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Ladies & gentlemen, 
 
Given the fact that the structural measures to create a competitive European 
electricity market, notably unbundling and regulated third party access, are now 
all but in place, achieving the right balance with respect to Regulation is the key 
issue facing is.  In short, if the aims of the internal electricity market are not now 
achieved, it will largely be down to bad regulation.  In this context “bad” 
regulation does not necessarily mean insufficient regulation – it can also mean 
too much.  Equally, it does not mean that national regulatory authorities alone 
bear this task.  The Commission, national courts, Member States and industry all 
have their respective roles to play. 
 
It is no secret that most Member States will fail to meet the deadline of 1st July 
for transposing the Directives into national law.  Whilst recognising that the 
time given to Member States was challenging to do this, this is clearly 
disappointing and the Commission will not hesitate to pursue appropriate 
remedies.  Possibly, equally important than this however, is the manner in which 
Member States actually implement the Directives.  If a real level-playing field is 
to be achieved and a competitive European-wide market is to be created, it is 
essential that an equivalent standard exists in each Member State regarding in 
particular, unbundling and the responsibilities, powers and competences of the 
Regulatory authorities.  With this in mind the Commission is following the 
transposition process in all 25 Member States very closely.  It will insist that all 
the requirements of the Directives, particularly on these two issues, are observed 
to the letter. 
 
In considering the role of regulation, two main issues arise; regulation and 
competition, and regulation and security of supply.  Getting the right balance on 
these issues – between regulatory intervention and letting the market work 
freely, and between action at the Community and national level – will be the key 
challenges facing us. 
 
With respect to the completion of the internal market, there is an argument that 
with the entry into force of the electricity Regulation, most of the regulatory 
issues have now been put into place; cross-border tariffs, congestion 
management and transparency.  Thus, aside from the evolution of Guidelines on 
these issues adopted through comitology, is there any further work to be done at 
European level? 
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In my opinion, the answer is a qualified yes.  We are all aware that qualitative 
rules on market opening are as important as quantitative.  Thus, the approach 
taken at national level towards domestic tariff structures, public service 
obligations such as the supplier of last resort, licensing and balancing are 
fundamental to enabling competition to work in practice.  Thus, if the internal 
market is to be a real level playing field, equivalent – but not necessary the same 
– standards must be applied in each Member State.  The Regulation largely 
applies to interconnectors, not purely national networks, and these issues at 
domestic level are left to subsidiarity.  This does not, however, mean that we 
need a European Regulator, nor that the Commission should – as exists in the 
telecoms sector – have the authority to require national regulators to notify their 
rules to it and oblige them not to adopt provisions it considers inadequate or 
inappropriate. 
 
I believe that these objectives can be achieved without the need for such 
measures.  The recently created European Regulators’ Group provides the 
perfect mechanism for co-ordinating and most importantly converging the 
approach taken in each Member state.  The Commission plays an important role 
in this respect – as it can ask this group to report to it, ensuring that this 
convergence continues.  I believe that this mechanism, combined with regular 
benchmarking, will achieve the level-playing field objectives far better than 
some more centralised approach.  Apart from everything else, it enables us to 
recognise that the 25 Member States have, in many cases, rather different 
markets and to take this fully account. 
 
A parallel issue that merits comment concerns the manner in which the 
Commission will organise the preparation of new or revised guidelines under the 
Regulation.  Thus must recognise two issues: 
 
- First, that the existing approach, whereby rules are developed in very 

close collaboration with industry, notably through the Florence Forum, 
has been remarkably successful.  It has enabled us to develop complicated 
rules and agree on difficult and contentious issues, far more quickly than 
through the traditional and formal “legislative” route, and has produced 
rules of better quality; better suited to task in question.  This approach 
must therefore be retained in future. 

 
- Second, with the entry into force of the second electricity Directive, 

national regulatory authorities play a greater and more coherent role than 
in the past, as they will all have a similar minimum level of competences.  
Thus, their roles in preparing guidelines will inevitably increase.  This is 
important, given the fact that as a result of the Directive, it is they that 
will have to enforce and apply the rules once adopted. 
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Thus national regulators, particularly through the European Regulators’ Group, 
will be asked by the Commission to play a more prominent role in preparing the 
future guidelines.  However, it is clear that this will be done through the same 
consultation-based approach – working together with industry – as in the past, 
and notably through the Florence Forum.  Finally, it remains the case that it is 
the Commission that takes the final decision on the text of rules to be submitted 
to Member States under the new comitology procedure. 
 
