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SUMMARY

Energy must play a key part In the broader programme to complete the single
market by 1 January 1993. Because of Its unique features, electricity must
be gliven prilority. This communication discusses ways of boosting
transfrontier electricity transfers.

The heavy cost of non-Europo In the g¢lectriclity sector demands specific
measures forming a resolute, progressive, pragmatic approach.

To this end the Commission has retalned the following lines of actlon:

(a) The liberalisatlon and boosting of eloctricity transfers by the
Introduction of modallities for applying the right of transit between
integrated electricity grids, whether or not 1{in the territoriat
competence of the same Member State, by means of a Dlrectlive based on
Article 100a of the EEC Treaty;

(b) The Installation by the Commission of a concertation procedure (two
consultative committees with the Member States and iInterested parties)
to examine in depth whether access to the grid systems by thlrd parties
should be organised and, If so, under which conditlions.

(¢c) An iImprovement of the prilor notiflcation and consuitation procedure
relating to future Investment in electriclity generation and
transmission in the Community (see separate communicatlon on
investments In the energy sector COM(89)335 final).
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Iincreased Intra-Communlity electricity exchanges:
a fundamental step towards completing the internal ensergy market

INTRODUCT ION

qp
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Comptetion of the Internal market by 1 January 1993 Is the Communlty’s
top priorlty. Energy Is an Integral part of this programme, as the
Ministers of Energy made clear In November 1988 In response to the
analysis submitted by the Commission.l Then In Rhodes in
December 1988 the Heads of State and Government emphaslzed that more
needed to be done In this strategic sector, where the pace of progress
was too slow.

By virtue of Its different features, the electricity Industry must
itself play a plivotal role In the progresslive achievement of the
Internal energy market.

The Commission undertook In 1988, flrst In Its communicatlion on a
Communlity regime for procurement In the excluded soctors,2 and then
at the Council meeting In November 1988, to take action during 1989
to remove the barrliers to transfrontier electricity transfers by the
end of 1992.

More recentily, on 8 March 1989 the Commisslion declded on further
action to open up the Internal electricity market.3 To achleve
thls, It gave priority to a step-by-step, negotlated approach leading
to a balanced solution. 1In particular, the Commisslion declded

1 COM(88)238 final: "The Internal Energy Market".
2 COM(88)376, paragraph 408.

3 1P

(89)141.



"to continue Its study on application of the "common carrier”
principle to the olectricity market, so that the electricity
transmission grids currently reserved for the national or regiona!
monopolies can be opened up to other eolectriclity generators
prepared to pay to use them".

Greater Integration of the electricity market should allow greater
economic efflclency and substantlal savings - the raison d’étre of the

philosophy of the Internal market. But is this objective compatible
with providing the same |f not greater security of supply In the
electricty sector? Thils communlication will try to answer thls
dilemma.

This communicatlon seots out ths Commisslion’s proposals to Increase
electriclty transfers and to achlieve a Community-wlde Internal market
In electricity.

It starts with a brilef description of the unlque features of the
electriclity Industry before moving on to dlscuss electricity transfers
and the factors curbing their growth. This 1is followed by an
assessment of the economic cost of non-Europe In the electriclty
sector.

Together these conslderations lead the Commission to propose a three
part approach, Intended to boost eolectriclity transfers, to forge a
more Integrated Communlty electricity grid 1In order to Improve
competition In this sector and to aliow a progressive optimisation of
Investments on the Communlty scale.

The Communication |Is accompanied by a proposal for a Councll
Directive concerning the means of Implementing the oblligation to
transit electriclty between Integrated hlgh-voltage grlids;

and In a separate communication proposal for a Councl! Regulatlion on
notifying the Commlssion of Investment projects of Iinterest to the
Community In the electriclity sector [the Commission would glve Its
oplnion on such projects] with a view to encouraging an optimisation
of electriclity generation and transmission at Community level



RATStMONHE Key factors In the electriclty Industry

A. The

Any ldeas about ways of speeding up completion of the Internal
electricity market must take account of the unlque features of the
industry and of a few more general polints.

eloctriclty sector

(a) Unlque features

Electricity 1s different from other forms of energy In several
ways. 1t Is transmitted vlia the grid almost as soon as It |Is
generated and cannot be stored. Enough must be generated to cover
demand, whlich varles from one moment to the next depending on the
customers’ requlrements. |If the supply falls short or, In other
words, If not enough generation and transmisslion capaclty Is
avallable, the lights go out.

To compllicate operation of the Industry, electriclity flowing
through the grid or transmission system obeys the laws of physics
and spreads through every channel open In the grid. Consequently,
fluctuations or power cuts In any clrcuit on the grid affect the
flow In many other clrcults too. It Is impossible to identify any
speclific flow of electriclty from one particular power station to
any gliven customer.

