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Chairman’s statement

ICER started in October 2009 as an idea of the world’s energy regulators who recognised
that energy markets will play a role in finding solutions to many of the major challenges we
face globally, and a desire that energy regulators should play their full part in meeting
those challenges.

One year on, | have been astonished at the commitment of so many regulators to making
ICER a success. lItis clear that ICER has a major contribution to make to the development
of the role of regulation worldwide.

| look forward to sharing with you ICER’s future work.



Introduction

2010 was a very busy year for ICER. As a new
international body the challenge has been to
establish it as a fully functioning organisation
whilst at the same time undertaking work on
policy regulatory development and best practices
in line with ICER’s mission statement.

As a virtual organisation which operates
principally by electronic communication between
members, the backbone of ICER’s operations has
been its four Virtual Working Groups. The
groups each rely heavily on a fully functioning
web site where the members’ area provides an
easily accessible common resource where
working papers and background material can be
deposited and accessed, and meetings can be
arranged. The web site facility is in operation and
has proven to be a solid basis for ICER’s work.

The four Virtual Working Groups have all
established ways of working through telephone
conference calls and email which has
demonstrated that virtual working in this way can
be a very effective way of enabling international
co-operation, and that high quality results can be
achieved. The work of each of the Virtual
Working groups is set out in detail below. The key
outcome has been to establish a solid and
growing body of original work which can act as a
reference for both regulators and policymakers.
In this way we hope to enhance the contribution
of energy regulators in tackling global challenges

ICER Mission Statement

The ICER Mission statement is:

- To raise the profile and public awareness of the
work of national energy regulators in monitoring
electricity and gas markets and safeguarding
consumer interests;

- To provide an open platform for energy regulators
to pursue joint values and goals;

- To reconcile market mechanisms with public
service objectives; and

- To provide a significant contribution towards a
sustainable planet.

relating to climate change, security of supply and
affordability.

Communicating the work of ICER is critical to
ensure that the contribution that energy regulation
can properly make is fully recognised by
policymakers. ICER has provided papers and
undertaken conferences in co-operation with
other international organisations. ICER has also
developed bilateral links with other bodies which
share our concern to enhance the capability for
tackling these critical global challenges.
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Policy development

The policy development work of ICER is centred
around the four Virtual Working groups. Each

| Security of Supply
a. Key global issues

Energy markets are increasingly subject to global
influences. The development of LNG markets
means that gas prices reflect global demand and
supply. Major incidents which disrupt production,
which may result from political or technical
reasons, will have implications for regional or
even global prices and supply security. Recent
years have seen a number of specific incidents
which have impacted on security of supply to
several countries.

In planning how to manage such incidents
regulators have a number of possible approaches
that they can adopt which will encourage greater
diversity of supplies, resilience to disruption or
flexibility in the use of infrastructure. The
approaches adopted in practice, and the
combination of them, varies widely as could be
expected with the diversity of situations faced
across the world. However, the common element
is that these measures to manage risks to
security of supply have a cost, and the overall
challenge is to maximise the benefit to security of
supply for the least cost.

ICER is undertaking work which seeks to
compare experiences across the world and draw
lessons from it.

b. ICER work in 2010

Work in this area will be delivered in 3 phases.
Phase 1 has been the focus of work in 2010 and
examines the effectiveness of national and local
energy policy and regulation in addressing
security of supply issues and regulatory practices
in promoting investments. The ultimate focus of
this phase is on investments as a means of
achieving security of energy supply. This phase is
a learning stage dedicated to achieving an
adequate understanding of security of supply
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group has responsibility for a defined themed
policy area.

issues and their solution at national and local
levels. Key information is being obtained through
the use of a focussed questionnaire circulated
through the participating Regional Regulatory
Associations (RRASs) to each of their Members
(NRA) on: key features of the energy system;
competences of the energy regulator; perceived
risks to security of supply; management of supply
emergencies; medium and long term measures to
increase security of supply.

The 125 countries represented in the RRAs
participating in this work account for a very large
proportion of world energy production and
consumption. In 2008, the last year for which data
are available, the involved RRAs accounted for
around 86% of world fossil fuel consumption, 90%
of non fossil energy input and 87% of power
generation. This has not changed significantly
since 1990 and is unlikely to change appreciably
over the coming two decades, since only a
handful of large energy consuming and producing
countries are not included in participating RRAS.
The Phase 1 report focussing on effectiveness of
national and local energy policy and regulation in
addressing security of supply issues is planned to
be published in mid 2011. Phase 2 of the work
will examine the scope and powers of
International and Regional bodies and Regulatory
associations in achieving national and regional
security of supply. To this end, contacts have
already been made with EBRD, IEA, UNECE and
World Bank. Phase 3 will examine the role of
energy regulators in promoting security of supply
on a global scale.

The outcome of this work will provide a clear view
of current regulatory approaches to tackling
security of supply challenges, identify good
regulatory practices as examples, and look at
future global uncertainties and their potential
impact on regulation relating to security of supply.
The final work will be presented at WFER V.