In this context, it is worth mentioning the most important area where the 
Commission feels that further work needs to be undertaken in the context of 
guidelines adopted by comitology under the new Regulation, notably congestion 
management.  At present, many of the relevant geographic markets in the EU 
remain national or regional, and are characterised by very high levels of market 
concentration.  Whilst this is of course to be expected during the early stages of 
turning national monopolies into an integrated Community market in a network 
based industry, this issue must be addressed.  Aside from the priority of building 
new interconnectors where economically justified, this requires better use of 
existing infrastructure.  The move towards co-ordinated auctions and integration 
of wholesale markets will therefore need to be actively pursued. 
 
I would now like to address the issue of security of supply.  It is undeniable that 
effective regulation has a key role to play in ensuring security of supply in a 
liberalised market.  From the Commission’s viewpoint this gives rise to a 
number of issues, which will require our attention over the coming months and 
years: 
 
- First, it is vital that Member States ensure that liberalisation does not lead 

to an unacceptable reduction in security standards, particularly regarding 
the balance between demand and supply and the availability of adequate 
reserve.  There is no single or minimum standard or approach that must or 
can be taken – this will depend on the characteristics of each Member 
State.  However, simply ignoring the issue in regulatory terms is not an 
option.   

 
- Second, network security standards and co-operation between TSO’s 

needs to improve.  U.C.T.E expects to complete work on a new Handbook 
on this issue this year.  On the basis of this, and the relevant rules in 
NordPool and the UK and Ireland, common minimum EU standards may 
be envisaged and adopted under the Regulation.  In any event, the 
regional standards must be legally enforced.  Any re-occurrence of events 
such as the Italian black-out through a failure to ensure the respect of the 
necessary and agreed security standards cannot be allowed to occur. 
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- Third, a tension may be seen to exist between a Regulators’ national 

desire to reduce transmission costs and the need to incentivise new 
investment.  This issue has been recognised by the Council of European 
Energy Regulators and the Commission, and the C.E.E.R has been 
working on principles relevant to this issue.  This is an issue that requires 
constant vigilance and continued work. 

 
The obligation to positively address these three issues is the key provision 
of the draft electricity Security of Supply Directive, presently before 
Council and Parliament.  I am confident that agreement on this proposal 
will be reached by the end of this year. 
 
In this context, the possibility for a derogation from regulated third party 
access for merchant interconnectors is of particular importance.  The 
Commission has endeavoured to clarify its view of when such derogations 
can be granted through the publication of a DG TREN interpretative note 
on this issue.  However, I am aware that a real level of uncertainty 
remains, particularly until a number of individual cases are dealt with.  
The Commission understands the need to develop as much transparency 
and clarity on this issue as possible whilst recognising that each case must 
inevitably be treated on its own merits.  We look forward to working 
together with national regulators and industry in the coming months to 
explore how best this can be done. 
 

- Regulatory certainty is a fourth key issue that must be addressed.  We 
have just passed an area of unprecedented change for the European 
electricity industry, not only in terms of the completion of the internal 
electricity market, but also in terms of meeting of our Kyoto obligations.  
It is often argued that in an industry where pay-back periods for major 
new investment is in decades, this uncertainty prejudices new 
investments.  This is an issue that will need to be taken into account by 
the Commission, and by national regulators, in this second stage of 
completing the internal electricity market. 
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Ladies and gentlemen, 
 
In a remarkably short period we have put into place the key structures necessary 
to ensure a coherent and appropriate regulatory structure which should be able to 
stand the test of time.  This is unique in the world today.  This however was the 
easy part; making it work in practice and meeting the objectives I have just 
mentioned will require a concerted and determined effort over the coming years 
not just by the Commission and Regulators, but also industry.  The level of 
collaboration, mutual understanding, and goodwill, created notably through the 
Florence process over the past years, provides very good grounds for optimism 
that this will be achieved. 


