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1 Introduction
1. The issue of the cross-border framework for transmission investment and provision of cross border transmission infrastructure is a key topic for the development of a competitive single EU market for electricity.  ERGEG’s June 2005 public consultation paper The Creation of Regional Electricity Markets for example identified it as a priority issue for development, and it has therefore been included in ERGEG’s work programme for 2006. 

2. This ERGEG public consultation paper therefore sets out ERGEG’s view on these issues.  It considers and highlights the issue of the need to obtain authorizations and permissions for building and construction of new transmission infrastructure, which immediately impede the provision of necessary new infrastructure, particularly across borders.  It also makes recommendations and invites views regarding an appropriate framework for the provision of cross border transmission infrastructure, including calls for national/European legislative action as appropriate.
1.1 Invitation to interested parties to comment
3. ERGEG invites all interested parties to comment on issues raises in this paper, and in particular to respond to the questions raised in Chapter 5.

4. Following the end of the public consultation period, ERGEG will publish all comments received from stakeholders.  Any respondents wishing ERGEG to treat its contribution as confidential should clearly state this in their reply and endeavour to give any confidential material in annexes that can be separated from the publishable non-confidential material.

5. Any comments should be received by Friday, 1 December 2006 and should be sent by email to : gridframework@ergeg.org 
6. Any questions relating to this document should in the first instance be directed to :


Mrs Una Shortall

CEER

Rue le Titien 28

1000 Brussels

Belgium
Tel. + 32 2 788 73 30
Fax: + 32 2 788 73 50


Email : una.shortall@ceer-eu.org
1.2 Background

Interconnection and the single EU electricity market

7. Market integration and the creation of a true EU wide single electricity market requires, among other things, sufficient interconnection capacity across the EU to turn electricity into a sufficiently easily tradable good across the EU. Market players across the EU for example need sufficient EU wide transmission network access in order to meet and compete.  It is clear that the level of access and physical interconnection between national markets, and the legal and regulatory framework to provide these, are not yet mature enough to support a full EU wide market.

8. The immediate and increasingly important obstacle to the effective development of already identified new interconnections is the often complex, lengthy and uncertain process involved in obtaining building and construction authorisations and permissions.

9. Moreover, infrastructures have been usually developed in the past under just a national view, where interconnections were mainly deemed to be a form of emergency or security of supply link.  Only relatively recently has the goal of a single market shared an agenda with security of supply issues in terms of electricity transmission network design. Transmission and system operation regulation in force in most Member States for example pays little attention to the question of market development across borders.
10. Furthermore, recent rapid growth of internal demand has not in general been matched by parallel transmission infrastructure development, particularly across borders. Consequently electricity prices vary significantly across different regions in the EU, new market entry has been impeded, and national markets often remain concentrated.

11. Some progress has been made in terms of increasing access to cross border transmission infrastructure and providing new cross border interconnections. The progressive completion of the Mediterranean and Baltic electricity rings, the new links needed to gain robust electricity transfer in Benelux, Central Europe, the interconnection of the Greek system to the EU network, the strengthening of the interconnection of the Iberian peninsula, and the DC lines linking zones non-synchronous with UCTE-mainland frequency like Nordel and the British islands are some key examples.
12. Nevertheless it is clear that further work remains in terms of encouraging and implementing access to a European transmission network, underpinned by the necessary physical infrastructure.


European Commission: Green Paper “Energy”
13. These themes have been emphasised in the European Commission’s recent Green Paper, a European Strategy for Sustainable, Competitive and Secure Energy.  The Commission noted there that “there is an urgent need for investment” in electricity sector infrastructure.
14. The European Commission in addition stated that private and public investments in infrastructure need to be stimulated, and called for authorisation procedures to be accelerated. The Commission has said that it will identify by end 2006 individual measures that it considers important at the level of Member States. Further actions at Community level such as more effective use of interconnectors will also be identified.
15. Moreover, according to the approach of the European Commission, consumers need a single European grid for a true European electricity and gas market to develop. This can be achieved by ensuring common rules and standards on issues that affect cross-border trade. A European grid code could for example encourage harmonised, or at least equivalent, grid access.

Trans European Networks
16. In order to promote EU single internal markets and to foster economic and social cohesion, the Treaty establishing the European Union also provides a legal basis for the further development of Trans European Networks (TENs), including those for electricity.  This includes the interconnection and interoperability of national transmission networks as well as access to such networks.
17. Accordingly, the European Union provides some finance under the remit of TENs for some electricity and gas transmission infrastructure projects of European interest. A yearly budget of about €25 million is spent mainly for supporting feasibility studies. Guidelines on TENs specify which projects are eligible for funding. Financial rules specify the financial procedures involved.

Directive concerning Security of electricity supply and Infrastructure investment

18. In January 2006, Directive 89/2006 concerning measures to safeguard security of electricity supply and infrastructure investment was adopted. Among other things, the Directive establishes measures aimed at ensuring an appropriate level of interconnection between Member States for the development of the internal market. Measures also include provisions related to ensuring operational network security and appropriate network investment, taking into account relevant market actors and TSOs in the relevant connected countries. In addition Member States may require TSOs to provide information on investments related to the building of internal lines that materially affect the provision of cross-border interconnection. 
1.3 Purpose of the paper
19. This consultation paper gives an overview of the current practice of investments in the European Union, including the building and construction authorisation processes, planning, finance and administrative background. The paper also includes consideration of case studies in order to show insights into the processes and possible obstacles for particular cross border infrastructures. Finally ERGEG assesses whether an appropriate framework exists for cross border investment (including calls for national/European legislative action as required) and gives recommendations and observations concerning building and construction authorization processes and on the Regulatory Framework for cross border transmission investment, including: identification of investment (standards / market outcomes) cross border and regional cost allocation and cost recovery. 

20. Of course, other obligations to optimize the use of infrastructure also exist, such as the Congestion Management Guidelines
, but these issues do not fall under the scope of this paper.

1.4 Structure of paper
21. Chapter 2 describes the basic framework for the provision of transmission infrastructure and hence ERGEG’s method of analysis and review.  Chapter 3 describes in broad terms the current situation across the EU, as well as considering some insights from a number of case studies and the issue of building and construction authorizations and permissions.  Chapter 4 brings the framework and review of current practices together to give analysis and conclusions.  Chapter 5 sets out recommendations and issues for consultation.

2 Frameworks for provision of transmission network infrastructure
2.1 Introduction

22. The framework now given in EU law for providing transmission infrastructure capacity in liberalized markets requires, among other things, TSOs to be separate entities tasked with, among other things, ensuring electricity network system reliability and providing the market with appropriate transmission infrastructure.  Some infrastructure has also been provided to a limited extent by private parties on the basis of charging access fees to users.  These arrangements are accompanied by regulatory oversight.

