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Dr. Yuval Steinitz 

Minister of Energy 
 

Reform in the Electricity Sector and Israel Electric Corporation- A Policy Proposal 

Reference: letter of consultation concerning the reform in the electricity sector 

and the Israel Electric Company dated May 11, 2018 

 

1. The referred letter includes your request for the Electricity Authority's position 

regarding a structural change in the electricity economy and the IEC. Its main 

points are as follows: 

a. Establishment of a governmental company for system management, 

which owns neither any power generation facilities nor an electricity 

grid, dealing solely with planning and management of the system.  

b. Reducing the scale of IEC activity in the production section by selling 

five power generation facilities as well as potential production lands.  

Additionally, the IEC shall not set up any more power stations in the 

future, except for the replacement of units 1-4 at Orot Rabin through a 

subsidiary, which shall set up two combined-cycle facilities with an 

aggregated power supply of 1200 MW, the first of which will go into 

operation by June 2022.    

c. IEC shall remain a monopoly in the transmission and distribution 

sections. In the distribution section, IEC shall maintain its operation 

as an essential service provider.  The company shall continue the 

construction, operation, and maintenance of the transmission and 

distribution grid facilities.   

d. Opening the supply section for competition to consumers of high 

voltage and ultra-high-voltage, for providers other than IEC. 

Additionally, allowing competition for consumers of low voltage 

including household consumption. If IEC’s market share remains 

lower than 60% of the number of customers using low voltage during 

the reform period, it may integrate in the competitive market.   
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e. Setting up new transmission supervision by the IEC, to operate the 

transmission and transformation system in accordance with the system 

administrator's instructions. 

f. Restructuring of IEC and increasing its managerial flexibility in 

accordance with the collective agreement are an integral part of the 

rest of the aforementioned policy principles.  

All subject to the Company’s undertakings and future moves made by the 

State (hereinafter: “the Reform”). 

 

2. The Authority has examined the implications of the Reform in its current 

proposed version, as well as the costs to be imposed on electricity consumers, 

and thus would like to present its insights as follows.  

 

3. The main conclusions stemming from the examination conducted by the 

Authority: 

3.1. Regulation of the electricity economy’s structure and manner of 

operation is of great importance and urgency, especially in light of the 

inherent conflict of interests that currently characterizes it. It becomes 

increasingly important since a considerably large number of private 

producers entering the sector, and the significant need for replacement 

and construction of new power stations.   

3.2. Separating the system management unit from IEC is a highly essential 

milestone for advancing the electricity economy in the future. It is 

expected to considerably reduce conflict of interests, promote innovation 

and electricity trading, reduce costs over time and ensure efficient, 

professional and long-term planning of the electricity sector.   

3.3. In addition to this significant benefit, the proposed reform includes 

further benefits to the sector. In general, it includes reduction of IEC's 

market share in the production segment by selling sites and areas 

designated for construction of power stations by the private sector, 

prioritizing grid development, opening the supply section to 

competition, ensuring the required replacement of units 1-4 at Orot 
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Rabin site on schedule, as well as financial stabilization and 

streamlining of IEC, and creating managerial flexibility in it. 

3.4. Despite the substantial benefits it provides, the reform is not flawless. In 

particular, it does not guarantee full sectional separation in the electricity 

economy; hence, it still maintains a degree of conflict of interest.  In 

addition, exclusivity of the transmission and distribution segments, 

without anchoring the option of construction by others, restricts the 

ability to ensure hastening the pace of grid development, in response to 

the needs of the electricity sector. Likewise, potential risks can be found 

in setting up transmission supervision and expanding the company's 

activity to areas in which it has no previous experience.     

3.5. Alongside the benefits of the Reform in promoting an efficient and 

competitive structure of the sector, the cost of its implementation is 

estimated at about NIS 7.1 billion. Most of this sum is allocated to 

retirement and benefits payments to IEC employees, retiring and 

remaining, as part of the collective agreement constituting an integral 

part of the Reform.   

