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EURELECTRIC is the voice of the electricity industry in Europe.

We speak for more than 3,500 companies in power generation, distribution, and supply.

We Stand For:

Carbon-neutral electricity by 2050

We have committed to making Europe’s electricity cleaner. To deliver, we need to make use of all low-carbon technologies: more renewables, but
also clean coal and gas, and nuclear. Efficient electric technologies in transport and buildings, combined with the development of smart grids and a
major push in energy efficiency play a key role in reducing fossil fuel consumption and making our electricity more sustainable.

Competitive electricity for our customers

We support well-functioning, distortion-free energy and carbon markets as the best way to produce electricity and reduce emissions cost-efficiently.
Integrated EU-wide electricity and gas markets are also crucial to offer our customers the full benefits of liberalisation: they ensure the best use of
generation resources, improve security of supply, allow full EU-wide competition, and increase customer choice.

Continent-wide electricity through a coherent European approach

Europe’s energy and climate challenges can only be solved by European – or even global – policies, not incoherent national measures. Such policies
should complement, not contradict each other: coherent and integrated approaches reduce costs. This will encourage effective investment to ensure
a sustainable and reliable electricity supply for Europe’s businesses and consumers.

EURELECTRIC. Electricity for Europe.
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Executive summary

EURELECTRIC closely follows the ongoing work on tariff harmonisation as transmission tariffs
influence investment and dispatch decisions and eventually also cross-border competition.
ACER’s ongoing work in this field is important for the continuation of electricity markets’
integration and for ensuring a level playing field. In this respect, EURELECTRIC suggests a number
of overarching principles that should be followed when deciding on how transmission tariffication
systems should evolve. The main objective of these is to make tariffication compatible with an
energy system that is moving away from a set of national markets into a European integrated
market.

For the sake of clarity, EURELECTRIC emphasises that this paper only addresses tariffs paid by
generation plants connected to the transmission grid, not distribution tariffs or transmission
tariffs applied to the load. There are good reasons to treat generation and consumption
differently with regard to grid tariffs: their behaviour has different impacts on the grid and since
TSOs want to incentivise opposite behaviours for generation and load, it makes perfect sense to
use different tariffication approaches for those two categories of grid users.

Regarding grid tariffs applied to the load, EURELECTRIC believes that these should mostly be
power-based (i.e. charged in €/MW). EURELECTRIC intends to publish a paper in Q1 2016 on
distribution grid tariffs, including the treatment of distributed generation and self-consumption.

The cost structure of transmission and distribution grids is very similar, and this could lead to
similar principles being applied to transmission and distribution grid tariffs. However, as
transmission grids are an essential piece to ensure a playing field for European wholesale
electricity markets, harmonising them is a fundamental element for the integration of national
wholesale markets. On the other hand, full harmonisation of distribution tariffs is probably
neither feasible nor necessary.

Taking all these elements into consideration, EURELECTRIC suggests that the following principles
be applied for transmission tariffs paid by generation plants (G charges):

 The structure and value of G-charges should be harmonised throughout Europe to avoid
price, dispatching and investment distortions;

 The existing caps on the level of G-charges should be maintained as an interim insurance
against market distortion;

 To guarantee maximum harmonisation and minimise distortions in generators’
investment and dispatching decisions, all systems should gradually move towards a G-
charge as close to zero as possible;

 In particular, to minimise distortions on generators’ behaviour, the power-based charges
(€/MW) applied to generators should be set to zero as fast as possible;

 The basic objective of transmission tariffs is to recover transmission costs. However, they
are sometimes also used to recover the cost of losses or ancillary services. This
constitutes an obstacle for tariff harmonisation and these elements should therefore be
removed from transmission tariffs and be charged separately. TSOs should use markets to
satisfy these needs.

 Ensure transparency and predictability;

Finally, EURELECTRIC thinks that the reform process of transmission tariffication structures
for generation could benefit from proper regulatory impact assessments and a strengthened
role of ACER in the process.
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1. Different tariff structures and their impact on market behaviour

Transmission tariffs can exist in different forms or contain multiple components. These different
forms have different impacts on market behaviour and may thus be more or less suitable to
facilitate market integration:

o Connection fee (€/MW) or (€)  for new connections;
o Power-based grid user fee (€/MW);
o Volumetric (or energy-based) grid user fee (€/MWh);
o Other costs included in transmission tariffs: losses and ancillary services.

The split between these different elements of transmission tariffs might vary for different groups
of transmission grid’s users. Typically, there are differences between generation and load. It
might also depend on the time-variability of the different components, i.e. a critical peak pricing
based on energy injection might be comparable to a power-based grid user fee.

The average value of all power-based and energy-based charges is currently caped according to
levels defined in Annex B(3) of Regulation 838/2010.