Two baslic condltlons must be satlsfied to provide a secure supply
of electricity throughout the grid:

N integrated planning of electricity generation,
transmission and local distributlon faclilities (though
this does not necessarily imply that the ownership of all
these seactors must be In the same hands);

(i efflclent control to ensure that enough electriclty |Is
generated to cover demand at all times. Naturally, this
must be exerclsed by the operator of the central
transmission system.
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To obtaln the most efflclent results, the transmission grid operator
always draws on the comblnatlon of goneration capacity capable of
covering the demand at any particular time at the lowest average cost.
This Is why total generating costs vary from ong time of the year or
day to another, deponding on the gonoratlon plant In service, on Its
operating costs and on demand. Heavy demand means that more expensive
generating capaclty has to be brought on strecam. Consequently,
generating costs and, hence, olectricity prices depend on the preclse
conditions of supply to the consumer.

(b) Structure of the Industry

small and medlum slzed consumers aro supplled (at low voltage) by the
electriclty distributors. Large consumers too are someotimes supplied
by the distributors, but they can be connscted direct to the high-
voltage transmission grid, from which the distributors themselves draw
thelr supplles. Most gonerating capacity (hydroelectric power
stations, conventional fossili-fuel plant and nuclear power statlions)
feed the high-voltage transmission grld. Some power stations,
however, are connected direct to the low-voltage distribution grid.

The structure and ownership of the parts of the Industry varles
conslderably from one Membsr State to another, reflecting thelr
historic, soclal and cultural heritage. In France, ltaly, Greece and
Ireland, for example, a single, vertlcally-integrated, nationallized
electricity utlility Is responsible for all electricity generation,
transmisslon and dlstribution. In other Member States the <came
functions are performed by a number of Independent undertaklngs, some
privately-owned others controlled directly by the public authorities.
In the United Kingdom, the generatlon and transmilssion sides of the
industry are now belng split up and the natlonallzed electricity
supply industry Is belng privatized at the same time.

Most power stations are owned and operated by the leading electriclty
utllttles. However, some blg iIndustrial undertakings generate their
own electriclty requirements (private generation). They sell any
surplus to the publlc grid or |If they cannot generate enough
electriclity they top up their supplies by buylng from the publlic grid.
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Other polints

(a) Transfrontler electriclty transfers

Transfrontler Interconnectlon of electriclty g¢grlds started as a
logical oxtenslion of Iinterconnectlion of the local and reglonal grids.
The blggest iIncentlive lay In the economlc and technical advantages of
makling fuller use of the most efficlent generating capacity and In
greater security of supply. Every Member State except Greece and
Ireland s Iinked directly to lts nelghbouring Member States’ grids.
Similarly, some Member States are connected with thelir non-Community
nelighbours, such as Norway, Sweden, Austria, Switzerland and
Yugoslavla. Ireland, on the other hand, has no !link-up with any other
country. Greece Is connected with Yugoslavia, Albania and Bulgarla.

Transfrontier electricity transfers are based on coopseration
agreements between the electricity utillities concerned. They take
three main forms:

(1) hour-by-hour transfers to exploit thg time lag between demand
peaks Iin different countries and allow more efficlent grid
management ;

(11) short- or medium-term net transfer contracts;

(111) transfers from Jjolntiy-owned generating piant In nelighbourling

states.

Annex 1 sets out the figures for transfrontier electriclty transfers
In 1987. With certain exceptlons, recliprocal exchanges wlth equal
amounts of electricity moving In each direction seem to be on a par
with net electricity transfers. These net transfers, however, would
undenlably be higher If the Industry were free to take maximum
economlc advantage of them, Irrespective of individual undertaklings’
or natlonal interests. It must be remembered that the factors behind
the decislion to make such transfers vary (e.g. type of generating
plant available, generating costs, retatlive cost of various primary
energy sources, demand levels and dally or seasonal variatlons In
demand). Consequently, the amount of electricity transferred varles
too, depending on the clrcumstances.

Today's electricity transfers are based on Inter-utility agreements.
Each transmission grid 1is free to control Its transactions
autonomously. Local dlistribution undertakings or Individual consumers
cannot usualiy buy electriclty from other countrles.
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(b) Electricity transfers, elebtrlclty costs and the Member States’
policles

17. The electriclty markets In the Community are obviously fragmented.
The unacceptable thing Is that this fragmentation Is based on
obstacles to trade, whereas under normal condlitions tho differences in
electriclty costs should stimulate trade and, in the process, narrow
the gap between costs from one country to another.

18. At the moment the opposite Is the case since there are blatant
restrictions on compstition In the electricity sector, only some of
which are due to the very nature of the industry.

Generally local distribution undertakings are forced to buy
electriclty from the Integrated generating and transmisslon utilities
In thelr reglon.

Individual consumers face similar constralnts. Small consumers In
every country have to buy thelr electricity from the national or local
distributor holdlng the concesslion for thelr reglon. BIlg consumers
too are tled elther to a single distributor or to a high-voltage
electricity transmission utility.

