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Executive Summary

everis and Mercados EmgrMarkets International (Mercados EMI) have been retained

by the European CommissidrDirectorateGeneral Transport and Energy (BGREN)

to conduct a APeer Reviewo of the Regional
which they can contribute todtestablishment of a single EU gas and electricity market.

The RIs were set up in 2006 as an interim step in moving from national electricity and
gas markets to a single internal market. The RIs process was designed to work as a
bottomup approach that ctdiidentify regulatory gaps and practical solutions in the
different Regions. At the same time the underlying\de industry legislation and the
coordinating role of European Regulators' Group for Electricity and Gas (ERGEG) was
expected to provide apoate highlevel guidance to the Rls, which would ensure the
Regions would progress in a consistent manner. Seven Regions for the Electricity
Regional Initiative (ERI) and three Regions for the Gas Regional Initiative (GRI) were
set up.

Strengths and Weak nesses of the RIs
Our analysis has identified various strengths of the RIs process.

The RIs process has been beneficial in creating a forum for participants in neighbouring
countries to discuss common issues. It has also encouraged a culture of caopadatio
dialogue amongst different parties that have traditionally not been used to working
together by providing a common fateface forum. Moreover, the smaller size of the
groups has enabled extensive interaction between stakeholders and not jusarEurope
wide organisations.

A regional approach reflects the reality of energy market integration as in many cases it
is clear that the most appropriate geographical scope of an issue is neither bilateral in
nature, nor European wide. Moreover, allowing Regtonsiove at different speeds has
provided them with more room to set their own agenda, bearing in mind the different
starting points, and current regional needs.

Another fundamental advantage of the RIs approach is that it allows pilot testing,
whereby saltions can be tested in one Region before being implemented elsewhere
with results compared between Regions. For a range of issues there has been and there
still is no “blueprint” and the experience of learning by doing is fundamental for
subsequent marketlevelopment. For example, problems in the volume coupling
between the Danish and German electricity markets may has helped in creating
consensus towards the benefits.

However, various governance and administrative factors have restricted the ability of
the Rls to perform the intended “"Bottasp” role most effectively.

Policy guidance is particularly important at the start of any process. However, in
practice, little policy guidance has been given to the RlIs over and above the overall goal
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of establishing #ective regional markets. The lack of clear terms of reference provided
to the RIs has been compounded by other factors including a lack of specificity in some
of the legislation and the limited progress of ERGEG in pushing through secondary
measures thatould have provided clear policy guidance in the absence of a strong
legislative framework.

An additional problem is that the role of National Governments is largely undefined in
the RIs process. The only role envisaged for Governments has been asipapaiiti

the Stakeholder Group meetings. However, it is unlikely that participation in
Stakeholder Group meetings is the most efficient format for Government input. In
general, the role of Governments is to set policy and, at the implementation stage, to
change primary legislation.

As the RIs have been voluntary bodies, strong reliance has been placed on national
legislation to facilitate progress. However, progress has also been restricted by National
Regulatory Authorities (NRAs) having varying powele lack of regulatory tools

with which to facilitate or require progress, even at a national level has several
implications. First, NRAs may be reluctant to participate in discussions on issues where
they have no power to act. Second, regional implementat a policy decision may be

less efficient where all NRAs within a Region are expected to implement a similar
approach to an issue but limited regulatory powers impede the introduction of that
approach in one or more Member States. Third, and as aqumrsce of the other two
implications, the overall progress of different Regions may become a function of the
respective regulatory powers within the Regions. However, a lack of-loooder
powers does not necessarily preclude a group of regulators together to implement

a common approach to an issue. For example, the Trilateral Market Coupling (TLC)
was ultimately implemented following agreement by the Dutch, Belgian and French
regulators to introduce common regulatory arrangements affectingbonakesr trade.

A further problem has been the geographical structure of the regions. The electricity
regional boundaries were developed with the aim of incorporating one key congested
border in each Region. While the work of the Regions has concentratesues within

their defined regional borders, the most relevant ebosder issues do not necessarily
correspond to these boundaries: some Regions focus largely on issues that are bilateral
in nature, for example, between Britdtnance or Spaifrance; ad some important
regional developments are not covered by a single Region, as currently defined, for
example, the development of gas transport capacity between Britain and the
Netherlands.

