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1. INTRODUCTION

1.1 The Mediterranean Basin

1.

An historical tradition of relationships and stroogmplementarities exist between EU and
non EU countries within the area of the MeditereanBasin.

The Mediterranean Basin includes 23 countries, @ifopulation of more than 470 million
slightly larger than the EU. The average annual @Bivth rates for the period 1997-2007
are around 5.1% for non-EU Mediterranean countaled 3.3% for EU countries in the
Mediterranean basihOver the same period the average annual populgtimmth rates are
around 1.53% for non-EU Med countries and 0.16%&tdrMed countries.

Financial, managerial, and technological resouaresnecessary, together with enhanced
co-operation among countries in the area, to capetive development’s trend expected in
the Basin.

As far as energy is concerned, while the Europeminruis a net energy importer, countries
of the Mediterranean Basin as a whole are endowtdmore energy resources than they
need for their current and near future requirements

The electricity and gas trade potential acrossMiediterranean is increasing, and far from
being fully developed. Therefore a great developgmanenergy infrastructures, trade
relationships, technological transfers and know leashange is expected.

1.2 Energy in the Euro-Mediterranean Partnership

1.

3.

Institutions have been very active in the promotbMediterranean energy trade. The
Euro-Mediterranean Partnership, tBeromedor Barcelona Process, was launched in 1995.
Since the dawn of the Euromed, energy has beeimanyrfocus.

. Efforts by the EU and Mediterranean Partners aétiesignificant results at the Euro-

Mediterranean Ministerial Conference on Energyd ielAthens on 21 May 2003, which
approved the following goals:
- reform in the countries on the southern shore efNtediterranean with a view to
gradual integration of the Euro-Mediterranean eleity and gas markets;

- development of South-South-East-North and Northt#$energy interconnections;

- promotion of the potential of renewable energy sesirand support of the Kyoto
process;

- promotion of more efficient energy demand managémen

- harmonization of rules and standards, as well Bigrmation systems and statistics
used in the energy sector.

Participants renewed their decision to contributethte implementation of the important
commitments agreed at the following Ministerial tireg held in Rome on 1-2 December
2003, where some important agreements were siguoéably:

- the «Protocole d'accord pour l'integration proguessies marchés d'electricité de
I'Algérie, du Maroc et de la Tunisie dans le mardmerieur de I'electricité de
'Union Européennex;

- the Declaration of Intent on the Euro Mashrek coafien in the field of natural gas;

! Sources: Analysis on IMF database, World Econdinitook, April 2006
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- the "Agreementon General principles for Israeli-Palestinian caagien in the
sphere of energy demand management and renewadstgy/én

- the “Declaration of Intent on the establishmenttltd Rome Euro-Mediterranean
Energy Platform (REMEP)”. REMEP’s aim is to set apcommon ground to
intensify the euromediterrean  partnershipon gnésgues among the countries
within the Mediterranean Basin.

4. On the other hand another important developmentegaimomentum in part of the
Mediterranean region. The “Athens process”. Sou#istBEEuropean countries, and the
European Community have signed in Athens on(&%ober 2005, the Treaty
establishing the Energy Community, aiming at fotegration of these countries into the EU
Internal Energy Market (IEM) after implementatiod the “Acquis communautaire”.
Moldavia, Turkey Ukraine and Norway have Obseswaatus in this process.

5. Lately, the Green Paper of the European CommissdBuropean Strategy for Sustainable,
Competitive and Secure Energgtknowledges the need to promote a “common regylato
space”, which is one of the main goals of the EaappNeighbourhood Policy, whereby
“the EU has been engaged in widening its energyketao include its neighbours and to
bring them progressively closer to the EU’s intémarket”.

2. THE BENEFITS OF MODERN REGULATION AND DEVELOPMENT OF
INFRASTRUCTURE AND TRADE

1. All Mediterranean countries are aware of the bdmetf increasing market
integration in the Mediterranean Basin. It is cléhat, while some integration
projects have been already significantly develapednecessary further exploitation
of these and other abundant natural gas reserveselass of primary electricity
resources and of interconnection benefits, in teohsstrengthened security of
supply, continuity and economic efficiency of enesgipplies on both shores of the
Mediterranean. The completion of electricity ands gdediterranean rings, as
foreseen by the European Commission’s GuidelinesTans-European Energy
Networks, is commonly recognized as a shared abgect

2. So far, market integration and infrastructure depeient has been led and financed
by business interests, including national compaanfelsoth EU and other Member
States, supported by their Governments.

