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Liberalization of the Spanish electricity market became a reality on
January 1, 1998, although those in charge of bringing this about had for
several months been preparing the implementation of a system that
would make it possible to open the "electric exchange”, the market on
which generators offer their kilowatts and buyers submit their product

demands.

Maria Luis Huidobro has been at the head of this team since the very
beginning of the project. She describes for Nuclear Espaiia the evolution
of this market over the years and the preparations for complete
liberalization, which took place this current month of January, 2003.

MARKET OPERATION AND PRICE

The market for the purchase and sale
of electric energy is completely elec-
tronic, it works via Internet, and it is
governed by supply and demand.
There are currently seven sessions: the
"daily" market and six "intra-daily" mar-
kets, where energy can be renegotiated
and prices can be readjusted.

Prices are set by an auction system,
which results in a curve of the produc-
tion offerings made by the different
producers and a curve of consumption
bids made by consumers. The intersec-
tion of these two curves will determine
the price for both the daily and intra-
daily markets. This fully automated sys-
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tem provides immediate references
both of market behavior and price evo-
lution. The offering period closes at 10
in the morning, and the prices are de-
fined for each hour of the following
day. This entire process is transparent
because, whenever a session on either
the daily or intra-daily market is over,
the prices, the total amounts negotiated
and the demand curve are made pub-
lic.

The President of OMEL stresses the
market's liquidity. "There is a high vol-
ume of negotiation, so that any buyer
or seller is always sure that it can
make the transaction it wants. From
the standpoint of production and in
the case of producers in the special
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COUNTRIES MORE ADVANCED

IN DEREGULATION RESULTS

Organized market & bilateral
contracts

Regulated third party access

Independent transmission
system operator

All consumers can select
supplier or there is a defined
schedule to do so

At least legal market splitting
between electricity activities

Metering services in competition

Highly meshed domestic networ}
and low level of connections with

gcentral European grid /

Electricity market in the European context

COUNTRIES LESS
IN
TION RESULTS

: Highly meshed network
“managed by different
national operators

Reduced effective market
opening

regime that have only been operating
in the market since last September,
many of them have opted for the mar-
ket price instead of for a fixed price.
As for demand, which involves a slow-
er process of adaptation, it is interest-
ing to note that the early contracts with
traders were for periods of one or two
years and linked to the earlier tariff
price, whereas now they are beginning
to take into account the market prices.

Maria Luisa Huidobro clearly affirms
that "for the electric energy market to
be efficient and competitive, it must
admit purchases and sales with a high
degree of liquidity: it must offer confi-
dentiality and transparency in transac-
tions and know how to adapt to all
kinds of agents interested in entering
the market."

DEVELOPMENT

All purchases and sales of electric
energy are transacted through the
OMEL Web. A qualified consumer can
log onto this site and, in addition to
performing operations, the consumer

It is important that the
change of supplier be
organized in a reasonable,
easy way, and that
provisions be made for all
aspects related to
associated services and
metering equipment.
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can see how the market is performing,
the prices of preceding days, the vol-
ume of energy sold, or at what price
energy can be bought the following
day at a certain hour. To access this in-
novative system, the user only needs to
have a PC, an Internet connection and
a card reader, for use a certificate pro-
vided by the operating company. In ad-
dition to this restricted access for quali-
fied agents, any interested person can
enter www.omel.es and see complete
information on the electricity market.

For Maria Luisa Huidobro and her
team, this computer development is
cause for pride. "We made the decision
to adopt this market system in 1997,
and at that time it was a very innova-
tive line of work. In the United
Kingdom, for example, the demand
was not considered, and the market in
the Nordic countries, as it was de-
signed earlier, was not electronic. We
were the first to publish the supply-de-
mand curve after the trade, and now
countries such as Holland, France and
the Nordic countries are working along
these lines. It should be noted that we
have sold our computer development
to countries such as Portugal, Holland
and the Czech Republic, which now
design their markets in a way very sim-
ilar to ours."

