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 See item 4 (Double click on the icon to open the document).
1) Participants

See above.
2) Approval of the Draft Agenda
The agenda was approved.
3) Approval of the minutes of the previous meetings 
The minutes from the meeting February 20th were approved

The minutes from April 11th were approved with the comment that the Terms of reference (ToR) are approved by EURELECTRIC.

Niall will distribute the participant lists from the two previous meetings.
4) Information from EURELECTRIC and ebIX
Eurelectric:

· The Eurelectric conference where ebIX was responsible for the first morning session was a success and there were good discussions related to the cooperation between Eurelectric and ebIX. 
· The document “Reference retail market model” was published in accordance with the conference. This is an interesting top level discussion document. The document is attached.

ebIX:
· ebIX is still working hard to get new member countries. Currently there are 7 full member countries (Belgium, Denmark, Germany, Norway, the Netherlands, Sweden and Switzerland) and two active observing countries (Austria and Finland). In addition several countries are passive observers and gets information from the ebIX work on a regular basis, such as Estonia, France, Greece, Italy, Ireland, Island, Poland and Spain. The ebIX models have also been used in national standardisation in among others France.
· ebIX is discussing a closer cooperation with IEC/TC57. The intention is a closer cooperation related to the IEC work with a CME (CIM (Common Information Model) Market Extension) for Europe, which will include making common Core Components for the energy industry.
5) Draft Change of Supplier Paper v0.2 
The document version 0.2.B vas reviewed and among others the following changes were, or will be done:

· The introduction was extended, among others stating that Customer switching is the same as Change of supplier.
· The UseCase description related to the Business domain model (chapter 3.1.1) was removed.
· An alternative scenario related to the possibility of having a second supplier, called a Firm energy supplier was added to the UseCase description for the UseCase Make contract, chapter 4.2.
· The definitions of the roles were reviewed and the roles described in the UseCases needs to be verified against the definitions. 
Niall will, as a native English speaker, go trough the document and correct the language and verify that the correct role names are used throughout the document. 
6) How and when to publish/present the result 
Niall will go through the document and send it for verification to the Liaison group during the week starting with Monday May 21st. Thereafter the Liaison group will have 1 week to give comments to the document. 

The model will be sent to the Eurelectric retail group for discussion on their meeting in the end of June. The document will also be sent to ebIX on circulation for comments for 4 weeks. 
7) Planning of future work 
If the Eurelectric retail group and ebIX agrees on the work done so far, the Eurelectric and ebIX liaison group proposes to continue with detailing of the Change of supplier process or alternatively extending the document with new processes, such as customer move and end of supply. However the Liaison group suggest detailing the change of supplier process first to make the document more useful for those who may want to use it. This includes making a sequence diagram, an activity diagram and possibly some simple class diagrams.  
8) Any Other Business 
There has been established a new NORREG project (Nordic regulator group) chaired by Finland. The group will continue the work already started up and prepare for a common Nordic retail market. Jan has informed the chairman of this group of the Eurelectric and ebIX cooperation and they have agreed to exchange information related to the Change of supplier process. Jan will forward the model to the NORREG group as soon as it is approved by Eurelectric and ebIX. 
9) Date and place of next meeting

A tentative meeting date was set to Tuesday September 18th from 11:00 to 16:00 at the Eurelectric offices in Brussels. The meeting will take place if Eurelectric and ebIX approves the current Change of supplier document and supports continuation of the Liaison group.
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Summary

The Electricity Directive 2003/54/EC provides that all customers will be entitled to choose their
supplier by 1 July 2007. Much has been done by the European Commission, Member States,
regulatory authorities and the industry to achieve this objective. Up until now those implementing
the Directive have focussed on network (unbundling, third party accesses, etc.) and cross-border
issues, public service obligations and initiatives to foster wholesale markets. More recently, in
January this year, the European Commission outlined further legislative measures it intends to
bring forward in order to complete the internal electricity market. However, the focus of this “3rd
package” of electricity market measures is still, predominantly, on wholesale market issues.

While the development of efficient and liquid wholesale markets is of paramount importance,
there is also a need to develop well-functioning retail markets in Europe.

A well-functioning retail market is one that brings benefits to customers in terms of prices, quality
of services, choice of commercial offers and product innovation. Competition is the main vehicle
through which these consumer benefits can be realised. For competition to develop, a retail market
must have a certain optimal design which is characterised with the following features:

- Itis strongly linked to an efficient and liquid wholesale market for procurement and balancing;

- It facilitates market entry, so that there is sufficient number of suppliers active in the market;

- The roles of market players are clearly defined;

- It ensures that market players have access to the same set of critical information and that
customers have easy access to information on suppliers; prices and terms;

- It ensures that switching processes are simple and reliable without entailing excessive costs for
customers and suppliers and that critical information can be shared efficiently, swiftly and on a
large scale;

- The basic information requirements and business processes are sufficiently harmonised and
organised in an efficient way allowing flawless implementation and data exchange between
market participants, including appropriate control and audit of these processes and data
exchanges;

- There is an open governance structure in place whereby market participants set the rules of the
market, including how processes are formulated and changed.

For these features to be realised, a number of regulatory, market, operational, technical and
consumer barriers need to be removed.

One of the major pre-conditions of developing retail markets is the existence of sufficiently liquid
wholesale markets. Suppliers will not enter a market if they cannot source energy for their retail
customers in a competitive way. Similarly, the existence of open and liquid intra-day and balancing
markets is another fundamental requirement. Harmonisation of the rules of neighbouring balancing
zones would contribute to this aim.

Another important pre-condition is the clear definition and organisation of the essential roles and
responsibilities that are needed to operate competitive electricity markets in Europe. These roles
include those fulfilled by the TSO and DSO, the suppliers, and other relevant actors, e.g. metering,
data collection, data manager, billing agents, etc. A clear market design within national markets
and their compatibility within the common European market is a fundamental pre-requisite to
realise the internal electricity market as envisaged in the Electricity Directive.