19. In most Communlty countrles the electriclty Industry holds a monopoly
which, by nature, restricts trade and competlitlion.

Two loglistlical consliderations lie behind this special position:

(1) the need to avold the construction of superfluous, redundant
transmission and distribution capaclty;

(1) the need for a comprehensive plan to safeguard security of supply.

The flrst of these conslderatlons gave rise to the transmisslon and
distribution monopolles which now exist In every Member State at natlonal,
reglonal or local level.

The second in turn gave blrth to the vertically-Integrated electricity
generatlon, transmission and dlistribution utillties In many Community
countrles.

20. Vertically Integrated uttlities of this type often supply the whole
country or region and usually prefer to generate the electriclity which
they transmit and distribute for themselvss.
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Cicarly, they have nothing to galn from cpening up access ic their
transmission and distribution grids to thelr rivals, Thelr sole
reasons for purchasing eiectriclty from other utilities ars to balance
tholr books or to covor temporary shortfalls In supply from their own
generating capaclty.

Tho same practices are followed in countries whlch have never had such
fully vertically-integrated utilities or wili be doing away with them
soocn.

In thece countrlies government policles and long standlng practlce In
tho inductry have been to plan Investment and managemsnt declslons
concoerning electriclity gensration, transmission and distribution
without taxing proper account of altlernative potentlial sources of
supply In other countrles.

Furthermore, 1t is also noticeabie in theso countrios that there Is a
national sensitivity concerning the financial control of electriclty
companies.

Another Important factor behind the current fragmentation are the
Member States’ other policles (e.g. on restriction of the cholce of
fusls, environmental protection or taxation) which stop market forces
werking normally.

One eoffective way of achleving the requlsite approximation and
harmonisation of +the provisions lald down by law regulation or
administrative action consits In creating the condltions which allow
the Increoase of trans—-frontlier exchanges of electriclity and InjJecting
inte the industry a dose of competition compatiblie with sscurity of
supply and the quallty of sorvice needod to make the electricity
market viork properly.

(c) Long-term planning

Together the foregoling practices go a long way to explaining why the
electriclty grids In the Commun!ty today were planned on a strictly
national or, In some cases, even reglonal or local basls.

The siting of the generating plant and the configuration of the
transmission grld would have been very different had they been
desligned with the Community as a whole in mind.

As part of the preparations for the Internal market of 1992 the
Commisslion must therefore propose a new approach to optimize
operations and Investment in the electricity sector.
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Thls will be a long, arduous process and will probably take several
years whilst the obstaclos to electriclty transfers are being removed
and genulne Community-wlide competitlion Is belng Introduced to the
industry.

(d) Conditions of competlitlion

In addition to the atovementioned constraints on competition In the
electriclty Iindustry, other factors can also distort compoetition on
the electriclity market.

For Instance, differonces In the pricing rules Imposed by the
governments can distort competition between electricity undertakings.

The rates charged must reflect the actual costs and should no longer
allow cross-subsidizatlion between the home and export markets, nor
betveen small and large consumers.

A sufficlent transparency of prices (and thelr base eloments) will be
necessary for the Intra-Community transactlions, In order to allow the
establishment of a healthy, non-discriminatory Communlity market In
electricity.

At the same time eolectriclty prices must reflect the terms on which
the opsrations are funded.

Clrcumstances such as speclal tax arrangements, the flnancial
structure of the undertakings, their condltions of access to capltal
and even accounting practlices can all distort competition.

Financlal arrangements with the government, IiIncluding any direct or
indlrect ald granted, are alco vitally Important in some countries.

Electricity undertakings’ prospects of operating throughout the
Communlty will depend as wel!l on the costs Incurred as a result of the
difforent natlonal rules and standards on, say, convironmental
protection, pltant safety, operating condltlons, siting, etc.

All these constraints on competition must be dealt with gradually, as
the electricity market Is opened up.
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Their solution would allow zn opening In this market, golng bsyond the
praesent step of transit. In any event whonever unfalr conditions of
corpetition arlso it wlll always be possible and reccssary to Invoke
the: relevant Articles of the EEC Treaty to restoro conditions
compatible with the Community rules.

Account will be taken of tho seoclal and regional aspects of any
measures taken In thils contoxt.
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Taran P : Tho cost of non-Curope In the electricity scctor
The Cecchlini report hlighlightod the economic disadvantages suffered by

the Community because of the excessive fragmontation of the Individual
Member States’ markets.

Initlial estimates put the cost for the onoergy sector In general
(excluding publtic contracts) at approxlimately 0.5% of the Community’s
GDP (cf. paragraph 19 of working document COM(88)238).

Since then Commisslon staff have been analysing a serles of studles,
some conducted by the Commission departmonts concerned, others by
outside experts, In an attempt to produce more accurate estimates for
theo electricity soctor alone.

Tho full results and the method used are outlined In Annex 2.
Howsever, a brlef summary of the work willl glive an ldea of the figures.