[ Climate Change

a. Key global issues

Climate change is one of the major global
challenges and reducing greenhouse gas
emissions from electricity generation is one of the
major elements adopted by many governments in
their programmes to tackle the problem. The
identification of energy production (and our
patterns of consumption) as one of the means to
tackle climate change in those countries makes
energy regulation and regulators major
instruments for the achievement of these energy
policy objectives.

Efforts to reduce emissions from energy
consumption are encouraging major technology
change in the way electricity is generated and in
the control that consumers have over their
patterns of consumption.

It is against this background that regulators in
many countries are developing their regulatory
approaches and regulatory regimes to facilitate
the adaptation of energy markets to these
changes, and where appropriate, to find ways to
accelerate beneficial change. ICER is undertaking
work which seeks to identify good regulatory
practices which may have wider application.

b. ICER work in 2010

In the framework of the G8 meeting of energy
ministers held in Rome on 24-25 May 2009, gas
and electricity regulators from around the world
committed to prepare a report on regulatory
practices for energy efficiency. The report
summarises at a high level world regulatory
approaches to energy efficiency. It groups the
measures into a number of categories:

Legal and regulatory obligations
Financial instruments

Market based incentives (including
tradable certificates, tenders and demand
side management)

Voluntary agreements

Energy audits

Consumer education and information
provision (including billing regulation and
smart metering)

The report was sent to each of the energy
ministers of the G8+ meeting which was held on
25 and 26 June 2010 in Muskoka, Canada and is
available on the ICER web site as an open
resource for policy makers, regulators and others.

Work on a review of renewable energy and
distributed generation has commenced during
2010 and will be published in 2011. The report
will include case studies and examples of best
practices on the integration of renewable and
distributed generation into the overall energy
supply and their impact on the grid and
competition.



Il Affordability

a. Key global issues

Reducing stocks of fossil fuels and the cost of
investment in alternative and climate-friendly
forms of energy production will continue to make
energy costs increase for domestic and industrial
consumers over the medium term. For those in
developing countries the cost of energy can be a
critical issue.

Whilst regulators cannot control the long term
cost of energy, they have a role in ensuring that it
is produced and transported to customers in the
most efficient consistent with the achievement of
wider public policy goals such as those relating to
climate change and security of supply. Regulators
achieve this in a number of ways. Central to the
work of all regulators is ensuring that the capital
employed in the (normally monopoly)
transmission and distribution networks is used
efficiently. In some countries retail price controls
are a further mechanism that is employed to
control the costs that can be passed on the
customers when competition is not well
developed.

The work that ICER is undertaking in this field is
intended to provide regulators and policymakers
with information on the likely price impacts of
investments which are driven by public policy
aims, insights on the effectiveness of specific
regulatory techniques, and to investigate
mechanisms which could empower consumers to
control their energy costs more effectively.

b. ICER work in 2010

Work is underway to prepare a report on the
affordability of new forms of electricity supply and
grid functionality. There is a global increase in the

amount of electricity generation using renewable
energy sources. The increase is being primarily
driven by public policy initiatives in response to
public concerns regarding global warming.
Generation of electricity from renewable sources
such as wind and solar is more expensive than
much of the traditional fossil fuel generation that
is currently embedded in many of the rates found
around the world. The new types of generation
also require electricity grid expansions to
accommodate connections to often remote
locations and technology enhancements to deal
with the often intermittent nature of the new
energy sources. Energy storage technologies are
also being added to the electrical systems to
overcome the mismatch of supply availability time
periods and demand time periods.

An issue paper will be produced that examines
various ways that new investment and equipment
costs related to the movement to more
sustainable energy generation and use are
incorporated into tariff prices in selected sample
areas from around the world. The selection of
sample areas will be based on some
quantification of existing supply and technology
prices and an assessment of the impact of the
cost of new technologies and sustainable supply.
This will allow for a determination of whether the
incremental cost differences are enough to be of
concern.

The issue paper analysis will be based on a
compilation of case studies drawn from the
selected jurisdictions. The provision of the various
case studies accompanied by an analytical
narrative is intended to provide regulators with a
range of practises and circumstances to inform
their own policy development in this area.

The report will be available early in 2012.
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\% Regulatory training and best
practice

a. Key global issues

Independent economic utility regulation is a
relatively new innovation in most countries across
the world. Whilst utility regulators have been in
existence in the United States for many years
(NARUC was founded in 1889) independent
energy regulation was not introduced in the UK
until 1986, and in most other countries later still.
Consequently there is much that energy
regulators can learn from one another and ICER
provides a major conduit for improving the
capability of regulators through identifying
appropriate high quality training and best
practices.

b. ICER work in 2010

During 2010 ICER has undertaken a wide range
of activities aimed at establishing centralised
facilities which can be easily accessed and used
by ICER’s regulator members. For example, an

online calendar of events has been created on
the members’ area of the ICER website which
includes major conferences, meetings, training
programs, and other activities of relevance to
ICER.

A regulatory best practices & research exchange
has also been established on the members’ area
of the ICER website. It is composed of a
Publications Clearinghouse which includes
published resource documents, and an E-Forum
to share best practices. Consideration is being
given to a Regulatory Encyclopaedia based on a
Wikipedia format.

