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1.   Foreword

Short note signed by Chairman \ President \ Director General to introduce the report
The price of energy is primarily determined by factors that DERA has no control over – conditions on the world market, terms and conditions in long-term contracts, and duties (including cost of CO2 allowances). The price is also determined by conditions within the Danish energy sector itself, including the efficiency of energy enterprises. DERA has special responsibility to secure reasonable prices, conditions etc. with regard to enterprises that provide grid services, as these enterprises are not subject to competition. This is increasingly done by setting efficiency requirements for enterprises on the basis of benchmarking the different enterprises in the sector.

It is, however, just as important to enhance and support competitive development in the

liberalised energy sectors. The framework for competition is important in this regard, and DERA is responsible for helping set the framework for efficient and effective competition. DERA plays an active role in securing and monitoring equal access to transport energy via the grids. The price-calculator www.elpristavlen.dk to which all suppliers must report shows increasing activity in competitive pricing of the various contract types offered. This is a positive development. In spite of this, very few consumers actually change supplier. One of the reasons is that suppliers generally do not market themselves actively to consumers outside of their own supply area.

As something new, grid companies in the electricity and natural gas sectors are required to prepare compliance programmes – and publish yearly reports -  that demonstrate that they do not take advantage of their monopoly on the grid to distort competition in the liberalised markets. DERA monitors these programmes to ensure equal competition in the competitive markets.

In 2006, DERA established a set of invoicing rules for the natural gas enterprises. Similar rules for electricity companies are recently finalized. 

International regulatory cooperation is an increasingly important area of work for DERA. The ERGEG Regional Initiatives in electricity and gas since February 2006 in our view is an important lever for improving the efficiency of cross border trade. Regulatory Authorities are the main catalysts in this work, but will never succeed alone. Close cooperation with TSOs, energy exchanges, other energy authorities and the market players is a precondition, which we try to implement as good as possible in the work of the Northern Europe region.

Finn Dehlbæk

Danish Energy Regulator

2.  Summary \ Major Developments in the last year

This report prepared by DERA for a number of topics is based on information from the Danish Competition Authority, Danish national TSO Energinet.dk as well as various other external sources.
2.1   Basic organisational structure of the regulatory agency

· composition of regulatory board or Commission

· main statutory objectives

· main enforcement powers to implement its role (e.g. issue Regulatory Decisions or Directions, Issue Licences)

· Independence and accountability. Who does it report to?

· Information on the existence of overlapping jurisdictions with other governmental agencies/authorities (national and supranational).

The primary task of the Danish Energy Regulatory Authority (DERA) is to monitor/regulate the monopoly companies in the Danish Energy sector, i.e. the electricity, gas and heating network companies.  DERA’s  primary focus in performing this statutory task is by regulating prices, but the authority also holds responsibilities in regulation of terms of delivery, grid access, to facilitate transparency and to monitor compliance programmes on non discriminatory behaviour.. 

The regulatory tasks of Directives 2003/54 and 2003/55 as well as Regulations 1228/2003 and 1775/2005 are shared between DERA and the Danish Energy Authority (DEA), which is a directorate under the Ministry of Transport and Energy.  For instance the responsibility of issuing and monitoring compliance with licences is held by the DEA. Three acts on electricity, gas and heat respectively form the legal basis. Pure competition issues are not dealt with in these legal acts and are monitored/regulated by the Danish Competition Authority (DCA).

The enforcement role of setting secondary legislation is held by the Minister of Transport and Energy or on his behalf by the DEA. However, DERA is entitled to set up rules/regulations regarding transparency facing the customers and on data to be reported or notified. 

Normally companies will act in accordance with decisions taken by DERA. However DERA has a number of enforcement powers in individual cases as orders, daily and weekly fines as a coercive measure (since June 2006 broadening the scope of use) and traditional fines imposed by police authorities.

DERA board members have been appointed by the Minister of Economy and Business Affairs for a  4 years period. Since then the responsibility for energy has been moved to the Minister of Transport and Energy and so has the competence to appoint . DERA comprises a chairman and 6 members of which one is designated as vice chairman. Furthermore 2 substitutes are appointed. The law stipulates that the  members shall be independent of the parties in the energy sector and they shall represent legal, economic, technological, environmental, business and consumers expertise

The costs of DERA are  recovered by fees levied on the regulated companies. 

The staff of the secretariat of DERA are seconded  from the Danish Competition Authority.

Decisions taken by  DERA or by its secretariat cannot be changed by the minister. However, such  decisions can be taken to the “Energy Board of Appeal” (and subsequently to civil court). According to the Electricity Supply Act DERA has an obligation to inform the Minister about matters which in the opinion of the Board is considered of relevance to tasks in relation to licensing issues and to the legal framework governing the tasks of DERA.
The secretariat of DERA also serves as  secretariat for the private Energy Supplies Complaint Board established in co-operation between the Consumer Council and the Danish Energy Association, DONG (Danish Oil and Natural Gas), Greater Copenhagen Natural Gas/Natural Gas Middle-North, Natural Gas Funen and Danish District Heating Association. The Board has a mandate to handle disputes arising from the contractual relationship between energy consumers and an electricity supply undertaking, natural gas electricity supply undertaking and district heating supply undertaking.

2.2   Main developments in the gas and electricity markets

· Market structure (mergers)

· Price developments

· Market opening 2007

· Unbundling

· Market integration of whole sale markets
There were no major structural changes in the Danish electricity market over the last year. The whole sale market set-up was improved by introducing the Nordic intra-day market Elbas (Nord Pool Spot) also in Western Denmark in April 2007. Since September 2006 Elbas also offers intra-day trading on the German- East Danish interconnector KONTEK. In order to improve the utilization of the German – West Danish interconnector, TSOs Energinet.dk, Vattenfall Europe Transmission and E.ON Netz and power exchanges EEX and Nord Pool Spot in October 2006 signed a memorandum of understanding to establish day ahead market coupling on German-Danish interconnectors. This initiative is closely coordinated with the ERGEG Regional Initiative of the Northern Europe Region. This will also replace the market splitting operated by Nord Pool Spot on the KONTEK interconnector. It should be added that the capacity of the German – West Danish interconnector has been upgraded by 150 MW.

An important step to connect Western and Eastern Denmark was taken in April 2007, when the Ministry of Transportation and Energy approved the Energinet.dk application to establish a 600 MW DC interconnector to be commissioned in 2010. But already over the last year major efforts have been done by Energinet.dk to align the market-rules of Western and Eastern Denmark subsequent to the establishment of Energinet.dk as national TSO by 1 January 2005. In addition Energinet.dk and Statnett have concluded a letter of intent on a new Danish-Norwegian interconnector. 

The operation of Danish-Swedish interconnectors – especially Eastern Denmark – Southern Sweden - still suffered from occasional reductions in capacity employed by Svenska Kraftnät as a measure to tackle internal congestions and Energinet.dk continuously urged Svenska Kraftnät to substitute this practice by marketbased congestion management of internal congestions.

On market performance the “Energy Board of Appeal” has confirmed that part of a Danish Competition Board ruling that generating company Elsam A/S in 2002-2003 abused their dominant position by raising prices in Western Denmark by their bidding behaviour on Nord Pool Spot. A subsequent ruling in June 2007 by the Danish Competition Board states a similar misbehaviour by the generator during 2005-2006 – the last part of the period as DONG Energy Generation A/S.

The whole sale prices in the Danish market in 2006 were at a quite high level reflecting the low reservoir levels of Scandinavian hydro power plants as well as periodic stops of Swedish nuclear power units. A warm winter and abundant precipitation has generally lowered prices up till mid 2007. Danish area prices, however, in addition, occasionally has been influenced by contrary effects. Congestions on interconnectors to Norway and Sweden combined with higher German price level in periods have resulted in Danish area prices far above system price. On other occasions as moments of major generation on windturbines at times of low load resulting Danish area prices (especially in west Denmark) have been much lower than system price – even down to zero.
An important change in the structure of Danish gasmarket was the selling off of one of the two storage facilities of DONG Energy. It was acquired by Energinet.dk and established in a separate company. Consequently as from May 2007 there have been two storage companies in Denmark offering storage facilities to market participants.

The gasmarket has been positively influenced among other things by the first gas release auctions of DONG Energy. This was part of the preconditions for acquiring part of generators ELSAM and Energy E2. The number of active shippers has increased. The gas release increased demand for transmission capacity on Danish-German interconnector. Energinet.dk in order to optimize the utilization since October 2006 has offered interruptible capacity.

Energinet.dk is still supporting whole sale trade by offering a Gas Transfer Facility (GTF), whereby the physical execution of bilateral contracts can be facilitated and the use of GTF has increased after initiation of gas release.
In the field of Danish energy policy the government in January 2007 presented a follow-up of the “Energy Strategy 2025” from 2005. The new move is entitled “A visionary Danish Energy policy”. It set up goals for increase in the efficiency in generation and consumption of energy, share of use of renewable energy sources and public financing of R&D in energy.

2.3  Major issues dealt with by the regulator

· Concerning Market (preparation of market opening,…)

· Concerning infrastructure (Art 22, tariff methodology,…)
In 2006, the Danish Energy Regulatory Authority (DERA) issued two executive orders:
• Executive Order no. 144 of 2 March 2006 on regulations for notification of prices and terms for supply of electricity as well as terms for the use of the transmission and distribution grid, including tariffs.

The new regulations entered into force on 1 April 2006 and replaced an old executive order from 2000.

The electricity network companies as well as companies granted a supply obligation must report a number of specific matters concerning prices, conditions etc. to DERA. The new executive order also sets deadlines for reporting and lists a number of specific requirements for the reports.

• Executive Order no. 937 of 26 September 2006 on invoicing and specification of costs by natural gas companies to recipients of transport and energy services. The regulations entered into force on 1 January 2007. 

A similar executive order on invoicing electricity was finalized recently.

The legislation on the energy sector was amended by Act no. 520 of 7 June 2006. The amendment of the legislation was carried out as a general follow-up to the energy policy agreement of 10 June 2005 on energy savings efforts and the necessary amendments for carrying out the agreed concession terms for the tender procedure on the offshore wind farm at Horns Rev.

The amendment to the legislation also authorises DERA to impose daily or weekly fines as a coercive measure for certain specified infringements.

In addition, the Authority’s responsibilities were extended to include checking appropriations and remuneration from municipalities’ energy activities in order to help the Ministry of the Interior and Health in its calculations of set-off against the State’s block grant to municipalities.

For the gas area, the amendment to the legislation resulted in a new task to administer the EU Regulation on access to gas transmission grid.

A new task for DERA since 2006 is to supervise that the grid companies in the electricity and natural gas areas establish programmes for internal monitoring (Compliance programmes) and publish annual reports in accordance with the EU electricity and gas market directives to prevent discriminatory behaviour that distorts competition. The regulations ensure a clear division between monopoly activities and commercial activities. 

Notification and submission of the first round of these annual reports had to be carried out by 1 June 2006. Second round submissions had dead-line 1 June 2007.

In 2006, DERA received 4 submissions of annual reports on compliance programmes for the natural gas area and 99 for the electricity area. Only a few grid companies published their annual reports in a manner that is in complete accordance with the formal rules. This means that the material varies in character and in some cases is of a preliminary nature. However, the material shows that all companies are aware of the regulations, including the regulations on management of information and non-discriminatory practices. The reports also show that the companies

have approached the task in a serious manner and have made an effort to give the task a good start.
The DERA secretariat has accepted that the very small network companies can “make do with” – for this first year - submitting a form of management statement which states that the regulations on non-discriminatory behaviour are known and are being adhered to.

For more details see sections 3.1.4 and 4.1.4.
Several electricity grid companies have applied to DERA to be allowed to raise the price of electricity to cover the costs for necessary new investments, including laying cables and aerial lines. In December 2006, the Energy Authority published a clarifying interpretation of the rules. However, the applications have sparked a discussion about whether cable laying can or will entail that electricity consumers experience price increases as a consequence of grid companies investing in broadband grids. Companies are switching from aerial lines to underground cables more or less at the same time as they are laying broadband grids.
In these cases, the costs of the electricity company should of course be divided so that consumers do not end up paying the bill for the broadband grid. This is to ensure that monopoly and competitive areas are not cross-subsidised in connection with cable-laying activities. A decision on the principles for cost allocation was made in April 2007.

Based on a political decision and subsequent legislation in 2004 for a transitional period pricing of use of electricity distribution networks has been subject to an income cap in principle equalling network prices January 2004 – without any individual efficiency requirements for distribution companies. As from 2008 income caps these will in addition be subject to individual efficiency requirements based on mutual benchmarking. In addition quality of supply will be introduced as a parameter for setting individual efficiency requirements. DERA is preparing this amended regime. Concerning quality of supply DERA has decided a two step approach. Setting income caps for 2008 will include compliance with minimum quality of supply standards in relation to individual customers. By 2009 also average quality of supply for the entire network area of the network company will be taken into account.

Concerning international cooperation, within the electricity area, one important issue is that international connections are not used optimally. Several initiatives have been launched in this area, including the so-called “regional initiatives” that ERGEG has launched. Here DERA is working together with other regulatory authorities, TSOs, power exchanges and other stakeholders of Denmark and neighbouring countries, initially to secure better usage of the four cable connections between the two market areas the Nordic Countries and Poland/Germany, and also to secure all players access to the same information about the market. 