Various administrative and project management problemslao ewdent. First, for the
Regions as a whole, the number of meetings appears to have dropped off during 2009
suggesting a possible lack of interest in the RIs vehicle and/or participants waiting for
the implementationof the 3% Energy PackageSecond, many staholders argue that

they are consulted too late for their input to be taken into account. Third, Regional
Action Plans are often not met, and finally not all RIs have strong leadership.
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Opportunities arising through the 3 1 Legislative Package on Energy

The 3° Package will create some new institutions and regulatory instruments that can
provide greater overall guidance to the development of a Eurapearenergy market,
namely: the creation of ACER as a body promoting regional cooperation among NRAs,
ard the development of Europearnde network codes. Moreover, th& Backage also
requires a more uniform approach to the powers of NRAs, including strengthening their
powers on interconnection issues.

There is a growing general perception that many ofjhwernance problems facing the

Rls may be alleviated through the various mechanisms introduced through® the 3
Package. Potentially ACER can provide an institutional layer between the legislation
and the Regions, while the development of network codesacamas the necessary
policy guidance that has been lacking to date. However, there may be limits as to what
ACER can achieve, particularly in the short to medienm. On one hand ACER will

be an advisory body that cannot set policy, while on the othet, R@ER will only
become operational in March 2011 and it may not be until 2014 when all the Network
Codes are adopted. This timeframe creates a serious risk of a policy vacuum opening in
the intervening period. The potential for little, if any, progress ¢he forthcoming four

or five years is a serious problem that itself can delay market integration by a similar
length of time. Moreover, parallel developments occurring in this period, especially in
the electricity sector, may not benefit from the gammof a reference model and may
proceed in ways which could hamper Hlitle integration at a later stage.

While the &' Package provides the possibility, if not the certainty, that specific policy
guidance can be provided to the Regions, it does notddtiyess all other weaknesses

of the RIs process. The“3Package provides for some harmonisation of regulatory
powers and increased powers for NRAs. However, the incentives for NRAs to take
relevant coordinated cro$®rder decisions may be restricted with an appropriate
political support and a greater involvement of national governments in the market
development process. In this regard, the role of National Governments is largely
unchanged under thé“3ackage. Their key role is providing input to tbedes at the
Comitology stage, which may be too late to make any real impact.

Recommendations

The most appropriate format for the involvement of Government is at a higher level
than the current RIs institutional structures. Although good examples of high level
involvement can be identified in some Regions, like the S GRI where Ministries and
DG-TREN representatives have participated in high level meetings, RCC, IG and SG
without a need of complex arrangements, this has not been the case for the majority of
Regions. To achieve the desired aims, a devoted forum for policy discussion should be
established to complement the RCC, IG and SG. The successful examples of some
existing intiatives, like the Ministerial Meetings of the NW GRI and the PLEF have
been structured along these lines. Therefore, we recommend that this model is extended

8



Final Report:

From Regional Markets to a Single European @ mercados
Market

across all the RIs and that a Governmental Committee of the relevant Member States of
each Regioms established. This Committee will meet in advance of the RCC to discuss
the broader strategic and political issues, including political issues associated with RIs
agenda topics, amutroviderecommendations to the RCC.

The European Commissiois best plaed to coordin&the work of the Governmental
Committee, in various respects, including: coordinating the broader policy dimension of
Government decisions; promoting active participation and commitment of Member
State representatives in the Governmentah@ittee; endorsing regional action plans;
and followingup on progress within the Regions.

Issues of European wide concern, and for which a harmonised approach across regions
is required should be subject goeater Topdown guidance. Congestion management,
transparency and balancingelectricity are examples of topics that require Jagwn
guidance. However, there are many other issues for which a Baficepproach may

still be justified, including the pmotion of investment in crogsorder infrastructure,
balancingn the gas sector and eshore wind generation.

The form of policy guidance on issues requiring a Europade approach will depend
on how advanced debate is on an issue.

For issues, in whit a common vision exists, for example, Congestion Manageiment
electricity, a sufficiently detailed reference model needs to be urgently endorsed. The
Regions should focus in implementing and adapting the reference model to their
regional specificities. 8th ERGEG and NRAs (even before the establishment of
ACER), with the European Commissiosupervision, should ensure that no project
proceeds in ways that is incompatible with this model.

