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Given the problems identified, there might be 5 criteria
against which to assess unbundling proposals

TSO
discrimination

1. Non-discrimination in network activities?
Market

concentration

Vertical 2. Network investment to facilitate cross-
foreclosure border trading?

Focus of

regulators

Energy Sector inquiry

3. Greater cross-border market integration?
Lack of market

integration

4. Low incremental regulatory burden?

Policy criteria

5. Proportionate policy response?




The EC’s proposals are not well targeted to meet these

criteria

1. Confidence in

,__hon-
discrimination?

2. More
investment on
key routes to
facilitate x-

Unbundled national TSOs
X

Not “least onerous” approach

v

Thinner 1ISO models would
achieve this as well

X

Will remain national in focus
—not clear why there would

X

National in focus, and no
profit motive to undertake

border trade? ]
investments

X

be more investment
X

3. More market

: bl
izl elare No more likely than with

bundled operators

No more likely than with
bundled operators

")

Neither is it clear that there would be reduced regulatory

burden

Set price controls for
monopoly activities L ®
Define access charges &
connection processes ® ®
~ Co-ordinating TSO
investments x-borders o ®
Progressing market
integration ® ®
Addressing
interoperability issues o ®
Monitoring non-
discrimination
Monitoring operating °
efficiency & TO interface




And both ISO+ and OU are arguably disproportionate and
constitute expropriation

O EC share price analysis shows O Removes prospect of benefitting
TSO’s can grow... from incentive regulation on

O ... but this is the wrong operating activities

counterfactual — how would the O E&W network owner earned an
combined entity have grown? additional £160m profit between
1996/7 and 2001/2 from such
incentive regulation

O Cost synergies?

O Strategic benefits
limit scope of opportunities

constrain ability to add value esp.
where industry structure remains
integrated (e.g. emerging markets?)
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Start from energy policy fundamentals — a tale of three
cities...

O Competitiveness - “Lisbon”: absent
_ ability to take structural measures, more
interconnection may be quickest way to
reduce horizontal concentration

O Security of Supply - “Moscow”:
enhanced by diversification of supply
sources, facilitated through

INTEGRATED
AND MUTUALLY

REINFORCED interconnection
Security of O Sustainable Development - “Kyoto”:
supply “supply” of renewable energy greatest in
“MOSCOW” peripheral areas of Europe (offshore wind,
hydro, ...) so need new grid paths to
Source: EC deliver to load centres

To meet these policy goals, it is the horizontal, rather than
0 the vertical axis which is key

An Regional System Operator operates (but does not own)
transmission networks of multiple transmission owners

1. Confidence in O Ensure non-discrimination at national and regional level —
.__hon- requires:
discrimination? - full independence
- sufficiently wide scope of activities
2. More v
investment on O Ableto:
kfea)::irlci)tléttzsxt_o + assess the costs and benefits of regional network investments
border trade? + mandate and monitor the development of key network links
3. More market O Market integration is the default outcome
integration? O Consistent set of arrangements for:

+ wholesale market
+ congestion management at border




Solutions will require action in relation to TSO co-

operation...

Currently...

National TSO
investment planning

plus ERGEG

Improve
by...

Identification

Regional / European

TSO investment
planning

+

Delivery

Link outputs of
planning to regulated

revenue

O European or series of regional bodies with

independent resources & management (not
constrained by interests of “member” TSOs)

O Independence allows them to look objectively

at need for expansion...
undertake cost benefit on a European / regional basis
each country’s welfare counts equally!

O ... and then identify optimal projects to meet

outputs

choose among competing expansion schemes which
deliver similar results

could even call for proposals from individual TSOs
recommend priority projects

... and greater regulatory authority at the regional (or

European) level

Currently...

National TSO
investment planning
plus ERGEG

Improve
by....

Identification

Regional / European

TSO investment
planning

+

EC already realise tighter co-operation is
required
Propose independently resourced body at
European level (ACER)
But vires too limited

settling disputes between regulators

handling “European” exemption requests

Delivery

Link outputs of
planning to regulated

revenue

Need regional authorities which can

. sanction regulated spend by TSOs on “regional”
priority projects
determine project costs and benefits and allocate
costs across countries in a region (c.f. US RTO
approach)
require change in national regulatory regimes if
acting against regional interest
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(o)

EC proposals for greater unbundling are a result of “habit” rather

than robust analysis

+ there are real costs to nationally focused unbundling — greater regulation
and losses to companies

» itis not well targeted towards today’s problems

It is true that some further unbundling would be desirable

But policies should be targeted towards horizontal market
integration, and not reinforcing national boundaries — arguably,
preference among policies would be

+ RSO
* National ISO (not ISO+)
+ OU

The challenge: how to avoid the claim of timewasting...
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