Key figures for the sector

Upon approval of European Commission of DONG Energy’s purchase of the Danish companies Elsam, Energi E2, etc., DONG Energy A/S has chosen to sell one gas storage area to Energinet.dk. The price amounted to about DKK 2 billion and the Commission has approved the sale. Since 1 May 2007, there have be two storage companies in Denmark which sell storage services in competition against each another.

The Natural Gas Supply Act and the Act on Energinet.dk have been amended enabling Energinet.dk to operate storage activities. Storage activities are regulated by Section 38 of the Natural Gas Supply Act. According to this section, when pricing it should be possible to achieve a reasonable return from the entire amount invested in a company. So as to ensure equal conditions for competition, section 38 will also apply to Energinet.dk’s storage activities so that these storage activities can be run on market terms. All Energinet.dk’s other activities are subject to section 37d(1) of the Natural Gas Supply Act that is based on the condition that it is a natural monopoly activity. 

Due to a complaint over the distribution company HNG/MidtNord’s distribution tariffs, DERA has taken a position on how costs of the distribution system are to be allocated between users/consumers, and on which considerations the distribution companies can and may include when they determine their tariffs.
In pursuance of the Natural Gas Supply Act, distribution companies must determine their distribution tariffs according to fair, objective and non-discriminatory principles and relative to the costs associated with the individual user and consumer. The Act does not specify what is meant by “relative to the costs associated with the individual user and consumer”. However, the explanatory memorandum to the bill on natural gas supply mentions that the tariffs must be determined so that the individual user of the grid, as a minimum, incurs the costs that can be ascribed directly to that user. The explanatory memorandum also mentions that the tariffs must be determined independently of transport distance, the so-called “postalstamp- principle”, which means that tariffs must be identical for users with the same consumption, irrespective of whether the gas needs to be transported to them over different distances.

Based on an interpretation of the requirements in the Natural GasSupply Act, DERA found that the distribution companies’ current tariffs are not in conflict with the requirements of the Act. Furthermore,the Natural Gas Supply Act does not prevent the distribution companies from including consideration for the competitive position of natural gas when setting tariffs, as long as the tariffs otherwise do not conflict with other requirements of the Act. This enables the distribution companies to make a competitive move against alternative fuels that compete with natural gas.

The wholesale market for gas is characterised by there only being relatively few agents on the Danish wholesale market. A new supplier can gain access to the wholesale market by trading gas on other hubs in Europe and subsequently transporting the gas to Denmark. Establishing a hub in Denmark or close to Denmark (one of the other Nordic countries or Germany) with easy access for Danish players would help improve transparent price formation and thereby also competition on the Danish market. Within the framework of the ERGEG Regional Initiative for gas DERA is engaged in this topic.

3.  Regulation and Performance of the Electricity Market

3.1  Regulatory Issues [Article 23(1) except “h”]

3.1.1    General 

Degree of market opening and likely future development including the current % of the market open to competition and the eligibility threshold.
The Danish electricity market was opened to all customers in 2003. However, at that time the free choice was somewhat constrained by the obligation for every customer to take his share of environmentally friendly electricity with “priority”. Since 1 January 2005 all electricity generated is sold on the competitive market and customers can choose supplier for their entire electricity consumption.
3.1.2 Management and Allocation of interconnection capacity and mechanisms to deal with congestion

The extent of congestion should be assessed, both nationally and on cross border links. 

The rules being, or to be applied under the Regulation on cross border electricity exchanges should be set out, including rules governing the provision of information to the market by TSOs and DSOs in the context of congestion management
.

To what degree is congestion management integrated with the functioning of wholesale markets?

An assessment of the computation of transmission capacity by the TSOs.
Internal congestion: 

In Eastern Denmark (the price area DK2) there are practically no congestion problems as the transmission lines are sufficiently strong to transport the requested power.

In Western Denmark (DK1):  Since Autumn 2004 when the reinforcement of the transmission line in the Northern part of Jutland was finished, there have been practically no internal congestion problems.

Congestion on cross border links
Depending on market conditions congestions occur recurrently on all interconnectors. However, almost all interconnector congestion from Sweden to East Denmark (S ( DK2) are caused by the process of solving internal congestion within Sweden, as available trading capacity on the interconnectors is curtailed in order to reduce demand.
	
	Hours of congestion in cross border links 2001-2007 as a percentage of total hours

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	 
	2001
	2002
	2003
	2004
	2005
	2006
	2007 (1.1-30.6)

	DK1 --> N
	13,1%
	11,2%
	46,0%
	22,9%
	1,8%
	41,7%
	5,5%

	N --> DK1
	7,0%
	17,7%
	6,8%
	7,1%
	47,4%
	10,7%
	15,4%

	 
	 
	 
	 
	 
	 
	 
	 

	DK1 --> S
	3,9%
	13,1%
	30,9%
	8,0%
	4,5%
	32,3%
	5,0%

	S --> DK1
	6,2%
	1,6%
	4,2%
	20,4%
	42,2%
	8,2%
	9,4%

	 
	 
	 
	 
	 
	 
	 
	 

	DK2 --> S
	0,0%
	1,0%
	0,5%
	1,3%
	0,2%
	9,1%
	0,4%

	S --> DK2
	5,4%
	8,3%
	1,3%
	3,8%
	14,2%
	4,5%
	4,9%


The requirements of the Cross Border Trade regulation is basically covered by the Danish Electricity Supply Act and secondary legislation:
-  Charges for access to networks: Notification of methodologies as well as tariffs for network access by DERA

-  Information on interconnection capacities as well as principles of congestions management are established by the TSO – partly coordinated with other Nordic TSOs within Nordel. 

-  Approval on new interconnectors is the task of DEA

Congestion is managed by market based instruments in line with the EU regulation on cross border trade, i.e. implicit auctions (market splitting) on the interconnectors to Norway, Sweden and between Eastern Denmark and Germany and  explicit auctions on the interconnector between Western Denmark and Germany, cf. below. 
For all the interconnectors where implicit auctions are applied all NTC is put at the disposal of Nord Pools day-ahead market (Elspot). After nomination of the day-ahead trade it is available for Nord Pools intra day market (Elbas), except the interconnector to Norway as Elbas is not yet implemented in Normay.
Below the interconnectors is described in more detail.

Interconnection between Denmark and the Nordic area.

Interconnections between Denmark and the other Nordic countries consist of three interconnectors. Skagerak is a 1000 MW DC-interconnector between Jutland and Norway, Konti-skan is a 740 MW DC- interconnector between Jutland and Sweden and Øresund is a 1700 MW AC-interconnector between Zealand and Sweden of which “only” 1300 MW is available in the direction Sweden -> Denmark due to system operation constraints. As mentioned above all NTC is put at  Nord Pool Spots disposal and used for implicit auction day ahead, and subsequently – except for the interconnector to Norway – made available for Nord Pools intra day market.  
The Nordic TSOs and Nord Pool Spot have signed an agreement on exchange of data and price sensitive information. According to this agreement, the Nordic TSOs are obliged to provide Nord Pool Spot (i.e. the market) with information in case of reduced NTC. In addition to the daily delivery of NTC-values to Nord Pool Spot, each TSO is obliged to notify Nord Pool Spot in case of disturbances and revision plans concerning reductions in NTC of more than 100 MW. This agreement is also valid regarding the interconnectors between Denmark and Germany.

Kontek DC interconnector between Zealand and Germany

Kontek is a 600 MW DC- interconnector owned by Energinet.dk. The utilisation rights are from 1.7.2006 shared equally between Energinet.dk, Vattenfall AB and Vattenfall Europe Transmission (200 MW in both directions). Of the total capacity 50 MW in both directions is reserved for system services.

In October 2005  Nord Pool established a new bidding area (called KONTEK) in VET´s control area. At the same time the major part of the interconnector was put at the disposal of Nord Pool in order to establish the first implicit auction between the Nordel and UCTE areas. Since January 2006 all NTC  (i.e. maximum 550 MW in both directions) have been put at Nord Pools disposal and used for implicit auctions on basis of the agreements between Nord Pool, VAB, VET and Energinet.dk  Intraday trade (Elbas) on Kontek started in September 2006. In other words it is handled in exactly the same way as the interconnectors between Denmark and Sweden.            

Jutland – Germany interconnection

The connection between Jutland and Germany is owned by the TSOs E.ON Netz and Energinet.dk a and is an AC-link with a maximum NTC of 1500 MW in southern direction and 950 MW in northern direction, the difference being due to system operation constraints. All NTC is offered to the market on annual, monthly and daily auctions.  The capacities sold on the annual and monthly auctions are sold as "use it or lose it". The unused capacity is resold on the daily auctions. Netting is used in the calcualation of ATC available for daily auctions..  

From October 2005 part of the capacity has been used for “voluntary” implicit auctions. This implies that players with capacity bought on the daily auction can put this at the disposal of Nord Pool, which use it for implicit auction between Western Denmark and the bidding area KONTEK in Germany, cf. above.  
For the moment there is no intraday trade on this  interconnector. However discussions between the TSO´s have started with the goal of implementing cross border intraday trade in connection with establishment of day-ahead market coupling on Danish-German interconnectors. 

An assessment of the computation of transmission capacity by the TSOs

ATCs on interconnectors are calculated based of load flow calculations. Load flow scenarios include:

· Planned outages of central coal fired combined heat and power plants (CHP)

· Expected production from wind turbines and decentralized CHP

· Power plants connected to the transmission grid, information given from the dispatch centers (not given priority instead of import/export)

Calculations are made for 8 different scenarios (example for DK1):

· DK1 -> Sweden (no power exchange with Norway)

· DK1 <- Sweden (no power exchange with Norway)

· DK1 -> Norway (no power exchange with Sweden)

· DK1 <- Norway (no power exchange with Sweden)

· DK1 -> Norway+Sweden 

· DK1 <- Norway+Sweden

· DK1 -> Germany (normally fixed values based on planned outages)

· DK1 <- Germany (normally fixed values based on planned outages)

In general all calculations are made taking the N-1 criteria into account. Given normal grid operation conditions expected production from wind turbines and decentralized combined heat and power plants will not cause congestions. Minimum three major units must be operated inside each area (DK1 and DK2) due to system operation requirements (reactive reserve etc.), but are not given any priority relative to interconnectors.  
Congestion revenue

Reported congestion revenue of Energinet.dk for the period 1 August 2006 – 31 July 2007 is DKK 689 million (Euros 92 million): 
DKK 439 million (Euros 59 million) is added to reserves “network investments maintaining or increasing interconnection capacities” – art. 6.6.b.
DKK 250 million (Euros 32 million) is “….income to be taken into account by regulatory authorities when approving the methodology for calculating network tariffs”….art. 6.6.c.
3.1.3 The regulation of the tasks of transmission and distribution companies

The number of different types of transmission and distribution system operators (e.g. regional, national). If relevant, distinguish between system operators and system owners.

Network Tariffs

For both transmission and distribution, a concise description of the methodology and procedure for setting transmission network tariffs should be provided

· what information is collected, 

· how it is assessed, 

· what benchmarking is carried out,

· what other tools are used to assess the potential for efficiencies, 

· the duration of revenue or price caps, 

· the involvement of the regulator in setting the actual tariff structure.

· any involvement of other government agencies.

The role of the regulator in measuring performance of networks should be noted (in the context of approving tariff methodologies) in terms of quality of service regulation (indicators, standards, compensation payments, monitoring, quality of service reports, etc.).

Information about the evolution of quality of service indicators should be provided, for example data on continuity of supply in terms of average interruption time per customer.

What information do transmission and distribution system operators provide to market participants on tariffs, connection charges and conditions?

Estimated national average network charges
 for the most recently available period should be provided corresponding to the following Eurostat definitions of typical customers:

· Dc: household customer with annual consumption of 3 500 KWh/ year, of which 1300 kWh by night

· Ib: commercial customer with annual consumption of 50 MWh / year, maximum demand 50 KW

· Ig: industrial customer with annual consumption of 24 GWh/ year, maximum demand 4000 KW

· Optional: Typical household (energy sold to houdeholds divided by number of households or household metering points)

Interruptions should be reported

· Interruptions: SAIDI

Where there are several different network tariffs in a country, an estimated range (minimum-maximum) should be provided.

DERA is responsible for monitoring notified tariffs of one TSO (Energinet.dk), 10 operators of the regional transmissions networks and 107 distribution network companies. The TSO owns 400 kV network and international interconnectors. They also operate networks of > 100 kV reimbursing the owners. The TSO has an obligation to acquire networks of 100-200 kV (in practice > 100 kV) put out for sale. The 107 DSOs owns the networks operated. Ownership of network assets is a requirement of the Electricity Supply Act. 

The methodologies of the calculation of the tariffs have to be approved ex ante by the regulatory authority. Tariffs, prices and conditions must be notified to DERA. Both methodologies and tariffs/prices/conditions must be made public. No normative rules of tariff setting are announced by the regulatory authority and costing methodologies do vary a lot within the framework of non discrimination and the reflection of costs.
Transmission (Energinet.dk)

(Report on charging structure and G-Values)
The Danish transmission system consist of two not interconnected systems: A western system synchronous with UCTE and an eastern system synchronous with Nordel. One national TSO Energinet.dk owns and operates 400 kV system of both areas and part of 132/150 kV system. The rest of the 132/150 kV system is at the disposal of Energinet.dk. According to Danish Electricity Supply Act Energinet.dk will gradually acquire the rest of the 132/150 kV system when present owners put it out for sale or other ownership changes are to take place.

