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CONTRIBUTION TO ERGEG PUBLIC CONSULTATION PAPER ABOUT GUIDELINES OF GOOD PRACTICE ON FUNCTIONAL AND INFORMATIONAL UNBUNDLING
1. BACKGROUND

Red Eléctrica is the Transmission System Operator of the Spanish electricity system.  Since its creation in 1985, it has been responsible for the transmission network and for operation of the Spanish electricity system with transmission being seen as a separate activity from generation distribution and supply. 

Red Eléctrica is the leading power transmission company in Spain and it is responsible for management of the technical aspects of the Spanish electricity system. It owns most of the Spanish high voltage transmission grid and it is the only company in Spain which specialises in the transmission of electrical energy. 

As the company responsible for management of the transmission grid, Red Eléctrica has been assigned responsibility for development and improvement of the grid’s installations. It handles maintenance and improvements in accordance with uniform and coherent criteria. It manages the transit through Spain of electricity which is traded between foreign systems and which must pass through the networks of the Spanish electricity system and it also arranges access to these networks by third parties so that all traders in this sector can use the grid under uniform conditions and without discrimination. 

This consultation paper launched by ERGEG about unbundling means a good opportunity for Red Eléctrica to contribute with its large experience to the open debate which is taking place in Europe about this key issue for TSO companies in particular and for the whole electricity sector in general.
2. UNBUNDLING

Red Eléctrica supports both the European Commission and ERGEG’s position on unbundling, as a pre-requisite for effective competition and as a key component of the liberalisation process.
Red Eléctrica also welcomes this initiative launched by ERGEG to realise functional unbundling under the present legal framework. 

Nevertheless Red Eléctrica considers that the only way to preserve the neutrality of transmission system operators is by means of ownership unbundling. The existing unbundling obligations for transmission system operators under the current regulatory framework are not enough to preserve the neutrality of these companies.

Although different models to implement unbundling in practice are being discussed, Red Eléctrica considers the TSO model (transmission and system operation under the same company) with ownership unbundling as the best option.
As it has been stated in the Inquiry into the European gas and electricity sectors launched by the Commission, the danger of discrimination and abuse exists when the networks are own by companies controlling both generation and supply. This situation creates negative effects like disincentives to invest in the networks.

The most effective way to face this problem is the TSO model with ownership unbundling compared with other different approaches like the ISO model in which the ownership of the networks would remain in the vertical companies.
3. The TSO MODEL

In Spain TSO model was implemented for the first time in 1985, constituting the first experience in the world where transmission and system operation were in the same company with ownership unbundling of the rest of activities (generation, distribution and supply).
The model adopted in Spain is a TSO model with ownership unbundling: 

· 95% of transmission assets owned by a sole operator (Red Eléctrica)

· Maximum limits on share ownership established by Law: for parties acting in the electrical sector and individuals or legal entities with a direct or indirect participation of over five per cent in the capital of said entities, the maximum percentage of share participation in the operator's corporate capital of the operator would be one per cent (1%).

For the remaining shareholders, both individuals and other legal entities, the Law kept the maximum share ownership, both direct and indirect, at three per cent (3%) of corporate capital. It maintains the special regimen for the State Association of Industrial Participations (SEPI), which was not modified and which in any event maintains a participation of not less than ten per cent (10%).

This model has given good results to the Spanish power system resulting in 2.200 km commissioned between 1999-2004. Besides for the period 2005-2011 the transmission network will be expanded with 10.000 km of new lines which means an average investment of €600 million per year for the period 2007-2011.
One of the main characteristics of the TSO model is the ownership of the network. Contrary to the TSO approach ISO model does not own the network which remains in the hands of vertical integrated companies. This could prevent investments in new infrastructure which could go against its own interests. This is a key issue especially now when EU needs, before 2013, at least €6 billion
 for electricity transmission infrastructure.

The TSO model also offers many advantages in comparison to the ISO model. The TSO approach facilitates economies of scale and synergies through the integration of transmission activity and system operation within a sole company. This results in savings for the entire system and the stakeholders.

The integration of transmission and system operation activities in a single organization produces the following economies of scale and synergies:

· Investments and expenses: reduction of the number of control centres, savings in telecommunication, analysis software…etc.

· Operation and maintenance: integration of different processes, synergies in human resources, speed up of maintenance processes…etc.

· Optimization of financial management

· Optimization of system operation costs
· System security

· More experience on the own grid results in a better and most secure operation

· More coordination between transmission and system operation

· Improvement of planning

· More efficient risk management of the whole system

· Guarantee of grid development (transmission of last resort)

· Avoid conflicts between transmission and system operation

4. COORDINATION BETWEEN TSO
The progress of the Internal Energy Market needs to be supported firstly by more interconnections and secondly by more coordination between transmission system operators. But in the last weeks some arguments supporting the integration (rather than coordination) between TSO at European level have been launched.
When talking about coordination and integration we should distinguish between two subjects, security of the system and issues related to the market. 
A deeper coordination between transmission system operators is needed with the main objective of preserving the security of the European system and enhancing the European electricity market. Common operation rules, more coordination on monitoring, common security standards, cross-border issues, are main topics that require more collaboration.
On the other hand, key issues like planning, access to the grid, access tariffs, internal congestion management, and management of renewable generation (especially wind), are developed in a more effective way by transmission system operators at a national level.
5. CONCLUSIONS
Red Eléctrica supports both the European Commission and ERGEG’s position on unbundling, as a pre-requisite for effective competition and as a key component of the liberalisation process.

Red Eléctrica also welcomes this initiative launched by ERGEG to realise functional unbundling under the present legal framework. 
Nevertheless Red Eléctrica considers that the existing unbundling obligations for transmission system operators under the current regulatory framework are not enough to preserve the neutrality of these companies.

Although different models to implement unbundling in practice are being discussed, Red Eléctrica considers the TSO model with ownership unbundling the best option.
The main difference between the TSO and the ISO model is the ownership of the network. The ISO does not own the network which remains in the hands of vertical integrated companies. This could prevent investments in new infrastructure which could go against its own interests.
The TSO model also offers many advantages in relation to the ISO model. The TSO approach facilitates economies of scale and synergies through the integration of transmission activity and system operation within a sole company. This results in savings for the entire system and the stakeholders.
Red Eléctrica also agrees that a deeper coordination between transmission system operators is needed with the main objective of preserving the security of the European system and enhancing the European electricity market. Nevertheless, a further integration would not be effective to deal with issues more related to market like planning, access to the grid, etc. that should remain under responsibility of national transmission system operators.






� Communication from the Commission to the Council and the European Parliament: Priority Interconnection Plan.
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