3.6. Nevertheless, the restructuring plan arrived at in the collective 

agreement is expected to fully offset employee benefits, as against the 

financial efficiency achieved during the Reform period. Hence, even 

with complete recognition of the costs of the Reform, the salary 

component of the rate will not change during the Reform period, and is 

even expected to decrease in its aftermath.  

3.7. In sum, the Authority is of the opinion that the proposed Reform will 

significantly improve the electricity sector while bringing benefit to 

consumers; hence, it recommends determining the policy principals 

accordingly. 
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Background- Israel’s electricity economy and attempts for structural 
change 
 

4.  Until just a few years ago, IEC operated in Israel’s electricity sector on an 

exclusive basis, maintaining a vertical monopoly with absolute control in all five 

sections of the electricity sector’s value chain. IEC built and operated all the 

power stations in Israel, handled transmission and distribution, and supplied 

electricity to all consumers. In addition, it was in charge of system management 

– the sector’s operator and planner, in both the short and long term, for all 

sections. Such a monopolistic structure characterized most electricity economies 

worldwide, until the early 1990s. 

 

5. From the 1990s on, many countries took action to dismantle the monopolistic 

structure of their electricity sectors and create competition. The ideal model of 

reform that most countries aspired to was based on independence of the system 

administrator, full corporate separation electricity economy sections 

(unbundling), and promotion of competition in the production section. In some 

countries, competition was instituted in the supply section as well, as part of 

reform principles. These structural principles were put in place in order to reduce 

governmental involvement in building new infrastructures, promote competition, 

and encourage technological changes such as switching to natural gas and 

renewable energy, increasing transparency in setting electricity rates and 

reducing consumer costs in the long term. At present, the vast majority of 

developed countries have carried out some sort of significant structural change 

in their electricity sectors.  

 

6. Following the reforms implemented in other countries around the world, the 

Israeli government too has taken action to promote a structural change in the 

electricity economy. In 1996, the Electricity Sector Law was legislated, 

including principles for opening the production and supply sections to 

competition, restriction of cross holdings in different sections of activity, 

corporate separation of the IEC activities, and dismantling the distribution 

section into several IEC subsidiaries.  The law set a period of 10 years for 

implementation of the structural change. 
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7. In 2007, after the change determined by the law had not been executed, it was 

decided that IEC will no longer be authorized to build power stations. Further to 

the change of the law, and in light of the increasing demand for electricity, the 

Electricity Authority has acted to determine regulation for the entry of private 

producers into the electricity sector.  This regulation included infant industry 

protection, designed to enable entry of private producers into a sector whose 

structure had not been regulated. 

 

8.  Along with the entry of private providers, several attempts have been made in 

recent years to implement significant structural change in the electricity 

economy. Thus, in 2014 a new, more limited reform was formed, led by the 

Government Companies Authority, focused on separating system management 

and encouraging competition in the production and supply sections. However, 

this reform was never implemented. 

 
9. Starting in November 2015, another attempt was made to reach a reform 

agreement in the sector, led by the finance and energy ministers through an inter-

ministerial team, headed by the ministries’ director generals. The reform plan 

proposed in this framework focused first on selling the production activity of 

IEC's gas powered stations over an eight year period. The management system 

was supposed to remain in IEC, along with the transmission and distribution 

sections, and the coal-fired stations.  

 

10. In 2017, during reform discussions, and with agreement of the Electricity 

Authority professional echelon, the inter-ministerial team formed a concept 

according to which without independent system management, the electricity 

sector would find it very difficult to absorb new technologies and develop real 

competition in the production and supply segments. Alternately, the existence of 

an independent system administrator working in full transparency, with no 

interests in the production segment and grid, enables free access to electricity 

trading, assists in correct planning of the transmission system. It also enables real 

competition in the production and supply sections, despite the fact that the 

decrease in IEC’s market segment will be more gradual.  
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The current state and necessity of implementing reform in the electricity 
sector 

 

11. The order forbidding IEC to build power stations, combined with discovery of 

the natural gas reserves and regulation set forth by the Authority, have enabled 

relatively fast integration of private producers in the electricity sector. In 2013, 

the first private power station began operating in Israel. Currently, private 

production forms about 20% of the economy’s installed capacity, and is 

responsible for about 30% of energy production.  Most private providers operate 

as suppliers too, selling electricity mainly to the major institutional, business and 

industrial customers.    