TSOs and DSOs play a very important role in supporting well-functioning retail markets. The TSO
provides balancing and has an important role in settlement. The DSOs provides access for all
suppliers to grid services and to customers on a neutral and non-discriminatory basis. In particular,
providing access to metering points and, in the case when it is responsible for it, to information





related to customers is paramount for retail markets to function smoothly. DSOs must be able to
participate in all relevant retail processes and need to effectively interact with other market players.
Where they have responsibility for managing customer and consumption information, they should
also share this information with relevant market players, in a timely and efficient manner, in
particular with suppliers. In order to play its role in the market, the DSO must be given clear rules
to be able to define the necessary standards, to set up the necessary processes, to build
organisational capability and install the necessary technical equipment. This is a challenging task.

In a well-functioning retail market, suppliers play a central role. They have a vital interest in
attracting customers and keeping them satisfied. In so doing, they drive competition, which leads to
reduced costs, introduce more efficient processes, offer prices which are lower than would
otherwise be the case, and continuously improve product and service offerings. The supplier is
naturally the main interface and first point-of-contact for the customer. As such, the supplier
brings, in the form of a supply contract, the benefits of a competitive electricity market to the
customer. Suppliers must therefore be able to interact, efficiently and on a large scale with all
market players (DSOs, metering, billing agents, etc.) relevant to a given business process.

Moreover, there are a number of technical and operational requirements that need to be fulfilled in
order to ensure the proper functioning of a retail market.

Suppliers’ access to reliable consumption data is crucial. The identification of metering points is
necessary in achieving efficient information exchange. The identification of metering points must
also be compatible so as to allow integration at national and/or regional level. Compatibility can be
achieved either via a hub, i.e. through national or market-wide information clearing houses, or via
harmonisation, or both. However, as a first step, the issue of unique identification of metering
points could, first and foremost, be recognised and addressed at national level'. Also, due to the
paramount importance of efficient, swift and accurate information exchange between market actors
in retail market processes, it is desirable that information requirements are made subject to
harmonisation within the desired geographical scope of a given retail market, again, first at national
level.

Entry for a supplier into different retail markets can be greatly facilitated if compatible data models
are used and if basic business processes can be implemented in the same way, i.e. via
harmonisation. In particular, processes related to DSOs, metering and supplier switching and other
key supplier processes should be considered for progressive harmonisation.

In addition to market design, a number of other important customer-related elements are crucial for
the development of well-functioning retail markets. Price regulation and consumer protection
legislation deserve specific attention as they are, or may become, a significant obstacle to
competition.

A retail market cannot function properly without competitive price formation and trustworthy price
signals. On the one hand, non-regulated prices are essential in creating competition between market
players and offering incentives for market entry. On the other, price signals make it possible for
customers and suppliers to use demand-side management tools. Ultimately, trustworthy price
signals, which reflect the real market value, can achieve greater energy efficiency, environmental
protection and security of supply. Contrary to competitive price formation, price regulation cuts the
vital link between wholesale and retail markets, reduces liquidity, blocks competition and new
entry, and prevents the integration of national markets.

It is important that Member States do not use energy policy for social policy purposes. However,
where imposed, universal service obligations should be well-defined and distinguishable. They

! However, there are international standards like EAN-codes used in many industries securing a world-wide
uniqueness of a subject. Therefore metering point IDs do not have to be set at national level.





should also not cover large categories of customers, while the tariffs applied by the Supplier of Last
Resort/default supplier should be market-based. The protection of vulnerable customers should be
ensured without jeopardising the open and competitive functioning of the market, and should
preferably be financed via dedicated social or other publicly financed funds.

Small-scale (national or even sub-national) retail markets might not function as effectively as more
important markets, due to their limited size and the lack of interest of suppliers to enter these
markets. The desirable level of retail market integration should be addressed by policy makers, in
particular by national governments and the European Commission. As a first step, the objective is
to have open and well-functioning retail markets at national level. As a second step, in the longer
term, the creation of regional retail markets might bring important benefits in terms of lower costs
of supply for electricity companies and should result in greater price competition and product
innovation for customers. As a third step, and as a long-term objective, a pan-European retail
market could be realised at least in terms of contractual freedom and cross-border access to
electricity markets and services, for both customers and suppliers.

The cost and benefits of integration should be balanced and integration can be pursued on a
selected number of levels, such as the operational platforms for wholesale procurement and retail
operations. Other factors, such as marketing and communication with end-consumers, may remain
within nationally (or sub-nationally) defined frameworks as to satisfy specific preferences and
policies. Moreover, any commercial solution will have to take into account the national specifics of
a retail market, where customers’ preferences are usually influenced by cultural differences and
language.

Finally, although the electricity industry might play an important role in driving harmonisation of
business processes and technical solutions, basic market designs and frameworks are usually set out
in national legislation and regulations. Therefore, facilitating integration of retail markets will
require that governments and regulators accept solutions with a view to ensuring compatibility and
interoperability between adjacent markets and at regional level. In essence, political actions and
new legislation by the competent national and EU authorities will be needed.

In view of the crucial role retail markets play in the development of electricity markets, the
European Commission, the Member States, the regulatory authorities, with the involvement
of all stakeholders, need to establish a political process that will look at putting in place a
comprehensive and coherent retail market roadmap for Europe. This roadmap should address
the desired level and means of market integration, including possibilities for cross-border
contracting, the selection of an appropriate reference retail market design, as put forward in this
paper, and the steps and actions required to gradually converge national solutions with a view to
developing regional and ultimately European retail markets. EURELECTRIC is committed to
being an active participant in this debate and is willing to bring its full support to such a political
process.





1. Introduction: ‘Reference Retail Market Model’ — An Industry Initiative

The development of competitive retail markets is the best way to ensure that customers receive
high quality services at fair market prices. However, fully-functioning retail markets are not yet a
reality in most European countries.

