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ELECTRICITY AND GAS MARKET IN SWITZERLAND
-CONCEPTS AND RULES-

Abstract

The political process to introduce the opening of the market in Switzerland is slow, but in
movement. The preparation allows to participate in the experience of other countries and
to adapt the system to the particularities of the industries and the country. The principle of
subsidiarity allows the utilities to organise the technical and organisational realisation and
to keep the legal rules to a minimum. The high technical integration in the European
interconnection network asks for an EU-compatible - but not identical - system in
Switzerland.

TRŽIŠTE ELEKTRIČNE ENERGIJE l PLINA U ŠVICARSKOJ
-POJMOVI l PRAVILA-

Sažetak

Politički proces uvođenja otvorenog tržišta u Švicarskoj je spor, ali ipak postoji. Pripreme
omogućuju uvid u iskustva drugih zemalja i prilagodbu sustava posebnostima industrije i
zemlje. Načelo podružnica pomaže komunalnim poduzećima da uspostave svoje
tehničko i organizacijsko ostvarenje, uz minimalne preinake pravnih odredbi. Visoka
tehnička integracija u europsku međusobno povezanu mrežu zahtijeva da švicarski
sustav bude prilagođen onom u Europskoj uniji.

1. DESCRIPTION OF STRUCTURE

Switzerland is a democratically organised country with a population of 7,3 million, 26 self-
governing cantons (states) and local communities. The yearly consumption of final
consumers of electricity was about 54,029 GWh and 27,000 GWh of gas in the year
2002. The geographic position among France, Germany, Austria and Italy leads to strong
interconnecting networks for gas and electricity from the north towards Italy in the south.
This is enforced by the situation of Italy, which only covers its needs of electricity by
approximately 75 percent to 80 percent by his national production and the situation of a
half-island.

According to the political organisation of the Confederation of Switzerland the structure of
the Swiss electricity sector is highly fragmented. We count approximately 900 companies
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or part of the administrations of states and communities. There are four groups of utilities
with different interests. 10 utilities are more or less vertically integrated and own a part of
the interconnection network. The next group is the one of the canton and regional
distribution companies. This group is followed by the two groups of the bigger public
utilities of cities and the smaller of communities. Utility owners are mainly the cantons and
the communities. There are also private companies listed on the stock exchange.

Six big vertically integrated companies own most of the national high-voltage
interconnection network and the main part of electricity production. The production of
electricity in the country is divided in 60 percent hydro and 40 percent nuclear power
plants. In addition, there are heavy long-term drawing rights with France and Germany.

The gas sector is managed by about 100 companies. The owners are mostly distribution
companies, utilities which supply electricity and partially cable TV or water as well. The
pipelines are governed by four regional and the national company Swiss Gas, which are
owned by the distribution companies.

2. THE OPENING OF THE ELECTRICITY MARKET

In 1996 the political process for an opening of the electricity market started in
Switzerland. It was the time of the decisions for the opening of the market in the EU. In
1997 I was appointed as project leader to constitute a new law (act) and the
corresponding rules for the opening of the electricity market in Switzerland by the
organisation of the Swiss utilities. One of my partners worked on the same subject in the
gas sector. The political process for legislation of the opening of the electricity market
lead to a special statute that would have partially restricted the competition law.

The main issues of the new act were:

• Subsidiarity Principle - the law rules the main points, utilities develop the necessary
technical and organisational details for the realisation of the market;

• Opening of the market within 2 steps over a period of 6 years;

• Definition of duties for operation of the network;

• Market opening on a negotiated TPA-Basis;

• Point of use-system for the fees of access;

• Solidarity of fees for access to the network of one utility at the same network
level and the same group of consumers;

• Detailed prescriptions for calculation of access fee;

• Transparency of prices for access (duty of publication);
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• Jurisdiction of a special court for the questions of access inclusive benchmarks;

• Instruments for the cantons which would help to harmonise the fees of access;

• Back up system in case of energy shortage;

• No intervention at all into the energy market itself - free trade for everybody;

• Regulation (further technical regulation) by the ordinary political authorities and
development of the law by jurisdiction; no formal regulator in the common sense in
order to keep the public organisation small.

The parliament passed the act for opening the electricity market in December 2000.
SO'OOO Swiss citizens asked for a referendum, so the law was put to the vote of the Swiss
citizens on September the 22nd, 2002. The law was denied by a majority of 52 percent.
The fear of many people was possible loss of working places in the industry, the
uncertainty in the security of supply and quality of supply, the loss of Swiss ownership of
the hydro power plants respective the fees for the owners of the water used. Many small
utilities feared to be taken over one day by a bigger utility or the constraints of the
benchmark or higher transaction and marketing costs. These fears have been supported
mainly by reports in the newspapers of failures of the system in California and the actual
economic situation. The democratic decision is clear.

