Hellmut Wollmann

The involvement of the local authorities/ municipas in the provision of energy/electricity

— an international perspective

The international section of ANNUAIRE 2007 is me&o provide some internationally

comparative information and perspective to the égamelated articles in this volume.

The authors who were invited to contribute to timgernational section dwell ofGreat
Britain, Norway, Sweden, Germany, Itadyd Hungary. By selecting these countries it is
intended (and expected) to give an instructiveh@as even representative overview of
development and trajectories which the role andlirement of the municipalities have
undergone in the energy sector whereby the foctisi®fection is directed at the provision of
electricity. The comparative view should offer gisis into similarities and dissimilarities and
into the “convergence” or “divergence” of the na@b trajectories and into the reasons and
factors that explain such variance.

The country reports of this section have been &uhpred by Prof. John McEldowney (on
Great Britain), by Prof. Harald Baldersheim and Dag Harald Claes (on Norway), by Dr.
Jenny Palm (on Sweden), by Prof. Hellmut Wollmamm Germany), by Dr. Andrea Prontera
and Dr. Guilio Citroni (on Italy) and Dr. Pal Vakamy (on Hungary). | wish to extend Prof.
Marcou’'s and my thanks to the authors for contrigutto this year's issue of the
ANNUAIRE.

This brief initiatory article will come in two pat First, in introducing and referring to the
individual country reports and their respectivehaus, a “broad brush” overview shall be
given on the stages and features that the ralleeofunicipalities has undergone in the three
crucial components of the local provision of eledy, that is, in the production,
transmission and distribution of electricity. Sedpsome other key approaches and strategies
in which the local authorities have come to be gedain the energy sector (for instance in

energy saving and environmentally friendly enenggtegies) shall be shortly addressed.



1. Developmental lines of the involvement of the lcmathorities/ municipalities in the

provision of energy/electricity

In the following three developmental stages shalldistinguished in order to provide a
“frame” for the information and arguments put fordidy the country-related contributions to

the this section — with references to be madedadbpective authors.

1.1. Historical background (“starting conditions™)

In all countries under consideration the provisidrenergy, that is, of gas and of electricity,
for the local population as well as for the loaadlustry, has become an early concern and
responsibility of the municipalities. While the prsion of gas and electricity became also
sector of private investors and entrepreneursptheicipalities were faced with the need to
establish municipal corporations of their own, ofia an effort to come in and “bail out”
where private enterprises failed.

In Great Britain which was a European frontrunner in the indussagion and urbanisation
process, the engagement of the local authoritigkarprovision of energy dates back to the
beginning of modern local government, at leastesib@35, when energy was seen as falling
to the local authorities as part of a wider funcéb profile. At that point of time the
production of gas and electricity was often linkediocal coal mines (see McEldowney in this
section).

In Germanythe provision of gas and electricity was also seean early responsibility of the
municipalities and as essentially pertaining to tMmaGerman is called, in a difficult to
translate term, Daseinsvorsorge(see Wollmann in this section).

In Norwaythe early engagement of the municipalities was goasusly shaped by the very
geographical features of the country with an aboondaof waterfalls which, in an all but
“path-dependent” manner, put the country on a “byglower” track and led many (small)
municipalities, located in and isolated by fjortts,have their own power station and local
transmission grid for local supply. By an earlyiggtive move (1906, 1917) Norway has a
legal provision which discourages foreign investoosn purchasing the financially attractive
waterfalls and has given “public institutions (meipalities, counties and the state) complete
control over the Norwegian energy sector” — evecai(see Baldersheim and Claes in this

section).



In Swedentoo, energy provision was seen as a key responsibilitie@@municipalities, once
Sweden’s modern local government system was séh J862. As for geographic reasons
hydro-power production was in the waterfall-richuntainous North and taken on by large
companies which also operated the long-distangle Yoltage lines, it became an (again all
but “path-dependent”) “Swedish” pattern (see Painthis section) according to which the
production of energy was largely left to the largempanies (such as the State-owned
Vattenfall which was established in 1907), whilee tlocal transmission grids and the
distribution were, to a large extent, handled kg ttunicipalities and their municipal energy
corporations.

In Italy, in the late 18 century, many of the municipalities, even largesnpreferred to
“outsource” the local energy provision to privatgezprises. In doing so, they fell in line with
a practice which was embarked upon by many (often sery small) municipalities in
France. In 1903, in view of supply deficienciesig from this system, national legislation
was passed that set the legal frame for publigias] including electricity, to be taken up and
provided for by municipal (public law) corporatiorfsunicipalizzate)(see Prontera and

Citroni in this section).

In a similar vain,Hungary which at that time was part of the Habsburg mdmargaw an
expansion of municipally owned energy corporatigrasticularly in Budapest particularly in
the period between 1900 and 1920 (see Valentitlyisnsection).

