-ADWEST Marketing GmbH

business-share acquisition 4,1
• Establishment of Miskolci Fûtõerõmû Kft. 59,9
• Establishment of MVM Partner Rt. 50,0
• Increase of the capital of GTER Kft. 40,0

Tota l  decrease (unt i l  31 December  2002) 631,3
• sale of Postabank és Takarékpénztár Rt.shares 1,7
• Sa le  o f  MAVIR Rt . 629,6

MMVVMM  RRtt .. ’’ ss   bbuuss iinneessss   sshhaarreess
aass   ooff   3311  DDeecceemmbbeerr   22000022 116600  557777,,77

TTaabbllee  88
Financial Performance

2002 of MVM Rt.’ s
Development Efforts

(HUF M)

TTaabbllee  99
Changes in MVM Rt.’ 

Business Shares
in 2002 (HUF M)
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DDeessccrr iipptt iioonn 22000022 22000022 DDiiffffeerreennccee
Budgeted Actual %

Business Area Electricity 425,707 422,200 99.2
Other business areas 1,487 2,105 141.56
Other expenditures 2,014 5,981 296.97
Expenditures on financial transactions 3,561 2,507 70.4
Extraordinary expenditures - - -
TToottaall 443322,,776699 443322,,779933 110000..00

DDeessccrr iipptt iioonn RReevveennuueess EExxppeennddiittuurreess NNeett  IInnccoommee
Bus iness  Area E lect r i c i ty 385,398 422,200 -36,802
Other  bus iness  areas 3,629 2,105 1,524
Other revenues-expenditures 3,076 5,981 -2,905
Financ ia l  t ransact ions 9,906 2,507 7,399
Extraordinary revenues-expenditures - - -
TToottaa ll 440022,,000099 443322,,779933 --3300,,778844

TTaabbllee  1111
Analysis of Costs

and Expenditures
(HUF M)

TTaabbllee  1122
Analysis of the

Company’s Net
Income (HUF M)

DDeessccrr iipptt iioonn 22000022 22000022 DDiiffffeerreennccee
Budgeted Actual %

Business Area Electricity 384,240 385,398 100.3
Other business areas 2,835 3,629 128.0
Other revenues 2,528 3,076 121.7
Financial transactions 9,582 9,906 103.4
Extraordinary revenues - - -
TToottaall 339999  118855 440022,,000099 110000..77

TTaabbllee  1100
Changes in Revenues

(HUF M)
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DDeessccrriippttiioonn OOppeenniinngg  TToottaall CClloossiinngg  TToottaall DDiiffffeerreennccee
Fixed assets 257,271 258,486 1,215

• intangible assets 2,368 1,994 -374
• tangible assets 98,481 101,113 2,632
• investments 156,422 155,379 -1,043

Current assets 57,300 45,861 -11,439
• stocks 792 411 -381
• receivables 34,274 30,323 -3,951
• securities 11,939 8,723 -3,216
• liquid assets 10,295 6,404 -3,891

Accrued and deferred assets 15,050 21,050 6,000
AAsssseettss  ttoottaall 332299,,662211 332255,,339977 --44,,222244

TTaabbllee  1133
Changes in Assets

(HUF M)

DDeessccrriippttiioonn OOppeenniinngg  TToottaall CClloossiinngg  TToottaall DDiiffffeerreennccee
Shareholders’ equity 251,544 220,258 -31,286

• called up share capital 199,687 199,687 -
• capital reserve 31,257 31,257 -
• retained earnings 16,137 20,098 3,961
• net income for the year 4,463 -30,784 -35,247

Provisions 2,174 4,966 2,792
Liabilities 67,895 90,853 22,958

• long-term 27,964 13,365 -14,599
• short-term 39,931 77,488 37,557

Accrued expenses 8,008 9,320 1,312
SSoouurrcceess  ttoottaall 332299,,662211 332255,,339977 --44,,222244

TTaabbllee  1144
Changes in Sources 

(HUF M)
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DDeessccrriippttiioonn IInnccrreeaassee DDeeccrreeaassee

Accounts payable for supplies 347 -
Short-term credits 29,207 -
Short-term part of long-term credits 7,253 -
Short-term part of long-term borrowings - 6
Other short-term liabilities 36 -
Short-term liabilities in associated companies 720 -

TTaabbllee  1155
Changes in
Short-term

Liabilities
(HUF M)

DDeessccrriippttiioonn IInnccrreeaassee DDeeccrreeaassee
Change in fixed assets 1,717
Change in current assets w/o liquid assets 4,332
Change in the securities portfolio 3,216
Accrued and deferred assets 6,000
Increase in the shareholders' equity 30,784
Change in provisions 2,792
Change in liabilities 22,958
Accrued expenses 1,312
Total increase/decrease 34,610 38,501
Total changes in liquid assets 3,891

TTaabbllee  1166
Changes in Total

Liquid Assets
(HUF M)





PPuubblliisshheedd  bbyy  MMaaggyyaarr  VViillllaammooss  MMûûvveekk  RRtt..

(Hungarian Power Companies Ltd.)

PPuubblliisshheerr:: Pál, László Chief Executive Officer

PPhhoottooss:: Fejér, Gábor (Pictures of Budapest bridges),

Csordás, Gábor, archives of Ovit Rt., Paksi Atomerõmû Rt.

CCoopprroodduucceedd:: UMC Kft.

DDeessiiggnn:: Monostori, Kata
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