23. This chapter sets out the basic process that is in general followed by TSOs and other parties in providing transmission access infrastructure.  This process forms the basis for a survey by ERGEG of the methods used across EU Member States. 

2.2 Process for identifying and providing transmission infrastructure

24. Typically, the process for investment in transmission network infrastructure within a country will begin with the identification of the need for transmission capacity at certain points in the grid, followed by the need to maintain the necessary permissions, and financing mechanism.  The identification may be triggered by different criteria, depending on statutory obligations and the source of financing.  The process can broadly be summarized as involving the following steps :

· Transmission project triggered by :

· Obligation on TSO to plan, build and maintain the transmission network in order to meet network security and reliability Standards – covering both operation and planning (referred to in this paper as ‘planning and operating standards’);

· TSO seeking to improve market functioning and / or to allow for more cross border trade given existence of cross border price differentials;

· Desire by private party to build a transmission infrastructure – typically an interconnector - that can profit from access fees (typically driven by wholesale electricity price differences at either end of an interconnector); or

· Other factors – environmental considerations, cost benefit analyses, reaction to transmission user requests etc.

· The infrastructure builder seeks and obtains necessary building and construction authorisations and permissions from relevant authorities to build or extend infrastructure

· Investment financed in some manner :

· For a TSO, financing may be provided under a ‘Regulatory contract’ – the Regulator sets / allows a return, within some form of ‘regulatory contract’ which includes setting revenues or capping transmission tariffs, and quality standards, in order that the TSO is assured of the appropriate remuneration and return.  The regulator monitors and enforces Standards.

· For a private party, revenues typically come from charging users access fees.  Arrangements often involve some form of long term financing / access use sale in order to underpin project.

· The infrastructure is built or extended as appropriate

· The infrastructure provider recoups revenue from transmission users

· TSOs generally do this on the basis of regulated tariffs

· Private parties charge access fees, which are generally unregulated

25. This process is one typically followed within a country.  Further arrangements or extensions to the process may be involved where transmission infrastructure is provided for access between or through countries.  For example the identification of the need for infrastructure will often involve government to government, TSO to TSO, or regulator to regulator agreement.  Financing and regulatory oversight (or the ‘regulatory contract’) may be on an ad hoc basis or subject to special arrangements.

Identification of necessary infrastructure projects / Investment trigger

26. For a TSO, regulation will necessarily include obligations on TSOs to plan and operate their networks in an efficient and secure manner. TSOs are generally therefore subject to operational standards which specify how their networks are to be run, for example regarding the conditions under which network operation should be robust.  Planning standards will specify what circumstances the network should be robust to and what contingencies it should meet, for example networks are generally planned and built to withstand the outage of a component (‘N-1’ criterion).  The decision to invest should also be supported on a socio-economic cost benefit basis.

27. New infrastructure projects are therefore triggered because the TSO is required to invest in and operate its transmission network in an efficient manner, to fulfil reasonable transmission needs from their customers, in order meet the specified planning and operating standards, and to facilitate the operation and/or efficiency of the market.

28. According to the terms of the electricity Directive 54/2003/EC and the Regulation 1228/2003, transmission infrastructure, including electricity interconnectors linking Member States, is to be built and operated under a regulated Third Party Access (rTPA) regime.  That is, such infrastructure is to be subject, broadly, to the regulated approach applied to TSOs.  Exemptions from this regime are possible for new electricity interconnectors, where certain criteria are met
.  Hence present EU legislation provides the possibility for an exemption so that a private non-TSO party can construct transmission infrastructure and receive a revenue from users of this which is unregulated.

29. For such a private non-TSO party, the driver for investment in a transmission network infrastructure is generally linked solely to the developer’s perception that there is a market demand for new transmission infrastructure.  These type of investments tend to work best for a private investor where access to the infrastructure can be well defined and controlled, for example for subsea DC connections.  Such investment is not in general subject to the requirements or effects of operational and security standards pertaining in the interconnected countries.

30. Hybrid and flexible approaches may also be possible.  For example it is possible that a TSO could identify the need for an investment under its obligation to meet Standards, but to sub-contract out or tender the project to another private party.  It is also possible that an electricity interconnector is only partially exempted from an rTPA regime, such that some portion of the capacity must be provided on an rTPA basis.

Building and construction authorizations and permissions

31. All builders of transmission infrastructures, whether TSOs or other private parties, will need to obtain the necessary permissions and construction authorisations when building or extending infrastructures.  These processes typically involve declarations of intent to central and / or local government.  It is generally also necessary for the project developer to justify the project on economic, environmental, technical or other grounds to one or more authorities.

32. This issue is, most of the time, the immediate obstacle to the development of new infrastructures, regardless of the regulatory framework within which the infrastructure is given. 


Financing and tariffs

33. For a TSO, its obligation to meet the prescribed Standards will be underpinned by and explicit or implicit “regulatory contract” whereby regulators undertake to sanction an appropriate rate of return or an appropriate level of transmission tariffs necessary for TSOs to recoup investment and operation costs.  Regulators monitor and enforce the prescribed Standards.  Regulation will therefore generally include restrictions or caps on TSO’s overall transmission revenue, return, or transmission charges
.  

34. Private non-TSO parties building such infrastructures will be remunerated according to the extent that they can charge users for access, under private contracts.  The levels of such access fees are generally not regulated.  TSOs connecting these non-TSO parties’ infrastructures should be remunerated accordingly.

2.3 Cross border elements

Cost and risk allocation

35. Given that the requirement on TSOs to provide the needed transmission infrastructure as appropriate and that the ‘regulatory contract’ have a legal foundation in national law, this framework is generally applicable within national networks rather than between them. Accordingly the benefits of network operation are paid for by the beneficiaries – the network customers – within a national context.

36. The issue of cross border provision and investment is in general made more problematic, in comparison with provision within national markets, by the questions of who benefits from such investment and how its costs are allocated.  It may be the case for example that in order to increase efficient trade between countries A and B, network reinforcement is required in country C.  It is not clear in this situation how the necessary network reinforcement in country C is identified or paid for.  A regulatory approach would require that the necessary investment is underpinned by a regulatory contract.  However in this case the main beneficiaries of the investment are market participants in countries A and B, which in principle points to the TSO in country C being compensated by these participants (or by proxy, the TSOs in countries A and/or B).

37. Regulation 1228/2003 provides some legal and regulatory bases for such cost allocation, by providing a legal basis for a mandatory inter-TSO compensation mechanism.  This mechanism would allow a TSO to be compensated by other TSOs for hosting cross border flows.  Hence the TSO could recoup (some) costs of investing in and running its transmission network for the benefit of customers outside its network.  However doubts remain whether the models currently discussed provide a sufficient solution to such situations.

