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PR-07-10

Support by Florence Forum for the Commission’s proposals for an EU Agency
3rd Package Proposals

Less than one week after the launch by the European Commission of their 19th September proposals for a third package of energy legislation, participants at the Florence Forum1 broadly supported the proposal for an EU Agency for the co-operation of energy regulators (the so called “ACER”). 
Commenting on this endorsement by Florence Forum participants of an Agency for regulators to cooperate and take decisions on cross border issues, the Chair of ERGEG2, Sir John Mogg, stated ‘The Florence Forum demonstrates that industry and government trust independent regulation with appropriate accountability.  They understand that an EU Agency for regulators will not only improve the effectiveness of regulation at an EU level but will also provide to investors the greater regulatory certainty that independent regulation gives”.  
The European Regulators warmly welcome the 3rd package proposals3 but express some concerns;
· ERGEG underlines the need for TSOs to be effectively regulated at European level too. ERGEG calls on the regulatory process between the Commission, TSOs and the EU Agency to be further clarified and improved so as to ensure the wider European public interests are fully addressed. Sir John Mogg states “Empowering TSOs at EU level without direct independent regulatory oversight by regulators cannot deliver an effective framework for the operation of the EU energy market.  We believe that the Agency should have a much stronger role in initiating, reviewing and approving the draft measures by TSOs so as to ensure that public interest concerns are fully met.”

· On the long list of tasks assigned in the proposals to TSOs at an EU level, Sir John states “these broad areas lack definition and in some cases (such as trading rules) go beyond what TSOs should do.  ERGEG will review carefully the list so as to clearly define the technical network issues that TSOs will need to address.”
Regional Independent System Operator (ISO) Model 

Sir John states “the Commission’s proposals open the door for a Regional ISO created by merging the national TSOs in several Member States but only if the TSOs are effectively unbundled at national level and place their assets in a “joint venture”.  Quite correctly, the proposals preclude vertically integrated firms forming a club at regional level.  Neither do they rush to institutionalise regional ISOs without effective regulatory oversight first being in place.  Regional co-operation by TSOs is practiced in many forms today and is strongly promoted through the Regional Initiatives.  We welcome that in the Commission’s proposals the EU Agency shall monitor regional co-operation by TSOs.”
Electricity Regional Initiative
Forum participants provided welcome feedback to ERGEG public consultation on the Electricity Regional Initiative Convergence and Coherence Report4, reaffirming that the 7 electricity regions have begun to deliver concrete results and are working in ways which foster regional market integration.  
Compliance with Electricity Regulation 1228/20035
ERGEG’s monitoring shows that compliance with the Electricity Regulation requirements varies widely.  The regions are not fully complying with the requirement that capacity allocation be coordinated and implemented using common allocation procedures among TSOs.  On transparency, only a few TSOs publish all relevant information related to network availability, access and use together with a report on congestion and its future management.  Furthermore, publication of data is not yet coordinated within regions.  There are still no binding ITC guidelines.  ERGEG is of the view that it is important to have a permanent solution in the form of binding ITC guidelines, as soon as possible, so as to achieve stability and predictability to the ITC scheme6. 
Balancing Markets Integration and Security of Supply

The regulators also informed the Forum participants about their efforts to promote the integration of national electricity balancing markets7 and of their work on security of supply issues.

(see Notes to Editors on next page)
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Notes to Editors:
1. The “Florence Forum” or more formally the “European Electricity Regulatory Forum for Electricity”, held annually in Italy, brings together the European Commission, Member States, MEPs, energy regulators, transmission system operators, electricity traders, consumers, network users, and power exchanges to discuss the development of the internal electricity market in Europe.  The 14th Florence Forum, 24-25 September 2007, provided the opportunity for necessary dialogue by the European Commission and ERGEG with the interested parties on the 3rd energy package, compliance with the Electricity Regulation, the ERGEG Electricity Regional Initiative and regional co-ordinated congestion management, transparency and security of supply. Presentations by the regulators are available on www.ergeg.org.
2. The European Regulators Group for Electricity and Gas (ERGEG) was established by the European Commission in 2003 as its advisory group on Internal Energy Market issues.  
3. Key aspects of the European Commission’s proposals welcomed by ERGEG (see PR-07-09);

· the reinforcement of the powers and independence of national regulators

· the proposal to reserve exclusively to national regulators the decisions to fix/approve network tariffs and to vest them with the powers to impose measures such as gas or electricity release programmes.

· An Agency for Co-operation of Energy Regulators (ACER) 
· Cooperation between TSOs so long as TSOs are effectively unbundled
· Proposal to give the Agency the powers to decide on electricity infrastructure exemptions (Art 7.4 of Regulation) and on Art 22 exemptions of the Gas Directive in a cross border context. 
· Ownership unbundling in principle in both electricity and gas, with certain derogations subject to strict regulatory control.

4. The ERGEG report assesses how priorities and solutions adopted in each of the 7 regions are coherent with each other and potentially enable convergence to the single market.  Common priorities include congestion management, balancing, transparency and regulatory issues.  
· There is a growing consensus in terms of target congestion management methods.  However many details concerning capacity calculation and allocation (long and medium term, day ahead, intra day) remain to be given, and can affect market/regional integration.

· There are some interesting local or regional initiatives for a better integration of balancing mechanism (e.g. in Nordic region and France it is possible for neighbouring countries to participate in the national balancing market).  
· On transparency a common approach is of high importance; currently 3 regions (Central West, Northern and Central East) are striving for the adoption of the same approach.  

The report identifies possible obstacles to convergence such as the regulatory gap that could delay overall integration process and differences in market design. Interested parties should submit their views to convergence@ergeg.org by the extended deadline of 12th October. 

5. ERGEG has monitored compliance with the Electricity Regulation 1228/2003 in the areas of Inter-Transmission System Operator Compensation (ITC) mechanism, Transmission Tarification (TT) and Congestion Management (CM).  The Regulation requires the European Commission to adopt and amend guidelines on CM, TT and ITC.  
6. There are still no binding ITC guidelines - instead a series of temporary ITC systems have been negotiated and entered into by (some but not all) TSOs.  As a result there are still no TT guidelines (which must be adopted at the same time as the ITC ones).  The European Commission has taken over responsibility for the preparation of the ITC guidelines given its mandate to initiate the comitology process needed for the binding guidelines.
7. Balancing markets in Europe are generally national in scope or smaller.  Integrating balancing markets, combined with efficient intraday trading and automatically activated reserves, will support liquidity, foster competition and increase transparency.  
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