Rules on economic regulation of Energinet.dk as well as tarification of transmission is laid down in the Energy Supply Act and Act on Energinet.dk. Tarification rules is based on a cost plus system at economically efficient operation. It should be mentioned that Energinet.dk is not allowed to pay any dividends to the Danish state as owner of Energinet.dk.

Transmission tariffs consist of the following elements:

For Load:
-  Network tariff: Costs of transmission network
-  System tariff: Costs of operating the system, of generation reserve capacity etc.
-  PSO tariff: Energinet.dk costs related to various public service obligations stipulated in the
   Electricity Supply Act. The major cost is various subsidies to “environmentally friendly” 
   generation. This has nothing directly to do with transmission, but the PSO-tariff is mentioned
   for information. As the majority of subsidies are related to Nordic spot prices changes in these
   prices make the PSO tariff vary a lot from one 3-month period to the next. For the most recent
   4 quarters PSO tariff  thus varied from 0.006 DKK/kWh to 0.168 DKK/kWh. In order to assist 
   market participants in forecasting the PSO tariffs Energinet.dk offers a kind of “tariff   
   calculator” on the website with Nord Pool Spot prices as the most important parameter.

The tariffs for load are paid by distribution network companies connected to the transmission network. The costs are “re-invoiced” to end-users connected to the distribution network.

For Generation:

-  Transmission tariff for generation

The tariffs as of 1 July 2007 are the following:

For Load: DKK/kWh (Euro/kWh)





East


West

Network tariff


0.022  (0.0030)
0.014    (0.00188)

System Tariff


0.035  (0.0047)
0.039    (0.00520)

Total – excl. PSO

0.057  (0.0077)
0.053    (0.00708)

PS0 tariff


0.141  (0.0189)
0.142     (0.0191)

Total – incl. PSO

0.198  (0.0266)
0.195     (0.262)

For generation: DKK/kWh (Euro/kWh)

Total



0,002 (0.0003)
0.004     (0.0005)

Certain “environmentally friendly” generation (for which legislation stipulates a TSO obligation to take) do not pay any G tariff.

Distribution and regional transmission
Prior to the tariff-setting of each transmission- and distribution-company (except for the national TSO) DERA will inform about the revenue cap to be respected. From January 1, 2004 according to a political agreement and subsequent amendment of the legislation, the regulation is a  price-cap-regulation (the revenue cap being based on network tariffs 1 January 2004). Network companies with investment needs due to security of supply might obtain exemptions from the cap. Data for this regulation is delivered through an electronic reporting system of the DERA concerning costs, delivered quantities and information on investments.

Until January 1, 2008 no requirements of cutting back costs in the distribution and transmission companies will be announced. During this period, however, in order to gradually obtain a higher return on capital, companies will have to increase cost-efficiency, as the price-cap will basically not be increased. In order to understand this mechanism one must keep in mind that prior to 2004 part of the equity capital was allowed only a “sub-normal” return on capital, due to the regulatory set up. Also a new  benchmarking model is developed for the post 2007 period to reintroduce efficiency requirements in the setting of revenue caps.
Up until now quality of service has not been taken into account in setting revenue-/price caps. This, however, will gradually become part of the regulatory model. 

Secondary legislation formulates requirements on publication on web-sites in a way that allows comparison of prices and conditions of delivery. DERA is entitled to establish more elaborated requirements taking into account interests of both customers and electricity companies.

Estimated national average network charges:
Transmission and distribution
Average payment to Danish transmission and distribution network companies based on notified tariffs – April 2007 (excl. payment to cover specific public service obligations)





April 2007



Range
Household customer




-  without standing charge
18.7  øre/kWh
(0.0249 Euro/kWh)
-  with standing charge 
36.5  øre/kWh (0.0487 Euro/kWh)
10 – 65 øre/kWh
Commercial customer
-  without standing charge
16.3  øre/kWh
(0.0217 Euro/kWh)

-  with standing charge 
20.1  øre/kWh  (0.0268 Euro/kWh)
  7 –  40 øre/kWh
Industrial customer 



-  without standing charge
8.9   øre/kWh
(0.0119 Euro/kWh)

-  with standing charge
9.1   øre/kWh
(0.0121 Euro/kWh)
  7  – 15  øre/kWh

Each distribution network company has its own network tariff. This means that there are around 100 different set of network tariffs. All tariffs are reviewed as at 1 January each year and the averages are calculated weighted by energy transported (= supplied). Quarterly prices through the year reflect average tariff development for a sample of 34 network companies compared to the 1 January situation.
The major differences in network charges among the distribution network companies are not only reflecting different income caps and cost differences of these companies. An important explanation is that a number of network companies (mainly cooperatives owned by local consumers) have tariffs far below income caps. These low distribution network tariffs allows to return accumulated funds to the local consumers, who are also the owners. The funds accumulated to some degree originates from before Danish electricity price regulation was introduced in 1977 and to some degree from selling off of ownership shares in generating companies/plants.
Network companies are obliged to publish their network tariffs – as well as all other tariffs, prices and conditions (normally on their website) and to report tariffs/prices to a central web-portal – www.Elpristavlen.dk – operated by the Danish Energy Association.

A typical (average) household in Denmark has an annual electricity consumption of 3500 kWh.

Interruptions
Statistics on interruptions refer to the level of 10 (20) kV stations. There was an average of 0.65 interruptions per node in 2006 with an average duration of interruptions of 45 minutes. 

Balancing

Regulators should summarise the balancing arrangements that have been put in place by TSOs and describe the regulators’ role in approving the methodology according to the Directive. A description should be given of how the needs of small market participants and new entrants have been taken into account. The following indicators should be reported:

· balancing interval in minutes,

· a description of the relevant balancing areas,

· interaction between areas, whether bids from other areas or MS can be accepted by TSOs and to what extent this occurs,

· time of gate closure 

· opportunities for intra-day trading and revision of nominations

· typical prices charged to network users to resolve imbalances

· the process and timetable for settlement of imbalances

What information must be provided to market participants by the TSOs regarding the balancing mechanism. 

Balancing comprises in UCTE (incl. Western Denmark) 
- primary regulation: automatic regulation guided by frequency using governors on selected plants, which (nearly) restore frequency . 

- secondary regulation: automatic regulation guided by signals from TSO, which restores frequency and planned exchange 

- tertiary regulation: manual regulation which release the activated primary/secondary reserves.

Secondary regulation is not used in Nordel (incl. Eastern Denmark)  

Balancing interval in minutes, 

The balancing interval is 60 minutes..

A description of the relevant balancing areas,

In Denmark two balancing areas exist: 
· Eastern Denmark which is synchronously connected to  the Nordic area and regulated by the Nordels rules of system operationl
·  Western Denmark  which is synchronously connected  to UCTE and regulated by the UCTE rules of system operation.

· Interaction between areas, whether bids from other areas or Member States  can be accepted by TSOs and to what extent this occurs, 

Regulation power market
Since 2002 a common Nordic regulating power market has existed. This implies that the cheapest bid is always selected as far as grid congestions allows this. In other words an imbalance in e.g. Eastern Denmark is neutralized by regulation in e.g. Finland if the cheapest bid is offered in Finland and it is feasible taking grid constraints into account.

Regulating bids can be submitted until half an hour before  the hour of operation..

Opportunities for intra-day trading and revision of nominations
[7]
Intra-day trading using Nord Pools intraday market Elbas was introduced in Western Denmark in April 2007, thereby covering the whole country. Trade on Elbas is possible until 1 hour before the hour operation  

Typical prices charged to network users to resolve imbalances

Imbalance prices  are currently available at:  www.Nordpool.com. The difference between the day-ahead and imbalance prices is on average quite small in the Nordic countries.  

The process and timetable for settlement of imbalances

The players receive reports on the balance settlement hour-by-hour from the TSO 5 working days after the day of operation. The actual invoicing  is done on a monthly basis in the middle of the next month..

The variable costs of acquiring balancing services (costs of activation) in the market are in principle covered by the generators and consumers giving rise to the imbalances. However the much larger fixed costs (payment for availability of the capacity) is “socialized” and paid by the consumers via the grid/system-tariff  

Any generator (except certain RES generators) and any electricity consumer thus, is economic responsible for differences between planned and actual generation /consumption. In practice the balance-responsibility is merged  -  on a voluntary basis  –  on a small number of  balance-responsible actors contracting directly or indirectly with individual generators/consumers.
3.1.4 Effective unbundling

Report on the unbundling requirements on the network companies and how they are implemented in practice with a focus on the degree of effective unbundling it should include as far as possible the following indicators
: 

· How many TSOs, DSOs

· Does your country apply the 100000 customer rule

· How many TSOs, DSOs are ownership unbundled

· How many DSOs are there with less than 100000 customers

· Number of legally separated TSOs that own assets

· Number of legally separated TSOs that do not own assets

· Number of legally separated DSOs that own assets

· Number of legally separated DSOs that do not own assets

· Number of employees (full time equivalent) of the network company 

· details on the ownership of TSOs and an overall review of the ownership structure for DSOs

· whether the TSOs and typically DSOs are located separately from production and supply affiliates

· the extent to which the TSOs and DSOs present themselves to customers as separate entities: name of company, logos, websites etc.

· whether unbundled accounts are published or not for both TSOs and DSOs

· whether the regulator sets detailed rules or guidelines on the compilation of unbundled accounts (for example relating to cost allocation) and the consequences of infringements of these guidelines,

· whether the unbundled accounts are the subject of a separate audit from a certified accountant and the extent to which this audit is addressed to the requirements of the regulator

· the role of the compliance officer in this process

· what sanctions are available to regulators for companies failing to comply with management or accounts unbundling requirements.

There are by 1 January 2007 in Denmark one TSO – Energinet.dk – and 107 DSOs of which most are quite small. 10 regional transmission companies operates according to “transmission licences”, but partly put their 132/150 kV grid at the disposal of Energinet.dk, partly operate 50/60 kV networks.

Denmark does not apply the 100,000 customers rule neither for legal unbundling, nor for compliance programmes. The 100,000 customers rule is applied for functional/management unbundling.

The TSO of Energinet.dk is ownership unbundled – stateowned - since its establishment as of 1 January 2005. Before then 2 electricity TSOs were owned by the distribution network companies, but the activities as well as assets were transferred to state ownership as part of an agreement between the sector and the government. Almost all DSOs belong to company groups also containing electricity trading/supply companies and other companies. However in many cases trading/supply companies have joint ownership, implying only minority ownership of each electricity “company group”.

The “company groups” are owned by:

State (DONG Energy): 3

968,000 network customers

8.8 TWh

Municipalities:
22

377,000 network customers

4.0 TWh

Cooperatives:

82

1,851,000 network customers
21.5 TWh

103 of the 107 DSOs have less than 100,000 customers.
All DSOs are asset owners as well. This is a precondition for licensing according to the Electricity Supply Act.
The total number of employees of the DSOs is around 1,100. When legal unbundling was implemented in practice in 2000 as a precondition for obtaining network licence also the framework for shared services and employees ware laid down in guidelines from the Danish Energy Authority. Some network companies have employed all the staff they need for carrying out their activities. Others have outsourced major parts of the activities to other parts of the group – a special “service company” or the “holding company”. The network company, however, must at least have inhouse the employees necessary for taking the overall decisions on operation and economy. Both shared services and shared employees are allowed, but these shared services/employees are exactly the focus of the compliance programmes required. There is no comprehensive statistics available of the extent of shared services and employees.

The ownership unbundled TSO Energinet.dk is located separately from generation, trading/supply etc. For DSOs the situation varies. Jointly owned trading/supply companies will be located separately from most or all of the owners and related network companies. Also concerning separate branding or separate presentation in other ways the situation varies. For some company-groups the “signal” of separate entities on their website and in promotional material is not obvious. A part of the compliance programme monitoring DERA since 2006 requires clear indication on websites of DSO versus trading activities. The unbundling structure is also underlined on the central price comparison website of The Danish Energy Association – www.elpristavlen.dk - which is much used. On this website in order to calculate your total electricity price you have to choose relevant network company and alternative suppliers in two separate processes – underlining the basic unbundling.

As all electricity companies are legally unbundled separate accounts are published and separately audited.

The management unbundling rules apply both to employees (“managers”) and to appointed members of board. Nobody employed in managing functions of a DSO can simultaneously be employed in a trading/supply company of the group. An equivalent restriction covers board members. In addition a person employed in managing functions of a DSO cannot be employed in a holding company of the group also owning a trading/supply company.

Companies failing to comply with legal or management unbundling can be subject to an order from the Danish Energy Authority and ultimately loss of licence. Account unbundling normally follow from legal unbundling, but if specific unbundling rules of accounts are infringed DERA can issue an order and subsequently ask the police to impose fines.

DERA pays great attention to establishing of compliance programmes in the companies in especially in order to create “unbundling cultures” in the company groups. The second round of compliance programmes annual reports was recently received and are analysed. During the implementation phase there has been a close cooperation between DERA and the energy companies, which generally have received the requirement very well. A number of companies are integrating compliance programmes with quality assurance systems. The Danish Energy Association (coordinating with DERA) has published a detailed recommendation to the members on the contents of compliance programmes and annual reports for the first round of submissions. DERA urges the association to continuously update the recommendation.
For DERA from the outset the main focus of compliance programmes was to tackle shared employees and shared services. The first round of submission of Annual Compliance reports mid 2006 formally covered the last 3 months of 2005. As special theme for the monitoring, transparency of intra-group contracts was chosen. 