38. Even where appropriate compensations can be identified and paid, issues of efficient provision of infrastructure remain.  In the example above, it is not necessarily clear what obligations or incentives the TSO in country C has to provide the necessary infrastructure in an efficient manner, or the extent to which this TSO is exposed to additional financial or other risks in taking on the obligation, or if and how such risks can be managed or shared.  The introduction of a regional approach here is a potential solution.

39. The provision of cross border infrastructure, which is generally provided under a regulatory framework, therefore brings additional considerations in terms of obligations on TSOs, the ‘regulatory contract’, and cost allocation.  For example, TSOs are rarely subject to legal requirements to take into account cross border effects when operating and planning their networks.  Where customers either side of a border benefit from access to cross border transmission access, they should in principle bear the associated costs, which points to the need for associated cost transfers, for example in the form of inter-TSO compensations. The ‘regulatory contract’ seldom applies in a cross border context, that is, regulators are generally unable to mandate fully the necessary cross border transfers
.

40. Further work to address such cost and risk allocation issues is needed.
2.4 ERGEG survey of present practice
41. Bearing in mind the above description of the basic process for the provision of transmission infrastructure, and the issues regarding cross border provision, ERGEG has collected details of the process in each country.  That is, ERGEG developed a questionnaire regarding the process for the regulatory authority in each Member State to complete. Explicit reference was also made in the questionnaire to cross border transmission infrastructure.

42. The questionnaire sought information from each regulator for each country on the following :

· Regulatory framework

· Planning

· Operation and Maintenance

· Financing

· Building and Construction – Authorizations and permissions

· Technical, safety and quality Standards

43. Questions on the regulatory framework were designed to find out, for each country, the extent to which TSOs and others are required to conform to Security and Reliability Standards relating to Planning and Operation & Maintenance when providing national or cross border infrastructures, and who sets and enforces these Standards.  Information was also sought on the extent to which a TSO is obliged under its Standards to take account of developments in neighbouring systems.

44. Questionnaire sections on Planning and Operation and Maintenance sought information on the objectives and precise inputs to planning and operation and maintenance for a TSO in each country, including for example details of any inputs that a TSO takes from neighbouring systems.

45. A section on Financing was designed to understand how TSOs and any other parties are remunerated for providing transmission infrastructure.  This included details of the types of price control that might be used by regulators.

46. Details of the process and differences between countries concerning building and construction authorizations and permissions were collected in further section.  This included understanding who sets and enforces the permissions regime and the criteria by which new build might be assessed.

47. A final section concerning technical, safety and quality Standards was designed to understand in a broad sense how these varied between countries and might therefore affect to some extent transmission infrastructure provision strategies in relation to planning, operation and maintenance Standards.

48. The results of the ERGEG survey are summarized in chapter 3 and a description of the results is given in the Annex.

3 Description of current practice

3.1 Introduction

49. This chapter sets out the results of the questionnaire survey, case studies, and other inputs.
3.2 Questionnaire results and summary
50. Inputs for the questionnaire were received from regulators from 21 countries (20 EU plus Norway). The Annex contains a description of the results.

51. In brief, it is clear that building and construction authorizations and permissions processes are an important immediate issue in terms of TSOs being able to provide or supplement national and cross border transmission infrastructure.

52. Regarding the regulatory framework, the questionnaire results suggested that provision of transmission infrastructure in all countries is driven by a national requirement on TSOs to meet planning and operational security standards, underpinned by some form of ‘regulatory contract’.  The details of who sets and approves these varies between countries.

53. It is also clear that the regulatory framework is generally set and applied at a national rather than cross border level.  There are for example relatively few requirements for a TSO to take into account developments in neighbouring systems when planning and operating its system.

3.3 Insights from case studies of existing electricity interconnectors

54. National electricity markets across the EU are already linked by a number of cross border electricity interconnectors.  It is helpful in the context of considering how the EU market might become connected further and more deeply to understand some of the drivers and arrangements for interconnectors.  As illustrative examples, ERGEG has therefore considered the following 11 transmission investment case studies (proposed and completed):

1.
Austria – internal reinforcement also necessary to enhance cross border capacity


Owing to the growing demand and increased power transmission in Austria and to the neighbouring electric power systems, completion and reinforcement of the Austrian 380 kV grid has been necessary for almost 20 years. The first initiatives for the so called "Styria line" and "Salzburg line" projects date back to the late 1980s and early 1990s. However, while the grid load and congestion have significantly increased over the past decade, very little progress could be achieved on the actual project itself, although all possible efforts have been made by the TSO. 

The key reason and obstacle for this project lies in the lengthy licensing / permission procedures - this has not improved even with the EU Directive on environmental approval procedures that entered into force and which have been implemented in the Austrian law. Moreover, it seems that the framework surrounding the permission and licensing procedure allows those opposing the project to use a number of stalling tactics designed to postpone the project.

2.
Finland – Sweden (Fenno Skan 2)


As part of a plan announced in 2004 by Nordel to improve interconnections between the Nordic countries, Svenska Kraftnät and Fingrid plan a second DC line between Sweden and Finland (Fenno Skan 2), with capacity 800 MW.  On the Swedish side, an environmental impact assessment regarding the overhead line will be presented in September 2006, followed in December by one for the submarine cable.  The permissions procedure is due be complete in early 2008 for Finland and by late 2008 for Sweden.


Assuming no delays in the process, building is anticipated to begin in 2009 with the link to be put into operation in 2010.

3.
Finland – Estonia (Estlink)


A decision to pursue the feasibility of an electricity interconnector between Finland and Estonia (Estlink) was taken in 1998, on the basis that trade over such an interconnector would be economically beneficial.  A final feasibility study completed in February 1999 indicated a positive decision to build.


Accordingly a 350 MW DC line is presently being built between Finland and Estonia (Estlink).  The project is built on a merchant basis and has received the necessary exemption from EU Regulation 1228/2003.


The link is due to enter operation by end 2006.

4.
France – England (Interconnexion France Angleterre)

England and France have been electrically connected since 1961, with a 160 MW DC line.  Plans to develop a significantly enhanced electrical link between France and England were further considered in the late 1970s.  The motivations for such a link were to improve mutually security of supply, and to allow import of relatively cheap electricity from France to England.


Following the decommissioning of the 160 MW line in 1982, a 2000 MW DC link between France and England was built and entered into operation in 1986.

5.
France – Spain (Aragón-Cazaril)


Discussions to develop a France-Spain cross border link started in 1974, initially reflecting a desire to enhance security of supply.  With the advent of the EU electricity market liberalization, motivation has more recently also included a desire to enhance trade and reap its economic benefits.


