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HOW TO TEACH AN OLD DOG NEW TRICKS: LIBERALISATION OF THE
ELECTRICITY MARKET IN AUSTRIA

Abstract

This paper will present the core elements of the existing legal framework for the Austrian
electricity sector embodied in the Electricity Act of August 1998, and will also focus on the
amendments approved in July 2000 which will result in a 100% market opening by
October 2001. It will also highlight some major experiences during the first 2 years of
liberalisation in Austria.

KAKO NAUČITI STAROG PSA NOVIM TRIKOVIMA: LIBERALIZACIJA
AUSTRIJSKOG TRŽIŠTA ELEKTRIČNE ENERGIJE

Sažetak

Ovaj rad prikazuje temeljne elemente postojećeg pravnog okvira u austrijskom
elektroenergetskom sektoru, utvrđene Zakonom o električnoj energiji iz kolovoza 1998.
godine, amandmane odobrene u srpnju 2000, čija primjena će rezultirati u potpunom
otvaranju tržišta do listopada 2001. U ovom radu naglasit će se neka od važnijih
iskustava stečenih tijekom dvije godine liberalizacije u Austriji.

1. INTRODUCTION

After operating decades within an absolutely definite framework, the electricity sector's
legal, economical and technical setting is changing fast and in a way where nearly
"everything is smashed to pieces". The Austrian experiences in electricity market
liberalisation is closely in line with international or at least European developments in this
sector.

2. INITIAL APPROACH: STEP-BY-STEP LIBERAUSATION ACCORDING TO
96/92/EC

The EU Directive 96/92/EC of December 19, 1996, was implemented in Austria by the
Federal Government as a framework law by means of the Electricity Industry and
Electricity Organisation Act ("Elektrizitatswirtschafts- und -organisationsgesetz", or
EIWOG 1998 in brief), published in the Federal Law Gazette 1998/143 of August 18,
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1998. In compliance with the distribution of competences laid down in the constitution, it
was then the responsibility of the Provinces ("Lander") to pass the necessary
implementing statutes. EIWOG 1998 contains the following core elements:

2.1.MARKET OPENING AND ELIGIBLE CUSTOMERS

The following eligible customers are entitled to freely choose their energy supplier and/or
provider:

as of Feb. 19, 1999, all end consumers with a consumption exceeding 40 GWh (75
customers)
as of Feb. 19, 2000, all end consumers with a consumption exceeding 20 GWh (ca.
70 additional customers)
as of Feb. 19, 2003, all end consumers with a consumption exceeding 9 GWh in the
preceding account year (ca. 160 additional customers; so at this point, there will be a
total of approximately 300 eligible customers)

Electricity consumption is calculated for each consumption location, including any auto-
generation by the consumer.

Independent producers supplying power generated by facilities that are operated on the
basis of renewable energy sources (such as solid or liquid local biomass, biogas, landfill
and sewage gas, geothermal energy, wind and solar energy; hydropower is not included)
are entitled to conclude supply contracts with any customers within and outside Austria
on the scale of the supplied amounts. So the market for "green" electricity has been fully
opened since February 19, 1999.

Additionally, operators of distribution networks are to be designated as eligible customers
a) as of February 19, 1999, if they also operate a transmission grid (this certainly applies
to the nine Province utilities supplying the geographical area of each of the nine Austrian
provinces), b) as of February 19, 2002, if their direct supply to end consumers exceeded
40 GWh in the preceding account year or c) as of February 19, 2003, if their direct supply
to end consumers exceeded 9 GWh in the preceding account year.

2.2.REGULATION OF THE NETWORK INFRASTRUCTURE

Network tariffs (payments for network utilisation) are regulated. Basically, these tariffs are
consumer-related1 and differentiated according to the respective network operators and
voltage levels at which consumers are supplied. The network tariffs are therefore
independent of distances, i.e. the price the consumer has to pay is independent of the
location of the respective source of supply within Austria and of the voltage level at which
the network is fed by that source. Regional differences increase, however, as voltage
levels decrease. Table 1 shows the network tariffs for the lowest voltage level (purchase

1 Producers of 5 MW and more only contribute to system services costs.
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of up to 1 kV, relevant for households, agricultural enterprises, and a majority of small
businesses).

Table 1. Network tariffs for small consumers

Utility
VKW

StW Klagenfurt
1KB

wstw
EVN

TIWAG
KELAG
STEG
ESG
StW Graz
Energie AG
SAFE

BEWAG
StW Salzburg

STEWEAG

Province
Vorarlberg
Carinthia

Tyrol
Vienna

Lower Austria
Tyrol

Carinthia
Styria

Upper Austria
Styria

Upper Austria
Salzburg

Burgenland
Salzburg

Styria

ATS/kWh
0,62

0,64
0,75

0,75
0,90

0,93
0,95
1,00
1,03
1,08
1,16
1,18
1,20
1,22
1,34

Apart from prices for the utilisation of the electricity network and the services connected
to it (network tariffs), on a liberalised market the so-called "grid code" is at least of equal
relevance. It contains, for example, standards and minimum requirements regarding the
design and operation of facilities, consumption measurements, the invoicing of different
customer groups as well as the supply of, and charging for, the necessary balancing
energy. This type of regulatory framework is still missing, which means that bilateral
negotiations with the concerned network operators are required every time the supplier is
changed. This proves to be an almost insurmountable obstacle in the direct marketing of
"green" electricity due to the fact that traded volumes to households are small and
therefore the so-called "transaction costs" are exceptionally high.

