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PRESS RELEASE 
Energy Regulators present key reports to Commissioner Piebalgs

assessing the development of the EU Energy Markets in 2006 
· They call for new legislation on unbundling and for their powers to be enhanced

· Regulators must be independent from political intervention
· Stronger political commitment to the Regional energy Initiatives is needed for EU market integration
· Regulated energy prices distort competition and should be abolished

Today the European Regulators Group for Electricity and Gas (ERGEG)1 published its formal advice to Commissioner Piebalgs assessing the development of EU energy markets.  The “ERGEG Assessment of the Development of the European Energy Markets, 20062” identifies insufficient unbundling as a persistent impediment to competition in electricity and gas.  ERGEG has also published a report it presented to the Energy Commissioner which identifies gaps in the powers of electricity regulators and calls for a minimum set of powers and for regulatory independence from political interference.
Insufficient Unbundling is a persistent barrier to competition
ERGEG Chair, Sir John Mogg, stated “Some integrated energy firm may claim that ownership unbundling will not help competition.  This is untrue.  Insufficient unbundling is often the most persistent barrier to competition. Lack of effective unbundling was already identified in the preliminary findings of DG Competition’s Sectoral Inquiry3.” 

The ERGEG report criticises the vague implementation of the unbundling provisions of the existing Directives, stating what when they are transposed into national law they leave a lot of discretion to the integrated companies, and companies often act without fear of enforcement because of a lack of adequate powers of the regulators.  ERGEG calls for new EU legislation on unbundling and structural separation and for regulators to be given powers to monitor and enforce unbundling in cross border situations4.  In principle, ownership unbundling is the regulators’ preferred position.
Regulators decisions must be independent from politics, their powers must be enhanced
The ERGEG report on the compatibility of electricity regulators’ powers identifies the gaps between the reality and the desired set of competencies of regulators, and makes recommendations on how to close these gaps5. Commenting on this report, Sir John stated, “The powers of national regulators must be compatible and complementary to develop the EU energy market.  Regulators must be independent from political interests as well as from industry so as to protect the interests of energy customers.  Our report identifies the member states where regulators decisions are still subject to political control.  Of course, regulators should be (and are) accountable for their decisions, but such regulatory decisions - which are in the interest of the consumer – should be removed from political influence.”  
Political commitment is needed to Market Integration
Regulators point to a real danger that political declarations of support for regional integration within the EU are not followed through with the necessary action on the ground.  The tendency to put independent regulators under greater political control and to protect “national champions” acts against regional integration and the single market objective.  More and more the cornerstones of the liberalized markets (access to essential infrastructure, independence of regulators and market-based pricing, effective unbundling) are under scrutiny.  Political support to the Regional Initiatives is needed6.
Regulated prices distort competition and should be abolished
Regulated prices distort competition and should be abolished, or where appropriate, brought into line with market conditions7.  The ERGEG Chair points out “The idea of liberalisation is to allow the European customer to shop around for the best energy price.  If energy prices are being subsidised in the domestic market (by regulated prices) and if the procedures to change supplier are administratively difficult, customers will not switch supplier.  This deters new entry at a national level and undermines the market integration process in Europe.”
Ends