While the Electricity Directive of 2003 introduced common market principles for all Member
States, it did not propose a common retail market model. As a result, national actors and authorities
responsible for the implementation of this Directive have developed their national markets in
different ways at different speeds.

As with wholesale markets, there are many barriers to achieving competitive retail markets. One of
the most significant barriers is the fact that compared with wholesale markets, retail markets are
highly regulated. While wholesale markets are increasingly competitive and regional in nature,
national retail markets remain highly regulated. In spite of this, without competitive retail markets,
wholesale markets will struggle to function, with the result that, overall, the market will not
properly develop. Another barrier is the lack of effective customer switching processes in place in
several Member States. Without these processes customers do not have any real ability to
effectively choose their supplier.

Therefore there is a clear need to remove barriers to the development of well-functioning and
integrated retail markets. These may be regulatory and market barriers such as differing industry
roles and responsibilities of the different market actors and illiquid wholesale markets, operational
barriers such as lack of harmonised information requirements and customer switching processes,
and, finally consumer, barriers such as price regulation.

In addition, suppliers may face economic barriers, when seeking to enter small- and medium-sized
retail markets. Therefore there is an economic rationale to develop national retail market rules in a
way that allows them to gradually converge and eventually integrate to the largest degree possible.
In other words, retail market designs, information requirements and basic processes should be
harmonised (or at least be compatible) in order to allow technical platforms and applications to be
interoperable. However, full market integration may not occur in the near future as many countries
have invested significant resources in developing national legislation and processes.

Therefore the effort to converge national solutions will be difficult and will take time. While at
present there are a number of important obstacles which need to be overcome before integrated
retail electricity markets in Europe become a reality, Member States should anticipate this
development by committing to gradually move towards interoperability of legislations, systems and
processes. Already on the short and medium term, measures should be taken which at least make it
easy for (new) suppliers to enter different national markets without changing business processes
and having to ‘start from scratch’.

Overall, the time is right for market actors, the European Commission, as well as national
governments and regulators, and customer groups to seriously consider the goal of
competitive integrated retail markets at regional and ultimately European level. As a first
step in kick-starting this debate this issues paper offers a ‘Reference Retail Market” Model as a
basis for Member States and regulators to work out best practices, serving as a benchmark against
which national practices can be reviewed.





2. Background and Aims

In proposing a ‘reference retail market model’ for Europe, this paper builds on various strands of
work already completed by EURELECTRIC on a number of retail and wholesale market issues.

In May 2006 the European electricity industry published a generic Customer Switching Model.
In this model EURELECTRIC emphasised the importance of liquid and transparent wholesale
markets, favourable balancing and settlement mechanisms and their alignment with metering and
load profiling as prerequisites to making retail markets work. In this context, we stressed the
importance of facilitating new entry and creating larger, i.e. regional and European, market areas.

This paper also identified the non-discriminatory access for all suppliers to network services and to
critical data® as an essential enabler of customer choice. Last but not least, the paper stressed the
need for effective guarantees of quality, customer protection, and freedom of businesses to
innovate. Overall, EURELECTRIC highlighted that the generic switching model could not work
without a functioning retail market model and made a commitment to investigate and detail the pre-
requisites for working retail markets in Europe.

In addition, in November 2006, EURELECTRIC published a paper which highlighted the
synchronous link between retail and wholesale markets. In essence the key message of this paper
was that functioning retail markets foster wholesale markets in that they support wholesale market
liquidity. In other words properly-functioning retail markets are a pre-condition for competitive
price formation and provide trustworthy price signals for market actors at wholesale level. In the
same paper, EURELECTRIC warned about the strongly detrimental effects of price regulation, in
particular the negative impact which it has on new entry, on existing competition and on market
integration. EURELECTRIC also stressed that price regulation is not compatible with working
markets and advised that the fulfilment of public service obligations should be approached in such
a way as to foster open electricity markets.*

Of further relevance to this paper are EURELECTRIC proposals on a roadmap towards
integrated wholesale markets® and on intra-day and balancing markets in Europe® due to the
importance of developing liquid and efficient wholesale markets as the foundation beneath retail
markets.

In January 2007, the Commission published a new ‘energy package’ which contained a number of
proposals on how the internal market should be further developed. However, the main focus of this
energy package is on unbundling, cross-border issues and wholesale markets and less attention is
paid to retail markets. While the energy package might indirectly impact upon retail markets via
wholesale market and new customer protection measures, the direct effect which retail market
design has on competition and the overall development of the electricity market also deserves
more attention. There are certain design features which determine the success of retail markets,
namely easy customer switching, clearly defined roles and responsibilities, market-based pricing
etc. In addition, the core elements of national retail market designs should be compatible with

2 EURELECTRIC Position Paper “Towards One Generic Switching Model in Europe” May 2006

% This includes customer data, consumption data and unique metering-point ID; in addition, where debt-
blocking or other contractual provisions to prevent a switch are permitted, the relevant information should be
available.

* EURELECTRIC Position Paper, “The Role of Retail Competition in Developing the European Electricity
Market”, November 2006.

> EURELECTRIC Paper, “Integrating Electricity Markets through Wholesale Markets: EURELECTRIC
roadmap towards a Pan-European Market®, June 2005.

® EURELECTRIC Position Paper “Towards European Intra-day and Balancing Markets”, October 2006.





each other (i.e. they should be interoperable). In this way, any integration of national retail
markets at regional level — along the lines of regional wholesale markets — could be performed at
least cost.

Overall, EURELECTRIC believes the time is right to consider the future of retail markets. As
noted in the introduction, the aim of this paper is to kick-start this debate by presenting a Reference
Retail Market Model for Europe. This model lists the key ingredients required for achieving
competitive retail markets in Europe. These ‘ingredients’ include measures which should be taken
in order to overcome key regulatory, market, operational, technical, and customer barriers to new
entry and competition.