1.1.The connection fee

Connecting a new generation asset or load to the transmission grid is a one-off cost, which
normally covers the cost of physically connecting these to the grid (new line, new substation,
etc.). The costs covered by the connection fee can vary, leading to different types of connection
fee:

- Super shallow: all costs related to the grid connection are socialised (i.e., incorporated
into the transmission tariff paid by all network users);

- Shallow: only the costs directly linked to the connection are paid by the requesting party,
while other further upstream costs are socialised;

- Deep: all costs linked to the grid connection are paid by the requesting party, including
the costs deriving from the adaptation of the grid further upstream (line reinforcements,
new substation, etc.).

As any residual costs in a shallow connection tariff regime must be covered by the power-
based/volumetric (or energy-based) grid user fees, the implications of different  designs of
connection fees become more evident when incremental costs are rising. For example:

- in a system with little spare transmission capacity and high growth, incremental costs
might be high, so a shallow connection fee would have a significant impact on other users
of the network;

- in a system with spare transmission capacity, incremental costs might be low;
- in a system with significant spare transmission capacity and/or projected flat future

growth, incremental costs could be close or equal to zero.

1.2.The power-based grid user fee:

A power-based grid user fee is a recurring fee for the use of the transmission grid, depending on
the connecting power (€/MW) but irrespective of actual grid use. Current power-based grid user
fees sometimes give locational and time-of-use (ToU) signals.

Power-based grid user fees act as a fixed cost for generation. Therefore, they impact generation
investment decisions but should in theory be neutral on short-term dispatching decisions.
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However, including for example ToU signals in the power-based charge can impact dispatch
behaviour as it may discourage generation from using the grid at certain times. Locational signals
included in the power-based grid fee impact long-term generation investment/divestment
decisions.

1.3.The volumetric (or energy-based) grid user fee

A volumetric (or energy-based) grid user tariff is charged on actual grid use (€/MWh). It can also
include locational and ToU signals.

Divergences in volumetric charges will lead to market distortions and directly impact the market
outcome, as generators will include such costs in their pricing.

1.4.Other costs included in transmission tariffs: losses and ancillary services

Transmission tariffs are sometimes used to recover the cost of losses or the cost of ancillary
services.
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2. EURELECTRIC’s suggestions for overarching principles to harmonise
the European tariffication systems

2.1.Tariffs should be designed to minimise distortions of market parties’ operational and
investment decisions

Divergences in the structures and levels of transmission tariffs will lead to market distortions and
directly impact the market outcome, as generation will include such fees in their pricing. These
differences will also impact generation investment decisions.

The integration of day-ahead, intra-day and balancing markets is now an urgent priority. It is also
acknowledged that capacity markets should be open to cross-border participation or should have
a regional scope. The harmonisation of transmission tariffs and their methodologies is a third
necessary element for a successful development of a European electricity market.

Therefore, different approaches to transmission tariffs in different countries should be avoided as
this distorts both the market and the future deployment of generation.

2.2.Existing caps on the level of transmission tariffs applied to generators should be kept as
an interim insurance against market distortion

The current caps on the average level of transmission tariffs are a crude instrument, since they
refer to average values but do not lead to the harmonisation of tariff structures. However, they
are a useful interim measure while progressing towards a real harmonisation of transmission
tariff methodologies.

EURELECTRIC advocates a harmonisation in both the structure of transmission network tariffs and
the costs they cover to avoid distortions in both the long-term investment market and the short-
term dispatch market. For most TSOs, this would require significant changes to their current
methodology and tariff structure, and this may take time to implement. To avoid widening the
differences in transmission tariffs imposed on power injections during the transition period, we
ask to keep the caps for annual average transmission charges in Annex B of Regulation 838/2010
unchanged.

At the same time, the three exemptions in Annex B should be further defined to avoid the
creation of loopholes. The definition of exemptions should follow the principle of cost-
reflectiveness. If it is not possible to (i) define, (ii) harmonise and (iii) limit the use of the
exemptions, then they should be taken out.

2.3.For a maximum harmonisation and minimal distortions in generators’ investment and
dispatching decisions, all systems should gradually move towards a level of
transmission charges applied to generators as close to zero as possible

Transmission tariffs should be designed in a way that takes the elasticity of demand for
transmission grid usage fully into account. Some market parties react stronger to tariffs than
others. These market participants that show more elasticity should carry a smaller part of the
residual costs than other market parties, thereby ensuring that distortions in the operational and
long-term decision of market parties is minimised. In general, the behaviour of generators is more
sensitive to transmission tariffs than that of load, so transmission tariffs applied to generators
should tend towards zero.
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Reducing generation transmission tariffs poses the question of whether this approach should be
extended to distributed generation and self-generation connected to the distribution grid. The
cost structure of transmission and distribution grids is very similar, and this could lead to similar
principles being applied to transmission and distribution grid tariffs. However, as transmission
grids are an essential piece to ensure a playing field for European wholesale electricity markets,
harmonising them is a fundamental element for the integration of national wholesale markets.
On the other hand, full harmonisation of distribution tariffs is probably neither feasible nor
necessary, and the elasticity of self-generators to transmission tariffs is not necessarily the same
as that of large generation units connected to the transmission grids.

In any case, this remains an open question, which will be dealt with by EURELECTRIC in a future
paper on distribution grid charges.