 

12. Unlike other countries, in which privatization and integration of private 

producers took place after regulating the economy’s structure, the rapid entry of 

private providers preceded the structural change in Israel. As a result, IEC has 

retained its hold on a very high market share in the production and supply 

sections; thus, it constitutes a monopoly in the grid sections, while at the same 

time remaining in charge of system management.  

 
13. This structure creates severe conflicts of interest in the sector, and strongly 

restricts its development. The fundamental obstacles to developing the sector 

increase the urgency of reform. They are detailed in the following: 

13.1. Inefficient utilization of land resources: IEC holds land reserves for the 

construction of additional production capacity. The existence of these land 

reserves, despite IEC being barred from building additional capacity, 

results in waste of land, forcing the state to initiate creation of capacity by 

private providers on new land only. 

13.2. Insufficient investment of resources in developing the transmission and 

distribution infrastructure: IEC's activity in all sections of the electricity 

sector reduces the company's ability to focus on developing the 

transmission and distribution infrastructure.  Consequently, planning and 

development of the electricity grid do not provide a sufficient response to 

consumers’ needs, as detailed in the following: 
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13.2.1 The decision to promote the use of renewable energy in the 

sector requires rapid development of the electricity grid, since 

renewable energy requires greater grid resources than the same 

amount of energy generated by conventional production. In 

recent years, one of the main setbacks in achieving the 

government's objective to increase production using renewable 

energy is a lack of sufficient grid resources needed to connect 

the additional capacity. 

13.2.2 In recent years, despite the high demand for grid resources by 

private providers, most surveys conducted by the system 

management unit show that these providers receive a negative 

answer when requesting to connect to the grid when they most 

need it. 

13.2.3 Limited development of the grid may cause redundancy and 

survivability issues, in a manner liable to risk power supply in 

extreme cases.  

13.3. Inefficient planning of the future electricity economy: IEC's conflict 

of interests with private producers limits the ability to disclose data of 

private providers beyond a small number of employees in the IEC’s 

operational unit. Consequently, the system administrator’s long-term 

planning and development unit (planning and development of technologies) 

has only limited exposure to private providers' data. Hence, its planning of 

the future electricity sector is based on only partial information on the 

electricity economy, a severe handicap to development forecasts and 

estimation of future needs. In addition, the system management unit (that 

plans the grid) has an inherent conflict of interest since it belongs to IEC, 

which builds and operates the grid.  

13.4. The need to develop the system management unit: A developing 

electricity sector requires rapid development of the system management 

unit, in charge of the economy’s operation and planning. Among other 

things, the unit is expected to expand its activity in electricity trading, 

automation and computerization of processes, and providing adequate 

solutions to the increasing number of players in the sector. Development 
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and improvement of the unit are a prerequisite for advancement of the 

electricity sector. The unit is currently a part of the IEC; however, in many 

aspects it provides service to its competitors. This could deprive it of the 

required development, and thus impede the development of the sector as a 

whole. 

13.5. The need to build additional capacity  in a competitive manner while 

utilizing available land and grid resources:  During the first half of the next 

decade, scrapping or shutdown of production units in the scope of 3700 

MW will be required across IEC sites – Orot Rabin, Reading and Eshkol. In 

addition, an additional 2000-3000 MW capacity will be required in response 

to the expected increase in demand. Altogether, construction of about 6000 

MW additional capacity is expected. Since planning and construction of 

power stations in Israel takes a long time, a decision on the structure of the 

sector will assist in finding effective, applicable solutions to building the 

required output, facilitate more competitive processes for building the 

stations, improve coordination between grid development and development 

of the production section, and ultimately improve the reliability and 

efficiency of the power supply to consumers.   