The analysis studlied the potential for greater Integration of the
clectriclty Industry in the Community, In the light of the programme
to complete the Internal market and of future electriclty supply and
demand trends.

A number of alternative scenarlios were oxamlined to assess the
advantages and disadvantages of persisting with the status quo or of
proceeding with greater Integration.

Even a cautlous assessmont suggested that tho greater Integratlion and
more efflclent planning and operation of tho systems In prospect would
bring economlic bensfits to the Community and enhance the overall
retiablilty of the system.

The rosults suggest that the potential annual savings between 1992 and
2010 could add up to ECU 55 bifllon at today’'s prices.

(bn ecus)

1992 2000 2010

Annual savings from optimlzation 1.3 2.3-5.3 6.13
of the system

More efflicient utiilzation of the grid would save one-third of the
investment otherwise needed before the turn of the century.
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It must be stressed that this is a carefully realistic and reasonable
estimate and Is probabiy overcautious. Studlies in one Member State
put the potential savings from greater transfers of electricity at
close to ECU 3 billlon a year, coupled with even larger savings on
financlal charges by pooling the plant needed as a precaution against
technical problems.

Thoe potentlal savings from greater Integration of the electricity
Industry In the Communlty are so great that measures must be proposed
to attain them to the benefit, above all, of the consumer, who wlll
reap the advantages of the singlie Internal market. Thls Is the alm of
the rest of this document.
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An Increased transit of electriclty across the Community:
an essentlal mcans of Increasing trade and a necessary
ovolution

35. The unique features of the electricity industry (cf. Part One,
Sectlon A) and its strateglic Importance go a long way to explaining
the general strategles pursued by the electricity Industry, which are
the same on every grid despite thelr widely diverging structures.
Undoubtedly the most Important feature |Is the widespread exlstance of
Integrated grids.

Thanks to these grlds, electriclity is already exchanged but the level
of exchanges (less than 4% of consumption) could be cslgnificantly
Increased.

36. An effective Implementation of the Community right of translit Is the
simple means of re-inforcing and developing the co-operation which
already exlsts between electriclty companles. The arrangements
concerning electriclty transit will thus apply only to eolectricity
exchanges across one or more large Integrated high-voltage grids,
whether these grids fall within the territorlal competonce of the same
Member State or not.

37. This 1s the alm of the proposal for a Dlrective set out In Annex 3,
which covers the following:

cn) The right of transit, establlished In principle by the EEC Treaty,
must be effectively Impliemented by the Member States.

i) The transit contract Is a private-law contract.
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In order to avoid during this limited perlod of the Iimplementatlion of
the right to transit any distortion and discrimination and because of
differing strategles - past and present - followed by Member States as
concerns structures of production, commerclialisation and distribution,
the methods of financing, Iinvestment and production the Commission
will westablish before 1 July 1990 transparency concerning the
followlng polnts:

- financing of investments

- structures, such as finance, of production, commerclalisatlon and
distributlion of electricity In the Member States.
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RRTREELINE Generallised third-party access to the transmisslon grid?: a

39.

40.

41,

42.

possible dovelopment

The effectlve implementation of this Community right should
substantially Increass olectricity transfers, roduce average
electricity costs and Increase security of supply In the Commrunity.

The philosophy of the Internal Market dlctates that the end user,
whether an Iindustrlal consumor or a prlvate household, must reap the
beneflt.

This entalls doing more than applying the right of transit to large
networks. Adequate competition must be ensured so that all consumers
can reap the beneflt of tho savings offered by closer Intogration.
Howviever, the quallty of service or the security of supply must not be
Impaired (e.g. by an Insufflclent level of Investmant).

The practlices introduced by tho electricity utlliitios, under the
supervislon of the government authoritles slnce they operate as a
publlc-service monopoly, are In themselves ample guarantee that

consumers wlll reap the benefits as Intended.
The Commisslion will be equally attentive to the appropriate
repercussions on all consumoer prices of the Intrease In Intra-

Communlity electriclity exchanges.

Over and above the offective transit between high-volitage grids,
access to the grid may also be authorlised, under certaln conditlions to
be defined, to, for example, large Iindustrlal consumers and to
clectriclty distributors. This Is certalnly the trend In soms Member
States. Two In partlcular, the Netherlands and the United Kingdom,
foresee allowlng third parties access to tho high-voltage grid of
major Industrlal consumers (and, In the Unlited Kingdom, of the public
distributors).

However, Community regulations granting third partles access to the
clectriclty grid and allowing consumers (whether public dlstributors
or Industrtal undertakings) the benefits of full competition could
cause certain problems. This Is Illustrated by the diverging views
held on the subject by the electriclty undertakings (cf. the recent
oplnions of the UCPTE or UNIPEDE) and consumers (cf. the recent
oplinion of the CEFIC).
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Undar theso clrcumstances, particularly remembering that at Its
maoting on 8 March 1989 the Commission sald that 1t wanted to
encourage appllication of the common carrler principle, the Cominission
plans to procecd cautiously wlth a dlalogus alming at findlng a
compromise reconciling tho concerns of the alsctricity Industry with
those of consumorg, the short term with tho long torm, lower costs
with 1he gcams quallty of earvico and compotition with security of
supply.

