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CER – Ireland

Summary

The Commission for Energy Regulation (CER) is the independent statutory body responsible for regulating the electricity and natural gas sectors in Ireland.  The CER is a three person Commission with the members appointed by the Minister for Communications, Marine and Natural Resources.  The CER is funded by a levy paid by the regulated industries.
Wholesale Market 

Since 2000 a bilateral wholesale market has operated in Ireland.  Suppliers contract with generators for electricity which they resell into the retail market.  Any mismatches are traded out at regulated top up and spill prices.  Generating plant that is wholly owned by the dominant incumbent operator (ESBPG) does not operate in this market; nor does ESB acting as Public Electricity Supplier (PES).  ESBPG sells output to PES under the terms of an agreement which was approved by the CER.  This is an interim market structure and is due to be replaced by more robust market arrangements.
The CER and its counterpart in Northern Ireland (the Northern Ireland Authority for Electricity Regulation – NIAER), along with the Ministers in the two jurisdictions have started a programme to develop all-island energy markets across the island of Ireland which will ultimately merge the two markets into one, thus increasing the overall size of the market and potential for competition.  
The first part of this programme of work is the establishment of a Single wholesale Electricity Market (SEM). The SEM is due to be implemented for the island of Ireland by July 2007 and will take the form of a gross mandatory pool.  All suppliers and generators will trade through the pool and will have the opportunity to enter into hedging contracts to manage exposure to changing pool prices.  

Ireland is a price taker on the international wholesale market for natural gas and imports the majority of its natural gas through Great Britain over an interconnector between Scotland and Northern Ireland.  Indigenous natural gas production has reduced over time and there is now limited local production. A new field is currently under development by Shell at Corrib (production is due to come on stream in 2007/08) and discussions are underway on the development of natural storage facilities.

Production
By the end of 2004 the Irish electricity system had approximately 5,800 MW installed capacity to meet an expected peak demand in the region of 4,500 MW. Due to the level of past and forecast economic growth, the CER has undertaken a number of initiatives to ensure an adequate level of generation capacity to meet expected demand.  

Until 2000, ESB owned all generation capacity in the market. Since then there has been new market entry with 120MW of new peat fired capacity commissioned by Edenderry Power Ltd in 2000, 350 MW of Combined Cycle Gas Turbine (CCGT) capacity build by Viridian Power in 2003 and two CCGT plant (totalling 550 MW) scheduled for competition in the coming year. Viridian is also planning to commission a further 400MW plant by late 2007. The last two years have also seen considerable growth in the electricity renewables sector, with over 400 MW of wind capacity already in place, a further 600 MW approved and over 2,000 MW at planning stages.

In 2000, the Irish electricity system was characterised as being a relatively small and isolated market.  Since that time a number of initiatives have been undertaken with the aim of increasing the level of connectivity with other markets with the goal of increasing the level of competition in the market and attaining other benefits of regional based markets.  CER is currently investigating the most appropriate mechanism for building interconnection between Ireland and Wales. A second electricity interconnector, of about 300 MW, with Northern Ireland has already been approved and is at planning stages.  
In the gas wholesale market, transmission capacity is now governed by ‘Entry-Exit’ arrangements that were introduced in April 2005 under the auspices of the CER. These arrangements are designed to give shippers increased flexibility in the transportation of gas. In addition, in 2004 the CER commenced discussions with a key offshore operator regarding the provision of storage facilities which would be available from mid-2006. 

While indigenous gas fields supplied over 80 percent of the Irish market in 1996, by 2004 this position had been reversed with more than 80 percent of the gas supply in Ireland being met by imports via two gas interconnectors between Ireland and Scotland, IC1 and IC2. A Northern Ireland-Republic of Ireland gas pipeline is currently under construction.

Retail Market
There are currently seven wholly independent electricity suppliers operating in the market selling to 42,000 customers representing 30 percent of total annual electricity system supply. Of these seven suppliers, four sell renewable, sustainable or alternatives forms of energy, three sell Combined Heat and Power (CHP) energy, while two suppliers sell conventional energy. The gas market is at a less advanced stage of liberalisation with 85 percent of gas volumes currently eligible for competitive supply. A total of ten independent suppliers/shippers have been licensed by the CER to supply natural gas.
Electricity and Gas Customers
There are around 1.85 million electricity customers and 0.5 million gas customers.  Growth, in line with general economic growth in Ireland, continues to be strong with total electricity requirements forecast to grow by between 2.8 percent and 4.4 percent per annum up to 2011. Gas demand has been growing in Ireland at a growth rate of 9 percent per annum in the period 1999-2004.  This is expected to reach levels consistent with other EU countries of between 3 and 4 percent by the end of the decade.