13.6. Limited competition in the supply segment: As of now, the main 

beneficiaries of the private providers' entry into the sector are the high and 

ultra-high-voltage consumers.  However, low voltage consumers and, 

generally, household consumers are not exposed to the current competition 

between IEC and the private producers.     

The proposed reform – analysis of repercussions 
 

14. The proposed reform involves several main components: Separation of the 

system management unit, selling production facilities, replacement of Orot Rabin 

units 1-4 by IEC, continued IEC activity as a monopoly in transmission and 

distribution sections, opening the supply section to competition, setting up 

transmission supervision in IEC, restructuring and increasing the Company’s 

managerial flexibility.  In the following we shall discuss the significance of each 
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component’s implementation, its pros and cons – all reflected by the need for 

significant structural change in the economy. 

 

Separating the system management unit  
 

15. The system management unit is in charge of operating the electricity economy in 

the short term, and planning it in the long term. As part of this, the system 

management unit is in charge of operating the production and transmission 

sections while maintaining the the system’s survivability, efficiency and 

reliability. In addition, the unit is in charge of planning future production needs 

and planning the transmission grid.  

 

16. In an advanced electricity economy, the system administrator is required to work 

on a current, transparent basis vis-à-vis a wide range of economic entities while 

trading in electricity. As part of this, the system administrator is required to handle 

accounts with producers and suppliers, and balance of all payments in the 

electricity economy.  

 

17. Along with these basic roles, economies around the world have developed 

markets for auxiliary services, and the system administrator is required to form 

and operate tenders for various services such as managing demand, storage, 

flexibility, etc. 

 

18. The system management unit’s subordination to IEC constitutes a serious 

impediment to the economy’s development due to conflicts of interest that stem 

from this structure. First, the factor in charge of loading the stations must choose 

at any given moments between loading units of IEC or those if its competitors.  

Second, development of the grid by IEC encourages competition in the production 

section and could weaken IT in this sector. This matter could affect the 

Company’s incentive to optimally develop the transmission infrastructure.  Third, 

the system management unit determines which new producers may connect to the 

grid in the future, despite the fact that it belongs to a company holding a 

significant market share in production. Fourth, the unit deals with planning the 

grid; thus, a situation arises in which both planning and execution of the 

electricity grid are both under one roof, a structure that encumbers the grid’s 

development. Fifth, new technologies such as storage and decentralized 

production may serve as a substitute for the construction of grid infrastructure, 

while on the other hand they are planned by system management. Thus, conflict of 
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interest is created between advancing these technologies and the need for future 

grid construction.  

 

19. In addition, in the economy’s present structure, with no separation between IEC 

and the system management unit, this unit is denied some of the commercial data 

of the private producers and suppliers, due to the need for reducing the conflict of 

interest that exists, resulting from the system management unit’s residing within 

IEC. Lack of full information on the economy is liable to harm its optimal long-

term planning. 

 

20. Therefore, removal of the system management unit from IEC is a significant, not 

to say necessary step towards optimal development and operation of the electricity 

economy. Implementing this measure is expected to benefit the electricity 

economy from the aspects of production efficiency and electricity trading, grid 

development, reducing investor risks, introduction of renewable energy, entry of 

new technologies, etc.  

 

21. Along with the many advantages involved in separating the system management 

unit, decision making should take into account the challenges involved in 

establishing a separate system management company. In particular: 

a. The system management company is expected to be in charge of 

balancing payments in the scope of NIS billions each year, currently 

balanced through the IEC finance division. For this purpose, close 

attention will be required on creating the company’s payment and 

accounting mechanism, to ensure the electricity economy’s stability 

and investors’ willingness to invest in it. 

b. Separation of system management and IEC will require clear 

assignment of responsibility and coordination mechanisms between 

the system management company and the remaining section in the 

Company. 