To thls end, tho Commlsslon hac drawn up the 7ollovwing guidol ings:

i 1t has to be examinod In dopth vwhethor tho access o7 third-purties
1o the clectricity grid has to bs organlzod and, 1f so, under what
condlitlonsg, In ordasr to allow the implomontation whiist
gusrantecing tho malntenanco of cacurity of supply and the quallty
of zervice to consumers.

A

Before taking a decision, tho Conmiicslion Intends to consult with
all the Interested partlos during a poriod nol axceeding onn ycar.
According, drawing on tho orxperienco of thoe procodure followed In
the mater of publlic purchasing (excludsd secters), the Commission
will create tuwo consultative Committeos, to advise the Commission
oh the possible means of anpllication of the principle of the
oponing of the grlds to thlrd partles;

a) A consultative Committee composed of representatives of the
Member States

b) A Consultative Committee composed of representatives of
Interested parties (producers, transporters and
distributors of electricity on the one hand and electricity
consumers, Including domestic consumers, on the other).
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RaTitaGinveE A Community optimisation of Investment 1In electricity

45,

46.

47.

48.

49.

generation and transmission: from nationat self
sufficlency to a Community approach

Desplte the transfers which take place already and those which should
follow from the recourse to the transit rights dlscussed in Part Three
and the fiercer competlition dlscussed In Part Four, the electriclty
market In the Community Is almost Invarlably dominated by the drive
for national self-sufficlency.

There |Is a simple hlstorical explanation for thls go-it-alone
approach, gliven the strategic Importance of the energy market In
general and of electriclty In particular. This state of affalrs |Is
largely due to the direct Intervention by tho Membor States’
governments.

The situation should change as the single market Is gradually
completed. After all, the thinking and ratlonale behind the internal
energy market demands that the Community’s securlty of supply should
gradually be put on an equal footing with Individual Member State’s
security of supply. After dlscussing the subject at their Informal
meeting In Athons In September 1988 the MInisters of Energy clearly
endorsed this view In thelr concluslons on the Internal energy market
at thelr meeting in November 1988. Overall thls change should benefit
both the Community and the Member States.

It should provide greater security of supply and flexIbllity. Less
Investment would bse needed slince a smaller safety margln would
sufflce. Flinally, there would be less risk of overcapacity. And this
optimum use of Investment would help the Communlity’'s electriclty
generating capaclity to take fuller account of the legltimate concern
to defend and protect the environment.

These changes must be made step by step. The measures proposed In
Parts Four and Five wlll make the process easler. Equally, this
concept of selif-sufficlency In electricity for the Community as a
whole must take Into consideration the constraints Inherent In the
electriclty grids themselves.

For Instance, quite apart from the constraints and technical
restrictions Imposed by transmission losses and the fact that
electriclty cannot be stored, It would also be acceptable to allow
every Member State to reserve the right to generate a reasonable
proportion of its electriclty supplles at Its own natlonal generating
plant.
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To promote this Idea of optimization of major Investments in
electricity generation and transmission In the Community, the
Commission will propose Iin a separate Communlicatlion (COM(88)335 flinal)
a draft regiementation on the optimisation of Iinvestments Iin the
energy field which are of Community-wlide interest. Thls sastablishes,
for every major Ilnvestment project an obllgation to provide
Information, and a possibility of concertation between Member States
concarned.

Thls process of making Investment in the electricity Industry more
efficient and putting (t on a Community basis Is vital considering
that by the year 2010 approximately 250 GWe of capacity (the
equivalent of 60% of the Community’s current capacity) will have to be
bullt to satisfy the forecast Increase In consumption and to replace
obsolete power stations.
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CONCLUSIONS

52.

53.

54.

55.

Not all! the possible Iimplications of completion of an Integrated
olectricity market have been covered in this communication: for
instance, legal Issues such as the need to abollsh Import or export
monopolles, pricing, costs and electriclity tarlffs, the terms offered
to private generators and the differences In the structure of the
electriclity Industry from one part of the Community to another (could
a more uniform arrangement be devised for the entlre Community?) will
have to be dlscussed separately and declded upon to produce specific
proposals at a later stage.

Nevertheless the general approach set out above marks a conslderable
step forward. 1t demonstrates the Commlssion’s determination to build
an Internal electricity market and its concern to proceed
pragmatically and progressively In this complex field, after
consulting all circles concerned.

The stakes are high enough for the Communlty to make better use of Iits
individual Member States’' complementary assets. Apart from providing
the same If not greater security of supply, this would allow more
efficient use of exlstlng power statlons and considerable potential
savings of the renewal of conventlional power stations. The Consumer
must reap most of the benefit from this change, without impairing
security of supply.