2.4.Power-charges (€/MW) applied to generators should be set to zero as fast as possible

EURELECTRIC considers that distribution grid tariffs should progressively give more weight to the
power-based (€/MW) component versus the energy component. Reducing the power charges
applied to generators seems contradictory with this position. However, there are good reasons to
treat generation and consumption grid tariffs differently: their behaviour has different impacts on
the grid.

A power-based charge on the load will incentivise them to minimise their maximum use of the
grid, thus reducing both the need for grid infrastructure and for firm generation. Yet, a power-
based charge imposed on generators will incentivise them to minimize their maximum power
contribution to the system, thus reducing firm generation capacity.

Incentives for optimal behaviour in peak hours are another possible example: if generation and
load are both subject to the same time-differentiated power-based charges (€/MW), both are
discouraged from using the network in peak hours. Reduced consumption in peak hours stabilises
the net but reduced generation in peak hours has the opposite effect. Since TSOs want to
incentivise opposite behaviours for generation and load, it makes perfect sense to use different
tariff approaches for those two categories of grid users.

Reducing generation transmission charges down to zero would be inconsistent with maintaining
current schemes of locational signals in transmission tariffs. However, a majority of EURELECTRIC
members considers that these locational signals are not compatible with the harmonisation of
transmission tariffs and these geographical price signals should be given by other elements such
as price differences amongst bidding zones.

2.5.Elements such as the cost of losses or ancillary services should be removed from
transmission tariffs and charged separately. TSOs should use markets to satisfy these
needs

To prevent distortions, it is crucial to ensure that transmission tariffs only consider transmission
investment and grid operation costs. Other costs or taxes not strictly related should be removed
from the transmission tariff in order to guarantee harmonisation of the tariff structure. In
particular, using the transmission tariffs to recover network losses and ancillary services
introduces a distortion, so these costs should be recovered through different mechanisms.
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In any case, TSOs should use markets to procure losses and ancillary services and reduce their
costs. Setting up an effective intraday and balancing market and defining market solutions for the
procurement of system services and losses gives grid users the necessary information to reduce
or increase their electricity production and support the operation of the grid. In order to be
efficient, these markets should be accompanied by the implementation of TSO incentives giving
them an adequate signal to optimise the amount of services they buy and to minimise
procurement costs.

2.6.Transparency and predictability

Transparency and predictability are critical further principles for a good tariffication system.
From the viewpoint of promoting effective competition, it is important that network users are
well informed about tariffs and their drivers. Tariffs should move in a predictable manner and be
known in advance. If this is not the case, users will perceive a heightened degree of regulatory
risk. In some European countries transmission tariffs are highly opaque and/or difficult to predict.
This increases the level of risk for market participants, which will be reflected in higher prices on
wholesale energy markets and thus higher cost to end consumers. Transparency and
predictability should also make it also easier for TSOs to invest in the transmission grid.
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3. EURELECTRIC’s suggestions regarding the transmission tariff reform
process

3.1.Regulatory Impact Assessment

It should be in the natural interest of national regulatory authorities (NRAs) or other state
responsible bodies to carry out proper and objective Regulatory Impact Assessment (RIA) of an
international dimension before introducing any kind of new transmission tariffs or introducing
any change into the transmission tariff structures. This should be done especially in countries
which are quite well interconnected with their neighbours or regionally and where such change
could have a cross-border impact. In such cases, the RIA should assess effects on the wholesale
market functioning, cross-border trade and further market integration whilst taking into account
that “…average charges for access to the network in Member States should be kept within a
range which helps to ensure that the benefits of harmonisation are realised”1. Unfortunately, this
is not always the case. This is why we propose to set up an obligation on NRAs or other state
responsible bodies to carry out an in depth RIA involving all related market participants and
stakeholders before introducing changes to the structure of transmission tariffs that could be of
cross-border relevance. Only after a positive RIA outcome could the relevant state authority
proceed further. In this regard, real and proper harmonisation of transmission tariffs is a crucial
condition to avoid any further negative impact on wholesale electricity trading including cross-
border trade and further market integration.

More generally, it would be welcomed to create a platform (or to use an existing one) to promote
and encourage relevant NRAs or state authorities to communicate with other NRAs (or state
authorities), ACER, the Commission and stakeholders on the planned actions and interventions
before these are enforced to ensure the full compatibility with the principle of an efficient market
and to avoid potential drawbacks.

3.2.ACER’s role

ACER should play a stronger role in promoting and ensuring regional and EU-wide harmonisation
of transmission tariffs and in guaranteeing the coherence of national regulatory measures
influencing the development and functioning of a single market. ACER´s role could be
strengthened especially in relation to regulatory oversight, including ordinary, fair and proper
assessment and review of national regulatory decisions affecting cross-border trading and
possibly breaching the principles of common energy market, cross-border trade and competition.
In this regard, ACER could be an arbitration body once improper transmission tariff structures
charges related to generators affecting wholesale electricity market functioning are detected.

1 Regulation 838/2010 whereas (10)
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