Discussions culminated in agreement and plan to build the Aragón-Cazaril line.  The necessary construction permissions were obtained in 1996 after lengthy legal procedures in both countries.  However, later in 1996, following a renouncement of the necessary construction permissions on the French side on environmental and landscape conservation reasons, the project was abandoned.

6.
France – Spain (Baixas reinforcement)


In the light of the lack of building of the Aragón-Cazaril line, plans are currently being discussed to increase France-Spain interconnection capacity by reinforcing the line through Cataluña, using two possibilities for reinforcing lines to Baixas.  Local opposition to the construction is strong, and local authorities in Spain have the power to block building on environmental grounds.  Spanish national authorities are responsible for international connections.


The project is presently on hold while options for minimizing visual and environmental impacts are explored in order to meet local concerns and reach a political and economic agreement.
7.
Italy-Greece


A project for linking Italy and Greece was first conceived in the 1970s.  Initial motivations for the project included Italy’s increasing dependence on electricity imports and declining reserves during the 1980s, and its contribution to the diversification of Italy’s energy supplies.  More recently, the project is also important in the light of the single EU market because it represents the first and currently only transmission link between Greece and the rest of the EU.  It may also form part of a future Mediterranean Ring.


A feasibility study was presented to the European Community in 1989.  Community financing was agreed in 1992. 


A 500 MW DC interconnector between Italy and Greece, across the Ionian sea, entered into operation in July 2002.

8.
Italy – Switzerland (San Fiorano – Robbia)


Plans for supplementing interconnection between Italy and Switzerland with the San Fiorano to Robbia line date back to the mid 1990s.  They are motivated by a desire to increase security of supply to Italy.


Given its strategic importance for Italy, the project was given priority treatment provided for under a new law
 simplifying authorisation procedures in favour of infrastructures considered of strategic importance. Final authorisation and construction permits were not released until 2004.


An 1100 MW AC interconnector between Italy and Switzerland entered into operation in January 2004.  

9.
Italy – France (Sardinia to Corsica)


Plans to enhance connection to Corsica from Sardinia began in 1996 with a feasibility study performed by EdF and ENEL.  The link was considered necessary in order to enhance exchanges of power and to ensure security of transmission network operation in the two islands.


An AC link of 50 MW entered into operation in February 2006.

10.
Italy merchant lines


In October 2005 the Italian government enacted a Decree which promotes the implementation of merchant electricity interconnectors to neighbouring countries.  It does this by defining the procedures and criteria for exemptions from third party access for new investments, in accordance with Regulation 1228/2003.  Exemptions are granted preferentially to DC lines.  The current procedure for application for an exemption requires having received all the necessary authorisations, and so implies that the project must already have made a full feasibility study.


At present there are 4 or 5 projects in various stages of authorisation.  One has completed the procedure and is awaiting final approval by the Ministry.  

11.
Netherlands – Norway (NorNed)


In 2004 the Dutch and Norwegian TSOs announced plans to build a 600 MW DC interconnector between the Netherlands and Norway – the NorNed project.  The link is justified on efficient trade and economic grounds (e.g. enhanced price discovery and liquidity, enhanced competition), and in terms of developing the single EU electricity market.  Opinions differed on the extent to which the business case for the link is positive, with part of this difference being accounted for by differences in assumptions concerning the project’s cost of capital.


The project has been approved in principle by the regulatory authorities, with a capacity of at least 700 MW.  Further permissions from the relevant authorities will be required in due course.


The interconnector is due to be built to a capacity of at least 700 MW and enter into operation by 2008.


Investment rationale

55. The case studies demonstrate that the rationale for transmission network investment varies significantly between investment projects. In general, the rationale for network investment can be broadly defined by three approaches :

· TSO investment (‘regulated approach’) for national planning and operational standards and enhancing security of supply and effective market operation, which requires appropriate regulation, supported by an economic case.
· Private investment (‘merchant approach’), motivated by gains from trade, which is generally underpinned with contracts for use and financing, with little or no direct regulation
.
· Government intervention which aims to promote security of supply and tends not to be primarily based on economic grounds. 

56. Other factors which are considered on an ad-hoc basis include for example: environmental considerations; socio-economic issues and cost benefit analysis.  Some projects were also promoted and facilitated through the EU’s TENs programme.

Ownership/ Financing/ Remuneration

57. The case studies indicate that the majority of investment projects (to date) are owned and operated by relevant TSOs, for example: Fenno Skan 2 is jointly owned by Svenska Kraftnät (Swedish National Grid) and Fingrid Plc; and NorNed is owned jointly by the Norwegian and Dutch TSOs, Statnett and (Norwegian Grid operator) and TenneT (Dutch TSO). In general these investment projects demonstrate varying degrees of regulatory oversight and tend to be financed by the regulator setting/ allowing an appropriate return on investment. The investment projects that are financed on a commercial basis (e.g. Estlink) tend to be remunerated according to the extent that they can charge users for access, under private contracts.  In general, these private contracts are not regulated.  Arrangements for the Estlink project were approved by the Finnish and Estonian regulators when the exemption was granted, and monitoring will begin when the link is in operation.

Regulatory oversight

58. The case studies tend to demonstrate that a consistent cross border regulatory framework for driving the transmission investment is in general not given, either by TSO’s or on a merchant basis, although some elements of such a framework are sometimes applied. In general, the oversight of the investment projects incorporates, in varying degrees, a combination of ad hoc government and regulatory actions.


Realised projects and insight into factors promoting successful project realisation

59. Of the11 case studies listed above, 8 have not yet been built.  One, the Aragon-Cazaril line, has been abandoned for the time being as a viable project.  Three – the Austrian reinforcement, the Baixas reinforcement, and the Italian merchant line – are in the early planning stages.  Three – Finland to Sweden, Finland to Estonia, and Netherlands to Norway – are at a more advanced stage and at present look likely to be completed.  The remaining four – France to England, Italy to Greece, Italy to Switzerland, Italy to France – have been built and are operating.  Comparing and contrasting some details of these projects give some insights into the factors that facilitate or inhibit project completion.

60. Broadly speaking, factors that facilitate projects appear to be :

· Underlying economic driver

Projects with a clear economic rationale in terms of taking advantage of mutually advantageous trades appear to stand a better chance of completion.  

· Desire to improve security of supply, energy diversification, or possibilities for mutual assistance

Here TSOs often have inherent motivations to pursue projects because it assists with the maintenance of national transmission network security.

In some cases government support and backing has also been instrumental.  Where government has seen these issues as particularly important in a national strategic context, support has been forthcoming such as making necessary international agreements or, in one case, facilitating planning law.