3. Spreading and sharing advanced regulatory cultusy rnead to remarkable
improvements on this situation, and pave the wandoeasing private and public
sector involvement and accelerated deployment fsastructure, in particular of
electric and gas transmission lines, forming thelitéeranean ring and networks.

4. It is widely agreed that a stable, fair, cost reflee and performance based
regulation leads to much lower investment riskg] hence to larger investments,
improved choice of contractors and lower costs iorfcing. On the other hand
energy regulation guarantees consumers protectioterims of sustainability of
investments, more transparency and better qualitysesvice with reasonable
electricity and gas prices. This is the best cbnotron that an advanced regulatory
culture, as could spread within the framework ofllatmration between
Mediterranean regulators, can provide to industmalestment, notably in the
electricity and gas industries.

5. In the longer term, regulators of neighbouring daes or of countries hosting a
common infrastructure could agree or recommendmbaized rules, including the



opening of access to infrastructure on a non disnatory basis, fostering further
investment in the exploitation of upstream resosirce

6. More generally, closer links would help to bring dfterranean Partners an
increasing awareness of energy trade benefits anthdilitate energy markets
integration.

3. MARKET REFORM

1. A worldwide interest exists with respect to theulatpry experience of the EU and
other countries that have undertaken market reforefectricity and gas. Principles of
such reform are: the unbundling (mainly transmissand distribution of electricity
and gas, large gas storage ) activities from pricolucand supply; stable and
independent regulation; free customer choice betweenpeting suppliers.

2. Advanced regulation is always related with somedgah market reform, broadly
inspired by the same principles followed for theabBshment of the IEM.

3. The main pillars of such reform would be:
- Market participants should be companies of any Kif)d it is essential that, once
their mission has been clearly set, they operatiepandently from political
influence and their managers are responsible oétbaomic results.

- State aid should be linked to well defined objextivof general interest and
gradually awarded to participants on a non-diseratory basis; any other state aid
should be gradually phased out while plans to entfug generalised payment of
bills should be devised and gradually enforced.

- Competition should be introduced where possibldéablyg in power generation,
gas exploration and production, trade, ancillaryises and gas storage, electricity
and gas supply, provided that a level playing fisléstablished and that national
markets are sufficiently large or interconnectiaggst giving room to larger
regional markets.

- Countries may devise their integration process hailh neighbours and EU
(including the promotion of cross border trade) podsibly by envisage a suitable
path through necessary technical, institutional eegllatory steps including the
development of interconnections.

- Even if competition is practically non-existing yetree entry is not yet allowed
and customers are not eligible, a limited but gigant reform may consist of
improved, incentive-oriented monopoly regulationgcts as price-cap on tariffs,
quality control, unbundling of accounts and bencikinag.

4. Market reform should be gradually introduced anousth be decided by each country
or (for international issues) by groups of courstrédter careful assessment of actual
institutional technical and economic conditions.

4. THE ROLE OF REGULATORS

1. Market reform is often related to the establishmeihenergy sector specific regulators,
commissions or agencies and this has been the ttaseme extent, of the Mediterranean
Basin. Independent regulators have been establish&ltl EU Member States following the
Directives 2003/54/EC and 2003/55/EC. Moreover, doiethe Treaty establishing the
Energy Community for the integration of the Balkamergy Market into the EU one, new



regulators have been also established in SouthEtaepe. In the remaining countries of the
Mediterranean Basin some regulatory authority redse been already set up.

2. The actual role and independence of such instiiatiaries and the benefits of stable and
performance-based regulation are generally acceiedulators (Authorities, Ministers,
Agencies) already in place in the Mediterraneaninbdsave different powers and
competences, nevertheless a very important staggdshe to have harmonised rules in place
so to have a unique platform in terms of rules rideo to promote and facilitate energy
integration and exchanges.

3. A better understanding of modern regulation’ berefiill spread into the countries leading
to other developments such as bilateral agreentenpsirticipation in the Energy Charter
Treaty and potentially to integration with the IEM.