To this end the Commission has retalned the following lines of actlon:

a) The lliberallsation and boosting of electricity transfers by the
introduction of modallties for applying the right of transit
between integrated electricity grlds, whether or not in the
territorial competence of the same Member State, by means of a
Directive based on Article 100a of the EEC Treaty;

b) The Installation by the Commisslon of a concertation procedure
(two consultative committees with the Member States and interested
parties) to examine In depth whether acces to the grid systems by
third parties should be organised and, If so, under which
conditlions.

¢c) An Iimprovement of the prlor notification and consultation
procedure relating to future Investment in electricity generation
and transmission in the Communlty (see separate communicatlion on
Investments in the energy sector COM(89)335 final).



CROSS-FRONTIER ELECTRICITY TRADE IN EUROPE
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8 X - 4863 - 876 2040 - - - - - - - - - 7779
D - X 576 - 3062 5968 2193 3850 - - - - - 146 - 15795
F 1 1269 3009 x 11856 T - - - 6876 22488 - -~ - 11672 - - 37170
1Ty - - 432  x - - 5 412 - - 821 - - - - 1670
L 0 439 - - X - - - - - - - - - - 439

Exporting NL| 4316 91 - - - X - - - - - - -= - - 4407
A - 5874 Y - - X 4, - - 525 - ~ - 1824 9388

countries CH| -- 8093 1550 10507 - - 128 X - ~ - - - - - 20278

77 Es| - - 901 - - - - - x 3707 -~ - - - 100 4702
PT] - - - - - - - - 675 X - - - - - 675
Yyup - - - 1305 - - 325 - - - X 284 - - 414 2328
6rR{ - - - - - - - - - - 197 x ~ - 167 364
UKl - - 37 - - - - - - - - - X - - 37
(?§ - 1421 - - - - - - - - - - X 332 1753

T - 62 - - - - 1348 - 5 - 1152 664 - 4026 x 7257

TOTAL IMPORTS| 5585 18989 8359 24789 3938 8008 3999 11182 3168 3701 2695 948 11672 4172 12837 114042

BALANCES

(- Import, +2194 .+28811 -3499 +5389 +1534 -367 -11635 +4420

+ Export) -3194 -23119 -3601 +909%94 - ~3026 -584 -2419

BALARCES AS

L orf IHTER-(2]

HAL CONSUMP. 3,94 0,8% 8,84 11,04 89,14 5,24 1,274 13,57 2,04 4,04 8,0%

(1> T = Third countries: Albaniay Bulgaria, Norway, Sweden, Hungary, German

pemocratic Republic,

Rumania and Tchecoslovakia

(2} "These are shown for Community countries only. Ireland is excluded from

interconnections exist.

this presentation as no international

I X3NNY
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Annex 2

ECONOMICS OF ELECTRICITY INTEGRATION

Issue

1 The analysls undertaken addressed the issue:

.1

(a) Dld the potential oxist for greater Integration of the electiricity
sector to provide a reliable and secure supply meeting demand at
lower costs to consumers than under present practices; and

(b) If so, what were the order of magnltude of the rcsulting benefits
to the Community?

As future developments In clectricity Integration weould take place
within the framework of the Iinternal market tho agssumption was made
that Input costs would converge -~ an assumption which by definltlon
dimlnishes the Incentive to trade - where this trade is drlven by the
differences In comparativo cost advantages.

Analytical Approach

Two contrasting pollcy scenarlos were examlned:
(a) continuation of current trading patterns; and

(b) greater Integration In planning and operating the networks at
unity level.

The essentlal dlfference between the integratlion approach and that of
developing current practices 1Is the benefits to be gained {from
ach'eving the samo level of output and system reliabliity through a
coordinated approach to the planning and operation of the electriclty
system at the Community level. Benefits Include:
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- Improved schort torm cxchangs poasibillities (tims of day, scacongl
fluctuatlon sic. t.e. spot market)

- fowrar overal! Inveosimznt costs in nov and roplacemoant capncity
- linproved systems rellabl! iy,

Wwould the latent benaflts from such an approach rot be substantially
reduced because of achicvement of the othsr parte of the single
ool oyes Iin oprinciple it effocts both scenarlos; ths greater the
harmonizatlion of Input cozts the lower the Incontive to trade but this
dces not remove the Interost {or such trade.