· Appropriate authorization procedures

Generally speaking, the main elements facilitating local acceptance or at least minimizing local opposition seem to be : well defined, straight forward and transparent authorisation procedures, reduction in the number of decision making steps involving separate administrations, and the absence of redundant or overlapping authorisations.

· Commitments relating to environmental concerns

Some projects allayed concerns regarding their environmental impact, and obtained the necessary permissions, following commitments to ameliorate environmental impacts.  For example some projects increased the use of underground cables. 

· European Union support

EU support, either indirectly in terms of a general indication of the strategic importance of a link for the single EU market, or more directly in terms of funding, has played a positive role in a number of projects.

61. Factors that have inhibited project completion include :

· Building and construction authorizations and permissions

The clear overriding inhibitor for the projects that have made little or no progress is the building and construction authorizations and permissions process.  The revocation of the necessary permissions for example prevented the completion of the Aragón-Cazaril line.  Difficulties with the process, particularly regarding possibilities for further appeals and challenges, which might allow indefinite stalling of projects, is currently hampering progress on line reinforcement in Austria.  It has also been the case that inconsistent state, local and environmental powers and laws have facilitated local and lengthy opposition to new construction.

· Change to more unfavourable economic rationale

It appears in at least one case where the project made little progress that the economic case had become less favourable. 

· Strict / expensive conditions for project application

In one case, the introduction by government of more stringent application criteria for projects resulted in a reduction of the number of applications.  These more stringent criteria would require the project to have made significant progress in some areas (e.g. feasibility studies) and so incurred significant expense.

· Lack of cross border competences or single process

In some cases it appeared that the difficulties of aligning two separate approvals regimes inhibited the completion of projects.  In other words, the existence of one approval process or authority regarding the cross border element might have facilitated the project completion.

62. It is also helpful to recall that these projects represent the projects that were in some manner identified.  It may also be the case that other investment mechanisms would have identified other transmission interconnector projects, which would have faced similar issues.

3.4 Building and construction authorizations and permissions

View from TSOs

63. TSOs are clearly the parties who deal most frequently with building and construction authorizations and permissions.  They therefore collectively have extensive experience of the details and timings of these processes across the EU.  The European Transmission System Operators’ (ETSO) have for example described and assessed
 a number of projects in different countries where authorizations and permissions were sought to build new overhead lines and so expand transmission infrastructure provision.

64. ETSO draws the first conclusion from these examples that the main impediment to the development of new overhead lines in the EU comes from the length and difficulty of the authorization procedure to get the permission for construction. In particular, two factors seem to be influencing each other in ways which tend to impede the authorization procedure :
· Veto powers of the regions; and

· the multiplicity of decisional steps and involved entities.


Examples of developments regarding building and construction authorisations and permissions

65. A legislative initiative enacted in Italy in 2003 has greatly accelerated infrastructure expansion in the electricity sector by reducing the number of decision steps and by setting a time limit (6 months) on the overall process.  More new generating capacity has come on line (or is about to) since this law was enacted than in the whole of the previous decade.

66. A recent German legislative proposal recognizes the authorisations and permissions issue and is aimed at expediting the process for obtaining construction authorizations.  The legislative procedure was started in summer 2005 to concentrate and shorten the procedure of formal decision for new infrastructure. The so called draft “Infrastrukturplanungsbeschleunigungsgesetz” (infrastructure planning acceleration law) proposes a revised procedure of the administrative proceedings for the construction of new infrastructure in terms of traffic ( e.g. Federal highways, railways, waterways) and in terms of new energy infrastructure.  Concerning the planning of new energy infrastructure, the new law is supposed to deal with the integration of the regional planning procedure into the project approval procedure. In certain cases the hearing and potential counteractive measures of concerned parties could be restricted.  The draft law was subject to a first reading in December 2005 and is currently under examination by the responsible authorities.

4 Drivers for transmission infrastructure provision in and between Member States - Analysis and conclusions

4.1 Introduction

67. This chapter takes the results from chapter 3 and puts forward analyses and conclusions regarding the provision of transmission infrastructure.

4.2 Building and construction authorisations
68. The evidence from the survey suggests that building and construction authorisations are a crucially important and immediate issue in determining the extent to and speed with which TSOs can provide and expand transmission infrastructure.  It is clear for example that in many countries, it is necessary for a TSO to apply to more than one authority to obtain the necessary permissions, often including local administrations where significant opposition to the further construction of infrastructure may be encountered.  A range of criteria is generally applied to the application, including economic, environmental, and physical concerns.  It is often necessary for a TSO to undertake rigorous and lengthy assessments of these criteria.

69. Consequently, obtaining the necessary authorisations may take many months or even years.  For example, one major upgrade of an internal transmission line required 9 years from the submission of the necessary environment impact assessment to obtain the necessary permission to begin construction.  Hence a number of significant projects necessary to deliver the transmission infrastructure necessary to develop the single electricity market are presently being impeded solely due to the need to obtain building and construction authorisations and permissions processes.

70. This is therefore an important immediate issue and one which exists independently of the wider regulatory framework explored below.

4.3 Regulatory frameworks
71. It is clear from the comprehensive survey of regulators that national transmission infrastructure is generally provided for under a regulated arrangement, where TSOs are obliged to meet certain standards and where remuneration is provided for under some form of ‘regulatory contract’.  The results and the case studies also show that cross border infrastructures provided for under a merchant model are a minority item.

72. It is also quite clear that such arrangements are almost always provided within a national setting.  For example, in most countries the security and reliability Standards relating to both planning and operation have been written explicitly for that country.  Most of these standards include ‘cross border’ elements within their scope, particularly reflecting UCTE or Nordel arrangements, but these elements are not always compulsory on the TSO.  The consideration of exemptions from TPA for interconnectors in almost all countries appears not to involve agreement with neighbouring states or the consideration of its coherence with national grid expansion. 

73. Furthermore, the regulatory framework tends to be expressed in national terms and based in national law.  Regulators have in general the appropriate national powers to set and underpin some form of ‘regulatory contract’.  They are generally responsible for example for approving standards, defining charging criteria, and approving charges.  These powers might include for example setting criteria related to transmission access and incentives on TSOs to provide infrastructure efficiently. Regulators have under EU law national powers to monitor and gather appropriate data.

74. However with regard to the provision of cross border transmission capacity, it appears that regulators have few such powers in order to be effective across markets.  The existing institutional framework for regulators, ERGEG, contains no provision for regulators to work together in order to provide a full cross border ‘regulatory contract’.  Costs cannot easily be allocated from or mandated in country A to country B for example where customers in country B benefit from investments in country A.

75. Nevertheless, Regulation 1228/2003 does provide some basis for an inter-TSO compensation mechanism in respect of hosting cross border flows.  ERGEG retains an advisory role regarding this, and it could therefore provide one basis for regulators acting jointly and appropriately in respect of the necessary cross border regulatory competences and ‘regulatory contract’. 