 

22. Despite these challenges, the Authority is convinced that the contribution of 

separating system management over time is vital, in light of the serious difficulties 

that exist in the current economy. 

 

Establishing transmission supervision in IEC  
 

23. Establishing supervision of transmission in IEC, along with removing the system 

management unit, will enable IEC, as grid owner, to monitor transmission grid 
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activity, identify malfunctions and streamline grid maintenance while maintaining 

reliability of supply. 

 

24. Supervision of transmission in IEC will be authorized by the system administrator 

and operate in accordance with the principles determined by the Electricity 

Authority to ensure grid safety, reliability of supply and efficiency of operations.  

 

25. Along with the advantages involved in consolidating grid control in one body, are 

several disadvantages in this element of structural change. Specifically, 

establishing grid supervision by IEC will lead to a state in which two different 

bodies (the system administrator and the transmission supervision) will be 

handling supervision of the national electricity grid. This new situation will 

require a high level of coordination between these two bodies, in order to maintain 

reliability of supply and system survivability. Implementation of this element of 

the economy structure will require determining regulatory principles to ensure 

system survivability over time. 

 

Encouraging competition in the production section – sale of five Electric 
Company production facilities 

 

26. Reform in the production section shall include reducing IEC’s market share and 

increasing competition in this section, while authorizing the Company to build, at 

Orot Rabin, two combined-cycle facilities with aggregated power of 1200 MW. 

These are to replace the four coal-fired units of 1400 MW aggregated power, to be 

shut down in the year 2022 in following with policy. 

 

27. Reduction of the Company’s market share in the production section shall be done 

with the following three components: 

i. Sale of five existing IEC sites, with land reserves for building 

additional capacity or with capacity soon to be scrapped, and in which 

there is feasibility of building new capacity, as described in the 

following:  

a. Alon Tabor site, to be sold within 18 months. The site has 

potential for construction of another combined-cycle unit. 

b. Ramat Hovav site, to be sold within 30 months. Adjacent to the 

site is an area owned by the Israel Land Authority with 

potential for building stations. 
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c. Reading site, to be sold within 36 months. The site has potential 

for building two combined-cycle units instead of the units to be 

shut down pursuant to the Asbestos Law. 

d. Part of Hagit site (two combined-cycle units) to be sold within 

48 months. Building potential will exist only after scraping the 

two combined-cycle units. 

e. Eshkol site, to be sold within 60 months. The site has potential 

for building two new combined-cycle units  

 

ii.  Sale of additional lands constituting potential for construction of new 

capacity – the site of D station within the Rutenberg site, in addition to 

sale of the Rogozhin site and land adjacent to the Alon Tabor site as 

part of the company’s asset arrangement.  

iii. The Electric Company is prohibited to build, replace, plan or execute 

and development activity in the production section in the future, 

including construction of new power stations or production with 

renewable energy. This prohibition includes an appropriate amendment 

of the law. Removal of production sites from IEC shall assist in its 

enforcement. 

 

28. Sale of sites and areas with potential for construction of new production facilities 

for private entrepreneurs involves various advantages for the electricity economy: 

28.1.  The change is expected to bring about a reduction in IEC’s market 

share in the production section, despite the construction of the two 

new combined-cycle units. At the end of the reform period, the 

Company’s market share is expected to stand at about 45% of the 

total conventional capacity installed in the economy, about 33% of 

the total installed capacity (including renewable) and about 32% of 

the installed gas capacity. In terms of production, the Company’s 

market share is expected to diminish to less than 40% of total 

production in the economy, with about half of the Company’s 

production using coal-fired units. This trend of reduction in scope of 

the Company’s production is expected to continue, even after the 

reform years, with the reduction in use of coal-fired stations, and in 

light of the order that the Company cease building or replacing any 

more power stations. 