The bens?titys of an integrated approach arisg from lower Investment
requiremnents to neot a given leval of demand and from increased
system rclicbillty. Examining the potentlal of thesc bencfits
requlres a dyunanic approach to electriclty domand and supply and
ithreo time horizcns woare studied to understand better the potentlal
galns: the short-term (1992/3), tho modium term (2000) and the
longer term (2010).

using the scenarlos adopted and applying these to the network
comprising the Netherlands, the Federal Republic, France, Belglum,

Spain, Portugal, ltaly and the United Kingdom, provisional results
suggest the beneflt of greater Integration to be In the order of;

Table 1

Estimated annual savings from greater Integration

Short term Medium term Long term

(1992) (2000) (2010)
Billion ecus 1.3 2.3 tos.31) 6.13
capacity "saved" (GW) % 7% - 16% 12%

2.6 These net monetary beneflits Include savings from both fuel and

investment costs, ylelding an accumulated 70 BECU over the period
(taking the mid point in 2000 and 2010).

1)

depending on the hypothesis of the renewling
of Installations



2.

- 21 -

In terms of Investment saving tho bonoflits under tho present practices
are eostimated at 13 GY to 2000. With grecater Integration thes is an
additional beneflt of 12 to 15 GW.

Taking Into account the contlinuation of current practlices and
rcinforcing these by greater Integration the Community’'s olectricity
park can meet growing electriclity demand to 2000 (averaging over 2%0
with an Increase In physlcal capaclity of under 1% p.a.

In addition to the economic benefit In 2.5 above there Is also an
"external”" beneflt of thoe reduced emissions becattse of lower
consumption of fossll fuels.
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Annex 3

PROPOSAL FOR A COUNCIL DIRECTIVE

ON THE TRANSIT OF ELECTRICITY THROUGH TRANSMISSION GRIDS

THE COUNCIL OF THE EUROPEAN COMMUNITIES,

Having regard to the Treaty establishing the European Economic Community,
and in particular Article 100a thereof,

Having regard to the proposal from the Commisslion,
In cooperation with the European Parlliament,
Having regard to the opinion of the Economic and Social Commlttee,

Whereas It |Is necessary to adopt the measures required to complete the
internal market during the peorlod ending 31 December 1992; whereas
successlve European Counclls have recognized the need for a single Internal
market, and, In particular in Rhodes, the need for a single energy market;

Whereas the achlevement of the single Internal market Implies that the
Europeoan energy market must be better Integrated; VWhereas electricity Is an
oessential component of the Community’'s energy balance;

Whereas the completion of +the Internal market for energy and more
particularly In the electricity sector will take Into account the objective
of economlc and soclal coheslon;

Whereas tho obJectlive of the single electricity market Is to ensure greater
profitablllity and securlty of supply by freer trade without unacceptable
restrictlions on competltion; whereas the special nature of the electricity
sector must be taken into account In the pursuit of this objective;

Whereas there is Increasing trade in electricity each year between high-
voltage electricity grids In Europe; whereas the Community’'s security of
olectricity supply would be Improved and costs would be reduced by
coordinating the bullding and operation of the Interconnections required
for such trade;
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Vihoreas the exchange of electricity betwsen high-voltage electricity grids
which are based on contracts with a mininum duration of one year can have
impllcations as far as tho necossary Investmonts aro concerned; such
proposed transactlions should therofore bc systematicaily known to the
Commlisslon;

viheroas It Is possible and desirable to Increase electricity transfers
between grids and also take account of theo Imperatlves of sccurlty and
quallty of electriclty supply; wherocas studles show that greater
clectricity transfers betweon grids can minimizo the cost of Investment and
fucls Involved In electriclty generation and transmigssion and ensure
optimum use of the means of production;

Whereas Increased ecleoctricity transfers botwoen grlids may also encourage
cooperation between olectricity generatlon and transmisslion companies to
find ways of improving production and transmission equipment; whereas such
Improvements will also cut costs;

Vthereas there aro stlll obstaclos to greater trade In electricity between
grids; whereas, provided they are not due to the nature of technology used
or the nature of the grilds themselves, such obstacles can be reduced by
making the transit of electricity through grids compulsory and introducing
an appropriate system of monitoring compliance with this obligation;
vhereas compllance with this obllgation Is a first step towards an Internal
chergy market;

Vihereas this obllgation and monltoring system must be confinod, at least at
thils stage, to the translt of oclectricity Involved In trade which Is In the
Communlty Interest, l.ec. transit through high-voltage grids.

\lhereas the flinancial, technical and legail conditlons of such transit must,
as a general rule, bo worked out directly betwsen the networks concerned;

Vihereas the condltions of transit should bs equitable and should not bring
about, dlrectly or indirectly, conditions contrary to Community competition
rufes;

Vlheroas 1t Is necessary, In order to reallise this first stage of the
internal energy market In satisfactory competitive conditions, to
approximate leglslative, regulatory or administrative provisions introduced
by Member States, to framo procedurally the formulation of these agreements
in the most transparent manner;
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VWiheroas it could prove nocessary that the Counclil decide, without prejudice
to the Commission's own powvors, complementary conditions governing the
modalitios of Intra-Community transit;

Vihereas the establlishment of an Internal electricity market will stimulate
gradual Integration of natlonal electriclity grids, and whereas special
Infrastructure measures would help to speed up the !inking-up of outlying
aroas and Islands in the Community to the interconnected grid;

Whereoas the territory covered by Interconnected European grids over which
trade must be coordinated extends beyond the Community's frontiers;
whereas there must hence be concertatlon with third countries Involved In
the Interconnscted European network,

HAS ADOPTED THIS DIRECTIVE:

Article 1

Member States shall take the measures necessary to ensure compllance, on
thelr territory, with the oblligation of transit of electriclty between
high-~voltage grids In accordance with the conditions lald down In this
Directive.