3. The ‘Reference Retail Market Model’
3.1 The Rationale for this Model

At present, retail electricity markets in Europe are at various stages of development. Some markets
were liberalised over a decade ago, while others have either opened in recent years or will be
liberalised this year and are just beginning to see switching activity. In addition, even where
competitive retail markets have developed, they have developed to the extent that any future
integration of retail markets will be challenging. If a common reference market model could be
implemented which takes into account the key building blocks required for competition and future
interoperability of national markets, then large potential benefits from liberalisation would be
achievable.

Functioning competitive retail markets are necessary to allow customers achieve both greater
choice of electricity supplier and better choice of product (such as tariff offers, energy efficiency
advice etc). Where there is a sufficient number of suppliers there naturally follow a proliferation of
product offerings.

However, properly functioning retail markets are unlikely to develop where new entry is limited
by the fact that specific and costly applications are needed due to diverging market designs, rules
and processes.

In order to address these issues, EURELECTRIC has drawn up a ‘reference Retail Market Model’
which, on the one hand, outlines the key building blocks needed for functioning national retail
markets and, on the other, sets the requirements that allow for their interoperability and integration.
This does not mean that retail markets should be harmonised; it simply means that the various
national markets should have common features which promote competition, lower entry barriers
and facilitate integration in the future.

3.2. A Reference ‘Retail Market Model’ for Europe

There exist a number of key regulatory and market, operational and technical, and & and consumer
barriers to new entry and competition. These barriers can be overcome by way of common action
in the following areas:

1. Operational Issues
= Customer/Business Processes;
= Information Requirements;
=  Operational Platforms

2. Regulatory and Market Issues





= Legal Framework and Supervision;

= Roles and Responsibilities of Market Actors;
= Access to Networks and Related Services;

= Existence of Market Incentives;

=  Wholesale-Retail Market Link;

= Active Regional Market Integration

3. Consumer Issues
= Customer Protection;
= Public Service Obligations;
= Universal Service

3.3. Operational Issues

Business and Customer Processes

In order to supply a customer, suppliers must be able to undertake and complete a number of
complex wholesale and retail market processes. Therefore it is important to have clear rules as to
how each market party should interact..

Market processes can be divided into two main categories: business processes and customer
processes. Business processes are transactions between business actors operating in wholesale and
retail markets in order to carry out activities which form part of the electricity supply chain. These
actors have business-to-business relations and do not necessarily enter into contact with the final
customer. The core retail market processes are those that enable suppliers to serve customers. On
the other hand, the customer processes are those whereby the customer interacts with retail market
actors.

As the purpose of these processes is to facilitate customer activity and the delivery of electricity
products and services by the supplier on the market, business-customer processes should be
supplier-, rather than DSO-, focussed (see section 3.4 on industry rules for more information on
this).

Common Supplier-Customer Process Requirements

The most important relationship in retail markets is that of how suppliers interface or relate to
customers.

For retail markets to work, supplier-customer processes should be simple, quick and reliable. In
particular, it is important to ensure that customers can be confident that exercising their right-to-
choose their supplier will not have any negative effects on their electricity supply or bill. The
customer switching process therefore must be trustworthy.

Overall, even if consumer processes require complex and intense behind-the-scenes cooperation
between market actors, they need to work seamlessly and flawlessly from a customer point-of-
view. Tracking, troubleshooting and error prevention must be feasible throughout the process for
both the consumer and the supplier. ’

Overall, the core customer processes should include:

=  Accurate information provision;

" EURELECTRIC has already drawn-up a generic customer-oriented switching model, which sets a standard
for the way in which a customer can switch supplier. See EURELECTRIC Position Paper “Towards One
Generic Switching Model in Europe” May 2006.





= Contracting;

= Metering;
= Billing;
= Moving;
= Switching;

= Activating, deactivating.

Appropriate consumer support services, including dispute settlement should complement these
consumer processes.

Common Business-to-Business Process Requirements

A common retail market model should also ensure that core business-to-business processes are
carried out reliably and swiftly. This requires clear operational and organisational rules as
these processes necessitate a very high level of coordination between market actors. In a
liberalised retail market, network operators and other service providers must be able to interact
with, and provide services for, several supply companies. As such, complex processes involving
multiple business parties should be implemented swiftly, flawlessly, efficiently and on a large
scale. These business-to-business processes relate to:

= market information exchange;

= procurement of wholesale energy;

= balance settlement, payment and billing;
load profiling

as well as to business-to-business elements of the customer processes listed above.

Flawless and efficient implementation of business processes requires the interoperability of the
corresponding IT support infrastructure, for the same reason and in the same way as indicated for
retail customer processes.

See the annex for a more detailed description of typical customer and business retail market
processes.

Standardised Information Requirements

All processes require suppliers to communicate efficiently with consumers, the DSO(s) and other
relevant market actors. In a competitive retail market, market actors must be able to use a common
market-specific communication and data management system. For this purpose, information
requirements should be the same and a minimum level of information requirements should
be specific. Among the most important pieces of information are the identification of the metering
point, energy usage data and customer information. This information, incorporated in messages that
are used in the common processes, will provide the framework for a working customer interface.

Having a well-defined information requirements and well-defined processes also makes it easier for
customers to understand what is happening with their information. It is also much easier to track
where each process is going and thus provide customers with timely information on how their
requests are being handled.

Information technology plays a key role in the implementation of these core processes. It is,
however, important to separate the definition of information and processes from the
technology used to implement efficient information exchanges. This is important because new
technologies develop and it should be possible to make use of new and more efficient technologies
without having to remodel the whole business. That said, it would be beneficial if a common
technical standard could be agreed on, so that compatible information exchange can take place.





A common information requirement is in particular essential as regards the definition and the
format of the following customer information:

= Customer data (name, address);
= Consumption and metering information (metering unit, frequency);
= Metering/ delivery point identification

It is essential that the responsibility for managing the core consumer information, i.e. what is often
called the “master data”, is clearly defined. In addition, data exchange protocols and data
management systems used by all market actors involved in retail market processes should be
compatible.