For issues where there is at present no consensus, a vision ndesisiegeloped.
Developing a vision requires the identification of the main issues to be addressed and
providing minimum requirements according to the best solution identifies. task

could be performed by Governments under the coordinating leadershipEiropean
Commission supported by NRAs and the RFor these issues the Regions will work in
pilot testing projects and, subsequently, in implementing the defined model.

Where a Bottorrup approach is appropriate, policy guidance will be requiieskever,
due to the importance of local specificities the development of policy guidance can be
left to the relevant Governmental Committee.

If the geographical structure of the ERI were to be defined anew, it would probably be
sensible to have neoverlapping zones and reflect the areas where market integration is
more advanced. The Regions would in this case promote deeper market integration
within their borders and then cooperate towards drggional integration, at which

point the ERI regions could merge.
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However, we do not think that fundamentally restructuring the geography of the regions
at this stage will necessarily deliver benefits. Instead, we propose that parallel structures
are established for different issues:

e For issues where a Bottoop approach is recommended (for example,
incentives for efficient investment in creBerder transport infrastructure,
balancing in the gas sector and wind integration) the current structure could be
maintained; while

e For issues whera Topdown approach is recommended, the different regions
should merge as soon as their respective regional markets integrate. For
example, i f the Aprice coupling of regioa
proceeds, it may be sensible to couple the SW,abd N ERI Regions.

ERGEG should develop Good Practice Guidelines for the enhanced consultation of
stakeholders and project management. The Guidelines would build on Best Practices in
particular Regions a@hinclude various aspects that can be introduced in a common
manner across all RIs. The Guidelines should include key features of the Regional
Action Plan and systems of reporting against these Action Plans; actions to improve the
effectiveness of meetingand actions to be taken to facilitate the supervising role of
Governmental Committee.

All these tasks could be developed by the Lead Regulator of each Region if the foreseen
burden is small. For the bigger Regions, a Programme Office to deal with the dai
project management could be established, as developed by the NW GRI Region. In that
case one person acts as Programme Manager. This option involves agreeing some form
of budget for the cost of running the Programme Office in order to share the cdgts fai
among NRAs.

Implementation Roadmap

The key recommendations should all be implemented as soon as is practical. However,
the time required to implement these changes depends on various factors, including: the
lead time necessary to take the necessargidas and implement the agreed outcomes,

the risk of backtracking and the priority of the issue, whereby the necessity for urgent
progress in some issues is extremely critical, while others either have to be undertaken
sequentially or have a lower prigrit

The most critical component of the Governance recommendations is the formation of a
Governmental Committee. Given the pivotal role that the Governmental Committees
will have in providing policy guidance to the RIs we asonend that thé&european
Commissiortakes the necessary steps to convene these groups as soon as is practically
possible. Each Governmental Committee should be based on a Memorandum of

10
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Understanding between Ministers, the draft of which can be developdé Byropean
Commission

Changes to the geographical structures of the RIs should wait until the formation of the
Governmental Committees for two key reasons. First, the input of Governments will be
important in any review of regional structures. Secehdnges to the regional structure

of the RIs will be most needed as progress is made towards a single market, which may
require that other more pressing aspects are introduced first.

The proposed changes to Project Management processes are largely ienepetite
formation of a Governmental Committee. Therefore, we recommend that ERGEG starts
work on developing Best Practice Guidelines at the earliest possible opportunity.
However, the publication of these Guidelines may have to wait until the Goveaiment
Committee is formed as the working relationships between the Governmental
Committee and the RCC may have flaw impacts on how the RCC interacts with the

IG and the SG.

The most urgent issues in the electricity sector arelévelopment of reference models
for Congestion Management, Transparency and Balancing.

Due to the risk of diverging developments, the definition of a reference model for
Congestion Management, and in particular the development of a Model for long term,
day-ahead and intrday capacity allocation, cannot wait until the formation of ACER.
Our recommendation on the urgent development of a reference model is consistent with
the conclusions of the Florence Forum of December 2009, including the decision to
eshblish an Ad Hoc Advisory GroufAHAG) of Stakeholdesto continue the work of

the PCG in the areas of capacity calculation, idag trade, and the governance
framework for dayahead market coupling.