Subsequently DERA decided on the following priorities for 2007:
· Full compliance with all elements required
· Joint call centers (network and supply/trade) to apply written declarations of employees on non-discrimination and compliance with compliance programme

· Documentation of appropriate separation of IT-systems

· Clear indication on joint websites (network and supply/trade) of what refers to networks and what refers to supply/trade. “Commercials” only allowed on web-pages dealing exclusively with supply/trade.

· Annual reports to be published on company websites.

3.2  Competition Issues [Article 23(8) and 23(1)(h)]
3.2.1  Description of the wholesale market

A description of the structure of the generation and wholesale market should be provided with the following indicators covered:

· size of the relevant national market in terms of total consumption (TWh) and peak load (GW) 

· Maximum net generating capacity (GW) 

· the number of companies estimated to have at least a 5% share of installed capacity (domination principle)

· the proportion of installed capacity owned by the largest three companies

· a description of the market structure at different points in the merit order (e.g. base load, mid merit, peak plant)

· HHI by volume and capacity

· a description of the market for ancillary services (e.g. frequency response) including as far as possible each companies’ shares of ancillary services traded (ideally by volume and value) or a concentration index such as HHI,

· the volume of electricity traded:

· on the basis of standardised power exchange products
,

· in bilateral “over the counter” trading for products covering 1-5 years

· in longer term contracts between producers and suppliers. 

· the existence of active demand side participation in the wholesale market (by volume) should be reported

The report should also examine the degree of integration with neighbouring Member States and assess the extent to which the market is national, sub-national, or extending beyond national boundaries.  Price correlation and trade volumes should be used as indicators.

A summary of information about recent mergers and acquisitions in the sector and the assessment of its impact on competition should be provided.

“Size of the relevant national market in terms of total consumption (TWh) and peak load (GW)”

In 2005 the consumption of electricity amounted to a total of 35.7 TWh, with a peak load of 6.4 GW on 24th January.. 

“Maximum net generating capacity (GW)”

The net generating capacity 12.7 GW and has not changed significantly since. 3.1 GW is windpower and almost all other is thermal – the majority coal- or gasfired CHP plants. The actually available capacity is less than the 12.7 GW. Nordel in its Annual Statistics 2006 has estimated it – at a cold winter day – to be just 7.5 GW.
”The number of companies estimated to have at least a 5 % share of installed available capacity”

Two companies have at least a 5 % share of installed available capacity: DONG Energy and Vattenfall.

“The proportion of installed available capacity owned by the largest three companies”

The proportion is around 70 % - DONG Energy owning 6.6 GW and Vattenfall 2.1 GW of generation.

“A description of the market structure at different points in the merit order (e.g. base load, mid merit, peak plant)”

Both major generators own a mix of base load and peak load. The majority of the residual capacity consists of distributed generation – smaller decentralized CHP stations and windturbines. In the Nordic market hydro and nuclear are the other major baseload types of units. Danish peak load is mainly oil fuelled. 

“HHI by volume and capacity”

HHI based on capacity calculated for 2005 but with no significant changes since then: 

· West Denmark:
3700
· East Denmark:
5100  

Due to restricted data, it is not possible to calculate the HHI based on volume. 

“A description of the market for ancillary services”
The main groups of  ancillary services are.

1) automatic reserves 
2) manual reserves used voltage regulation etc.
3) reactive reserves (voltage control) 

4) black-start capability 

Fast manual reserves are procured by TSO Energinet.dk in the Nordic regulation power market (joint “bidladder” NOIS) in 2 steps
-  Procurement of capacity-reserves – committed to bid into the Nordic regulation power market
-  Procuring energy from the NOIS “bidladder”

Other reserves are primarily procured in Denmark due to the physical requirements, mostly at the two major generators.

Smaller generators are encouraged to participate in the ancillary power markets – especially the regulation power market – often on a collective basis. In addition Energinet.dk is working on promoting  demand side participation in the market.     

 “The volume of electricity traded: 

· on the basis of standardised power exchange products

· in bilateral OTC trading for products covering 1-5 years

· in longer term contracts between producers and suppliers”

Nord Pool has supplied the following data, which illustrates the division between trading at the Nord Pool and trading via bilateral OTC:

Table xx Trading at Nord Pool Spot versus bilaterals/OTC in 2005 and 2006 

	
	2005
	2006

	
	Nord Pool 
	OTC
	Nord Pool
	OTC

	West Denmark
	65 %
	35 %
	79 %
	21 %

	East Denmark
	49 %
	51 %
	63 %
	37 %


Source: Nord Pool

It should be noted that according to the previous investigations no contracts between producers and suppliers were long term contracts (more than 3 years).
“Examine the degree of integration with neighbouring Member States, and assess the extent to which the market is national, sub national, or extending beyond national boundaries? Price correlation and trade volumes should be used as indicators”
2006 imports to Denmark from (TWh)
Norway
1.1

Sweden
1.7

Germany
4.0
Total

6.8
2006 exports from Denmark to (TWh)
Norway
2.3

Sweden
5.5

Germany
5.9

Total
         13.6

In general there is a high degree of integration between Denmark and the other Nordic countries partly due the well functioning of Nord Pool. 

But there are still some important shortcomings which in the case of Denmark limit the relevant market to be sub national: 

· A lot of critical hours where Nord Pool Spot price areas of West and East Denmark are segmented from the system price. This is due to lack of transmission capacity, to occasional sub-optimal utilization of the Nordic interconnectors, to the challenge of dealing with major shares of intermittent windpower etc..
· At present West Denmark and East Denmark are not directly connected, and the Great Belt interconnection will not be commissioned until 2010. 

· Cross border trade on the Danish-German interconnectors still has room for improvement.

These elements mean that the dominant players in West and East Denmark are not exposed to effective competition. However, a number of initiatives are being taken to improve the situation. Nordic TSOs are planning strengthening interconnections as part of their coordinated planning. Linked to the ERGEG Regional initiative TSOs Energinet.dk, Vattenfall Europe Transmission and E.ON Netz as well as power exchanges EEX and Nord Pool Spot are developing day-ahead market coupling on German-Danish interconnectors.
 “The existence of active demand side participation in the wholesale market (by volume) should be reported”

There is explicit demand side participation (demand bids) on the Nordic whole sale power market of Nord Pool Spot. Nordel is conducting studies to improve active demand response to price changes. In Denmark projects of Energinet.dk focus at making active both bigger and smaller consumers as well as generation plants at customers (negative demand). One benefit of increased demand response would be a reduction of the need for expensive peak load generation for which the incentives for investors to build often is quite low.
“A summary about recent mergers and acquisitions in the sector and the assessment of its impact on competition”

In the following major merger cases and other major competition cases in 2006/2007 relating to the Danish electricity whole sale market are summarized. In addition a brief review of preceding cases is given.

Agreement on certain commitments 2003

Danish Competition Authority received complaints regarding an alleged abuse by major generator Elsam in 2000 and 2001. Seeing as the electricity market had recently been liberalized and therefore still in a state of development and adjustment the Danish Competition Council chose to solve the matter by agreeing in 2003 to certain commitments from Elsam concerning bids placed by Elsam on the Nordic Power Exchange Nord Pool thereby closing the first case. Elsam did not honour the commitments, however, and the Danish Competition Authority terminated the agreement on June 23rd 2005.

The Elsam/Nesa merger in 2004 

In this merger Elsam in West Denmark would get 36 % of the shares of Energi E2 (the largest wholesale supplier in East Denmark). Accordingly, the Danish Competition Authority (DCA) found that the merger would strengthen Elsam’s and Energi E2’s possibilities to exercise market power on the wholesale markets in Denmark. The merger was approved with remedies – among others Elsam would sell off decentralised CHP with 230 MW installed capacity and furthermore Elsam would sell a yearly amount of capacity on a virtual power plant auction. The amount in 2006 was 250 MW, in 2007 it is 500 MW and in 2008 it will be 600 MW.
DONG – Vattenfall 

With the DONG - Elsam - Energy E2 - FE - KE merger in view, DONG and Vattenfall agreed to enter into a main asset swap agreement in which Vattenfall acquired central and decentralized combined heat and power plants (CHPs) in both East and West Denmark.
 Moreover, Vattenfall acquired both onshore and offshore wind farms in Western Denmark. In return DONG received both Vattenfall’s 35.3 per cent share in Elsam and their 40 per cent share in Avedøreværket. 

These transactions were approved by the European Commission in late 2005 and consequently on 2 July 2006 Denmark had two main producers of electricity. 

DONG – Elsam – Energy E2 – FE – KE 

Concurrent with the DONG – Vattenfall transaction, DONG announced their purchase of Elsam, Energy E2, FE and KE in March 2006. The merger is hitherto considered the largest in the energy sector in Denmark. However, due to the entry of Vattenfall and since the Elsam-NESA commitments also applied to the new entity, the European Commission assessed that competition in the post merger electricity market was unaltered.

The mergers in Denmark changed the market structure to one in which there is one large producer in Eastern and Western Denmark (DONG) and a smaller producer (Vattenfall) also with production facilities in East and West Denmark. The establishment of the Great Belt cable will connect East and West Denmark and hence increase the potential for more competition. Thus, there has been a development towards increased competition in the Danish electricity sector. 

Elsam’s abuse of a dominant position (Elsam II) 

Due to a complaint from the TSO in Western Denmark and an investigation initiated by Nord Pool, the DCA conducted an examination of the price formation in the West Danish market for the period 1 July 2003 – 31 December 2004. 

Based on analyses of demand and supply substitution as well as of potential competition, the DCA found that the relevant market was limited to Western Denmark alone.
The DCA identified 900 hours in which Elsam had abused its dominant position by exploiting the limited capacity on the transmission cables in order to become a residual monopolist and thus obtain an unfair price. In continuation, the DCA found that end users had paid an excess of 187 million DKK during the hours when the abuse had taken place. 

In order to avoid a continued abuse, the DCA ordered Elsam to place bids in a certain manner at Nord Pool Spot. Elsam was permitted to cover its average total cost plus a reasonable mark-up. The Competition Council agreed with the findings of the DCA and announced the decision in November 2005. Elsam appealed the decision to the Appeals Court Tribunal which in turn confirmed the abuse of a dominant position, but did not uphold the order for Elsam to place bids into Nord Pool Spot in a specific manner. 

Following the decision from the Appeals Court Tribunal, the DCA initiated an ongoing investigation of the price formation on both the Western and Eastern Danish markets for the period 2005-2006 and 2003-2006 respectively. 

Elsam’s abuse of dominant position (Elsam III)

On June 20th 2007 the Danish Competition Council decided that Elsam A/S (Elsam) had abused its dominant position by imposing excessive prices on the wholesale market for electricity in Western Denmark in the period from January 1st 2005 till December 31st 2006.

The relevant market in the current case has been defined – as in the previous cases – as the wholesale market for electricity in Western Denmark. 
The bid-strategy used by Elsam on Nord Pool illustrates that Elsam did in fact possess market power in Western Denmark in the investigated period. This fact was made evident by the lack of connection between the bids made by Elsam and the production costs. The bid-strategy furthermore enabled Elsam to cause or prevent bottlenecks on the transmission cables. This means that in some hours – when highly profitable – Elsam caused bottlenecks on the connections to Norway and Sweden effectively making Western Denmark a separate high-price area on Nord Pool. While at other times the bidding strategy was used to prevent bottlenecks to Norway and Sweden thereby assuring that Western Denmark did not become a separate low-price area.

The Competition Authority concludes that Elsam holds a dominant position on the relevant market. This is the case before July 2nd 2006 as well as after seeing as how Vattenfall’s bids on Nord Pool show that there has been no clear or competitive strategy behind Vattenfall’s bidding practice as of the day of the takeover on July 2nd 2006. This means that the presence of Vattenfall in Western Denmark has not sufficiently improved competition on the market. 

Based on the analyses carried out the Competition Authority concludes that Elsam has abused its dominant position, cf. Article 82, subparagraph 1, cf. Article 82, subparagraph 1, lit. a of the Treaty and Section 11, subparagraph 1, cf. Section 11, subparagraph 3, no. 1 of the Danish Competition Act, by operating the price strategy in question when placing bids on Nord Pool resulting in excessive pricing during the period January 1st 2005 to December 31st 2006.

The analyses show that Elsam’s bidding practice has resulted in excessive prices in 1.484 hours in the investigated period and that the abuse has inflicted a loss of 111 million DKK upon the end consumers.

As of January 1st 2006 a system for carbon dioxide (CO2) emission allowance was introduced with the purpose of facilitating a reduction in the emission of such gases. As part of this system Elsam was given a certain quantity of allowances for the period free from the state. As a precaution and a means to overcompensate Elsam in relation to the United Brands test regarding when a price is excessive the Competition Authority chose to include the value of the free allowances in the analyses of whether the price imposed by Elsam was excessive.

In case the analyses had been carried out without including the value of the CO2-allowances the number of hours in which Elsam had imposed excessive prices would be 7.964 with a corresponding loss to the end consumers of 783 million DKK.

The decision from the Danish Competition Council is expected to be followed by a class action suit from more than a 1.000 companies with a claim of more than a billion DKK.

3.2.2 Description of the retail market

A description of the retail supply market to end-users should set out the most recent information on the main players and their market shares in 

· the households and small commercial sector ( e.g. 50MWh/year and under) 

· in the medium sized industrial and commercial sector (e.g. up to 2GWh/year)

· large and very large industrial customers (above 2GWh/year)

Definitions of consumer groups can alternatively reflect typical national delineations.

The number of active companies with a market share of above 5% and the share of the top three suppliers in each segment of the market should be identified.  The penetration of new non-national companies assessed including the extent to which this is through either organic growth or through acquisition should be stated.