A Common Operational Platform

A common retail market model should allow for a common operational platform for companies, so
that the same business solutions can be used in all European markets. Common operational
platforms reduce overhead costs for customers as the burden of development can be shared
in larger market areas, and across Europe. A common operational platform consists of common
business processes that make it possible for the market actors to operate with one another. This,
however, does not mean uniform technological solutions have to be introduced.

In addition, it is important to stress that a common operational platform requires that basic market
design, including the definition of the roles and responsibilities of the main market actors must be
sufficiently harmonised across Europe (see section 3.4 on industry rules for more information on
this). A core set of standardised and uniform processes and their translation into compatible IT
solutions would be an integral part of the common operational platform.

3.4. Regulatory and Market Issues

Supportive, Harmonised Legal Framework

Retail market design is ultimately decided upon by political decision-makers and regulatory bodies.
Many elements of a common market model can only be realised through regulation relating to non-
competitive activities, as these do not by themselves carry incentives to evolve along the lines of
the proposed competitive retail market model. In other words, alignment of this reference model
with DSO and TSO operations, the creation of favourable balancing, settlement and metering
systems, as well as some aspects of consumer protection should be carried out by national
governments and regulators. This may necessitate new legislation at national level. Overall, when
implementing a common market model it is important that Member States put the necessary
market legislation in place in a harmonised way.

Common Roles & Responsibilities

The roles and responsibilities of market actors need to be clearly defined in order to realise a
common market model. Currently, the different market models in Europe include multiple
variations on the roles of market participants. It is important to look at what value these roles bring
to the end customer and identify the basic roles that can be defined as part of the common market
model.

The main market actors, relevant for the common market model, are:

= customer;
= supply companies;
= distribution system operator;





= metering agent (where relevant);

= regulating authority;

= power exchanges with liquid spot and forward markets;
= balance responsible parties;

= transmission system operator.

The roles they perform (e.g. metering, billing) are outlined in section 3.3.

Furthermore, a general description of these roles should correspond to each other in each market.
For instance the metering role should be equivalent everywhere, regardless of which actor (e.g.
DSO, independent agent, etc) is actually responsible (a full description of what roles are typically
undertaken by which actors is outlined in table 1 and table 2 in the annex). In general, where the
actors differ, it is important that the role performed is equivalent in every country.

The harmonisation of key roles and responsibilities is the basis for the building of a common
operational platform (see section 3.3 above) capable of serving multiple suppliers, facilitating
entry, fostering competition and ensuring customer choice).

Equal Treatment of Supply Companies

In addition, in order for a competitive retail market to function properly it is essential that
companies have equal rights and there is a level playing field on the market. Equal access (1) to
customers, (2) to liquid wholesale markets, including trading platforms, (3) to networks and
network system services and (3) to critical information and 4) to wholesale and retail market
rule-making and changing arrangements, is essential.

Overall, it is necessary to ensure:

= efficient and non-discriminatory third party access for all suppliers (grid fees should allow
end customers to access the entire relevant electricity market, and should not be dependent
on the choice of supplier);

= uniform criteria for unbundling and neutrality in the treatment of suppliers by vertically
integrated grid companies;

= harmonised regulation of DSOs and TSOs;

= equal access to market and consumer information;

= equal access to liquid wholesale markets, including day ahead, intra-day, balancing and
forward markets (these should be created where they do not exist.8);

= single balance settlement mechanism within the market for all supply companies;

= asingle system of load profiling and reconciliation in the specific market;

= equal prerequisites for market players in all other relevant factors, e.g. taxation, demand for
legal separation;

= open rule-changing or rule-making arrangements.

A market that meets these criteria enables new suppliers to enter the market and operate on an
equal basis with existing suppliers. This will make it easier for the customer to exercise his right of
free choice of supplier.

Liquid and Efficient Wholesale Markets
A liquid wholesale market is a pre-requisite for a working retail market. Suppliers and consumers

can only drive competitive market processes if there is a working wholesale market. Suppliers need
to have access to forward contracts sold on exchange markets.

® Integrating Electricity Markets through Wholesale Markets: Eurelectric roadmap towards a Pan-European
Market, June 2005.





In particular, the existence of transparent and liquid balancing markets is one of the pre-
conditions of a working retail market.

TSOs play a central role here as they are often responsible for operating transparent balancing
markets, a key component of a liquid wholesale market. However, TSO and the other involved
market actors alone are not able to achieve liquid balancing markets unless there is clear and
sufficiently harmonised regulation in place, including the right incentives and penalties for market
participants.

TSOs are also important as they build and/or plan new transmission capacity necessary for linking
and integrating national markets.

Existence of Incentives

A sufficient number of suppliers will only be forthcoming if there is an incentive for companies to
stay and operate on the market, and new entrants find the market attractive to enter.

A market is attractive if there is a clear, stable, predictable and coherent regulatory framework
allowing companies to conceive and implement viable commercial strategies and earn a reasonable
return on their investments. But most importantly competitive market-based pricing is an essential
element for companies deciding to enter and stay in the market. A market characterised by price
intervention by authorities does not constitute an attractive market. A common retail market
model should see the elimination of price regulation, in particular price caps, on the competitive
market.

Likewise, DSOs and TSOs should be incentivised to efficiently invest in retail market-related
infrastructure and business processes, and be allowed to have adequate returns to recover the
investment and related additional operating expenditure. Otherwise, development could be slowed
down. In order to play this role, DSOs must be given clear rules to be able to define the necessary
standards, to set up the necessary processes, to establish appropriate organisation and install the
necessary technical equipment. This is a fundamental and challenging task, which is time-
consuming and costly and requires fundamental changes within the DSOs.

Anticipation of Future Market Integration

Working competitive retail markets cannot be established if there are not enough separate
independent players. Competition in retail markets can be enhanced by integration of geographic
markets, i.e. by combining smaller national markets into larger geographical areas or ‘regions’.