Short-term shadow placements, twinning and
expert exchanges can now be facilitated through
an internal database which can be used by
energy regulators interested in hosting and/or
placing staff in short-term assignments at another
regulatory agency.

In 2010 ICER launched its first Distinguished
Scholar Award which served to highlight high
achievement in the energy field in both developed
and developing countries.



Key ICER events in 2010

G8 - Energy Efficiency Report

ICER had a commitment to provide a report on
energy efficiency to the meeting of the G8+ group
of economic ministers in Muskoka, Canada on 25
and 26 June 2010. The report was sent to each
of the energy ministers of the G8+ group of
countries.

WEC - ICER Distinguished Scholar Award

ICER launched the first Distinguished Scholar
Award in 2010. The theme for the 2010 Award
was “The Impact of Renewables on Energy
Regulation,” reflecting the emerging regulatory
issues related to the use of renewable energy
sources. These issues may require a rethinking of
traditional approaches to network planning and
design; with questions that may resonate across
electricity systems worldwide. The award was
given on 16 September 2010 at a ceremony held
in Montreal, Canada, in presence of top energy
world leaders gathered at the World Energy
Congress (12-16 September).

Two categories of Award were given, one of
which was restricted to developing countries. The
ICER Developing Countries award was presented
to MEDREG for its paper assessing the “Effects
of the Introduction of Successful Mechanisms to
Promote RES/CHP and Energy Efficiency in Non-
EU Countries”. This report was completed in May
2010 by the MEDREG Ad Hoc Group on
Renewable Energy Sources, Energy Efficiency
and the Environment (RES AG), chaired by the
Comisién Nacional de Energia, the Spanish
regulatory authority. The report examines the
successful introduction of regulatory mechanisms
that guide investors to more efficient generation

The importance of the report is that it provides
information on regulatory approaches adopted
across the world to facilitate the adoption of
energy efficient practices by energy consumers.
The role of energy efficiency is of growing
importance in helping to address issues of climate
change, security of supply and affordability. As a
result of its growing importance ICER intends to
develop this work further in 2011.

technologies from an energy and environmental
standpoint.

The ICER Next Practices Award was presented to
Mr Darryl Biggar, Economist, Australian Energy
Regulator (AER) and the Australian Competition
and Consumer Commission (ACCC), for his
paper “Pricing of Ancillary Services and the
Impact of Wind Generation on the Capability of
the Transmission Network”. This report was
completed on 27 May 2010 by Mr Biggar. The
report examines how the increasing penetration
of intermittent generation may reduce the
operating capability of the electricity transmission
network and thus increase costs.

The next ICER Distinguished Scholar Award will
be presented at the World Forum on Energy
Regulation V in 2012.

77N

Distinguished Scholar Awards

|

Report on the Promotion of Energy Efficiency
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Conference at Wilton Park on Transition to Low Carbon Economy
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ICER/REEEP Wilton Park — Transiting to a Low

Carbon Economy

ICER held this conference in co-operation with
the Renewable Energy and Energy Efficiency
Partnership (REEEP) and with the support of the
UK Foreign and Commonwealth Office. It was
held at Wilton Park in the UK from 21-24 June
2010. The theme of the conference was
‘Transiting to a Low Carbon Economy — How to
make Successful Policy and Regulation Happen'.

The contribution of renewable energy to
overcoming the exclusion of 1.6 billion people
from access to reliable, modern and cheap
energy sources, the economic downturn,
pressure on public finances and the oil spill in the

2011: Planned ICER activities

Gulf of Mexico provided the context for the Wilton
Park conference. The key questions addressed
at the conference were: what are the main
barriers to renewable energy policies being
followed up by detailed regulations; how does
inconsistency between different regulations or
regulatory systems harm sustainable
development; what institutional and structural
frameworks are critical for effective regulation:
how can regulation on transmission and
distribution drive low carbon energy development;
and what regulatory tools can best be used to
influence consumer behaviour? One of the main
conclusions from the conference was that the role
of independent regulators is seen as a vital piece
in the puzzle of effective provision of energy.

The work plan of ICER in each of the four theme areas is set out in Annex 1 to this document.

ICER/IGU Washington - Reqgulatory issues of global s

ignificance for the gas industry

A workshop, which ICER is organising jointly with the International Gas Union (IGU), will take place on 8
March in Washington DC. The title of the conference is ‘Regulatory issues of global significance for the gas
industry’. The conference is intended to help to promote cooperation and understanding between members

of ICER and the IGU. This joint one-day workshop will allow representatives of ICER and the IGU to share
views and discuss concerns about regulatory issues of global significance for the gas industry. Attendance

is by invitation only.

World Forum on Energy Requlation (WFER) V, 14-16 Ma__ vy 2012

The Régie de I'énergie du Québec (Quebec Energy Board) will be the host of the 5th World Forum on
Energy Regulation which will take place in Quebec City, Canada on 14-16 May 2012. The presentation of
the work of ICER will be a major contribution to the Forum.