MARKET EVOLUTION

When we asked the president of
OMEL how she would qualify market
evolution in the last five years, she says
without a doubt that it has been "com-
pletely normal. At first, there were
much fewer participants than now, but
in the last few years many more agents
have joined the exchange, including
producers, distributors, dealers and
consumers. If we compare March 1999
with December 2002, we see that the
number of producers has grown con-
siderably, as has the number of distrib-
utors, dealers — currently some 70 or
80 — and qualified consumers that di-
rectly trade on the market, although in
the latter case the immense majority
has bilateral contracts with dealers.”

In addition to all these market play-
ers, there are foreign agents that also
operate within our borders, such as the
case of the leading European electric
utilities and those from North Africa,
primarily Algeria and Morocco. "These
agents began to show an interest in our
market almost from the beginning, es-
pecially those from Portugal and
France, but it was not until late 1999



and early 2000 that high numbers of
them began to trade on our market."

There is still not a very high level of
participation of foreign agents in the
Spanish market because of the existing
difficulties of physically interconnect-
ing all the electrical grids of the differ-
ent countries, which also makes it
harder to import and export energy. "In
1998, we began with less than 1,000
megawatts of interconnection capacity
with France. That capacity is currently
some 1,400 megawatts, but if we con-
sider that the Spanish grid manages
37,000 megawatts of demand points
and that in Europe this figure exceeds
one hundred thousand, we can see that
this interconnection capacity is truly
insignificant.

"The European Commission has said
on many occasions that there is a ma-
jor problem of physical interconnec-
tions between the member countries,
and we really cannot speak of an inte-
rior market as long as the physical con-
ditions for it do not exist."

THE EUROPEAN SITUATION

A comparative analysis between im-
plementation of the liberalization mod-
el in Spain and other European coun-
tries shows positive results. "The
liberalization model adopted in Spain
is obviously not perfect, because every-
thing can be improved, but it contains
elements that make it more adequate
than others. For example, regulated ac-
cess is much more suited to liberaliza-

We cannot speak of an
interior energy market in
the EU as long as there are
not enough
interconnections between
member countries.

tion and the independence of grid
managers than negotiated access,
which is the way it is done in the
German market. In fact, countries such
as France, ltaly and Germany itself,
which at first did not plan on having an
organized market like Spain's, are now
adopting this system.

Behavior of the Qualified
Consumer

Qualified consumers have several
options: to stick with tariffs at least for
awhile; to sign a bilateral contract
with a producer; to enter into a bilater-
al supply contract with a dealer; or to
go to market.

Market analyses show that in 1998,
a large part of the consumers of more
than 15 kW-h decided to give up the
tariff after several months. The govern-
ment subsequently decided to move
up the liberalization calendar, and at
this time more than 70% of qualified
consumers has decided to give up the
tariff, and the immense majority has
signed a bilateral supply contract with
dealers. Some large consumers stick

with favorable tariffs.

"In the case of the United Kingdom,
although we are not sure how the cur-
rent situation came about, it seems odd
that they decided to have more than
one organized market when one of
them is very small and barely generates
any transactions and without trans-
parency in the prices of the bilateral
contracts. For this or other reasons, the
price is very low for generators but this
price has not been passed on to end
consumers. This is not a problem that
can be explained merely on the basis
of generation capacity, as in that case
the price would be very low for the en-
tire chain. This is a much less risky
point in an organized market, which
sets an equal price for buyers and sell-
ers and where the transparency means
there cannot be big differences be-
tween the prices received by the sell-
ers and the price paid by the buyers."

In spite of these advantages, the pres-
ident of OMEL is aware of the need to
evolve. "We still need contracts be-
tween producers and dealers, although
we could run the risk of having a high
number of these contracts being made
betweencompanies in the same group.
The essential thing is to have the mar-
ket maintain its liquidity and a suffi-
cient volume of trade so that the price
is significant."