The report should also set out the extent of integration between electricity generators and suppliers in the market.

The report should identify the number of suppliers (without any affiliate connection to either TSOs or DSOs in the Member State concerned) that have entered the market since the introduction of competition.

Estimates of customers switching and/or renegotiating for each specified segment of the market should be provided both for the most recent 12 month period and also cumulatively since the opening of the market.

The report should also include information about switching procedures that are into force (maximum delay to switch; switching rate; charges; etc).

Also include information on current retail price levels (with reference to Eurostat data as appropriate) for the customer types referred to in 3.1.3. Provide an estimated split into 

1. network charges,

2. levies 

3. energy price (= total minus 1 minus 2 minus 4)

4. taxes  

Please describe whether the data refers to prices determined in the market, or whether they consist of regulated end-user tariffs.

The retail market
Around 65 suppliers offer electricity to end-users in the retail market. 

Around 40 of these supply companies have a licence for obligation to supply within a certain geographical area. “Obligation to supply” covers default supply to customers (load profile customers = non hourly metered customers) as well as the role of “supplier of last resort” for all customers. Most of the these supply companies belong to a company group also having a distribution network company. 10 supply companies are jointly owned by a number of company groups. Prices for electricity on “obligation to supply” terms are regulated – the price caps reflecting prices in the whole sale market. This price regulation is described more in detail in chapter 6.

Around 25 supply companies (“trading companies”) offer electricity on purely competitive terms. Around half of them offer electricity in the entire country and half in part of the country. Some of these companies are jointly owned by a number of company groups, others belong to one company group. 5 of the suppliers are entirely or partly foreign owned. 5 are totally independent of network or generation companies in the Danish market. Compared to the situation before liberalization 5 “trading companies” are “newcomers” – the companies jointly owned by a number of company groups also being new configurations.

Customers of a yearly consumption of more that 100,000 kWh must have hourly metering. Other customers are invoiced according to yearly metering and a standard load profile (template customers).
There are no comprehensive data for market shares available for the 65 supply companies. Best estimates indicate that around 7 companies will have market shares of more than 5% measured on a number of customers basis. Some supply companies are very small – less than 5000 customers – serving only local customers on an “obligation to supply” basis.

The Danish Energy Association has recently published some indications of market shares  for “template customers”. 8 suppliers have a market share of more than 5%, 11 of 1-5% and 48 of less than 1%. The figures also show that the average market share for the local supply company with “obligation to supply” is 94 % in the local supply area. The share varies from 61 % to 99 %.

In 2006 43,000 customers equalling 1.4 % switched supplier. They represent 3.1 TWh/year equalling  9 % of total consumption. The equivalent cumulative figures since market opening are 192,000 customers representing 6% and 21 TWh equalling 62%. These figures also include customers having switched more than once as well as some company group internal switches.

The switching process is established by the TSO Energinet.dk in cooperation with network and supply companies. DERA is continuously monitoring the process. Switching must be implemented within 30 days – to the 1st of the month. The DSO acts as an information hub collecting and communicating metering data etc.

While the competitive market for hourly metered customers seems to function quite well it is obvious that there are shortcomings in the market for smaller customers. 

The average prices for household and commercial (small business) customers in April 2007 were the following

DKK/ kWh (Euros/kWh)



                                                                 Households

“Commercial”

Energy including standing charge

0.284   (0.038)
0.263   (0.035)

Networks including standing charge

0.329   (0.044)
0.201   (0.027)

PSO





0.149   (0.020)
0.149   (0.020)
Taxes (excl VAT)



0.666   (0.089)
0.097   (0.013)
VAT





0.357   (0.049)
0.000

TOTAL




1.785   (0.240)
0.710   (0.095)
As explained in chapter 3.1 PSO tariff varies from one 3-months period to the next due to – among other things – variations in subsidies to “environmentally friendly” electricity linked to Nord Pool Spot prices. In chapter 3.1 in the statistics on network tariffs, the implication of counting network average prices including or excluding standing charge is illustrated.


The price statistics is calculated as an average of regulated “obligation to supply” prices (regulated cap of margin) for the country as a whole based on a very representative sample.

Meter reading

Today distribution network companies have a natural monopoly on gathering customer data from meter reading. The net companies charge a price which according to legislation must be cost reflective and which can be accommodated within the income cap fixed by DERA.
After collecting the data, the net companies are required to share the data in a non-discriminative manner with both each other and the trading companies on the wholesale market. 

DERA since the start of liberalization has detected problems with the timely communication of required data. The situation has improved, but reflections on alternative data communication models have been made. Especially the option of establishing some kind of joint data-hub is now being elaborated on.

Many supply companies are owned by company groups also consisting of distribution network companies, which might give incentives to discrimination between “own” supply companies and newcomers entering the market. 

Though the problem is addressed in the monitoring of unbundling expressed by the mandatory compliance programmes this constellation  might still be a problem on the retail market, yet very difficult for the competition authority or energy regulator to prove. 

Figure 2 – Vertical ownership may distort incentive to share information in a non-discriminative manner

[image: image1.png]Trading Net

comparies comparies
—— ——
2
| -
2
E
|+ |3 [ke[=
&
g 2





The thin dotted line illustrates the distorted incentive to share customer information with competitors. 

Another issue regarding meter reading is whether or not a demand about a new metering device with the possibility of online reading (“smart metering”) should be set forth by the regulator. 

There is no doubt that online reading will benefit the functionality of the market since data regarding consumption may be supplied every minute (in theory) hence providing network companies with a good possibility to forecast demand. Today the net companies only receive one meter reading a year from the majority of customers not subject to hourly metering. 

In a report made by the Danish Energy Agency these short- and long-run gains and losses are evaluated. The report concludes that, at present, the cost of implementing online readers exceed the gains for households. However, the report also stress that due to the fact that the unit price of online meters has fallen, and are expected continue to fall, there is a good probability that the gains from implementation will be able to finance the investment. In addition smart metering devices could be used for a number of other purposes than just reading energy consumption.
From a network company’s point of view there might be significant benefits from implementing online readers. Today these benefits have already caused some network companies to find it to be a paying proposition to implement online meters, despite that the cost is purely self financed. As the price of online meters is decreasing more net companies are expected to follow this road. 

End 2006 on-line meter reading was established for 42,900 customers with compulsory hourly meter reading (above 100,000 kWh customers) and for 136,900 other customers. The yearly consumption of these total of around 180,000 customers was 18 TWh (53 % of consumption). Plans for 2007 indicate that 140,000 additional “smart meters” will be installed.
3.2.3 Measures to avoid abuses of dominance

The report should also set out rules governing conduct of generation companies in the wholesale markets including 

· transparency (which information on availability is required, how near to real time, forecasts?)

· bidding behaviour

· market surveillance

· experience with virtual power plant auctions or other capacity release measures.

The report should also set out rules governing conduct of supply companies including 

· transparency,

· rules concerning contract structure,

· provision of information.

The report should detail any competition policy actions in either the wholesale or retail sectors.

Whole sale market
At the Nordic power exchange Nord Pool Spot relevant information is given to the market. This includes information on plants broken down or for other reasons not able to produce. Any participant on Nord Pool Spot must supply such information timely to Nord Pool Spot. Nord Pool Spot also publishes relevant prices for the following day. 

It should be noted that Nord Pool Spot publishes only the actual prices while information regarding the bidding process is never published. Hereby the individual bidder has a minimum of knowledge of the others behaviour. 
The daily bidding behaviour on Nord Pool Spot is monitored by a fully separate body “Nord Pool Market Surveillance”. Nord Pool Spot is regulated by Norwegian regulator NVE. There is an agreement among Nordic regulators on cooperation concerning this regulation.

In Denmark national TSO Energinet.dk is monitoring the market and informs Danish Competition Authority on alleged abuse. Actions taken by the Danish Competition Authority are described in the previous chapter.
Retail market

As described in chapters 2.3 and 3.1 DERA has en explicit legal role of ensuring transparency in the retail market in order to promote the well functioning. In relation to pre-contractual information to customers DERA in an executive order has required all suppliers to publish standard supply offers on own website and on a central electricity price web-portal – www.elpristavlen.dk – operated by Dansih Energy Association.

Concerning the post contractual stage DERA has recently developed rules on invoicing.

DERA also in relation to setting price caps for retail supply on “obligation to supply terms” has an important task in ensuring the balance between customer protection and minimum impact on the functioning of the market – implementing the rules of the Energy Supply Act.
4 Regulation and Performance of the Natural Gas market 

4.1
Regulatory Issues [Article 25(1)]

4.1.1   General 

Degree of market opening and likely future development including the current % of the market which is open to competition and the eligibility threshold
The Danish natural gas market was fully liberalized as of January 1, 2004. This implied a free choice of supplier for any customer. 

4.1.2 Management and allocation of interconnection capacity and mechanisms to deal with congestion

The extent of congestion should be assessed, both nationally and on cross border links. The report should assess, with reference to data on actual physical flows whether congestion is physical, or the result of long terms capacity reservations implying that unused capacity can be made available to the market on an interruptible basis.
 

The rules being, or to be applied under the Directive [and following the entry into force of  the Gas Regulation] should be set out, including the provision of information to the market by TSOs.
 

On cross-border links where a large proportion (>50%) of capacity is reserved on a long-term basis, the report should describe tariffs charged by the incumbent for secondary capacity sales. The secondary market for capacity should be assessed, including provisions for transparency, use-it-or-lose-it and other congestion management.

Where cross-border links are congested, the role of swaps in avoiding congested network elements should be assessed, in particular whether the effect is de facto discriminatory.

The report should note if different arrangements exist for “transit” contracts concluded pursuant to Article 3(1) of Directive 91/296 and the extent to which transmission capacity is absorbed by such contracts. The date of expiry of such contracts should be indicated, where possible. 

The robustness of the TSO methodology for assessing maximum technical capacity should be assessed.
There is still no congestion by the storage entry/exit points, in the Danish exit-zone, the Dragør exit point to Sweden (where the capacity has been expanded) or the Nybro entry point from the North Sea. However, congestions have occurred in both the Southbound (in late 2006) and the Northbound direction (in early 2007) in Ellund where all the firm technical capacity as well as additional volumes of interruptible capacity between Denmark and Germany is booked. Energinet.dk offers capacity for sale on interruptible terms when no more firm capacity is available. There is currently no firm capacity in the Northbound direction as the DEUDAN-operator BEB can not provide firm physical capacity for Denmark nor a higher pressure than 60 bar. The interruptible capacity is available if possible due to backhaul or lack of use of firm capacity. 

With respect to utilization of capacity the TSO Energinet.dk publishes both data and information on its website. This information and data includes aggregate hourly and daily flows and aggregate booked capacity on each entry and each exit point. Also total available capacity is published, as are information regarding planned investments and maintenance.

Energinet.dk offers capacity contracts to the incumbent DONG as well as to all other shippers on non-discriminatory and regulated terms. The regulated tariffs are available from Energinet.dk’s website. The tariffs consist of a capacity and a commodity element. The split between these are 75% / 25% respectively. Energinet.dk facilitates trading of capacity between shippers (a secondary market) through the Capacity Transfer Facility (CTF). Rules for use-it-or-lose-it are included in the Danish Network Code. However, the use-it-or-lose-it clause has not been used up to this point.

Since Energinet.dk is ownership unbundled and totally independent, Energinet.dk has no incentives of assessing less technical capacity than actually possible. Thus, Energinet.dk’s methodology for assessing maximum technical capacity is robust, and based on calculations, experience, actual flows, pressure measures, expectations of future flows etc. 

4.1.3 The regulation of the tasks of transmission and distribution companies

The number of different types of transmission and distribution system operators (e.g. regional, national). If relevant, distinguish between system operators and system owners.

There is one national transmission system operator (Energinet.dk) and four distribution companies. Two of these, HNG and Midt-Nord is currently involved in a merger-process  .

Network Tariffs

For both transmission and distribution, a concise description of the methodology and procedure for setting transmission network tariffs should be provided

· what information is collected, 

· how it is assessed, 

· tools used for analysis potential efficiencies, 

· the duration of revenue or price caps, 

· the involvement of the regulator in setting the actual tariff structure.

The role of the regulator in measuring performance of networks should be noted (in the context of approving tariff methodologies) in terms of quality of service regulation (indicators, standards, compensation payments, monitoring, quality of service reports, etc.).

Information about the evolution of quality of service indicators should be provided, for example data on continuity of supply in terms of average interruption time per customer.

Estimated national average network charges should be provided for the most recently available period corresponding to the following Eurostat definitions of “typical customers:

I4-1

418.6 TJ

load factor 250 days, 4000 hours

I1

418.6 GJ

no load factor specified, if necessary 115-200 days

D3

8.37 GJ

no load factor specified

Optional: typical household (energy sold to households divided by number of households or metering points of households network cost)

Storage charges: average value for the country

Where there are a large number of DSOs in a Member State an estimated range (minimum-maximum) should be provided.
Starting 1 January 2005 the distribution companies have been regulated by an income-cap regulation where the income-caps have duration of 4-years in general. In 2005 which was the start-up year for the new regulation the duration was only one year, but from 2006 income-caps have been set for 4-year duration. The companies are benchmarked against each others on economic efficiency as part of the regulation. The benchmarking model is of a network volume type. In continuation of the benchmarking DERA has imposed efficiency demands on the least effective companies in income-caps.