Only half a year later the government activated the political work for a new regulation of
the electricity market again. This political discussion is going on now and the goal of the
government is to open the market in Switzerland until 2007. With respect to the questions
involved regarding the security of supply, it is not yet determined whether all customers
will be able to freely choose their supplier.

3. PREPARATION OF THE UTILITIES FOR THE ELECTRIC SECTOR

Before the referendum of September 2002, the Swiss utilities prepared the necessary
technical and organisational process and partially even the necessary information
systems. The utilities agreed on a specific defined number of points of access, i.e. point
of measurement of final energy consumption. This number and the corresponding data of
consumption would have to be communicated to every entitled person.

The bigger utilities redesigned the processes for measuring and for preparing the data of
consumption on certain IT-platforms. The available software systems had their origins
either on the side of measuring or on the side of the settlement of accounts. Anyhow the
data had to serve the network and the delivery of energy. This involved further questions
of unbundling. To find real fully integrated systems, running was almost impossible.
Earlier, also CRM systems had been installed.

Weak points have been the actual overview over the different contracts with clients and
the corresponding handling. Utilities are not used to define policies for the conditions of
contracts and prices.
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For the energy supply a system of "balance groups" and "subgroups" had to be
developed according to the responsibility for primary and secondary regulation of the
network and the possibility to supply reserve (additional) energy to ensure the stability of
the network and to balance the consumption.

All these systems were not regulated in details by law. They were organised by the
utilities according to the subsidiarity principle on a contractual basis, similar to the
structure in Germany.

At the same time many utilities redefined their strategies and developed co-operations
with other utilities in developing products, marketing and operation of network.

4. OPENING OF ELECTRICITY MARKET ON THE GENERAL BASIS OF THE
COMPETITION LAW

The federal court (highest national court of Switzerland) had the opportunity to make a
decision on demand of a supplier who wanted to supply electricity to an industrial
consumer using the grid of another utility. On June 17, 2003 the federal court approved
the TPA based on the actual competition law and also in accordance with the essential
facilities doctrine. This decision is valid and enforceable. But the utility concerned has
appealed to the political authorities, which can, for a limited time, make an exception from
the competition law. The corresponding decision of the Swiss government is expected in
spring 2004. Therefore, no TPA has actually been realised in Switzerland.

5. THE GAS SECTOR AS OPEN MARKET

In the gas sector the development is different. Because the actual law contains already a
simple obligation for negotiated TPA, the 100 companies organised themselves
autonomously. Therefore, the market for gas has been opened for negotiated access for
pipelines with a pressure of 5 bar and higher. The actual situation is that all capacities in
the transit pipelines are now in use and therefore occupied. The evaluation of the access
demands and the assignment have been made in an objective manner. There is no
actual need for further legislation.

6. THE FUTURE

In the new political discussion to prepare a model of an opened electricity market there
are and will be heavy discussions again, mainly on the following subjects:

• Who has free choice of delivery?

• Who guarantees the security of supply and additional capacities and on what
conditions?

• Who ensures the quality of the interconnection and the distribution network?
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• Who owns the interconnection network?

• Who governs and operates the interconnection network? What are the governing
rules?

• The need for a regulator and his competence.

• Incentives for decentralised generation in the fees at the point of access.

• Position and renewal of hydro power plants.

• Possibility of long-term agreements for energy supply under the competition act.

There is actually no further discussion about the system of point of access regarding the
fees or the principles of calculation of the fees.

7. CONCLUSION

The opening of the electricity market is a clear trend. Also, Switzerland is going to open
the electricity market some day. The political process is time consuming and we hope the
rules are finally correct and just right. It is not the first time we need several referendums
to realise an act on a particular issue.

The introduction of a market in the electricity system is a fundamental change. The
change of systems should be done by small steps and well considered, not overshooting,
so that the new system can be stabilised and adapted or revised in further steps. In order
to keep the quality of supply it is very important to introduce and to respect incentives for
investments in and maintenance of the network within all levels.

The hydro power plants need considerable investments and are therefore a very long-
term business. There is some danger, that hydro power plants will face difficulties if they
are forced to renew their installations or in case of building new plants. The security of
supply in electricity is an important subject, which makes it necessary to create suitable
instruments without an intervention in the market and without a discrimination of the
market participants.
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