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Most EU Member States are dependent
on reliable Gas Import Flows
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Consequences for Energy Policy

Most exposed Member States lobby for more ,solidarity”

—> Third package contains provisions for bilateral and regional
solidarity mechanism

- However provisions are non-binding

Less exposed Member States insist on ,subsidiarity principle”
-~ Mainly around the North Sea

- 10Cs (International Oil Companies) and big (incumbent) gas
Importing companies are seen as political means to secure
supply for the countries

As long as consequences of interruptions and market distortions are
only regionally visible (in terms of prices and supply problems),
prospects for a real EU energy policy are not good. An integrated
internal market is instrumental in achieving a common Energy Policy.
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Consequences for Energy Policy

Persistent congestions at borders have preserved a fragmented market

— Social welfare loss is less visible than financial benefit for national
incumbents

- DG Comp has —finally- determined that shifting congestions to borders
IS discriminatory and therefore illegal (Svenska Kraftnet case)

Fixing energy prices at “politically acceptable” levels is a big temptation
for politicians

-~ Eighteen out of 27 EU MS still have regulated end user prices!
Sometimes even prices for large users are “regulated” or influenced

-~ Attempts to influence prices by limiting or managing import/export have
been observed

- Economic theory and practice proves that in the long run this
jeopardizes

- Security of Supply = no proper investment signals
- Social welfare = no consistent incentives to improve efficiency
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Prospects for an Integrated EU Energy
Market

There is evidently some progress in electricity
- Growing liquidity in power markets
- Market coupling in Central Western Europe,
- Soon to come market coupling between CWE and Nordic
- Market coupling between Czech Republic and Slovakia,
- Flow based capacity calculation in CEE — Finally!!

- More interconnection between mainland Europe and the Nordic
market and between France and the Iberian market

Progress in gas is lagging behind
- Trade is still very ,physical®, main challenge is to get firm
transportation rights for short term trade
- Contractual congestions continue to hamper trade
- This leads to persistent price differences
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No Integration of the European (E:

Gas Market — High Price for Consumers

D-A Spot Prices at European Hubs
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The 3rd Package — A Milestone

Coordination of European TSOs

- 10 year development plans in the EU and national development plans of
infrastructure

- Harmonization of market rules
- Strengthens the independence of TSOs

Coordination of regulators

- Common Agency to coordinate the work and decide on some cross
border issues

- Strengthens the independence of NRAs

Harmonization of enforcement
- Minimum powers for NRAs to enforce decisions
- Effective sanctions (10% of revenue)

European market rules can override national market rules
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Challenges Ahead

Establishing the new institutions
— ACER - Seat, Director, Boards, Staff
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Priorities and working mode has to be established

Managing the interim period until 2011
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In gas, the next 2-3 years offer a window of opportunity due to excess gas

Reductions in gas and electricity demand are removing many physical
congestions

Coordinated infrastructure planning will — in the mid term — remove many
congestions

Preparing Framework Guidelines and Codes

Market integration will help remove existing distortions
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Integration of markets will reveal existing distortions and build up pressure
to remove them

Scope for national measures is reduced in the 3rd package

Examples: Subsidy systems, regulated prices, protecting energy
companies...
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Information

- Contact: Walter Boltz
Tel: +43 (1) 24724-200

Walter.Boltz@e-control.at

- Web: www.e-control.at
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