Ensuring the full implementation of transparency regaients is also critical to provide
market credibility and confidence. The development of legally binding guidelines on
transparency being prepared by ERGEG can act as a reference model, with these
guidelines expected to obtain legal force during 2011r dftey are passed through
Comitology. A process to ensure compliance with the requirements of the guidelines,
once approved, should be developed by ERGEG, which can be introduced in each of the
ERIs.

Balancing would largely benefit from the developmentcohgestion management
solutions. In fact volumes activated on balancing markets could be a residual feature of
volumes in intreday markets, if the latter work correctly. Hence, this issue could be
dealt at a later stage, onse@nificant progress has beeschieved inother aress of
congestion managemenihvestment in trang&uropean infrastructure is also an urgent
issue, but in this case a vision still needs to be developed.

For other areas, including ITC and Tarification, the need to develop a refeneded
while important, has less urgency.

11
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The most urgent issue in gasdengestion Mnagement, anih particular the efficient

use of existing capacityncluding the release of unused capacity). This issue should be
tackled through @pacity Allocation Mechanisms and ofgestion Management
Procedures, which have to be, where possible, harmonised at a European ldesl and
market based. The current work of ERGEG in developing proposals for modifying the
annexed guidelines to the Regubati 1775/2005 will provide important Tajpown
guidance for the Regions. However, given the different level of congestion at the
various interconnection points (IPs), there will be an ongoing need for flexiblehmrcad
approaches that can be developed leyRRgions.

As in the case ofelectricity, issuing and implementinggally binding rules for
transparencys critical to provide market credibility and confiden@is work is being
progressed through the transparency guidelines being developed by ER&EGe
Commission intends to pass through Comitology in late 2010.

At a second level of priority are théessues ofinvestment in tran&uropean
infrastructure and tariffs including the ITC mechanigENTSOG has already started
work oninvestment in tragEuropean infrastructure byublishing the first €n Year
Network Development PlafTYNDP) for gas transmission system$he TYNDP
provides the first pan European view of supply, demand and capacity development from
the perspective of European TS@sd aims to establish a long term vision of the
European gas transmission networlR$ie adoption of a Toegown approach for
transmissiontariffs (including ITC) over the European transport networks requires
further study before a consensus is reached and aedagiedel can be implemented

The timing for progress on hubs development is to a lextent dependent on progress
achieved orthe above mentioned issuétwever,somedevelopmentan be promoted
by the introduction of standard trading contracts anddst@htraded products, which
could be harmonised in accordarioetheguidelines being developed llye European
Federation of Energy TradelSKET).

12
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@mercados”

ENERGY MARKETS INTERNATIONAL

1. Introduction
1.1. Background and Obijective of the Study

everis and Mercados Energy Markets Internationalr¢sidos EMI) have been retained
by the European CommissidrDirectorateGeneral Transport and Energy (BGREN)

to conduct a APeer Reviewo of the Regional

which they can contribute to the establishment of a siaglgas and electricity market.

Below we detail the objectives of the stidyhe table also indicates the section of the
Report where the corresponding results are presented.

Figurel. Objectives of the Study and structure of trep&t

Objective/Output Section ofthe report

Identify on which issues the Regional Initiatives are working on or plan to

work on in the near future. PG

Identify whether under the issues that came up there are already different
2 approaches emerging or implemented (differences not only from one Section 3
Region to another, but also within various member of one Region).

Analyse whether any differences encountered or identified under (2) can

& interfere with the establishment of the internal energy market. BRI SR &
Analyse the issues where an identical, if not similar, approach between
Member States or Regions is necessary in order to create in competitive . .

4 Section 3/Section 4

EU gas and electricity market. Also analyse and put forward the issues
where a bottom-up approach can be valuable.

Putforward a roadmap with precise methodology, structure, timetable,
decision making criteria and responsibilities of stakeholders involved in
5 order to guarantee that the Bottom-up approach of the Regional Section 8
Initiatives perfectly matches the more Top down approach of some
crucial elements of the 3rd Package.