However, from a European perspective it is obvious that the underlying mechanisms for achieving
the benefits described above are currently very different. Different schedules, market designs,
market structures and objectives have led to this current situation. This means that it is only
possible to enter the market of another member state by investing in country-specific infrastructure,
systems and processes. In addition the current differing market models make pricing principles
artificially different, which makes it impossible to offer contracts on equal terms.

Retail market integration will benefit consumers, suppliers, and the society overall. However,
integration will also come at a certain cost, in monetary terms for market actors and in terms of
political commitment from the relevant authorities.

Despite this, as regional market integration is key to the development of a common electricity
market, national retail markets should be planned and designed so that they are compatible, along
the lines of this proposed (or another similar) reference model. However, as this compatibility
and/or interoperability will not happen by itself; all parties — including market actors, the





European Commission, regulators, governments and also customers — should play an active
role in ensuring that compatible systems, rules and processes are put in place.

3.5. Consumer Issues

Adequate Customer Protection Requirements

Customer satisfaction can exist only if there is transparency, protection and redress available for
the customer. In other words the customer must have trust in the market. Trust in markets and
making participation simple for consumers is the basis of a competitive retail market®.

Consumer protection needs to be approached in the context of a working competitive retail market.
The following three main areas are important for building trust and encouraging customer activity
in the market:

= search and selection of supplier;

= easy and trustworthy contracting; and

= accurate and clear billing.

The customer must have access to sufficient information on suppliers, prices, offers and contract
terms, and in general should be provided with the means to make queries and an informed choice
when selecting a supplier. In particular the contracting process and contract terms must be
transparent and fair; and changes in conditions must be announced in advance to allow customers
to decide whether to terminate the contract. There should also be adequate protection against unfair
marketing or selling practices.

Some of the aspects of customer protection require legislation, while others are better dealt with via
voluntary approaches by companies based on their dialogue with consumers.

Consumer legislation, both general — relating to all sectors — and specific — relating to electricity —
already exists in most Member States, and there is also a general EU framework. It is important to
note that consumer legislation may and often does result in differing consumer processes and
thus present an obstacle to implementing a common retail market model. In addition, differing
national consumer regulation may and often does erect entry barriers and thus hinder market
integration. Onerous and over-detailed consumer regulation may also be detrimental to market
dynamism and may stifle competition. Therefore, in a competitive market, consumer protection
regulation can serve consumers best if it is limited to high-level principles and provides a
general framework of working safeguards.

The model should ensure balance between customer protection and the freedom of companies to
introduce innovative products, and incentivise companies to adopt voluntary codes of conducts on
selling and marketing. It must also eliminate those differing elements of consumer protection
practices and legislation that hinder the introduction of a harmonised design in retail markets.

Public Service Obligations

Overall, in the long run, competition is the only way to ensure high quality supply for all at a
reasonable price™.

However, where imposed, obligations placed on suppliers should be proportionate to their original
aim. If too many, or overly onerous, obligations are imposed, the effect will be to limit retail

® See EURELECTRIC Comments on ERGEG Best Practice Propositions on Transparency of Prices,
Customer Protection and Supplier Switching Process, April 2006.
0 EURELECTRIC Report on Public Service Obligations, February 2004





competition. Therefore reasonable limits should be set to social, or other types of public service
obligations, so that suppliers remain in a position to offer customers a choice.

In addition, if a public service obligation is imposed on a supplier, this should be clearly defined,
temporary, transparent and non-discriminatory. There should be fair compensation for the extra
cost, based on calculations that allow all costs to be accounted for. In particular, policy aims in the
areas of security of supply and environmental protection can and should be achieved by way of
market-based mechanisms.

Where the above conditions are met, suppliers can compete on a level-playing field.
Universal Service

Again, competition is the only way to ensure high quality supply for all at a reasonable price.
However, if supply-related public service (universal service) obligations are put in place, each
role performed should be clearly defined (i.e. ‘default supplier’, ‘Supplier of Last Resort’ and/or
vulnerable customers etc). Furthermore, in this instance, affected customers, i.e. vulnerable
customers, should be clearly distinguished from other customers. The current divergence in
definitions and roles of the supplier of last resort/default supplier is presently one of the largest
barriers to the convergence of national markets towards an integrated common electricity market.

Regardless of how it is defined, the selection and exercise of the SLR function must not harm
competition on the market. As a general principle, the SLR should be used only as an exception to
the generally applicable supply conditions, in clearly defined cases and for limited categories of
consumers. It should not become a general supplier of retail customers, i.e. all households and
small businesses.

With regard to companies under obligation to fulfil a universal service obligation, it is essential that
they be remunerated fairly, according to the real costs incurred. In the case of supply to customers
with economic problems, this supply should not imply any extra cost either to the supplier or to
other customers through cross-subsidies. Vulnerable or disadvantaged customers who are directly
supplied here should have the possibility to obtain support from the responsible authorities via
social security or similar funds. This would help create a level playing field for suppliers. It should
be left for the Member States to select concrete solutions for this role.

Furthermore, customers will have more incentive to become active if the so-called existing ‘default
supplier’ is not allowed to charge less than the market price. More emphasis should in our view
be put on the need to ensure that prices for default suppliers are set on the market. A higher-
than-average market price for the default supplier would seem to be a natural consequence of his
obligation to be continuously available and to bear the related risks, and would create sufficient
incentives for customers to become active.

Overall, these roles should be clearly defined and designed to function with, and not in place of, the

market.

4. Conclusion

The purpose of this paper is to start a debate on how to make retail markets in Europe more
efficient, competitive and customer-focussed.

EURELECTRIC is of the view that a broad consensus on a common ‘reference Retail Market

Model’ is a necessary first step in this process. The model proposed in this document puts forward
the necessary building blocks in terms of regulatory, market, operational, technical and consumer
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solutions which are necessary to ensure that retail markets are both viable for suppliers and
attractive for consumers.