COMPLETE MARKET
LIBERALIZATION

As of January 1, 2003, all consumers
can choose the company they want to
supply them with electricity. But what
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has happened in the countries that
have preceded us in this process?
Maria Luisa Huidobro notes that these
countries may each perform differently.
"The public's response is hard to antic-
ipate, and it is not easy to make a com-
parison with other countries because
each has its own peculiarities. For ex-
ample, in the United Kingdom, nearly
30 percent of consumers have changed
suppliers, and this figure is also signifi-
cant in the Nordic countries with 15 to
20 percent. Then there is the case of
Germany, where only 5 percent of
consumers have changed suppliers,
and this is possibly due to the fact that
it is hard for consumers to access the
grids. In any event, a change of suppli-
er does not occur immediately, but
rather it is a gradual process.

"What happens in Spain will depend
on the facilities offered to consumers.
It is important that the change of sup-
plier be organized in a reasonable,
easy way, and that provisions be made
for all aspects related to associated ser-
vices and metering equipment. These
are matters that interest the consumer
and are relevant when planning a sup-
ply liberalization model.

At this time, individuals and small-
and mid-size enterprises will become
qualified consumers that can negotiate
their energy purchases directly from
the market. For the market operating
company, this complete liberalization
is a major challenge. "We have provid-
ed the means to be prepared and have
basically considered two aspects: that
there will be a larger number of agents
interested in going to market, and that
a lot of information will be required of

If we promote advantages
that reward responsible,
optimized consumption, we
would succeed in lowering
the winter peak, productive
equipment would work
better, and the consumer
would save money.

us. For this purpose, we have adapted
our application and made it easier to
access the market, which operates
much like electronic banking does. In
addition, we are prepared to reduce
the minimum volume of consumption.

"As has been happening up to now,
we think that the normal thing will be
for consumers to sign contracts with
dealers, but we do not rule out the
possibility that some SMEs will want to
go directly to market or to enter into
other kinds of contracts."

LIBERALIZATION VS. TARIFF:
AN INFORMED CONSUMER

With liberalization of the electric en-
ergy market, any consumer can choose
to keep the tariff it has, enter into a
contract with a producer or dealer, or
go directly to market. However, it is
important not only to provide the op-
portunity of entering the market, but
also to provide the consumer with
good information. In Maria Luisa
Huidobro's opinion, "the market will
not be completely liberalized as long

Liberalization in the EU

Complete liberalization of the
electric market is a reality in some
European Union countries:
Germany, Austria, Norway, United
Kingdom and Sweden. In 2003, in
addition to Spain, Denmark and
Holland will join this select group.

The goal is to have the supply
liberalization process in place in
all of Europe before 2007, a date
set during the last meeting of the
Council of Ministers in Brussels.
Thus, the direction in which
Europe is moving is to achieve
complete liberalization of all non-
regulated electric sector activities.

This trend is also found in other
countries such as USA, which in-
tends to reach an agreement so
that all States will have a similar
situation of supply liberalization.

as consumers continue to think in
terms of tariffs and do not consider
electricity as any other product or ser-
vice, with prices that vary in terms of
demand. In Spain, the price of electric-
ity is the same at any time of day, and
therefore no one sees any benefit in
doing something as rational as con-
suming less during peak hours. If we
promote advantages thal reward re-
sponsible, optimized consumption, we
would succeed in lowering the winter
peak, productive equipment would
work better, and the consumer would
save money."

To conclude this interview, the presi-
dent of OMEL refers to the future. "This
market has just been bhorn, but there
are clear plans for the future, most no-
tably the inclusion of long-term opera-
tions. The goal is to make it possible to
buy and sell energy not just in a period
of one day, as is currently stipulated,
but rather in a period of one month, six
months or even one year."

An integrated European electric en-
ergy market is slowly beginning to take
shape, but there is still a long way to
go. In addition to drawing up guide-
lines and common regulations, there
are other issues to be addressed, such
as the date of liberalization of the sup-
ply or the independence of grid man-
agers. "Liberalization in the framework
of the European Union has a long but
sure way to go, based on competition
liberalization systems and equal op-
portunities for all."