4. All regulatory authorities and agencies as wellh&sMinistries who are actually responsible
for energy regulation in the countries of the Seuthand Eastern Mediterranean Basin have
shown a remarkable interest in European energylatgu experiences through their
frequent requests for collaboration on a bilatéasis (twinnings, technical support, study
visits and training of staff) or through other r@uwal cooperation exercises such as the
Regional Initiatives (ERGEG), ERRA (Energy Reguta®egional Association) and others.
Last but not least, thanks to the support of the@Elhmission there was a wide and highly
qualified participation at the Workshop “The energggulators community in the
Mediterranean Basin” held in Romeon May"2006 that demonstrated the interest of
Mediterranean Partners on this respect. The Candsisre attached to the present Paper.

5. International co-operation of regulators has prowseful in the European Union, where it is
officially recognised by Directives 2003/54/EC a2@D3/55/EC, and institutionalised in the
ERGEG. In the developing world, such internatiomggjulation has been useful also in the
case of Latin America, where it has helped to aghimutual reinforcement and greater
independence. The European regulators through tB&RChave strong cooperation
exercises already in place with correspondent ezgéan such as: FERG-¢deral Energy
Regulatory Commissignand NARUC National Association of regulatory Utility
Commissionepsof USA, ERRA Energy Regulators Regional Associa)iai East Europe,
ARIAE (Asociacion Iberoamericana de Entidades Reguladalada Energid of South
America and ECRB the new regulators’ body in thetBdcast Europe; other forms of co-
operation are in place with some African and Midgstern associations.

6. Regulators are respected institutions, widely seem@above private interests as well as not
involved in current political conflicts; therefortheir positions — and also internationally
agreed common positions - are quite influentialhwiespect to national governments,
market operators and the private sector includingnicial institutions even when they are
not legally binding. On the other hand regulatdreutd always bear in mind the technical
nature of their role and pursue their nationalredée

7. This co-operation could also be facilitated by adhe existing initiatives such as the the
Florence School of Regulation (FSR), REMEP and Ititernational Energy Regulation
Network (IERN), that represents an effective platf to exchange profitable information
and experiences.

5. CONCLUSIONS

Considering the above situation, the following dasiwns can be drawn:



1. Infrastructure reinforcement is necessary to irsge@ade in both natural gas and electricity
and attract more efficient and secure energy sepgdiiom and across the Mediterranean
Basin, involving the whole European Union and otMaddle Eastern, Central Asian and
West African countries, which are geographicallprected with Europe across the territories
of Mediterranean Partners and Mediterranean seadiffusion of modern regulatory culture
may lead to reduced uncertainty, more efficient &mter involvement of private capital,
accelerate the deployment of huge infrastructuee necessary for the completion of the
Mediterranean ring for electricity and natural gaansmission), guarantee consumers
protection in terms of sustainability of investngntnore transparency and better quality of
service with reasonable electricity and gas prices.

2. In order to achieve such goals, permanent colldioordetween the regulatory authorities of
the EU and Energy Community Member States and tbbak other Mediterranean countries,
would be most useful. A preliminary step for suoliaboration and co-operation has been the
foundation of a permaneMediterranean Working Group on Electricity and Natural Gas
Regulation (MEDREG), as decided in Rome on May"22006.

3. The main objectives of the MEDREG will be:
a. information exchange, common analysis and comparisd existing energy
legislation and regulation;

b. development of common positions on regulatory issuecluding criteria for those
issues related to cross border electricity andgake;

c. promotion of Euro-Mediterranean regional electyicind natural gas markets
towards their respective integration, taking inbmsideration and building upon the
projects already under development;

d. promotion of harmonized, transparent and non drgoatory market rules;

e. the promotion and exchange of know-how, expertisgpecialised training and
studies in the field of energy regulation, notainlycollaboration with the Florence
School of Regulation (FSR), created by CEER andEtm®pean University Institute,
and with the support of the European Commission.

f. the establishment of a stable relationship with BEEhrough its International,
Training and Benchmarking Working Group (ITB WGhdawith the Energy
Regulators Group on Electricity and Gas of the Raam Union (ERGEG);

The MEDREG will be composed by the main represer@at of Regulatory Authorities or
Ministries of countries where an independent ReguaAuthority has not yet been established.
The MEDREG will function according the internalealdefined in a separate document.