A common market model, such as the ‘Reference Retail Market Model’ presented here, is also an
essential step on the way to integrating national retail markets into larger areas, at regional and
ultimately at Pan-European level. This step should be taken to complement the on-going market
integration currently being undertaken at wholesale level.

While integration is instrumental in building properly functioning competitive markets for small-
and medium-sized Member States — where critical mass is a significant commercial barrier to entry
— it also brings substantial benefits for consumers and suppliers in larger markets. Therefore a
further step would be to consider concrete ways of integrating retail markets and to agree on the
approach which brings the most benefits at least cost.

In view of the crucial role retail markets play in the development of electricity markets, the
European Commission, the Member States, the regulatory authorities, with the involvement
of all stakeholders, need to establish a political process that will look at putting in place a
comprehensive and coherent retail market roadmap for Europe. This roadmap should address
the desired level and means of market integration, including possibilities for cross-border
contracting, the selection of an appropriate reference retail market design, as put forward in this
paper, and the steps and actions required to gradually converge national solutions with a view to
developing regional and ultimately European retail markets. EURELECTRIC is committed to
being an active participant in this debate and is willing to bring its full support to such a political
process.
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Annex: Retail Market Structure, Actors & Processes

General Structure of Retail Electricity Markets

A retail electricity market is a market where customers buy electricity supply for their own needs.
The retail market combines all the underlying elements of the electricity value chain (generation,
transmission, distribution and supply services) and brings these to the end-customer in the form of
an electricity supply contract.

The wholesale market is the market that makes generation output available for the so-called
wholesale buyers, buying mainly for resale. Wholesale markets are often organised in power
exchanges pooling available generation output into one market place open for all buyers. A
significant part of wholesale market is made up trade in standard and non-standard contracts over-
the-counter (OTC), i.e. either though a broker or bilaterally between producers and suppliers*.

Transmission and related services are an essential and highly-specific part of an electricity retail
market. Unlike any other products, electricity cannot be stored and therefore any consumption must
be balanced at any point of time with equivalent production. This feature makes the reliable
functioning of the electricity networks an essential element of the market. There are two levels of
the electricity network usually distinguished: transmission and distribution. Transmission is the
transport of electricity through high voltage grid typically connecting generators with the agents
operating on the wholesale market, while distribution is the transport of electricity on the low- or
medium voltage grid typically serving for the resale of wholesale electricity to final consumers.

The scope of the retail electricity market is illustrated below:

The Retail Market is Part of a Value Chain

[ | OTCtrade
Large end-users I
Competitive /
arena o Electricity Sales End users, )
/ Power exefiange ' > companies > consumers

Price formation in
Supply ) thewholesale Demand |
market

Generation

Regulated

Transmission and system operation Distribution
monopoly

1 EURELECTRIC report, “Regulatory Aspects of Electricity Trading in Europe”, February 2003.
EURELECTRIC paper, “Integrating Electricity Markets through Wholesale Markets: EURELECTRIC Road
Map to a Pan-European Market”, June 2005.
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Key Actors & Roles in Electricity Retail Markets

The main electricity market actors include wholesalers (power exchanges, OTC broker or other
trader, generation companies), Transmission System Operator(s) (TSOs), the Distribution System
Operator(s) (DSO), generators, suppliers and customers®. For electricity markets to function
properly, specific roles such as meter reading and balancing need to be made clear.

Retail electricity markets must have certain necessary operational characteristics, or building
blocks, in place for competition to be possible. One of the main roles relates to market facilitation
and information provision — TSOs, DSOs, metering agents (where applicable) and wholesalers are
of central importance here®®. In order for market participants such as suppliers, customers and
generators to interact with these actors, there must exist common retail and wholesale ‘operational
platforms’ whereby all participants can get easy and equal access to system, price and customer
information.

The TSO has a central role in making the wholesale market work, which is the operational platform
on which the retail market is built. The TSO also has responsibilities directly related to the
functioning of the retail market. In particular, it must work with suppliers in balancing the energy
used in its system and provide settlement for this balancing service. It may also have a role in load
profiling and may have a role in billing and metering.

Another key role is played by the DSO. The DSO has an important responsibility to provide
connection to the grid and access to the delivery point for both the end- user and the supplier. It is
often the holder of critically important information for the functioning of the retail market, such as
consumption data, customer information and delivery (metering) point identity. In most states, the
DSO is the facilitator of most retail market transactions, in particular between itself and suppliers,
between the TSO and suppliers and between customers and suppliers. The DSO also, quite often,
has a central role in metering, billing and load profiling (however, the responsibility for metering
and billing can in some cases remain or be transferred to other market actors, such as suppliers or
independent agents). The DSO also often serves as a contact point for consumer as regards
technical issues relating to the network and the quality of supply, i.e. the infrastructure part of the
retail market. Overall, the DSO and the TSO have an essential role in physical delivery. They may
also play an important role in providing operational platforms for both wholesale and retail
markets.

Another key building block of the competitive retail market is the wholesale market and the trading
platform it often provides, such as power exchanges and OTC markets. Liquid wholesale markets
allow suppliers to match their purchases to their sales.

Beyond market infrastructure, the key drivers of competition are suppliers and customers.

The supplier procures energy in the wholesale market and provides products and services in the
form of contracts to final customers. In efficiently functioning retail markets, it is in a supplier’s
commercial interest to make use of market mechanisms to achieve the most efficient, innovative
and best quality customer solutions. In the retail market, suppliers usually become the “single point
of contact’ for customers and, as such, serve as the customer interface in processes such as

12 \Where metering and billing are organised as separate functions, metering and billing agents also become
principal actors.
B This view is expressed in EURELECTRIC’s “Contribution to the Consultation on the Sector Inquiry”
April 2006.
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contracting, switching, billing, queries and counselling, dispute settlement, etc. Suppliers may also
take responsibility for communication with the customer relating to grid connection and network
services procurement (based on an agreement with the relevant DSO where applicable).