Establish best practices for the Regional Initiatives so as to help the
European National Regulatory Authorities (NRAs) to improve efficiency of
work and introduce effective incentives to ensure motivation by the
required stakeholders.

Section 5

Put forward a practical set of recommendations, clearly determining the
role and responsibilities of all stakeholders involved, guaranteeing that
7 the Regional Initiatives will be able to meet current and future challenges. Section 7
Theserecommendations should include suggestions for structural and
organisational improvements to the RIs.

Sourceeveris and Mercados EMI

! Request for services in the context of the multiple fraark SERVICE contract with repened competition for
economic assistance, TREN/R1/35® 0 8 | ot 2, Subject: AFrom regional
mar ket 6, Terms of Reference.

13
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In undertaking the Study, everis and Mercados EMI have reviewed existing
documentation and canvassed the views of NRAs, stakeholders, and other experts
involved in the RIs process. In particular, we have:

e Acces®d the publicly available information from the RIs, ERGEG and DG
TREN websites;

e Developed a questionnaire on issues regarding the RIs process, which was sent
to the lead NRA of each Region of the Electricity Regional Initiative (ERI) and
of the Gas Regionhanitiative (GRI); and

e Interviewed a number of stakeholders involved in the RIs with the aim of
collecting their opinion on problems, best practices and potential improvements.

1.2. Structure of the Report
Apart from this introduction, this Report is structliia the following seven Sections:

i) The Regional Initiatives: This Section provides background on the RIs process as
well as the initial objectives, scope, and the common organisational framework
established by ERGEG.

i) Electricity Regional Initiative andGas Regional Initiative: This Section contains
a review of the issues that have been considered by the ERI and GRI as of
Decembel0®. The structure of the two parts is broadly similar and includes:

a) Analysis by issue:a factual overview of progress and réswn the main issues
across the Regions.

b) Analysis by Region: an overview of activity in each Region, assessing the
progress achieved and the specific structural organisation adopted.

iii) Assessment of the approach provided by the Regional Initiativesn evaliation
of the RIs is undertaken, considering various governance and organisational issues.
This Section also considers changes to the governance of the European energy
sector introduced under th& Begislative Package on Energy (from now on, tie 3
Paclagef, and assesses the extent to which these changes will affect the functioning
of the RIs process.

iv) ldentification of Best Practices: This Section highlights some aspects of best
practice that have been identified in the various Regions.

2 Regulation No 713/2009 of the European Parliament and of the Cofii@ July 2009 establishing an Agency for

the Cooperation of Energy Regulators; Directive 2009/72/EC of the European Parliament and of the Council of 13
July 2009 concerning common rules for the internal market in electricity and repealing Direct3/8428C;
Regulation No 714/2009 of the European Parliament and of the Council of 13 July 2009 on conditions for access to
the network for crosborder exchanges in electricity and repealing Regulation No 1228/2003; Directive 2009/73/EC
of the European Paament and of the Council of 13 July 2009 concerning common rules for the internal market in
natural gas and repealing Directive 2003/55/EC; Regulation No 715/2009 of the European Parliament and of the
Council of 13 July 2009 on conditions for access ®rihtural gas transmission networks and repealing Regulation

No 1775/2005.
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v) Development of Reference Models in the electricity and gas EU marketsthis
Section develops a reference model for market integration, against which
harmonisation requirements and the developments within each Region can be
assessed.

vi) Recommendations:In this Section we prade our recommendations to improve
the effectiveness of the RIs.

vi) Roadmap: This Section outlines a roadmap for implementing the key
recommendations in the previous secti@rproposed implementation timeframe is
outlined, with recommended actions categatiby their urgency.
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2. The Regional Initiatives

2.1. An overview on European Energy Markets

First steps towards integration

The first substantial steps towards the integration of the electricity and gas markets in
Europe were taken more than ten years ago.chies 96/92/E€ and 98/30/EC
introduced common rules for the internal markets in electricity and gas, respectively. It
was, however, soon evident that common rules by themselves, while necessary, were
not sufficient to create single European markets. r8foee, to monitor the
implementation of the above Directives, and to start addressing some critical issues for
the integration of national markets into single internal ones, the European Electricity
Regulatory (Florence) Forurin which first met in 1998 and the European Gas
Regulatory (Madrid) Forurh which first met in 1999 were established for electricity

and gas respectively. These Fora have met regularly ever since (annually or bi
annually).