76. Where (regulated) interconnectors exist, they are generally subject to planning and operational standards and some form of regulated return, linked to the relevant national framework.  However there are few examples of these national frameworks being linked or referenced against each other to provide cost allocation or risk sharing in relation to providing appropriate cross border transmission access.

77. Present practice tends therefore to highlight the fact that there is little supra national legislative or regulatory basis for providing new cross border transmission infrastructure capacity between national markets.

4.4 Role of TSOs
78. TSOs are clearly well integrated into each national regulatory framework.  Within this framework they undertake wide ranging and comprehensive planning and operation of the network, delivering a safe and secure network.  Average interruption time for example in 2005 was on average across countries giving data less than 7 minutes.  The range of technical, safety and quality standards adopted illustrates that network security and integrity is maintained to a high level.

79. There may nevertheless be scope for expansion of the role of TSOs, particularly in a cross border context.  It appears for example that at present TSOs are subject to few direct obligations under current standards to exchange relevant information relating to planning systems, or relating to efficient congestion management.  A TSO is not generally obliged under its current national standards to take into account the need to optimize transmission capacity available in neighbouring systems. Coordination regarding emergency planning may also not be fully mandated.

80. In general, there exists no harmonized, regular (e.g. regional) procedure to identify where new infrastructure would be needed in order to support the development of the internal market.  An exception is Nordel, which was the first to introduce the common system planning procedure, where prioritised investments have been identified for the Nordic market and the construction of these has started.

81. The management of information and transparency in a cross border context is also an issue that is often raised, particularly regarding information on available capacities at borders.  There is arguably a role for the TSOs to expand their input and involvement in EU markets as a whole here.  This could usefully include publishing a forward medium term (5-10 years) view on the need for network expansion, which would facilitate both market participants and other TSOs in formulating their own plans and creating a coherent infrastructure across borders.

82. Regarding incentives on TSOs to provide efficient networks, the questionnaire results indicate that very few TSOs are subject to baseline incentives for the provision of quality standards, or to respond to price signals where congestion occurs.  This is an area that might be addressed in future developments.

83. It is also important to recall that TSOs can only take on these roles in an effective and non-discriminatory manner where they are properly and effectively unbundled, and where an overarching regulatory oversight exists. 

4.5 Cross border elements
84. The existence of equal motivations for the provision of cross border infrastructure capacity is less obvious than that for national capacity, judging from the framework and description given above.  Since operation and planning standards relate in the main to national systems and the need to accommodate flows within these, transmission capacity may tend to be delivered more often in a national than international context.  That is, under this framework, a TSO is not necessarily obliged to operate or plan its system in a way that takes full account of the need to provide transmission capacity to neighbouring systems. 

85. Most national regulatory frameworks do not for example compel a TSO to take account of the cross border elements of multi-country standards, such as those given by UCTE.  In planning and operation, very few TSOs take explicit account of the generation and load situation in neighbouring countries, or engage in direct joint planning.  In general there is little direct compulsion or basis for a TSO to plan its investment in collaboration with neighbouring TSOs or to exchange the necessary detailed data regarding forecast generation and demand, and no regulatory or legislative basis for oversight of or input to these plans by neighbouring TSOs or regulators. This is generally also true concerning the planning and operation of interconnections between national markets.

86. The survey of present practice also indicates to a large extent that the issue of sharing the burden and risks of building and operating transmission infrastructure in country C for the benefit of customers in countries A and B largely remains.  Apart from the possibility of the inter-TSO compensation mechanism, and arrangements in respect of particular cross border facilities, there are few directly mandated compensation mechanisms of the type where customers in countries A and B compensate the TSO in country C.  Given the national focus of regulatory frameworks, there are also few possibilities for country C to share risks with countries A and B, or for country C’s TSO to be subject to incentives to provide efficiently the operation of and investment in its network to facilitate transfers between countries A and B.

87. The need for both regulators and TSOs to take a more pan EU or regional focus points to the desirability of mandating European regulatory and TSO organisations with some form of responsibilities regarding the development of the European transmission grid.  TSOs for example might be mandated to engage in more intensive co-operation regarding information sharing, emergency planning, and the guarantee of access to transmission infrastructure in a cross border sense.  Regulators equally might receive a wider mandate to oversee such TSO activities, enabling the ‘regulatory contract’ to be entered into at a European or regional level.

88. Such responsibilities and roles, particularly the need to exchange data, will highlight the need for TSO network activities to be effectively unbundled from any competitive electricity market activities.

4.6 Summary and Conclusions
89. Review of current practice and the prevailing regulatory framework indicates that :

· Building and construction authorization and permission procedures usually add significant time and difficulty to the expansion of transmission capacity, and are an immediate and significant impediment to enhancing transmission infrastructure across the EU

· There exists no clear compatible rules on how the need for (cross border) infrastructure has to be identified on a regular basis on a regional level

· Each TSO builds and operate its network, including its interconnectors, according to defined and mandatory national security and reliability standards, and in order to facilitate efficient market operation

· A national ‘regulatory contract’ generally exists to support this arrangement

· Present arrangements are generally referenced to national market concerns, with the consequence that provision of cross border transmission access may be suboptimal

· There are few or no legislative or regulatory bases for expanding the national focus to a more regional or pan-EU focus.

· Examples of existing cross border interconnectors indicate that they were generally motivated on the basis of particular government to government,  TSO to TSO or regulator to regulator contacts, and on the whole outside national ‘regulatory contracts’.  Some provision has been on a ‘merchant’ basis.

90. These results point to the need to :

· Recognize and quickly address the issue of the process and timing for obtaining authorisations for the construction of new or expanded transmission infrastructures, particularly those already recognized as being necessary for the development of the single market.  This is an issue that can be tackled in priority, in parallel with the more general ‘regulatory framework’ issues set out below.

· Expand the legislative and regulatory bases such that regulators are able to underpin the provision of cross border transmission capacity, in particular cost allocation, risk sharing, and the provision of appropriate incentives, with a relevant ‘regulatory contract’.

· Develop more overarching or flexible security and reliability Standards at either the local or EU level.  In particular these should :

· require TSOs to evaluate regularly the need for new infrastructure, in particular taking into account the objective of creating an internal market

· require TSOs to take account of forecast developments in neighbouring markets, and so collaborate in planning and operation, and exchange relevant data.

· be sufficiently flexible such that in planning and operating its system, a TSO is able to take into account its effect on the transfer capacity to neighbouring systems.

· Consider the role of TSOs, particularly regarding cross border coordination (including emergency planning), the provision of market data (including forward view of network expansion), and incentives.