DERA is not actively involved in setting the companies tariff structure. According to the law DERA has to asses whether the tariffs and tariff structure are reasonable. In addition, since 2004 DERA has had to approve the methodologies used by the companies – DSOs and Energinet.dk (former Gastra) – in setting their tariffs. 

The distribution companies have nearly the same tariffs. The differences which do exist are mainly due to the fact that the companies have chosen different length of the debt repayment period which makes it possible for the companies to adapt tariffs. The companies have different level of debt.

According to the law, DERA also has to assess whether the tariffs of Energinet.dk are reasonable. DERA made its latest assessment in April 2005 and found that the level of tariffs which Energinet.dk (Gastra) charged during the period 2001-2004 were not unreasonable. 

As for the DSOs, DERA does not set tariffs for Energinet.dk but gives an ex ante approval of the methodology used for setting the tariffs. DERA has in June 2006 made its latest  approval of the tarification methodology.

Table 4 shows network charges, excluding a VAT of 25 %, for 2006. In general no end-users are directly transmission users and due to the fact that there can be a pooling effect which reduces the average transmission tariff it is has not been possible to identify a concrete charge pr. end-user. As an approximation, the transmission charges is calculated by taking the TSOs total income and divide it by total transported volume in 2004. 

Table. Network charges, excluding VAT of 25 %, Euro per MWh
	
	
	Distribution charge


	Transmission charge

-estimated

	Total network charges

	
	418,6 GJ

load factor 250 days, 4000 hours
	12,07
	0,88
	12,95

	
	418,6 TJ

no load factor


	2,93
	0,88
	3,81

	
	83,7 GJ

no load factor
	12,07
	0,88
	12,95


Source: Energinet.dk and distribution companies’s websites

Balancing

Regulators should summarise the balancing arrangements that have been put in place by TSOs and describe the regulators’ role in approving the methodology according to the Directive. A description should be given of how the needs of small market participants and new entrants have been taken into account. The following information should be reported:

· how are balancing charges defined?

· how are penalties defined?

· do tolerance levels exist? 
 If so, which?

· How do TSO/DSO procure the energy they need in order to carry out their tasks and at which costs (free market or bought at which terms and conditions from whom?) [Balancing is a regulated business pursuant to Art 25(2) of the 2nd IGM Directive]

· How do TSO/DSOs define their genuine system needs and what are the resources available to TSO/DSO in that respect?

· What are the incentives set by TSO/DSO for system users to balance their input and off-take of gas?

· balancing interval (e.g. hourly, daily etc)

· a description of the relevant balancing areas, if they do not correspond to the respective transmission or distribution system

· interaction between areas, whether bids from other areas or MS can be accepted by TSOs and to what extent this occurs,

· the extent to which suppliers can group imbalances under individual network use contracts, i.e. pooling of imbalances, ex ante and ex post

· the process and timetable  for settlement of imbalances 

What information must be provided to market participants by the TSOs regarding the balancing mechanism. 
Energinet.dk prices for balancing gas are based on a so called neutral gas price (which is based on an average of the TTF price in Holland).  It is split in 2 levels – step 1 & 2. 

Energinet.dk buying price:

Step 1: 50 % af the neutral gas price

Step 2: 25 % of the neutral gas price.

Energinet.dk selling price:

Step 1: 150% of the neutral gas price

Step 2: 200% af the neutral gas price.

Do tolerance levels exist? 
[16] If so, which?

When the shippers buy an exit zone capacity contract, the shipper receive a free balance margin – a free tolerance is bundled to the exit zone capacity.

In summer the tolerance level (free balance margin) is equal to 15 % of the daily maximum capacity (corresponding to 360 % of the maximum hourly capacity).

In winter the tolerance level ( free balance margin) is equal to 5 % of the daily maximum capacity (corresponding to 120 % of the maximum hourly capacity).

Otherwise no tolerance levels exist.

How do TSO/DSO procure the energy they need in order to carry out their tasks and at which costs (free market or bought at which terms and conditions from whom?) [Balancing is a regulated business pursuant to Art 25(2) of the 2nd IGM Directive]

Energinet.dk uses line pack and gas in storages, if Energinet.dk has a large surplus/deficit of gas. this gas is sold/bought on market conditions. In addition, Energinet.dk can always procure or sell energy to DONG Energy via contract.

How do TSO/DSOs define their genuine system needs and what are the resources available to TSO/DSO in that respect?

Energinet.dk uses several tools to ensure system balance. These includes the use of line pack and the use of both of the two Danish Storages. The system need reflects the seasonal fluctuations  in  consumption (due to the temperature differences between summer and winter). 

What are the incentives set by TSO/DSO for system users to balance their input and off-take of gas?

System users are given incentives from the above mentioned balancing charges.

Balancing interval (e.g. hourly, daily etc)

Daily balancing – no hourly restrictions or constraints apply.

A description of the relevant balancing areas, if they do not correspond to the respective transmission or distribution system

The balancing area corresponds to Energinet.dk’s transmission system.

Interaction between areas, whether bids from other areas or Member States can be accepted by TSOs and to what extent this occurs,

The extent to which suppliers can group imbalances under individual network use contracts, i.e. pooling of imbalances, ex ante and ex post

 The shipper can pool imbalances of his portfolio. It is possible to trade imbalances between individual network users/shippers via the Gas Transfer Facility.

The process and timetable  for settlement of imbalances

The gas day begins and ends at 6.00 a.m. Imbalances are settled hereafter, and shippers are informed of their gas balance at 11.00 a.m. at the latest.

What information must be provided to market participants by the TSOs regarding the balancing mechanism. 

 Energinet.dk has to publish the methodology of the terms and conditions regarding balancing

4.1.4 Effective Unbundling 
Report on unbundling requirements on the network companies and how they are implemented in practice with a focus on the degree of effective unbundling it should include as far as possible the following indicators
: 

· How many TSOs, DSOs

· Does your country apply the 100000 customer rule

· How many TSOs, DSOs are ownership unbundled

· How many DSOs are there with less than 100000 customers

· Number of legally separated DSOs that own assets

· Number of legally separated DSOs that do not own assets

· Number of employees of the network company

· whether legal ownership has been implemented yet for DSOs and TSOs

· details on the ownership of TSOs and an overall review of the ownership structure for DSOs

· whether the TSOs and typically DSOs are located separately from both the production and supply affiliates

· the extent to which the TSOs and DSOs present themselves to customers as separate entities: name of company, logos, websites etc.

· whether unbundled accounts are published or not for both TSOs and DSOs

· whether the regulator sets detailed rules or guidelines on the compilation of unbundled accounts (for example relating to cost allocation) and the consequences of infringements of these guidelines,

· whether the unbundled accounts are the subject of a separate audit from a certified accountant and the extent to which this audit is addressed to the requirements of the regulator

· the role of the compliance officer in this process

· what sanctions are available to regulators for companies failing to comply with management or accounts unbundling requirements.

There is only 1 TSO in Denmark – the state owned Energinet.dk. Moreover there are 4 DSOs. 

The DSOs are Naturgas Fyn A/S, DONG Distribution A/S, Naturgas Midt-Nord I/S (MN) and Hovedstadsregionens Naturgas I/S (HNG I/S). The 2 DSOs Naturgas Midt-Nord I/S (MN) and Hovedstadsregionens Naturgas I/S are closely cooperating on a number of issues, and therefore considered as one DSO. 

DONG Distribution A/S is an integrated part of DONG Energy A/S which is the biggest player in the Danish gas market. The other distribution companies are owned by municipalities. All distribution companies have been legally unbundled since 1 January 2003.

Denmark does not apply the 100,000 customers rule neither for legal unbundling, nor for compliance programmes or functional/management unbundling. 

The TSO is owned by the state, and none of the DSOs are ownership unbundled. 

Only one of the DSOs in Denmark has less than 100000 customers. 

All DSOs in Denmark are legally separated, and they are all asset owners. 

All DSOs prepare and publish annual accounts for all their legally unbundled entities.

The ownership unbundled TSO Energinet.dk is located separately from trading/supply etc. 

As a general rule the distribution companies are located together with their affiliates. They use the same logo and use the same main websites. The only exception is the supply company partly owned by Naturgas Fyn I/S named Statoil Gazelle A/S which has it own location, logo and website. 

Note that the unbundling between network and energy is well illustrated in the official price-calculator of Energinet.dk – www.gasprisguiden.dk
The use of shared services and employees vary. The network company, however, must at least have in-house the employees necessary for taking the overall decisions on operation and economy. Both shared services and shared employees are allowed, but these shared services/employees are exactly the focus of the compliance programmes required. There is no comprehensive statistics available of the extent of shared services and employees.

The management unbundling rules apply both to employees (“managers”) and to appointed members of board. Nobody employed in managing functions of a DSO can simultaneously be employed in a trading/supply company of the group. An equivalent restriction covers board members. In addition a person employed in managing functions of a DSO cannot be employed in a holding company of the group also owning a trading/supply company. These rules have to be implemented no later than 1st of July 2007. 

Companies failing to comply with legal or management unbundling can be subject to an order from the Danish Energy Authority and ultimately loss of licence. Account unbundling normally follow from legal unbundling, but if specific unbundling rules of accounts are infringed DERA can issue an order and subsequently ask the police to impose fines.

DERA pays great attention to establishing of compliance programmes in the companies in especially in order to create “unbundling cultures” in the company groups. In section 3.1.4 the DERA work on compliance programmes in electricity as well as in gas is described.
4.2   Competition Issues [Article 25(1)(h)] 

4.2.1  Description of the wholesale market

A description of the structure of the wholesale market 

should be provided with the following indicators covered
:

· size of the relevant national market in terms of total consumption (Tm³/yr) 

· Average calorific value in the country (Consumption in J divided by supplied m³)

· the amount of productions and import capacity (Tm³ /year)

· a description of the main sources of gas (indigenous, Russian, Algerian, Dutch, Norwegian, other N. Sea, other LNG…)

· the number of companies estimated to have at least a 5% share of gas available in the market concerned

· the proportion of available gas held by the largest three companies

· the proportion of production and import capacity allocated to the largest three companies

· the number of foreign companies (EU and non-EU) active on the market and their estimated market share

· how are foreign companies (EU and non-EU) active on the relevant national market (joint marketing activities, own marketing activities, joint ventures, equity shares etc)

· the volume of gas traded:

· on the basis of standardised gas hub products
,

· in bilateral “over the counter” trading

· in long term contracts between producers\importers and suppliers (the proportion should be estimated)

The report should also examine the degree of integration with neighbouring TSO regions and Member States and assess the extent to which the market is national, sub-national, or extending beyond national boundaries.  Price correlation and trade volumes should be used as indicators and the ease of transactions between TSO areas, both national and cross border.

The report should also set out rules governing the conduct of gas producers and importers in the wholesale markets including 

· transparency (which information are market participants required to release, how near to real time, forecasts?)

· availability of gas to non-incumbents, and new entrants’ access to the swaps market

· market surveillance

· competition policy actions

The report should cover any experience with gas release mechanisms in terms of the effect of release program in terms of liquidity and competitive effect.
 It should also give a brief description of the main terms and conditions under which gas release programs have been carried out.

“Size of the relevant national market in terms of total consumption (Tm3 /yr)”

Total consumption is approximately 0,0041 (Tm3 /yr). 

“The amount of productions and import capacity (Tm³ /year)”

Importing capacity: 0,003 Tm³ /year. 

Production capacity: 0,0075 T m³/year

“A description of the main sources of gas”

The main source of gas is the natural gas fields in the Danish part of the North Sea. (Production 2006: 0,0092 Tm3) This gas is transported to Danish mainland (2006: 0,0070 Tm3) or exported to Holland via the NOGAT interconnector (2006: 0,0022 Tm3). Import from via the pipeline across the German-Danish onshore border is an additional source (2006: 0,0007 Tm3). 

”The number of companies estimated to have at least a 5 % share of gas available in the market concerned”

DONG Energy disposes of around 85 % of the gas from the Danish part of the North Sea, either by purchasing from major producer DUC on long term contracts or by own production. All gas transported  to Danish mainland is gas of DONG Energy. A number (7) of  companies in the primary wholesale market dispose of minor shares of gas imported via the German-Danish border. In the secondary wholesale market (especially wholesalers purchasing from DONG Energy) in addition to DONG Energy the company Statoil Gazelle has more than 5% share of gas available. 
“The proportion of gas held by the largest three companies”

The three companies DONG, HNG/MN, Shell and Statoil Gazelle together have access to minimum 95 % of the total amount of gas available in the wholesale market.
“The proportion of production and import capacity allocated to the largest three companies”

A. Production:

Natural gas supplies are explored and produced in the Danish part of the North Sea. The DUC consortium (AP Møller - Mærsk, Shell and Chevron) covers 90 percent of the Danish production. The gas is produced on the basis of a concession, which is assigned for each production field. 
The DUC consortium sells most of the gas to DONG Naturgas in accordance with several long term take-or-pay agreements from 1979, 1990 and 1993. From 2005 to 2009 DUC-partners must sell 17% of production (around 0,0014 Tm3/year to other companies than DONG Energy.
The Syd Arne consortium (Amerada Hess, DONG and others) covers the remaining 10 percent of the Danish gas production. This consortium sells the gas exclusively to DONG on a depletion type of contract.

B. Import capacity:

DONG Energy has until recently been de facto the only user of the pipeline from Danish part of the North Sea to Danish mainland (access offered by negotiated TPA). New users are now entering.
Importing gas to the Danish market is possible through the DEUDAN onshore border connection between Germany and Denmark (at Ellund). This connection is partly owned by DONG (49 percent) and E.ON/BEB (51 percent). 