In short, in the development until the First Wovithr, the countries, notwithstanding notable
differences, showed a broad similarity in that tenicipalities, operating either directly (en
régie) or through municipal corporations, were ggghin the local provision of energy.
While in Norway this responsibility fell almost @&edy to the public sector, particularly to the
municipalities, the other countries showed a mixpofvate corporations and municipal

corporations.
1.2 Development after 1945: departure towards diffetesiectories
The development after 1945 was characterised Hdyagpsdivergence of the trajectories, as

some countries (at first Great Britain and latalyltand also, under glaringly different
politico-economic circumstances, Hungary) embaripdn nationalising the energy sector,



while in the other countries (Norway, Sweden andn@y) the traditional involvement of

the municipalities in local energy provision wataneed and continued.

In the UK the Labour-led government that took adfafter 1945 made the nationalisation of
the energy sector a crucial element of its all-ai®mpt to restructure the country’s public
sector and national economy (see McEldoney in $iistion). The 1947 Electricity Act

transferred local power plants as well as privatergy enterprises into a single nationalised
industry. Later, under the Electricity Act of 195Te Central Electricity Generating Board
(CEGB) was established which was meant to createifeed system for the generation and
transmission of electricity across the U.K. Thirg historically grounded direct involvement

of the local authorities in the energy sector céonen end.

In Italy, the post-war development was at firstrelcéerised by the ,co-existence” of private
and public corporations, including municipal cogigons (nunicipaliizzate)in the provision

of energy. In 1962, in a dramatic policy move,e tltalian government embarked upon
nationalising the energy sector by establishing EME a public corporation which absorbed
all private and public energy companies, withdRkeeption of the companies owned by local
authorities. So from 1962 on Italy’s energy sedas been largely dominated by ENEL (see

Prontera/Citroni in this section).

In this context mention should be made also ofcee ofHungarywhere in 1948, following
the Communist take-over, 137 power plants and Bivep supply companies, many of them
in municipal ownership, were nationalised and irdégd in the State Economy (see Valentiny

in this section).

In the other countries under consideration here, tthditional functional and institutional

pattern of local energy provision was largely foled after 1945.

Norway continued to be marked by the predominance of dywpdmwer based local power
corporations and local transmission grids. In 198 local energy supply was largely
provided by 337 distribution companies 76 percdnivieich had less than 5.000 consumers

(see Baldersheim/Claes in this section).



Similarly Swederfurther adhered to her ,Swedish model” (see Palthis section) in that the
production of electricity (as well as the long-drste transmission grids) were in the hands of
a small number of large companies (with State-owiatenfall being writ large), while the
distribution was handled by municipal corporationdich also controlled the local
transmission grids.

In Germanythe energy sector was, on the one hand, domirigtqativate or public-private
stock companies, such as RWE and Viag (which lz@eame E.on), which held 80 percent of
the energy production and owned 70 percent of ldrey{distance high voltage) transmission
lines. On the other hand, the local authorities #rr corporations continued to play a
significant role, with about 20 percent of the protion and 30 percent of the distribution
handled by them (see Wollmann in this sectionapiplies particularly to the so called ,city
works" (Stadtwerky that is, municipal corporations, traditionallyntegrate* a broad
spectrum of public utilities and public servicegluding water, sewage, public transport and
also, last not least, energy.

Notwithstanding country-specific peculiarities, @amamon feature of the involvement of the
local authorities in the energy sector was thasehlecal corporations tended to (and were
keen to) “integrate” (,bundle®) at least two, iftnall of the three crucial functional phases and
components (production, transmission and distrio)fi particularly the latter two. It was
particularly the ownership of the local transmissigrid which made for a “natural
monopoly” that local energy corporations were abl®perate in a “closed” and “protected”
local market. If, as it was the case of the Gerrtaty works”, the local corporation
provided, besides energy, other local public sesjigt could use (and this was common
practice of German “city works”) gains they madeane service (for instance water or
energy) to support “deficient” services (such abligutransport). It goes without saying that
the “bundling” of energy provision functions, pattiarly the combination of the local
transmission grid as “natural monopoly” with thestdbution/trade function, ushering in
“local protected markets” flew in the face of fremrket and free consumer choice concepts
and beliefs. In a similar vein the practice of ‘€sesubsidizing” was bound to be at odds with
“free competition” principles.

1.3.Deregulation and market-liberalisation since the3@9 and 1990s



Against this backdrop the traditional local praors of energy has come under increasing
criticism since the 1990s. Its main thrust hasnbéieected against the lack of competition
which was seen as a main cause for productioniéneity as well as for price inefficiency.
A key reason for the lack of competition was seethe “integration” and “bundling” of the
of the three crucial components and stages of gtamy transmission and distribution with
its build-in ,monopolies, particularly with the atural monopoly“ of “owning” the

transmission net.