· Be clear about the circumstances and regulatory regime to be applied to the ‘merchant’ model as exemptions only

91. Chapter 5 summarizes these issues and sets out recommendations and issues for consultation.

5 Recommendations and Issues for consultation

5.1 Introduction

92. Bearing in mind the results and analyses given in the earlier parties of this paper, this chapter recalls issues that may be necessary to address, sets out some relevant recommendations, and seeks comments.

5.2 Recommendations

Building and construction authorisation and permissions
93. The process and timings for authorisations for the construction of new or additional transmission infrastructure is clearly a crucial issue for the development of the transmission infrastructure necessary for the pan-EU electricity market.  The issue of building and construction authorisation and permissions is impeding a number of already recognized transmission infrastructure projects necessary to develop the single market.  In ERGEG’s view this issue demands immediate attention in order that immediate necessary progress can be made in developing the transmission network across the EU, alongside the regulatory framework themes developed below.

94. Appropriate processes are of course necessary for the proper expression of national and local concerns regarding such projects.  It is not within ERGEG’s remit to identify or recommend here new processes.  Nevertheless, bearing in mind ERGEG’s duties and interests in the appropriate development of a pan EU transmission networks, ERGEG would make the following observations :

· It would be helpful if authorisation and permissions processes could be expedited, with clear criteria, transparent guidelines and timelines and deadlines, and appeals mechanisms.

· National regulators and ERGEG can provide an independent view of the impact of a project on competition and broader market integration.  It would be helpful if authorisation and permissions processes include a possibility to seek such a view, in order that the process is fully informed.

· It will be ultimately necessary and helpful to recognize that wider economic and security of supply benefits at a national or EU level need to be reconciled in some manner with costs at a local level.

95. ERGEG invites views here.


Planning and Operation Standards

96. It is clear that the requirement for TSOs to give primary regard to national planning and operation and maintenance Standards promotes, all other things being equal, the provision of national transmission infrastructure rather than that across the EU.
97. ERGEG therefore recommends that proper processes and standards should be further developed in order to include EU or regional dimensions, such that TSOs will have the appropriate basis on which to plan and operate networks in a pan Europan manner.  That is, ERGEG favours the development of more overarching and pan European standards relating to the network elements that support cross border flows., As an intermediate step, progress may be possible  at a regional level within the ERGEG Electricity Regional Initiative.  Such standards should also, in ERGEG’s view, permit a TSO to take into account the wider EU or regional interests when planning and operating its network.
98. In order for such Standards to be effective, it would be necessary to place an obligation on TSOs to adhere to them.  That is, ERGEG’s initial view is that TSOs should be obliged in some joint manner to identify and regularly evaluate, build, operate and maintain an efficient and secure European transmission network.

Views invited
99. There may be a number of different ways of providing overarching and pan European standards.  Some regional arrangements already exist, for example concerning Nordel and UCTE.  Respondents’ views are particularly sought concerning :

· the need for such a development

· the extent to which these should be overarching, leaving regional groupings to develop arrangements which best suit their needs

· how such Standards should be made flexible to the requirements of the wider EU or regional market

100. There may be a number of ways of monitoring and enforcing such Standards.  Regional or pan – EU Standards will at least for example require co-ordination between TSOs themselves, regulators themselves, and between TSOs and regulators.  Views are invited concerning :

· how such Standards might be given a legal basis and the associated forms of cooperation


Regulatory framework

101. In order to extend the relevant regulatory framework, ERGEG has the initial view that it would be helpful to adjust regulatory duties and competences in some cross border or regional manner.  Regulators should for example have duties :

· to take into account European or regional customers’ interests

· to cooperate fully with neighbouring or regional regulators

102. In order to make the framework for cross border capacities and investments effective, regulators’ competences would in ERGEG’s view need to include :

· oversight of the planning and operation of transmission infrastructure on a multi-country basis – i.e. monitoring and enforcement of the pan-European or regional Standards, and any multi country groupings of TSOs

· appropriate cost allocation mechanisms, risk sharing, and cost efficient provision of infrastructure

· powers to introduce appropriate cost reflective transmission charging, with a pricing structure that reflects the needs of the wider European market.  Well defined common access rights and rules might be a part of this.

· monitoring and information gathering powers

103. These duties and competences would need to be embodied in a number of institutional forms.  For example, regulators might be mandated to operate jointly and have regulatory oversight across relevant Member States, but with the scope of this mandate confined to transmission infrastructure issues and TSOs.

104. Alternatively it might be possible to adapt existing structures, particularly ERGEG, in order that it acts as a whole to take a part of this role on a regional level.  This might include some role in a process that sets Guidelines.


Views invited
105. Views are sought on the extent to which the regulatory framework might need to be amended in order to accommodate and oversee the necessary further development of the EU transmission network.  In particular respondents are asked for their views on :

· to what extent should each national regulator be given new or explicit duties in relation to the interests of EU customers as a whole ?

· to what extent are new, revised, or cross border competences required ?

· What regulatory framework or cooperation might best accommodate these?
Transmission System Operators
106. The move towards a more pan European or regional treatment of transmission issues and standards naturally points to the need for TSOs to collaborate more intensively to reflect this treatment, subject of course to the necessary oversight by regulators.  The introduction of more overarching planning and operation standards, and cross country regulatory arrangements for example would necessitate TSOs acting jointly to plan and operate networks, exchange data and to respond accordingly to the regulatory mandate.

107. More intensive co-operation between TSOs concerning emergency planning, connection and outage planning, and information of management to the market would also tend to support this more pan EU focus.  Data regarding available transmission capacity should for example be made available on a non-discriminatory basis, in any case in accordance with the Congestion Management Guidelines given under Regulation 1228/2003.

108. ERGEG has the initial view therefore that it would be helpful for TSOs to be given a remit to take into account consumers on a regional or pan EU basis, so that they have a duty and mandate to act in this cross country regulatory environment.  ERGEG would also stress that such remits and roles can only be effectively and efficiently taken on where TSOs are properly and effectively unbundled, and where any duties and joint activities are subject to oversight by regulators. 

109. Any new institutional arrangement involving national regulators and TSOs should therefore reflect the established regulatory relationship between regulator and regulated entity. 


Views invited
110. Respondents’ views are sought concerning :

· The need for revised liaison arrangements for TSOs, bearing in mind the other recommendations – in particular the need for TSOs to cooperate closely.

· The form such arrangements might best take.

· The need for further legislation and regulatory oversight to mandate such roles.