The onshore border connection at Ellund has a capacity in the northbound direction of 1 billion Nm3 while the capacity in the southbound direction is 2 billion m3. At present DONG is using the German/Danish border connection to export 2 billion Nm3 a year. The 2006 import of  0,0007 Tm3  was shared among a number of wholesalers.
Therefore, it is possible for a gas supplier to bring gas into Denmark. However, it is still a problem in practice to feed gas into the Danish whole sale market. There are indications both of lack of capacity and of available transmission capacity not being utilized optimally, among others due to technical circumstances.
 
“The number of foreign companies (EU and non-EU) active on the market and their estimated market share”

Currently the following companies (partly or totally owned by foreign companies) are active on the whole sale market in Denmark:  


· Statoil Gazelle (Statoil) has a market share of more than 5 %

· Dansk Shell (Shell) has a market share of less than 5 %

· Vattenfall Danmark has a market share of less than 5 %

· E.ON Ruhrgas has a market share of less than 5 %

· E. ON Danmark (E.ON) has a market share of less than 5 %

· E.ON Gashandel Sverige (E.ON/Stattkraft) has a market share of less than 5 %

“How are foreign companies active on the relevant national market (joint ventures)”

Statoil Gazelle is a joint venture, from which Statoil owns 30 % and the Danish DSO Naturgas Fyn owns the remaining 70 %. 

E.ON Gashandel Sverige is a Swedish energy supplier, owned partly by E.ON (55 percent) and Stattkraft (45 percent). E.ON Gashandel Sverige’s natural gas activities on the Danish market are currently very limited with only a few large industrial customers.

Dansk Shell is a Danish energy supplier, owned partly by Royal Dutch Petroleum Company (60 percent) and Shell Transport and Trading Company p.l.c. (40 percent). Dansk Shell’s natural gas activities on the Danish market are currently very limited with only a few large industrial customers.

Vattenfall Danmark has taken over some of E2’s gas consuming power production plants

“The volume of gas traded: 

· on the basis of standardised gas exchange products

· in bilateral OTC trading 

· in long term contracts between producers/importers and suppliers”

In Denmark no gas is traded on the basis of standardised gas exchange products. 

An amount of gas corresponding to 9% of domestic consumption was traded bilaterally (OTC) via Energinet.dk’s Gas Transfer Facility (GTF) until end 2006. Six shippers are currently transferring gas via the GTF. From January 2007 the share of consumption traded via GTF has increased (January 2007: 30-40 %), incentivised by the initiation of the gas release programme of DONG Energy
Both the contract between DONG and the DUC consortium and the contract between DONG and the Syd Arne consortium are long term contracts. 

Degree of integration with neighbouring countries

The Danish gas wholesale market is relatively isolated – also due to its peripherical siting. A number of initiatives are initiated to increase integration with continental Europe, e.g. as part of the ERGEG Gas Regional Initiative.

“Availability of gas to non-incumbents, and new entrants’ access to the swaps market”

There are barriers to non-incumbents and entrants to have access to gas at competitive prices. The DCA estimates that the entire Danish consumption of gas is based (either directly or indirectly) on gas from DONG. Since no other supplier is bringing gas physically into Denmark, any competitor to DONG must either buy its gas from DONG or persuade DONG to make a “swap agreement”. Hence, all entrants are very much dependent on DONGs willingness to trade. 
This picture, however is now changing, since DONG will make a Gas Release Programme (GRP) for the years 2007-2012, auctioning each year a volume corresponding to 10 % of the Danish consumption. The GRP is a part of DONG’s commitment in the DONG/Elsam/Energi E2 merger. It is expected that GRP will improve the liquidity of the Danish wholesale market, and thereby increase competition pressure on DONG. The first auction took place in August 2006 with first deliveries January 2007.
Danish Competition Authority in its Annual Report 2007 has addressed the question of competition in the Danish gas whole sale market. The main conclusions specifically related to the Danish market are the following:

-  In a European context Denmark is relatively advanced in developing competition in the gasmarket – but there are prospects for improvement

-  The number of suppliers in the wholesale market is small

-  There is no wellfunctioning market place for gas
-  There are indications of shortage of transmission capacity on the German-Danish border (Ellund) and available capacity is not utilized optimally
-   There are indications of shortage of transmission capacity between the German-Danish border (Ellund) and the continental European market and available capacity is not utilized optimally (DEUDAN)
-  In the longer run it might become an increasing barrier for competition that a market player in the gasmarket is also owner and operator of off shore gas pipelines. This barrier for competition will be revealed if off shore pipelines change their function from transportation of gas from off shore production sites into transport of gas between markets, the off shore pipelines being still a major supply route for gas to the Danish market.
To promote development of a more competitive wholesale market for natural gas

in Denmark, it is recommended:

-  Introduction of auctions at the capacity allocation at Ellund at the Danish-

German border.

-  Investigation of capacity addition at Ellund.

-  A more efficient use of capacity in DEUDAN, observing the pipe-in-pipe principle,

e.g. through an independent system operator or a mutual IT solution between

system operators in order to ensure an optimal use of free capacity.

-  That Energinet.dk and the Danish Energy Regulatory Authority continue to support

the international co-operation on inter-regionally connecting the markets

and creating a unification of rates and terms of gas trade and gas transport.

-  That Energinet.dk strives to establish internal entry points in the Danish transmission

system.

-  That Energinet.dk, as a result of restraints in the Danish market, investigates the

possibility of connecting the Danish and the North German markets to a mutual

exchange for natural gas.

-  That one or several suppliers accept to act as market makers undertaking to

announce bids and offers.

-  That over time – if the off-shore pipelines change their function towards transport

of gas between markets and are still an important access route for gas to

Denmark – an independent owner of the off-shore pipelines or an independent

party accepts to act as system operator in the off-shore pipelines.

“Competition policy actions”

The 2006 merger between DONG, ELSAM and Energi E2 was preceded by conditions stipulated by the European Commission and Danish Competition Authority. One condition was the divestment of on of two gas-storages. This storage has subsequently been acquired by national TSO Energinet.dk.
The second condition was a gas release programme (GRP) of DONG Energy for the years 2007-2012, auctioning each year a volume corresponding to 10 % of the Danish consumption. The first auction took place in August 2006 with first deliveries January 2007.

“Experiences with gas release”

The first experiences of the gas release programme mentioned above are now being collected. One obvious result is the increased share of gas being traded using the Energinet.dk “Gas Trading Facility” (GTF) . Prior to the gas release programme the share of consumption traded via GTF was below 10%, but after the initiation of the programme the share has increased to 30-40%.

4.2.2   Description of the retail market

A description of the retail supply market should set out, for the most recently available period, the main players and their market shares in supplying:

· gas fired power plants

· the households and small commercial sector ( e.g. 5000 m³/year and under) 

· in the medium sized industrial and commercial sector (e.g. up to 1 Mm³/yr)

· large and very large industrial customers (above 1 Mm³ /year)

Definitions of consumer groups can alternatively reflect typical national delineations.

The number of active companies with a market share of above 5% and the share of the top three suppliers in each segment of the market should be identified.  The penetration of new non-national companies assessed including the extent to which this is through either organic growth or through acquisition should be stated.

The report should identify the number of suppliers (without any affiliate connection to either TSOs or DSOs in the Member State concerned) that have entered the market since the introduction of competition.

The report should also set out the extent of integration between gas producers and importers and suppliers in the market.

Estimates of customers switching and renegotiating (by volume and/or metering points) for the specified segment of the market should be provided both for the most recent 12 month period and cumulatively since the opening of the market.

The report should also include information about switching procedures that are into force (maximum delay to switch; switching rate; charges; etc).

Estimates of the extent to which the retail market is foreclosed by long-term contracts.

Evidence of anti-competitive bundling (e.g., refusal to provide L gas unless the customer also contracts for H gas; refusal to provide network capacity separately from gas), discriminatory discounting or any other discriminatory practice.

Also include information on current retail price levels (with reference to Eurostat data as appropriate) for the customer types referred to in 4.1.3. Provide an estimated split into 

· network charges,

· levies  

· energy price

· taxes  

Please describe whether the data refers to prices determined in the market, or whether they consist of regulated end-user tariffs.

There are no available data on up to date market shares on the retail market , but table 6 identifies best interval estimates. The estimates are partly based on a market investigation made by the Danish Competition Authority (DCA) in May 2005, where 35 companies (supply companies, medium and large end users returned a questionnaire regarding their current supplier contract. 

Table 6  Market shares, best interval estimates 

	Estimates of the DCA
	DONG
	HNG/MN
	StatoilGazelle
	Others

	Power plants
	[80-100] %
	0 %
	0 %
	[0-20] %

	Households
	[25-35] %
	[50-60] %
	[15-25] %
	0 %

	Medium sized industrial customers
	[50-60] %
	 [15-25] %
	[20-30] %
	
[5-15] %

	Large industrial customers 
	
	
	
	

	Total
	
	
	
	


Source: DCA

“The number of active companies with a market share of above 5 %”

DONG, HNG/MN and Statoil Gazelle each has a market share of above 5 %.

“Number of suppliers without any affiliate connection to either TSOs or DSOs in Denmark that have entered the market since introduction of competition”

Dansk Shell, Sydkraft Gas, Vattenfall and E.ON have no connection to DSOs in Denmark. No suppliers have affiliate connection to national TSO Energinet.dk.
“The extent of integration between gas producers and importers and suppliers in the market”

As mentioned earlier, the DUC consortium sells most of its gas to DONG on long term take-or-pay agreements. DONG has no ownership in the DUC consortium.

However, DONG owns a part in the Syd Arne group and is also the owner of a couple of minor groups.
“Estimates of customers switching and renegotiating”

The consumer can switch supplier with minimum 1 month/maximum 2 month's delay, the customer only has to make an agreement with a new supplier. The natural gas marked has been liberalized since January 1st 2004 (all customers being eligible).  
It is estimated that in 2006 1.5% of customers switched supplier (excluding company group internal switches). In volume the share of total consumption is estimated to 22%.
“Estimates of the extent to which the retail market is foreclosed by long-term contracts”

The DCA estimates that only a small part of the Danish retail market is foreclosed by long-term contracts. The majority of the end users are requesting supplier contracts with short duration (1-3 years), and it seems like the competitive suppliers are willing to enter into such contracts. 

Some power plant end users are an exception to this tendency. Both the central and the decentralised combined heat and power plants have generally much longer duration in their contracts than other end users. However, since a number of the power plants are now owned by DONG, these supply contracts will to a large extent be internal agreements.

“Evidence of anti-competitive bundling”

The DCA has no evidence on anti-competitive bundling.

However, an investigation of the gas market in Denmark concluded that DONG’s ownership of the Danish storage facilities gives DONG a competitive advantage. Among the competitors and customers there seemed to be a general opinion that access to storage is one of the main access barriers for foreign suppliers to establish themselves in Denmark, as it gives DONG a cost advantage.

According to DONG’s competitors in Denmark this cost advantage gives DONG a large competitive advantage when the suppliers battle for large end users with low load factors (such as power producers). In supplying an end user with a low load factor the cost of storage becomes the primary competition parameter. The result is that DONG has a very high market share of end users with a low load factor.

DONG gave as a remedy in the DONG/Elsam/Energi E2 merger, that DONG would divest one of the two storage facilities in Denmark (Ll. Torup). This storage facility has been sold to Energinet.dk.  The DCA finds that this divestment will improve entrants and non-incumbents access to flexibility in Denmark. 
“Information on current retail price levels”

June 2006 – household customer



June 2007
Current retail prices:

Network charges:
0.97 DKK. Pr. m3      (0.13 EUR)
1.00  (0.13 EUR)
Energy price:

4.12 DKK. Pr. m3
(0.55 EUR)
3.10  (0.42 EUR)
Taxes:


2.24 DKK. Pr. m3
(0.30 EUR)
2.24  (0,30 EUR)
VAT: 


1.83 DKK. Pr. m3
(0.25 EUR)
1,59  (0.21 EUR)
Total:


9.16 DKK. Pr. m3
(1.23 EUR)
7.93  (1.06 EUR)
The retail prices are found on the following homepage: www.gasprisguiden.dk of Energinet.dk.

5. 
Security of Supply 

5.1  Electricity [ Article 4]

A general description of the ongoing supply-demand situation with the following indicators included, reference should be made to TSO projections where available
:

· Current levels of electricity peak demand (MW) and expectations for the next three years (i.e. 2006-08)

· Currently available generation capacity

· Forthcoming generation investment for the next three years:

· authorised

· actually in process of construction

· Current generation fuel mix and expected developments 

· Actual investments commissions / or retired during 2006 including:

· net new coal/oil capacity (GW)

· net new gas capacity (GW)

· net new renewables capacity (GW)

· net new CHP capacity (GW)

· net new other capacity (GW)

A description of the role of regulatory or other authorities should also be included, specifically:

· Authorisation criteria for new generation investments and the role of long term planning.

· Implicit and explicit incentives to build capacity (e.g. explicit payments, capacity options, design of balancing mechanism

Finally the regulator should report on any progress on major infrastructure projects and in particular important interconnection projects between or within Member States, including the regulatory framework under which they will operate.

The TSO processes for planning new network build should be described, and how they are integrated with congestion management and the functioning of wholesale markets.
The supply-demand situation nationally is generally favourable. However, supply-demand situations must also be viewed on a regional level. In addition the flexibility of a part of Danish generation is limited, among this 3.1 GW of windturbines.