2.3.SPECIAL FRAMEWORK FOR ELECTRICITY FROM RENEWABLES

The EIWOG 1998 contains an obligation upon operators of distribution networks to
purchase an increasing share of electricity required to supply their final customers from
installations using the renewable energy sources solid or liquid indigenous biomass,
biogas, digester and sewer gas, geothermal energy, wind and solar energy ("obligation to
purchase"). These renewable energy sources must achieve a share of three percent of
the electricity volume required to supply final customers by the year 2005. Prices for such
purchases are defined by the Governors of the Provinces ("Lander").

It is also within the competences of the Provinces to decide whether and to what extent
operators of distribution networks must purchase the volume of electricity required to
supply final customers from small hydropower installations.
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2.4.AUSTRIA'S EXPERIENCES

Less than two years after the beginning of electricity market liberalisation in Austria,
significant changes have taken place. Virtually all electricity consumers, not only the
eligible customers, profit from the reduction of prices (or, a reduction of tariffs is
imminent). The overall effect of the price reductions that were carried out during the first
two steps of liberalisation (as of February 19, 1999, and February 19, 2000, see time
schedule below) is quoted as amounting to between 3.3 and 5 billion ATS - this figure
has to be seen against the backdrop of a total turnover of 50 billion ATS achieved by
Austrian electricity companies.

Within the liberalised market segment, a price reduction of up to 50% has occurred. In
general, customers included in the subsequent step(s) of liberalisation were able to reach
significant price reductions (of up to 40%) in advance by concluding medium-term
agreements with suppliers (within a range of ca. 3 years). As for tariff customers
(commercial trade, households, agricultural enterprises), price reductions of 5 % to 30%
have been guaranteed by "political intervention."

Some other important aspects of electricity market liberalisation in Austria are:

depending on their customer structure, the Austrian energy suppliers have been
affected in very different ways by the step-by-step opening of the market (from a
market opening of 4% for the BEWAG to 76% for the Verbundgesellschaft)
up to now, no significant changes in the electricity exchange with other countries
have been observed
electricity imports were prohibited if there was a lack of reciprocity
there were considerable losses in revenues (e.g. Verbundgesellschaft -2.8 billion
ATS in 1999 compared to 1998) and stranded costs (ca. 9 billion ATS reported to the
European Commission)
massive cost cutting programmes have had a clear impact on staff sizes (up to -50%
within 10 years)
concentration processes have been started, aimed at establishing larger business
units (e&s, Energie Salzburg, ...)
development of brands: electricity will become a "normal" commodity (e.g. a TOV
certification for energy generated from hydropower by the Verbundgesellschaft, the
brand SELECT introduced by the STEWEAG)
up to now, foreign co-competitors have won only a marginal share in the market
owing to excess capacities across Europe, the construction of new power stations
has been reduced to an absolute minimum
electricity suppliers have started to develop new fields of business (Telekom,
contracting, ...)

3. TOTAL LIBERALISATION BY OCTOBER 2001: SWITCHING FROM A "STEP-BY-
STEP" APPROACH TO MARKET OPENING TO A "FAST AND COMPLETE"
STRATEGY

In July 2000 the Austrian Parliament approved an amendment to the EIWOG providing
for a complete liberalisation of the electricity market by October 1, 2001. Further key
elements of the "upgraded" framework are:
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Clear unbundling of system functions, especially between production and
transmission/distribution, but also between technical and economical tasks of network
operators.
Opportunities to pool/aggregate consumers in so-called "balance groups" (without
consideration of the geographical location of customers). For consumers < 100 MWh
or < 50 kW standardised load profiles have to be defined and used.
Establishment of independent system operators (for the control areas in East and
Central Austria, the Tyrol, and Vorarlberg) and of organisations to manage the
clearing and settlement (concerning supply and charging of balancing power) within
each control area (see figure 1 and 2).
Establishment of an independent regulator, the Elektrizitats-Control GmbH and the
Elektrizitats-Control Kommission.
Development of a certification scheme for hydropower up to 10 MW, and obligation of
suppliers to deliver at least 8% of their supply from hydropower sources (up to 10
MW). If they can't fulfil these targets they will have to pay a penalty.
Obligation of distributors to purchase an increasing share of green electricity (except
for hydropower): per October 2001 at least 1% (of total deliveries from a distributor to
its customers), per October 2003 2%, per October 2005 3%, per October 2007 4%.
As in the case of hydropower they will have to make compensation payments
compensation if they don't reach that percentages.
Prohibition of electricity imports from third-party countries (not an EU- or EEA-
member state) where electricity is generated in power plants which do not comply
with the state of technology, or if the operation of these power plants jeopardises, or
may jeopardise, directly or indirectly, persons, animals or plants in the Federal
territory, or if there is no proof of proper disposal of wastes resulting from generation
and a concept for disposal of wastes resulting from future generation.
"Labelling" of electricity (similar to the "Power Content Label" in California), the
supplier has to declare the generation mix of its product on the electricity bill of its
customers.
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Figure 1. Control areas and independent system operators
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Figure 2. Bundling of customers in different network areas through "balance
groups"
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