Contract or ‘Merchant’ model

111. Electricity interconnectors may be provided through a ‘Merchant’ model, according to the exemptions regime of EU law, although only one actual example – Estlink – presently exists.  Nevertheless such provision in principle could supplement the existing EU network, particularly where DC interconnectors (where access to and use of them can be controlled) across borders are possible.  ERGEG therefore suggests that it will be helpful for the exemptions regime, and the regulatory processes accompanying it, to be made clear for all potential investors.  Such clarity would include a description of the process, the way in which criteria for exemptions might be assessed, the circumstances where exemptions might expect to be accompanied by additional criteria, and the prospect of obtaining a full or partial exemption.  ERGEG has already made a move in this direction with the CEER’s publication of its paper C05-EWG-22-04  “Criteria for exemptions” referred to in footnote 2 above.


Views invited

112. Views are invited concerning how ERGEG might contribute to clarifying the expected regulatory treatment of transmission infrastructures built under the contract or ‘merchant’ approach, for example concerning guidance on how applications for exemptions will be processed.

Annex

Results summary from

Questionnaire on the framework for cross border transmission investment
113. Bearing in mind the typical process that is followed in providing transmission infrastructure, described in chapter 2, ERGEG developed a questionnaire to be completed by each regulator concerning its country in order to seek information on the present treatment of the following :

· Regulatory framework
· Planning
· Operation and Maintenance
· Financing
· Building and Construction – Authorizations and permissions
· Technical, safety and quality Standards

114. The questionnaire sought to differentiate the treatment of these issues between, where relevant, regulators ministries and TSOs, and between national regulated infrastructure (national networks), cross border regulated infrastructures (interconnectors) and merchant lines.

115. Overall 21 regulators representing 21 countries of the EU and Norway provided answers to the questionnaire.  The following paragraphs summarize the overall results and messages from the questionnaire results.

Responsibility for security and reliability standards for networks

116. The TSOs are normally responsible for writing the security and reliability (planning and operation) standards. No country has answered that the TSO does not have this responsibility, although some countries seem to see the responsibility shared between TSO and regulator or ministry. If there is an approval procedure, it is a little more likely to rest with the regulator (11 countries) than with the ministry (7 countries). A majority of the TSOs can propose changes to the Standards, as is also the case for a majority of the regulators. In 9 countries it is explicitly stated that the ministry cannot propose changes. If there is a clear responsibility for enforcing the rules, this normally lies with the regulator.  While some regulators do not answer that they have this responsibility, only 5 answer that they do not have it.

Security and reliability Standards for networks

117. Basically TSOs in all countries are obliged to plan, operate and maintain the network to meet specified reliability and security standards (i.e. planning, operation and maintenance Standards), which in most cases have been written specifically for their own country. It is common that standards do not apply to all international cables, and that the rules do not take into account the interdependency of flows between connected areas and thus there is often no requirement to take into account relevant flow parameters for connected areas. Standards for international cables are often not compulsory in terms of regulatory framework. International standards most often take the form of agreements between TSOs. Only a minority of countries answer that the rules apply to non-TSO or ‘merchant’ lines. On the other hand, in many cases there are no merchant lines.

Access to networks

118. Access to networks is normally through regulated third party access, even for interconnectors. For merchant lines the situation in less clear cut. Capacity auctions are most common for interconnectors (12) while implicit auctions (6) and pro rata capacity allocation (4) are less common. On a small number of national lines there are capacity auctions or implicit auctions.

Conditions for exemptions from third party access

119. Most countries have answered that the question related to exemptions from TPA for the national network is not applicable to them. A few countries have some conditions related to security rules or efficient operation of the national network. For interconnections it seems that the secure operation of the national network normally has priority over the cross country trade. Rules regarding exemptions related to merchant lines are relatively common.

120. Since most countries do not concern themselves with exemptions to TPA, the question concerning limits to exemptions was in most cases not applicable.

Objectives when planning, operating and maintaining networks

121. The top priority for planning in all countries is to meet national security and reliability standards. The relief of internal and cross border congestions is also an important planning objective. To meet perceived needs of market participants is another important goal while the objective “to take trading opportunities” is less common. The priorities applied for planning is basically also reflected when operating and maintaining the networks.

Responsibility for network planning expansion

122. The responsibility for planning of network expansion rests normally with the national TSO, both for national networks and interconnections. In a few cases neighbouring TSOs have a role in the process. The planning of merchant lines is the responsibility for external private investors. Investment plans are in the majority of countries made public, and there is normally an extensive consultation process, where both national and local authorities are involved.

Responsibility for approval of investment plan

123. The approval process is generally complex. In about half the countries the national TSOs themselves can approve the investment plan, while regulatory authorities or ministries have to approve the plan in the rest of the countries. In the case of interconnectors, approval is of course needed from either the regulators or governments of the two interconnected countries according to the respective rules.

Financing mechanism

124. Financing of transmission infrastructure is generally on the basis of regulated tariffs. In addition to that, congestion revenues are mentioned as a source of finance by some countries both for national lines and interconnectors.

Responsibility for defining charging criteria

125. The responsibility for defining charging criteria varies between countries. In the majority of cases it is the regulator´s responsibility, but it is relatively common for both ministries and TSOs themselves to have some responsibility here.

Charging methods

126. Charging levels are generally set with reference to costs, which are allowed on the basis of a number of methods. The RPI-X form of control is the most common method (13) for national networks, with regulators (17) and in some cases ministries (6) responsible for approval.

Building constructions authorizations and permissions

127. The licensing process is in most cases lengthy and complex. Regulators have the responsibility for setting licensing and authorisation procedures and criteria in 5 countries for national lines and in 3 countries for interconnectors. In most other countries ministries have the final responsibility. Local and regional authorities are also involved.
















� See draft European Commission decision document containing Congestion Management Guidelines at :


http://ec.europa.eu/energy/electricity/legislation/doc/congestion_management/cm_guidelines_en_v3.pdf


� CEER has published a Position Paper on the assessment of the criteria for the purposes of seeking an exemption.  See CEER document C05-EWG-22-04, available at :


http://www.ceer-eu.org/portal/page/portal/CEER_HOME/CEER_PUBLICATIONS/CEER_DOCUMENTS


� CEER provides further ideas on the types of financing options in its May 2004 Position Paper Regulatory control and financial reward for electricity cross-border transmission infrastructure available at :


http://www.ceer-eu.org/portal/page/portal/CEER_HOME/CEER_PUBLICATIONS/CEER_DOCUMENTS/2004/


� The Inter-TSO Compensation mechanism, as provided for under Regulation 1228/2003, provides some basis for the necessary transfers.


� Law no. 443 of December 2001


� The Finland – Estonia “Estlink” project is the only present example of a Merchant project with an exemption under Regulation 1228/2003.


� See   http://www.etso-net.org/upload/documents/procedures%20400%20kv%20lines5-04-06%20(2).pdf
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