Current levels of electricity peak demand (MW) and expectations for the next three years (i.e. 2006-08) 

2004: 6.5 GW

2005: 6.3 GW

2006: 6.4 GW

2007: 6.6 GW

2008: 6.7 GW
2009: 6.8 GW
Currently available generation capacity

Total generation capacity

2005:  12.6 GW…. of which windturbines 3.1GW

2006:  12.7 GW…. of which windturbines 3.1GW

Investment for the next three years:

Two off shore wind farms each of 200 MW are tendered and a 36 MW biomass plant will be brought on line in 2009.

Apart from that no further major generation investments are envisaged.


Current generation fuel mix 
Production by category 2006 (Source: Nordel Annual Statistics 2006)

Wind turbines: 


6.1 
TWh

Hydro Power:

                       0.0 
TWh

Other Renewable energy

2.5
TWh

Natural gas



8.5
TWh

Oil




0.1
TWh

Coal

                     
          26.0      
TWh


Total



          43.2     
TWh

Role of public authorities

New electricity generation capacity must be approved by the Danish Energy Authority (DEA). The approval is based on a number of criteria contained in secondary legislation. The criteria mostly refer to environmental requirements and requirements on thermal efficiency.

Infrastructure projects

Following the black-out in Eastern Denmark and southern Sweden September 23, 2003 the Danish government decided to prepare an energy infrastrastructure plan. The scope of the plan was to provide an overview of the necessary investments in new major transmission network in order to ensure security of supply, incorporation of renewable energy, and efficient electricity market function.

The TSOs in Eastern and Western Denmark have contributed to the infrastructure plan. The plan was made public by the Danish transport and energy minister June 17, 2005.

As a part of the infrastructure plan the construction of a Great Belt  interconnector of 600 MW spanning the Eastern and the Western part of Denmark now decided  by Energinet.dk and approved for commissioning in 2010. A letter of intent has been agreed on an additional 600 MW interconnector to Norway to be finally decided 2007/08. It should be added that the German – West Danish interconnector was recently upgraded with 150 MW.
Invetsments in interconnectors between the Nordic countries as well as internal links having impact on the cross border trade is planned in a comprehensive Pan-Nordic process within Nordel. All investments to be carried out by Energinet.dk must be contained in a comprehensive plan to be sent to the minister of transport and energy prior to initiation of any work. Projects of a certain size must have the prior approval by the minister. In addition environmental approvals etc. are needed.

5.2  Gas [Article 5] and 2004/67/EC [Article 5]

A general description of the ongoing supply-demand situation with the following indicators included, reference should be made to TSO projections where available:

· Current levels of gas consumption (bcm) and expectations for the next three years (i.e. 2006-09)

· Currently available production and import capacity (bcm)

· Forthcoming production and import investment for the next three years:

· authorised

· actually in process of construction

· the competitive impact of the measures taken pursuant to Articles 3 and 4  of directive 2004/67/EC on all gas market players;

· the levels of storage capacity;

· the extent of long-term gas supply contracts concluded by companies established and registered on their territory, and in particular their remaining duration, based on information provided by the companies concerned, but excluding commercially sensitive information, and the degree of liquidity of the gas market;

· the regulatory frameworks to provide adequate incentives for new investment in exploration and production, storage, LNG and transport of gas, taking into account Article 22 of Directive 2003/55/EC as far as implemented by the Member State.

Finally the regulator should report on any progress on major infrastructure projects and in particular important interconnection projects between or within Member States, including the regulatory framework under which they will operate.
Danish gas consumption has the last couple of years ranged about 4.2 billion m3, and was in 2006 4.1 billion m3. The Danish gas market is well developed and there is no anticipation for main changes in the consumption for the coming three years. However, yearly gas consumption will vary especially according to the number of degree days during the heating season.

In 2006 the Danish net gas production from the fields in the North Sea was 9.2 billion Nm3. The produced gas is used for reinjection, utilized to operate production facilities offshore, and flared for technical reasons is excluded. 

Imports to the Danish natural gas system from Germany totalled 0.70 billion m3  in 2006. Import capacity from Germany is 200.000 Nm3 per hour through the border station at Ellund.

The major international investment project in the tube is the Skanled gas pipeline linking western Norway with western Sweden and with a link to Denmark. According to the indicative timeschedule this pipeline, however, will not be commissioned until 2012.
According to the Natural Gas Supply Act the TSO, Energinet.dk, is responsible for security of supply. In this connection Energinet.dk is responsible to ensure that there is sufficient gas in storage together with other measures to handle an emergency situation. Energinet.dk has recently acquired one of two Danish storage facilities from DONG Energy.  Gas suppliers are required to have a certain percentage of gas in storage during the winter months due to security of supply. 

6.   Public Service Issues [Article 3(9) electricity and 3(6) gas
A summary of the requirements placed on market participants on issues related to public service should be provided. Special attention should be given to the process for implementing these obligation by electricity and gas suppliers (licence conditions or otherwise).  Regulators should state whether licence conditions (or other measures) have ensured:

· implementation of labelling for primary energy source (electricity)

· implementation of Annex A (Directive) criteria

· appropriate treatment of vulnerable customers. 

Data on the number of disconnections for non payment should be provided for calendar year 2006.

In addition a report on the ongoing maintenance of end user price regulation should be included covering the following issues for both electricity and gas:

· the customer categories that are still subject to end-user prices controls

· the level of price caps

· the procedure for revising and updating these prices caps in response to developments in the market

· the means, if any, for which the designated supplier is compensated for the obligation to supply at regulated tariffs

· the proportion  of customers in each segment (household, commercial, industrial still supplied by the regulated supplier/last resort supplier.

Finally the activities of regulators in ensuring transparency of the terms and conditions of supply contracts should be set out in general terms including the division of responsibilities between the regulator, government and other public agencies.

Parts of Annex A of the European Electricity and Gas market Directives  are implemented in  general Danish Consumer Law – itself implementing EU  Directives on Consumer Protection - and therefore are not contained in the statutory orders of the electricity and natural gas supply acts. This applies for instance to the provision of lira d that the consumers should be protected against unfair and misleading selling methods, and that terms and conditions shall be fair and transparent.

According to the statutory orders, for any agreement between a consumer and a supplier there shall be a contract specifying the information and conditions mentioned in Annex A, litra a. 

The supplier shall give an adequate notice if he intends to modify contractual conditions, and the consumer has a right to withdraw from the contract, if he cannot accept the new conditions. The supplier shall notify the consumer directly of any increase in tariffs compared to the previous metering period. The notice shall be given at the time of the next metering at the latest. In case of a substantial increase, the notice shall be given at the next invoice.

According to the orders, the supplier is not allowed to charge the consumer for his changing supplier.

Complaints about violation of the orders are attended to by DERA.

Disputes between a supplier and a consumer according to civil law, for instance involving compensation, cf. Annex A, litra f, will be settled by The Energy Supplies Complaints Board, which is a private board, approved by the Minister for Family and Consumer Affairs.

Provision of litra g) that customers have a right to be informed about their right to be supplied with gas and electricity of a specified quality and to a reasonable price is implemented through the obligation, according to the Electricity Supply Act and the Natural Gas Supply Act, of distribution companies to inform customers in the necessary way. Costumers may complain about violation of the information obligation to the DERA. According to the Electricity Supply Act, distribution companies are, moreover, specifically directed to inform customers about their right to be supplied.

Requirements on labelling/disclosure are implemented by a Danish Energy Authority executive order. The Energinet.dk has a central role in ensuring the information needed.

Treatment of vulnerable customers.

In Denmark, customers are protected by general consumer law, which contains provisions regulating incidents of non fulfilment, for instance in case of non payment.

Moreover, the companies´ procedures for disconnection are reported to DERA according to the Electricity Supply Act and the Natural Gas Supply Act. DERA can prescribe that the procedures be amended if they are not in accordance with the law.

Number of disconnections

No data available, but this is not a major issue.

End user price regulation 
All energy customers have access to the competitive market – without any price regulation. It requires an active action of choosing a supplier and contracting to enter this market.
For passive customers, customers having lost their supplier (SLR customers) and customers actively deciding to return to “obligation to supply” the following groups can be distinguished for electricity:
-   Template customers (not hourly metered): Regulated price – market price level (see below)
-   Hourly metered – households: Regulated price – Nord Pool Spot area price plus costs of 
    balancing and administration
-   Hourly metered – business - having lost supplier (SLR customers) – Nord Pool Spot area price 
    plus costs of balancing and administration
-   Hourly metered -  business – “passive”/default:   No price regulation. 
For gas:

      -  All customers: Regulated price: Cost plus. Profit regulated according to economic
           efficiency in energy purchase and other costs. However, in practice, almost no hourly
           metered customers (above 300,000 NM3/year) purchase according to the regulated 
           price, but are active in the competitive market.

The political reason for this system of “obligation to supply” as well as for the regulation of “obligation to supply prices” is consumer protection.

The general methodology is stated in the Electricity Supply Act – stating the “products” to be the reference.

The specification of this methodology – the calculations and control-procedure - is done by DERA in its practical implementation.
The DERA methodology is described in detail on its website www.energitilsynet.dk:
Electricity (see quest 5 on types of regulation):

· Regulation reflecting market price level (for similar consumer-segments and terms of supply) 
By comparing non-regulated prices with Nord Pool Spot prices a mark-up or gross margin of the competitive market is identified. This mark-up constitutes the cap of mark-ups identified for the notified obligation to supply prices of individual supply companies. If the cap is exceeded prices must be lowered accordingly.

· Regulation based on Nord Pool Spot area price plus costs of balancing and administration. 
The “allowed” costs of balancing and administration are fixed at an average level according to reported historical costs. 
Gas      
For each company with an obligation to supply licence the profit is capped according to an “allowed” rate of return on equity capital. This rate of return depends on the benchmarked efficiency of the individual company.
If the company performs better than average economic efficiency during the regulation period it can earn a higher rate of return in practice and vice versa.

The regulation is not below costs so no compensations to supply companies are made.

It is estimated that 95% of electricity customers are supplied according to regulated prices. By volume this, however represents less than half of total electricity sales.

Promoting transparency

It is the dedicated task of DERA according to the energy supply acts to promote transparency in the retail market.

As a contribution to improve transparency in the retail market in 2005 DERA issued two new executive orders, one on publication by electricity supply companies of prices, tariffs, discounts and terms, and a second on publication by natural gas companies of prices, tariffs, discounts and terms (executive orders nos. 770 and 771 of 8 August 2005).

There are requirements that electricity supply companies publish their standard prices and terms on their own websites. Electricity supply companies must also report their prices to the consumer

portals on the Internet designated by the Authority. The Association of Danish Energy Companies’ portal www.elpristavlen.dk is currently the portal designated. On this portal (primarily) private consumers can compare the prices of different suppliers. DERA has issued similar regulations for the natural gas area.

� For example aggregate flows, system demand forecasts and capacity availability


� Transmission companies should include both national and regional transmission companies where they fall under the definition in the Directive.


� For example average minutes lost per customer per annum.


� This estimate should include both transmission and distribution charges.


� Average network charges should be explained in detail, with discrimination of all costs included, namely transmission costs, distribution costs, congestion management but excluding taxes.


� This should cover whether products are offered in power exchanges on the same basis as the balancing interval (e.g. 15 minutes).


�[7] This should cover whether products are offered in power exchanges on the same basis as the balancing interval (e.g. 15 minutes).


� It is suggested to report average figures and/or case studies for representative TSOs and DSOs.  This means that it should reflect typical unbundling regimes as well as a minimum coverage of the market of at least 50% of energy distributed.


� a description of the products being traded in organised markets and the degree of liquidity for each product should be provided as far as possible.


� FE and KE are acronym for Frederiksberg Energy and København Energy, respectively.


� Commitments were made in the gas market.


�  i.e. total ownership independence from any network company.


� For example prices paid, successful bidders and what is the impact on the market.


� For example whether long term contracts are allowed (with restrictions or penalty clauses).


� Physical congestion implies that there exists a point in the network where physical flows have reached safety limits which constrains the transactions that are possible. Contractual congestion implies that restrictions are the result of the way that long term capacity right are being used.


� For example aggregate flows, capacity availability, demand forecasts, maintenance schedules


� Transmission companies should include both national and regional transmission companies where they fall under the definition in the Directive. 


� For example average minutes lost per customer per annum.


� In 2006 Energinet.dk’s revenues from transportation were 608 mio. DKK (81,4 mio. Euro) while 93 mio. MWh were transported. This gives an average charge of 0,88 Euro/MWh. In addition Energinet.dk users pay an security of supply charge of  0.32 Euro/MWh on average. Because this charge is a special Danish cost element it is – for reasons of international comparisons - not included in the stated charges.


� i.e. a quantity of imbalance that network users can maintain without being the subject of charges


�[16] i.e. a quantity of imbalance that network users can maintain without being the subject of charges


� It is suggested to report average figures and/or case studies for representative TSOs and DSOs. Representativity means that they should reflect typical unbundling regimes as well as a minimum coverage of the market of at least 50% of energy distributed.


� Defined as covering any transaction of gas between market participants other than final end use customers.


� Note that it was agreed to report in general m³; an average calorific content serves to transform volume into energy.


� A description of the products are being traded in organised markets and the degree of liquidity for each product.


� What prices were paid, which companies were successful and what was the effect on the market.


�  Total ownership independence from any network company.


� This section may make reference to supply demand forecasts compiled by TSOs where appropriate


� For example the ETSO/UCTE report on generation adequacy 2007-15