The purpose of a retail market is to satisfy customers’ needs, in particular to deliver electricity
supply in the quantity requested at the best possible price and to provide related services (such as
flexible payment and billing solutions), demand-side management options (such as differential
tariffs), modern metering technologies, consumption and energy saving advice and services,
consumer information, and so on. Consumers are at the heart of any working retail market. They
exercise buying power by choosing between rival supply companies and their respective offers.
Customer choice translates into price signals which in turn cascade through the entire electricity
value chain. Price signals provide information for market actors to decide on investment in new
production, transport and interconnection capacities. They drive innovation in a working retail
market as they provide suppliers with incentives to introduce ever more efficient solutions and
procure at the best price to ensure commercial success. Consumers also drive market integration as
they seek out suppliers who offer the best possible price and reward those suppliers who are
capable of harnessing market opportunities.

To summarise, the basic structure of the electricity retail electricity is illustrated in below.

The Retail Market Structure

The end-customers relation to the The retail marketis a team effort Wholesale market, common
electricity market of all actors within the market exchange

Customer connects, switches
supplier or moves

DSO 750 ~ B
Customer gets delivery and invoice 1l | ; VEVhOAesale
xchange
: : Balance e
Retail supplier e —— ret

Information and queries >

Interface to the

Customer Interface Market processes wholesale market

Core Retail Market Processes

The previous section outlined the roles and responsibilities of the various retail market actors. This
section describes how these actors facilitate customer movement and customer switching.

In order to supply a customer, supply companies must be able to undertake and complete a number

of complex wholesale and retail market processes. Therefore it is important to have clear rules as to
how each market party should interact and coordinate.





Market processes can be divided into two main categories: business processes and customer
processes. Business processes are transactions between business actors operating in wholesale and
retail markets in order to carry out activities which form part of the electricity supply chain. These
actors have business-to-business relations and do not necessarily enter into contact with the final
customer. The core retail market processes are those that serve suppliers to serve customer. On the
other hand, the customer processes are those whereby the customer interacts with retail market
actors. From the point of view of a working retail market, the most significant processes are

transactions between the customer and supplier.

The main retail business processes are listed in the table 1 below. (In some countries it should be
noted that the DSOs activities in the area of metering are undertaken by a separate metering entity.

Therefore the below tables are indicative).

Table 1

Core Retail Market Process: Business-to-Business

Roles (& related Transactions/ Business
Processes)

Actors

Market information exchange (energy prices,
availability of transmission and distribution network
capacity)

Generator/Supplier (as market
participants);

Wholesale Market Trading Platform
(primarily Power exchange),

TSO (responsible for balancing, as
transmission operator);

DSO (as distribution operator)

Procurement of wholesale energy from the
wholesale market (trading, spot trading, forward,
future contracts)

Supplier (as buyer in wholesale market);
Wholesale ~ Market  Seller  (power
exchange, generator, trader, broker)

Consumer information exchange (consumption

Supplier (as seller in retail market);

old and new supplier, access to delivery point)

data, load profiles, consumer information, delivery | DSO (as meter owner, meter
and metering point I1D) operator/reader and meter point registrar)
Balance Settlement (payment and billing) Supplier
DSO
Balance responsible supplier
Contracting with consumer (consumer, | Supplier (supply contract);
consumption and delivery point information | DSO (connection contract)
exchange, access to delivery point)
Establishing consumption data of consumer for | Supplier;
billing purposes DSO (as meter operator/reader)
Other meter responsible agent,
Billing of consumer Supplier;
DSO;
Balance responsible party
Switching of consumer (consumer, consumption | Supplier (old and new);
and delivery point information exchange, | DSO (as meter operator/reader)
notification of old and new supplier, access to
delivery point)
Moving of consumer (consumer, consumption, | Supplier (old and new);
delivery point information exchange, notification of | DSO  (as  meter  owner,  meter

operator/reader, meter registrar and data
collector)

Termination of contract with  consumer
(natification if consumer, consumption and delivery

Supplier (supply contract);
DSO (connection contract)
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A list of core customer processes is presented in Table 2.

Table 2
Core Retail Market Processes: Electricity Industry-Customer Interface
Queries Supplier — Customer
Contracting (including terminating contract) Supplier — Customer
Establishing consumption data (metering, | Supplier — Customer in case the supplier is
self-reading, estimate based on load profile) responsible
Billing Supplier —Customer
Switching Supplier (old and new) — Customer
Moving Supplier (old and new) — Customer
Dispute settlement Supplier — Customer

Most customer processes can only be provided if the supplier closely cooperates with other market
actors such as the DSO and the TSO. The processes that need complex behind-the-scene
arrangements include the provision of energy for the consumer (wholesale market, TSO, DSO), the
delivery of energy to the customer (DSO, TSO), billing (DSO, TSO, and balance responsible
party), metering (DSO, TSO, metering agent), switching (DSO, metering agent, old and new
suppliers) and moving supplier (DSO, metering agent, old and new suppliers).

The interdependence of the parties results in the need to have efficient information exchange
mechanisms in place. This interdependence and the need for prompt and effective communication
can be illustrated by the example of the process of a customer entering into a new supply contract.

A supplier can only offer a contract for the customer, if it has access to that consumer’s relevant
information, in particular its identity (address, name, etc), delivery point/ metering point
identification and consumption profile. Likewise, the supplier must be sure that it will be able to
procure wholesale energy which it plans to sell to the consumer, The supplier must also be
confident that it will be able to reasonably manage risks related to unforeseen changes in its clients’
consumption and to underlying wholesale market conditions, as well as other risks inherent in a
market.

Overall, due to the need for complex, multi-party transactions to supply consumers in a competitive
retail market, it is essential for the working of retail markets that suppliers have access to relevant
market and consumer information. In addition, the existence of an efficient information exchange
between transacting parties is another essential pre-requisite for a well-functioning retail market.
As information exchange and access to relevant information must be secured at a massive scale,
automation and the use of IT technologies is an integral part of both serving the customer and
interacting among involved business parties.





Vi