The CER has implemented electricity market opening in stages and the market was fully opened to competition in February 2005, two years ahead of the deadlines set in electricity Directive 2003/54/EC.  This involved the timely and efficient implementation of a comprehensive range of customer switching business processes which have allowed energy customers to change supplier without delay and without charge.  
By mid-2005 30 percent of the electricity market (by volume) was served by suppliers other than the incumbent pubic electricity supplier.  Most switching has been at commercial and industrial levels.  While the majority of domestic customers remain with the incumbent a noticeable number of smaller sized customers have opted to purchase electricity from a renewable supplier. 
In the gas market, all non-domestic customers are eligible to purchase gas from alternative suppliers and full liberalisation of the gas market is scheduled for October 2005, subject to the necessary legislation being in place.  By mid-2005 64 percent of the market (by volume) is no longer served by the incumbent gas supplier. The majority of this is accounted for by the fact that large Independent Power Producers (IPPs) now purchase their own gas.  

The incumbent suppliers’ prices for electricity and gas are regulated by the CER.  Electricity prices in Ireland have increased over the past five years due to a combination of rising fuel prices and the need to undertake significant investment in networks to cope with historic underinvestment and unprecedented growth.  A five year revenue review of electricity for the period 2006-2010 has been published for consultation and this indicates stabilising prices, subject to international fuel cost variations.  Gas prices have also increase over the last number of years and are expected to further increase next year.  This is due to the level of gas infrastructure investment and the need to reflect increases in the international cost of wholesale gas.
Consumer Protection and Public Service Obligations

In both markets, consumer protection is ensured through licence conditions imposed by the CER. In particular suppliers are required to provide all electricity and gas customers with minimum quality of supply standards which are monitored and reported on annually.

The CER is including obligations on suppliers, though their licence conditions, to reflect the customer protection measures outlined in electricity Directive 2003/EC/54 and gas Directive 2003/55/EC. Against this background, the CER is working with suppliers to develop and operate codes of practices relating to issues such as:

· standards of practice in respect of disconnection;

· supplier contract transparency;

· protection of domestic customers in the areas of supplier marketing and  billing standards; 

· protection of  vulnerable customers;

· supplier of last resort; and 

· universal service provider. 

In 2002 an environmental and fuel security of supply ‘public service obligation’ was imposed in the electricity market.  The CER is responsible for calculating and administering the collection of a levy to cover the additional cost of this obligation.  The PSO is designed to support the production of electricity from peat and renewable and sustainable sources as well as the cost of peaking plant. 

Electricity and Gas Network Operations
The electricity and gas networks are owned and operated on a monopoly basis.  Ring-fencing arrangements are in place between the network system operators and the remainder of the incumbent gas and electricity utilities.  The legal unbundling of the electricity transmission system operator is due to be completed in 2005.  
The CER regulates non-discriminatory cost reflective access to all networks and sets both allowed revenues and approves charges imposed by all of the network operators including connection and use of system charges.  
Conclusion

The Irish energy markets have seen significant developments over recent years.  The full liberalisation of the electricity market and the preparatory work for the full opening of the gas market has required significant resources.  The continued regulation of the wholesale electricity market has been successful in ensuring security of supply and the development of an all-Island wholesale market by 2007 is well underway.

While the markets still demonstrate a high degree of concentration, the foundations have been laid for additional interconnection as well as the setting of conditions to encourage more entry into the market to facilitate Irish energy customers in having the choice that an effective competitive market can bring.
The gas market in Ireland was boosted by the opening of a new extension of the pipeline into five new towns in the west of Ireland in 2004.  In conjunction with the opening of the pipeline the Commission awarded a franchise to a new independent natural gas supplier (Flogas) for the supply of domestic customers in these areas.  This has allowed a supplier to enter the domestic market in advance of full market opening and has assisted an independent supplier in establishing itself in the market as a competitor to the incumbent in the future.
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