Article 2

1. Every transactlon for the transport of electriclity under the folliowing
conditions, shall constitute transit of electricity between grids,
within the meaning of thls Directive:

(a) transmission through a high-voltage electricity grid In a Member
State’s territory (whilch contributes to the efficient operation of
European high-voltage interconnections);

(b) transmission from one grid to another within the meaning of this
Article.
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Transactions involving transmission as woll as contributing to the
security and quallty of electriclty supply shall be considered to form
part of transit.

Transit shall, as a goneral rule, be through one or more Intermdiary
grids Irrespective of whether these grids fall vithin the territorial
Jurlsdiction of the same Momber Stato or not.

The high-voltage electriclity transmission grilds and the entlties
responsible for them, which are llsted In the Annex, shall beo covered
by the provislons of this Dlrective. Thigs list shall be revised
whenover necossary by declislon of the Commission.

Article 3

The condltions for transit of electriclty through grids shall be
freely negotlated and agreed by the bodles responsible for the grids
concerned and for the quallity of service provided.

Member States shall take the necessary measures to ensure that the
entities referred to In the Annex and under thelr jurlsdlictlon shall
proceed to examlne requests for transit under the following
conditions:

- every request for translt corresponding to a sales contract of
electriclty with a duration of one year wlll be communicated,
vwithin a maximum of clght days, to the Commisslion and to the
natlonal authoritlies by the requesting entity or entities;

- the responsible entitles shall be oblliged, within a maximum of one
month , to open negotiatlons on the conditlons of the electricity
transit requested;

- the transit conditions must be equitable for all the partiles
concerned and should not Include unfalr clauses or unjustified
rostrictions; In particufar, payment for transit must take account
of the responsiblliities of the entlty responsible for transit for
ensuring securlty of supply and contractual quality of service;

- the Commission and the competant national authorities shall be
Iinformed within a maximum of eight days of the conclusion of a
transit agreement;

- if, after twelve months followlng the communication of the
request, negotliations have not achieved an agreement, the
Commlssion and the competent national authorities shall be
Informed without delay by the Iinterested parties who shall
Indicate their reasons.
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Article 4

¥ {ho absence of agreement Is not duly motivated, or 1If the motivation
mppears unjustified or Insufficlent, the Commisslion, acting on a complaint
from the requesting body or on Its own Inltiative, shal!l put In hand the
procadures provided for by the Troaty or other appllicable Community legal
provisions.

Articlo 6§
Beforo 1st Januarsy 1993, without prejudice to the Commission’'s own powers,
the Councli will decide - as far as necessary and in conformity with
Article 100a of the Treaty - principles and complementary conditions

govarning the modalltlies of transit.

Article 6
Member States shall bring Into force the laws, regulations and
administrative provisions necessary to comply with this Directlive not later
than 1 July 1990 and shall forthwith inform the Commisslon thersof.

The provislions adopted pursuant to the first paragraph shall make express
reference to thils Directlve.

Article 7

Thls Directive |Is addressed to the Member States.

Done at Brussels, For the Councli|

The Presldent
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ANNEX

and grids in the Community covered by the Directive™

Member State

Entity

Grid

Balgium

Danmark

France
Fedsral

Republic of
Germany

ltaly
Luxembourg
Nethor lands
Portugal

Spain

Unilted Kingdom

CPTE - Soclété pour la
coordination do la production
et du Transport do
|'Electriclité

ELSAM

ELKRAFT

Eloctricité de France

Badenwerk AG

Bayernwerk AG

Berliner Kraft und Licht AG
(Bewag)

Energle-Versorgung Schwaben AG
(EVS)

Hamburgische Elektrizitats-

Werke (HEW)

Preussen-Elektra AG

Rhelinisch-Westfal Isches
Elektrizitdatswerk AG (RVE)

Verelnigte elektrizitiats-

werke Viestfalen AG (WEW)

ENEL
CEGEDEL
SEP

EDP

Red Electrica de Espana
(Redesa)

Grldco Transco

(Coordinating body for
public supply grid)

Public supply grid
(Jutiand)
Public supply grid
(Seeland)

Public supply grid
(Reglonal publlic supply

(grids
(

N PN TN TN PN N PN N N S

Publlc supply grid
Public supply grid
Public supply grid
Publlc supply grid
Publlic supply grid
Public supply grid

Greecoe and

lreland are not yet

Communlity grid.

linked up to the

Iinterconnected