In 2003, the second Electricity and Gas Directive200354/EC’ and 2003/55/EE-

were adopted. Again the focus was on common rules, with some progress towards
harmonisation of national regulatory frameworks. However, this time, the Directives
were complemented by Regulations228/2003 and 1775/2005for eledricity and gas
respectively- which, reflecting the work of the Florence and Madrid Fora, addressed
aspects more directly related to the integration of national markets, nameHlpardes
exchanges in electricity and natural gas transmission networigertiieless, the
Regulations were not sufficiently specific in many respects and limited progress was
achieved.

In fact, the experience of the Florence Forum made evident that some of the issues to be
addressed for the creation of the internal electricigrket were too complex to be
approached directly on a EWlide basis. For example, the two main issues that were
eventually addressed in Regulation 1228/200&ossborder tariffs (including inter

TSO compensation) and crefsrder congestion manageménwere first discussed in

the 2% and 3 Florence Forum meetings of October 1998 and May 1999, and remained
in the agenda of the Florence Forum for the next six years. The lack of specificity of
Regulation 1228/2003 is evident in that a range of diffesehitions for congestion

® Directive 96/92/EC of the European Parliament and of the Council of 19 December 1996 concerning common rules
for the internal market in electricity.

4 Directive 98/30/EC of the Eapean Parliament and of the Council of 22 June 1998 concerning common rules for
the internal market in natural gas.

® Directive 2003/54/EC of the European Parliament and of the Council of 26 June 2003 concerning common rules for
the internal market in ettricity and repealing Directive 96/92/EC.

® Directive 2003/55/EC of the European Parliament and of the Council of 26 June 2003 concerning common rules for
the internal market in natural gas and repealing Directive 98/30/EC.

" Regulation (EC) No 1228/200% the European Parliament and of the Council of 26 June 2003 on conditions for
access to the network for crelssrder exchanges in electricity.

8 Regulation (EC) No 1775/2005 of the European Parliament and of the Council of 28 September 2005 on conditions
for access to the natural gas transmission networks.

® Transmission System Operator.
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management over different borders were permitted, without envisaging how these
different solutions could be made part of a singlevidde framework.

To overcome the difficulties of a direct EMide approach, the f1Florence Form
meeting in September 2004 decidedotboedeadl
plans and detailed timetables for the introduction of (at leastadesd coordinated
marketbased congestion management mechanisms. The geographical struct@e of th
mini-fora reflected the focus on congestion management by being centred around
interconnections between different Member States. Figure 2 presents the geographical
coverage of the mirfora.

Figure2. Geographical scope of theesetricity mini-fora.
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From the beginning, it was clear to all stakeholders involved that thefanenapproach

had advantages and disadvantages. The main advantage was the possibility of
addressing the complex issuedated to congestion management within a reduced
group of institutions and stakeholders, where an agreement was more likely to be
reached. The main disadvantage was the danger that differenfonainadopted
solutions that were not mutually consistemisuiting in greater subsequent difficulties

in the move from regional solutions to an-klitle one.

There was no guarantee that the rfiare would succeed where the Regulation failed:

that is, deliver a seamless internal market. It was hoped that thbdasbme Member

States were included in several rriafa (both France and Germany participated in four

of them) would have ensured a sufficient degree of coordination. In any case, at the

ti me, no MAvisiono or At ar g e electnodydneatkeét. was d
Mor eover there was no fAroadmapo that i ndi
harmonised within each region and what level of harmonisation was required between

the different regions. In addition, it was not explicitly stated that Men8iates
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participating in several miffora were expected to promote consistency in outcomes
and process across the various regions.

The minifora met between November 2004 and February 2005. In March 2005
ERGEG issued a discussion paper on progress\atfifeand in May 2005 started a
consultation process on potential changes to the Congestion Management Giidelines
New draft Congestion Management Guidelines were discussed in thant2 13’
meetings of the Florence Forum in 2005 and 2006 respectifahally, these
Guidelines were adopted in November 2506

The new Congestion Management Guidelines were however broad enough to allow
diverging paths. At the same time, a number of parallel regional integration projects
involved. These initiatives included the Trilateral Market Coupling (TLC) between
France, Belgium and the Netherlands, the creation of the Irish Single Electricity Market
(SEM) and the process which evealty led to the establishment of an lberian market
(MIBEL). Work on all these initiatives predates the rfimia process.

