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Working Table II: Regional Energy Co-operation

2002 – A Year of Substantial Achievements in Regional Energy Co-operation

In 2002, regional energy co-operation made a significant step forward. The countries of the region took decisions that will determine the development of the energy sectors for the years to come. While in 2002, the focus was on the electricity sector, 2003 will see work being launched on the gas sector. The European Commission is leading the initiatives with broad international support from bi- and multilateral donors.

The Creation of a Regional Electricity Market and its Integration into the Internal Electricity Market of the European Union

By signing a Memorandum of Understanding in Athens on November 15th, 2002, Energy Ministers of Southeast European Governments committed themselves to creating a regional electricity market, and to its integration into the internal electricity market of the European Union. 

The Memorandum of Understanding (MoU) is a blueprint for the establishment of a competitive regional energy market in Southeast Europe. The “Athens Process” is modeled on the market-opening schedule of the EU, which foresees the opening of the electricity sectors of EU member states for business costumers by in 2004 and for all costumers by mid-2007.

The initiative is led by the EU Commission within the framework of the Stability Pact for Southeast Europe and has the support of bi- and multilateral donors.
Background 

Background to the “Athens Process” is a fundamental change of the support of the international community to South East Europe in the energy sector. This support, estimated to amount to some EUR 700 million annually, has gradually shifted from emergency support and addressing reconstruction needs to a more co-ordinated and long-term approach with a regional perspective. 

With the “Athens Process”, the signatory countries adopted a coherent vision regarding the development of a competitive regional energy market in South East Europe, thereby setting the terrain for the medium to long-term catching-up of the region’s electricity sectors to the standards of the European Union (EU). The signatory countries did so in recognition that improving the stability of electricity supply for the countries of the region is fundamental for economic development and political stability. 

Key Elements of the Athens Process

The Athens Process commits the signatory countries to open their national electricity markets by 2005. This market will be based on the principles of the EU Electricity Directive (96/92) and its relevant secondary legislation and shall result in that the electricity systems and companies of the region will participate fully in the Internal Electricity Market of the European Union. 

To achieve these objectives the Athens Process requires the establishment of independent Regulatory Authorities, Transmission System Operators, and Distribution System Operators

The signatory parties also commit to a number of reforms, necessary to ensure the establishment and functioning of a regional market, such as the implementation of grid codes according to UCTE rules, application of the Council of European Energy Regulators (CEER) and European Transmission System Operators (ETSO) guidelines for inter-country trade and commercial codes, cross-border tariffs and congestion management, and the implementation of methods for the collaboration and information exchange between national dispatch centres as well as  of a system of regulated third party access to the transmission and distribution systems.

For the Athens Process, a governance structure is proposed, which is composed of a Ministerial Council, a High Level Permanent Group and a South East Europe Electricity Regulation Forum (SEEERF), consisting of three groups: the South East Europe Energy Regulators group, the South East Europe Transmission System Operators group and a Market Facilitation group. In organisational terms, they shall operate as sub-groups within CEER and ETSO.

Benefits and Challenges

The benefits of the Athens Process are potentially great: 

· Increased reliability in electricity supply

· Lower operating costs

· Reduced needs for additional capacity investments, especially in generation

· Opening of opportunities for private investments in infrastructure, 

· Vastly improved opportunities for intra- and interregional trade, including peak load by hydro producers in the region, and 

· Lower prices for the end customers.

However, the challenges entailed in the transition to the new systems are considerable, and include

· Adoption of numerous new laws and regulations

· Setting up of independent regulatory agencies

· Training of human resources

· Introduction of new business concepts and practices

· Possible closing down of uneconomic generation facilities

· Protection of poorest customers.

International Assistance to the Athens Process

The broad international support and co-operation among key donor agencies is quite remarkable: While the European Commission is taking the lead in proposing the initiative, bilateral and multilateral donor agencies offer both technical assistance and financial means to realise the proposals of the initiative. This support has been brought about through a number of Donor meetings, with experts from institutions such as the World Bank, EBRD, USAID, CIDA and KfW.

Major work supporting the Athens Process include:

· Studies by the World Bank, USAID, CIDA and KfW about priority infrastructure investments; 

· Assessments by CIDA on the regional gains of the Athens Process, indicating that a regional market integration approach (as set out in the MoU) would lead to annual fuel savings of EUR 200 million, with additional operating cost and infrastructure savings to be calculated; 
· USAID provides advisory support and technical assistance on regulation, teleinformation and regional transmission planning; 

· KfW and CIDA are initiating work on energy efficiency and stranded assets;

· The International Energy Agency (IEA) will advise the countries of the region on the adoption and implementation of national energy policies.

This support has been brought about through a number of donor meetings in 2002, with experts from institutions such as the World Bank, EBRD, USAID, CIDA and KfW.

Currently under assessments are also proposals by the Bulgarian Government for a Regional Energy Policy Centre in Sofia, by the Romanian Government for a Power Exchange System and the Yugoslav Government for a Regional Dispatch Centre.

The Agenda for 2003 – Implementing the MoU on the Regional Electricity Market and Launching of the Regional Gas Market Initiative

2003 will see a further broadening of the work done on regional energy co-operation: 

· The implementation of the commitments undertaken by the countries of the region and the international donor community

· The launch of a regional gas market initiative under the leadership of the European Commission

The stakeholders have agreed in Athens on a common roadmap for the work in 2003. Some of the key meetings are:

· A meeting for representatives for interested companies of the energy industry, scheduled for end of February in Prague

· A Southeast Europe Energy Week, scheduled for the end of March in Italy, consisting of a series of meetings, aiming at reviewing progress made in the Athens Process, initial discussion on the regional gas market and deciding on the steps ahead

· 1st Regional Gas Market Forum, tentatively scheduled for June 2003

· Work on a legally binding treaty on regional energy co-operation, dealing with both electricity and gas during the second half of 2003.

While 2002 saw significant achievements in promoting regional energy cooperation the biggest challenges still lie ahead. The success of the further process depends on the continued commitment and active support by both the countries of the region and the international community. 
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