28.2.  The sale shall enable more efficient utilization of land resources 

while reducing the need to violate additional areas for construction of 

new power plants.  
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28.3.  In addition, it will be possible to hold efficient tenders among many 

competitors for the same site, as opposed to the current state in which 

competition is between areas of different entrepreneurs; hence, the 

number of competitors is limited. Thus, sale of Electric Company 

production sites and the potential sites for building power stations 

increases the efficiency of the economy from two aspects: 

a. The cost of the new capacity built on these sites is expected to be 

determined by an efficient competitive procedure, that shall 

minimize costs to electricity consumers 

b. The cost of building new capacity at an existing site, on which 

power station infrastructures exist (grid, gas, solar) is lower than 

building a new site, in which construction of a specific designated 

future.  

28.4. Multiple players in the production sections together with an 

independent system administrator, who will enable effective and fair 

treatment, shall bring about more optimal production of electricity 

and reduction in price, to the benefit of consumers.  

 

29. The right granted the Electric Company to build two new combined-cycle units at 

the Orot Rabin site is not optimal. However, these units are to replace four coal-

fired units that were supposed to have (according to authorities’ decision) 

undergone installation of special scrubbers, and continue operating for many more 

years. Nevertheless, the construction of power stations by the company could lead 

to diversion of management resources toward the stations project, contrary to the 

principle of focusing the company on developing the grid as detailed in the 

following. 

 

30. Along with these disadvantages, several advantages exist in construction of the 

combined-cycle units by the Electric Company. 

a. Building the capacity within the Orot Rabin site will enable a simpler 

statutory procedure within a shorter period of time, since this involves 

a site already violated and used for electricity production. This fact is 

expected to enable the possibility of complying with the Minister of 

Energy’s decision, according to which activity of Orot Rabin coal-

fired units 1-4 will be shut down by June 2022.  

b. Use of existing on-site infrastructure could lower costs of construction, 

compared to capacity being built at a new site off Orot Rabin. 
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c. This construction enables a gradual, more practical restructuring plan 

for the Company. 

 

IEC shall serve as a monopoly in the transmission and distribution sections  
 

31. The reform includes focusing the Electric Company on the grid section, in which 

it shall continue operating as a natural monopoly. The Authority is of the opinion 

that this component involves significant value to the electricity economy, since 

development of the electricity grid is not properly addressed at present, and is 

vital both as a response to growing demand, connecting renewable energy to the 

grid, ensuring reliability of supply to consumers, and promoting more fair and 

efficient competition in the production section.  

 

32. The system management company shall be put in charge of statutory progress 

toward building the transmission grid, in order that the Electric Company may 

construct grid components after completion of statutory procedures.  This 

structure shall contribute to shortening the grid building timetable and speed up 

grid development. 

 

33. These structural changes come in addition to other actions performed by the 

Minister of Energy and the Electricity Authority to advance grid development, 

including the minister’s pending decision on a new development program for grid 

infrastructure and determining a grid rate designed to give the Company the 

incentive to increase its investment.  

 

34. Along with these advantages, as part of the reform is has been decided that the 

Electric Company shall be a monopoly in the transmission section, with no 

arrangement made for construction by other parties. It could be that grid 

construction under competitive tenders, where upon completion the infrastructure 

would be transferred to IEC management and operation as part of the transmission 

grid network, could have expedited grid construction and reduced construction 

costs. In addition, the fact that IEC holds a significant part of production in 

addition to being in charge of the electricity grid creates an opening for conflict of 

interest. If it becomes clear over the coming years that this constraint impedes 

rapid grid development, we recommend reconsidering this matter in the future. 

 

35. As part of the reform, clear boundaries have been set with regard to IEC’s activity 

in the distribution grid. It has been decided to continue granting licenses to 



Draft 
 

P.O. Box 1296 
Jerusalem 91012  

 

 972-2-6217111: 

 

 
info@pua. il  

 Http: // www.pua.gov.il  

  

P.O. Box 1296, Jerusalem,91012 
 

 972-2-6217122 

 

 

whoever has dealt in distribution until now, i.e., historic distributors, industrial 

zones that applied for a license until the date of the government decision on 

reform, and the East Jerusalem Electric Company, provided that their market 

share is not in excess of 10%. It has also been decided that the Electric Company 

will not be able to perform distribution activity on private property under one 

continuous ownership such as office buildings, student dormitories, hospitals, etc. 

except for private distribution to apartments in apartment buildings and 

distribution to various plants in the industrial zone. In addition, it has been made 

clear that cogeneration facilities may continue deploying networks for direct 

supply of electricity.  