8 December 2006 
Notes to Editors:  

1. The European Regulators Group for Electricity and Gas (ERGEG) was set up by the European Commission in 2003 as its advisory body on Internal Energy Market issues.  ERGEG is the formal means by which European energy regulators advise the Commission. www.ergeg.org.  The Council of European Energy Regulators (CEER) is the European association of independent national energy regulators from the Member States of the European Union (EU) and the European Economic Area (EEA).  Its overall aim is to facilitate the creation of a single competitive, efficient and sustainable internal market for gas and electricity in Europe.  CEER website address: www.ceer-eu.org.  
2. Under the Electricity Directive 2003/54/EC (Article 23) and the Gas Directive 2003/55/EC (Article 25), national energy regulatory authorities are required to publish an annual report on the outcome of their monitoring activities related to the functioning of the electricity and gas markets.  The “ERGEG Assessment of the Development of the European Energy Markets, 2006” draws conclusions from the national reports, and from other sources of ERGEG’s work.  Both the national reports (of the 25 member states) and the ERGEG Assessment report are on the ERGEG website:
http://www.ergeg.org/portal/page/portal/ERGEG_HOME/ERGEG_DOCS/NATIONAL_REPORTS/2006
3. The European Commission launched a sectoral inquiry into the gas and electricity markets in 2005 to determine the main barriers to competition.  It identified five key barriers.  Based on its Preliminary Findings (February 2006), specific competition law investigations were initiated by the European Commission which included dawn raids in May on the premises of gas and electricity companies in six Member States.  The European Commission is expected to publish its conclusions on the sectoral inquiry and announce possible structural, regulatory and competition law based remedies early in 2007. 
4. Currently regulators are unable to effectively monitor cross border related unbundling where a single company (which also carries out the TSO function) operating in one company may own subsidiaries in another country, and operate its network in a way to benefit the affiliate in the neighbouring country.  This gap in the regulatory framework undermines the current unbundling requirements. 

5. The ERGEG Report “Compatibility of national legal conditions concerning regulatory competences (E06-REM-08-03)” is on the ERGEG website:

http://www.ergeg.org/portal/page/portal/ERGEG_HOME/ERGEG_DOCS/ERGEG_DOCUMENTS_NEW/ELECTRICITY_FOCUS_GROUP.  It identifies the EU countries where the relevant Ministry retains some powers to approve, reject or amend regulatory decisions, and where the relevant Ministry is in charge of making the final decision on network tariffs.  The recommendations include levelling up a minimum set of competencies and powers for each national electricity regulator on independence; enforcement and sanctions; regulation of monopoly activities; unbundling; and oversight of market rules and efficient market functioning.  

6. The Regional Initiatives were launched in 2006 to adopt a regional approach to full market integration by creating 7 Electricity and 4 Gas regions in Europe.  See http://www.ergeg.org/portal/page/portal/ERGEG_HOME/ERGEG_RI 

7. Regulated prices should not be confused with the issue of protecting vulnerable customers.  Regulated prices refer to regulated end-user prices for customers (or certain categories of industrial or commercial customers) which in some countries continue to co-exist with the unregulated prices of the open market.  The effect of regulated prices is often to distort competition both within the home market and across borders.  If the customer can benefit from an (artificially low) regulated price in their home market, they will continue to stay with their existing supplier on regulated prices rather than switch supplier. This tends to result in low customer switching rates as the customer has no incentive to switch to a new supplier, thus deterring new entry into the market.
8. Other key recent reports include:
· The final ERGEG Guidelines of Good Practice on Electricity Balancing Markets Integration. These Guidelines are particularly aimed at stakeholders, grid operators and market participants and are intended to support the European Commission and national competent authorities, in developing and implementing appropriate policies towards the integration of balancing markets in the EU, with the broader scope of the evolution of the Internal Electricity Market.
· The final ERGEG Guidelines for Good Practice for Gas Balancing (GGPGB). The GGPGB are designed to help ensure that gas balancing mechanisms are designed in a way that ensures that networks operate safely and securely and that barriers to entry to the market are not created. They represent ERGEG’s final advice to the European Commission on ERGEG’s interpretation of Article 7 of the Gas Regulation and what it considers to be the minimum requirements for gas balancing mechanisms
· ERGEG Final 2006 Report on Monitoring the Implementation of the Guidelines for Good TPA Practice for Gas Storage System Operators (GGPSSO). The conclusion is that, more than one year after their introduction, compliance with the GGPSSO remains unsatisfactory. ERGEG also notes that EU regulators have uneven and incomplete powers regarding storage, which prohibit them from adequately enforcing the GGPSSO and may be leading to an uneven playing field for storage users. ERGEG recommends that current voluntary arrangements be replaced with binding legislation based on the GGPSSO: See: http://www.ergeg.org/portal/page/portal/ERGEG_HOME/ERGEG_DOCS/ERGEG_DOCUMENTS_NEW/GAS_FOCUS_GROUP/.
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