The privatisation and market-liberalisation driviettoe 1990s was harbingered, in tbe<.,

by the policy moves that were made by the Consee/ajovernment under Margaret
Thatcher. After taking office in 1979, the Torieslerked upon neo-liberal policies in which
market-liberalisation and competition were writgar First attempts to liberalise the energy
market (on the basis of the nationalised, thaState-run energy sector) were made in the
Energy Act of 1983 — with scarce results (see Mofzioey in this section). Privatisation
began with the British Gas Act of 1986 and wasoiwkd up by Electricity Act of 1989 which
resulted in the establishment of private energya@tions. The 1989 legislation aimed,
furthermore, at separating (,unbundling) the prodbon, transmission and distribution
functions of electricity provision with the regaxthe newly created private energy sector.
At the same time, however, the Electricity Act &89 opened up the opportunity for local
authorities to promote the local supply with eleity which draws on more environmentally

friendly sources such as renewable energy (seeddeley in this section).

In 1990,Norwaywas set for a fundamental change in its traditienargy provision. On the
one hand, the basic structure of hydro-power phar local transmission grids owned and
operated predominantly by the local authorities tneir municipal corporations remained in
place and unimpaired. On the other hand, howeter ptevious distribution system which
still hinged on “local markets” has been profoynddvamped particularly on two scores.
First, it was stipulated by law that the all enempmpanies which had so far ,integrated*
(,bundled*) the production and the transmissionction were bound to split up into
production and transmission companies. Second, dbgbkshing a (state-run) exchange
institution (Statnett), Norway’s electricity sectaas turned in a (“nation-wide”) ,market
place where all producers deliver power into thetimal) grid and all consumers use power
without knowing where the power actually originateem® (Baldersheim/Claes in this
volume). In taking up this course, Norway becamioat runner that anteceded the EU’s



deregulation policy which set in 1996, thus servjag a model for a liberalised electricity

sector” (Baldersheim/ Claes in this section).

In 1992 Swedenembarked on a similar market-liberalisation coug®bably drawing, to
some degree, on the Norwegian example and alsalyclebead of the EU’'s market-
liberalisation moves. (In fact, Sweden became arigiber in 1995). The Swedish 1992
legislation also aimed, as a first step, at indrepgompetition on the energy market. A
second legislative round went into force at theifr@gg of 1996. In its immediate effect the
“market opening” resulted (somewhat paradoxically)a wave of concentration and mergers
of energy corporations, as quite a number of mpalties, faced with the increased
competition (and also giving in to mounting pressfnom private large corporations that
were eager to widen their market share and acoasgional and local markets) began to sell
their assets. So by 2004 86 percent of the praoluati electricity and 50 percent of the
distribution were handled by the Big Three on tivee@ish energy market, that is, E.on,
Vattenfall and Fortum. Furthermore, the separatfambundling”) of the production and
transmission functions has been stipulated. Sinhdidhe Norwegian example a national grid
(Svenska Kraftndithas been created as a national energy exchaagferpl. Within the
Swedish Energy Agency an Energy Market Inspectohat® been established with the

mandate to regulate and supervise the energy gse@iPalm in this section).

In 1996 the EC came forward with its first Direetiwvhich obliged EU member countries to
ensure price competition in the national electyicitarkets. In 2004 it followed suit with its
Acceleration Directive which essentially aimed asw@ring the discrimination-free access to
the transmission grids for all energy producers @msumers. In order to promote such “free
access” the Directive stipulated the “unbundling” tbe transmission function from the
production and distribution functions.

Germanywhich, compared to Norway and Sweden, was remaykkdté in opening her

energy markets responded to the 1996 EC Directivenlacting the Energy Management Act
of 1998. Like in Sweden, the immediate (and, agaomewhat paradoxical) effect was a
concentration and merger process among energy coespaith the Big Four on the German
energy market, that is, E.on, RWE, EnBW and Va#tknéxpanding their dominant market
position, with 80 percent of the production and liba’s share in long-distance high-voltage
transmission grids. When the EC followed up andnaified its market-liberalisation drive by



issuing its Acceleration Directive of 2004, Germanayne up with the 2005 amendment of the
Energy Management Act which finally stipulated tkeparation (,unbundling) of the
transmission function from the production and/astribbution function; yet, revealingly, the
energy corporations with less than 100.000 cli€titat is most of the ,cityworks*!) have
been exempted from the ,unbundling® rule (which nois the underlying legislative
compromise and the political concession made taribeicipalities). At the same time, the
energy sector was put under the regulation andsalgrof the Federal Net Agency which has
also to approve (and control) the fees to be clohfge using the transmission grids (see

Wollmann in this section).