The launch of the Regional Initiatives

In spring 2006 ERGEG, with the support of the European Commission, launched its
Regional Iniiatives. They were intended to be a natural interim step towards a single
European market, consisting in the formation and development of Regional Energy
Markets (REMs). For the electricity sector an ERI, comprising seven Regions, was
established, refleittg the geographical structure of the mioia. Figure 3 presents the
geographical scope of the seven Regions.

1 ERGEG, “Global Assessment of the Results of the 1st Series of Mini Fora on Congestion Management and
Potential Impacts on the Draft Guidelines: Working Paper Appro2e¢2B-2005".

1 ERGEG, " ERGEG Public Consultation on Congestion Management Guidelines”, May 2005.

12 Commission Decision of 9 November 2006 amending the Annex to Regulation (EC) No 1228/2003 on conditions
for access to the network for crelsgrder exchangein electricity.

131t is also worth noting that the most advanced regional market in Europe, the one in the Nordic countries, dates
back to the mid 199fds, well ahead of the mini
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Figure3. The seven Regions of the Electricity Regional Initiative.

Baltic Region Central-East Region Central-South Region

South-West Region France, UK and Ireland Region

SourceERGEG

The Madrid Gas Forum did not mghace any minfora initiative. However, consistent

with the decision in the electricity sector, a GRI, comprising three Regions, was
established. It was however recognised that the regional markets in the two sectors
would be defined on different bases.

In line with the priorities identified in the Consultation Paper that defined th&*@md
stakeholders response, the proposed Regions were initially defined based on the location
of existing gas hubs, or locations where progress in the establishmentsohalgaas

most advanced. ERGEG also considered whether a "special factor" was to be used in
certain circumstances, for example where there were proposals for infrastructure
development capable of enhancing market integration between two areas.

As a consegence, in March 2006 the ERGEG Conclusions Paper proposed four gas
Regions, a number greater than originally proposed in the Consultation Paper.
Subsequently, before the formal launching of the GRI, the Regions were reduced to
three: the North and North WeRegions were merged into a single one, reflecting the
high degree of interconnection between these Regions and the importance to both
Regions of important hubs. Figure 4 shows the geographical scope of the GRI.

14 ~

fiRoadmap for a Competiti VANERGEGECne | Gas oklar PeGMeld, ERebpe C
03, 28 March 2006.

19



Final Report:
From Regional Markets to a Single European £ = ‘u' 'I‘mercados
Market -

Figure4. The thee Regions of the Gas Regional Initiative.

North-West Region South, South-East Region South Region

SourceERGEG

After 1% January 2007, the new EU Member States, Romania and Bulgaria joined the
SouthSouthEast Region.

2.2. The role of the Regional Initiatives

The creation of the RIs was consideeedatural interim step in moving from national
electricity and gas markets to a single internal matk&he Rls have aimed to pursue

the development of REMs by removing barriers to trade, promoting cooperation among
key stakeholders (NRAs, the Europeann@assion, market and network operators,
market participants and Member States) to find practical solutions that help overcome
obstacles to competition within the Regions. More specifically, the main objectives of
the Rls process have beefh’to

e Identify bariers to further progress towards competitive electricity and gas
markets, and develop options for overcoming these barriers;

e Bring together all relevant parties and identify the party or parties best equipped
to act in each case;

e Focus on practical issuedor example, crosborder congestion and the
allocation of cros$order capacity;

e Build on work in other fora and existing regional projects; and
e Report on progress to the Florence/Madrid Eora

Figure S5presents the initial priorities identified by tddferent Regions in the ERI and
GRI.

B“According to the ERGEG Regi onal therovetall objeciive & the ERhamdi a | Repor
GRI is to promote real and practicable improvements in the operation of the EU gas dndigienarkets through

the involvement of key stakeholders and enablers of cbange

®For example, see fAThe iFlaett 1SiheietERRORWBIE FebrmaylaM®6.ni t i at i ve

7 See section 2.2.3. of this report.
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