In Italy, the electricity sector has come, in the wakehef 1962 nationalisation, under the
sway of ENEL as the dominant State corporation (witunicipal energy corporations,
munipalizzate playing a marginal role). Since the early 199@ps were taken to somewhat
redress this dominance. In 1992 ENEL was turned @fstill 100 percent State owned!)
stock company. In 1997 an independent regulati@mag Autorita per |I' energia elettrica ed
il gas) was set up while ENEL continued to be the maay@i on the energy market. In 1999
legislation was adopted which resulted in widenthg scope of activities of the larger
municipal corporations nfuinicipalizzatg, while weakening the smaller ones (see
Prontera/Citroni in this section). A handful of darmunicipalizzate(in big cities, such as
Torino, Venezia, Brescia) are in 100 percent oromig ownership of their ,parent” city, in

most other cases they have national or interndtemergy corporations as co-shareholders.

Finally, in Hungary, after the downfall of the Communist regime and tlismantling of the
State Economy, the energy sector, at first, rendaineState ownership. In 1991 only 2
percent of the shares of the public (predomina8thte) holding energy company were held
by the local authorities. In 1995 legislation wasged according to which 25 percent of the
shares of the electricity distribution companiesudtt be handed over to the local authorities.
When this transfer finally happened in 1997, mosal authorities decided to sell their assets
to (in most cases: foreign) companies — for lackerperience in handling such energy
companies of their own and out of financial neest (Valentiny in this section). At the same
time, a large portion of the assets owned by théeStere also sold to foreign investors. As a
result, Hungary’s electricity sector is predomimamiwned and dominated by foreign energy
companies (with German companies, such as RWE, EnBWhing large) (for a listing of

the energy companies see Valentiny in this section)



To summarize:

In the UK, as a result of the nationalisation of the energgt@® (in 1948) and of its
privatisation (in 1987), the local authorities halast any direct connection with the
production, transmission or distribution of eledtsi. The same holds true for post-
communistHungary. In Italy the 1962 nationalisation of the energy sector ehdubin ENEL
has recently been mitigated by advances of someofiean (energy) champions” (such as
Endesa and EdF), some private corporations ance langnicipal energy caompanies

(municipalizzate).

Among the other countrigdorwaystands out a country in which, all but “path-degestly”,

the (hydro-power based) electricity generationsfallmost entirely in public (first of all
municipa) ownership and control (while the private sectehare is only 13 percent). access
to the production So all together a mixed pictimeSwedemunicipal corporations have still
strong standing and hand in the energy distributioermany too, municipal corporations,
primarily in the organisation form of “city worksgre still involved in (20 percent of) the
production and in (30 percent of the) distributadrelectricity.

Regardless of the ownership and operation of tieeggncompanies the energy markets have,
since the 1990s, been largely “liberalised” in temh “unbundling” the transmission function
from the other functions. Furthermore, regulatoggracies have been established with the
mandate to regulate and control the “players” om ¢imergy market. (Yet, the difficulties
which, for instance in Germany, the newly respdesitnetwork agency” encounters
(particularly vis-a-vis the “Big Four” energy “gitat) in regulating, control and, last not least,
enforcing the access fees and prices indicatentbah still needs to be done).

2. Other energy-related activities and strategieshaf tnunicipalities

While this overview dwelled, in its first sectian,some length on the direct energy provision
role of the municipalities, in its following and mduding paragraph now (only very short)

mention should be made of other energy-relatediiies and strategies that are also being
addressed in the county-reports in this section.

Among these the following deserve being highlighted



Alternative environmentally friendly energy soes¢c such as Combined Heat and Power
(CHP) technologies (for UK see McEldowney in thegtson, for Germany see Wollmann
in this section).

Waste disposal and waste treatment, including eveiion and its potential for the
generation of heat (for Sweden: see Palm in tlis®s®.
District heating which has particular importanceSweden and Norway because of the
long duration of the cold season (see Palm ingbation), but also for Hungary because
of the natural abundance in hot springs (see MVialgin this section);
Energy conservation and saving strategies. As dgueen in the Rio Conference under
the label “Agenda 21", such environmentally frigndictivities and strategies have been
put on the local agenda in many municipalitiesriacgically all countries (on Sweden see
Palm in this section).
National governments have increasingly mandatedidbal authorities to pursue such
“environmentalist” strategies and goals. For exanpke the UK’s “Climate Change and
Sustainable Energy Act” of 2006 (see McEldowney this section) or Hungary’'s
“National Energy Savings and Energy ImprovemengRrmme” of 1995 (see Valentiny
in this section).
In the face of the spectre of the global Climatéa€&ophe which has been conjured in the
just published UN Report these complementary Istraltegies that are called for in a broad
gamut of energy-related initiatives and measuresaund to become ever more mandatory

and compelling.
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