 

36. Regulating this area of activity and determining the boundaries shall enable IEC 

to better plan the distribution network, while prevention redundant infrastructure 

and subsidization of private networks by all consumers. Along with this 

advantage, a categorical decision that IEC shall provide electricity to every 

apartment shall require more complex regulation for promoting energy centers in 

residential buildings that shall include production, storage and energetic 

efficiency mechanisms. 

 

Opening the supply section to competition 
 

37. The reform enables the Minister of Energy to allow all consumers to receive 

service from a private provider, while as long as IEC’s market share is larger than 

60% of low voltage consumers, it cannot be a competitor. This, as opposed to the 

existing situation in which the number of consumers able to connect with a private 

provider is measured in several thousand. 

 

38.  As with the production section, competition in the supply section could bring 

significant benefit to consumers. Among other things, competition in the supply 

section could lead to creation of high-value services for consumers, contribute to 

energetic efficiency and improve electricity trading. A private provider may also 

conglomerate several additional infrastructures such as water, gas and internet 

into a single package, and thus make life simpler for consumers when dealing with 

various infrastructure service providers.  

 
39. It should be noted that in many OECD countries, the supply section is open to 

competition. In many cases, competition in the supply section has led to 

technological innovation and improvement of service.  
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Expanding the Electric Company’s areas of activity  
 

40. The reform plan enables the Company to begin activity in new areas. This may 

include building storage facilities within the physical infrastructure it holds, 

subject to principles determined by the Authority; selling consulting services in 

the cyber area, selling smart home services to consumers, and promoting 

entrepreneurship abroad. 

 

41. This activity shall expand the Company’s business horizons, enable it to develop 

up-to-date professional know-how and constitute a source of additional income. 

 

42. Alongside these advantages, expanding the Company’s business activity entails 

certain risks: 

42.1. In areas with competitive potential such as energy storage, the 

Company’s business activity, along with its responsibility to connect 

competitors to the electricity grid, could lead to a conflict of interest liable 

to impede market development. The Authority shall be required to 

supervise this conflict of interest through appropriate regulation. 

Specifically, the Authority will have to make rules, designed to focus the 

Electric Company's activity in the storage area only at sites that do not 

accommodate private business activity, such as building storage at 

transformation sites. 

42.2. In other areas of activity, the Company’s branching out to additional 

areas could divert its attention from its main mission – grid development. In 

addition, these pursuits could jeopardize the Company’s financial 

soundness.  

 

43. Nevertheless, it should be noted that the authorization given the Electric Company 

to deal in additional areas shall be limited and restricted within clear boundaries. 

First, any such area of activity will have to be defined in a Company license and 

subject to supervision and regulation to preclude, among other things, cross 

subsidization or abuse of the Company’s monopoly status in grid sections.  In 

addition, the supply of most of the services shall be contingent upon a decrease in 

market share in the supply section to low voltage consumers – no greater than 

75%. 

 

Electric company restructuring and improvement of managerial flexibility 
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44. The gradual exit from the production grid and the competition forming in the 

supply section shall obligate the Electric Company to restructure. The reform will 

increase managerial flexibility in the Company as well as incentives for its proper 

management; thus, company activity in the grid sections, in which the Company 

shall remain a supervised monopoly, will be more efficient and advanced. The 

Company’s restructuring will enable it to adapt its costs to a low norm, and allow 

it to achieve the financial stability it needs in the face of economic challenge. 

Furthermore, the Company will be able to mobilize financial resources at lower 

cost in order to carry out investment plans approved by the minister as part of the 

transmission and distribution grid development plan. This lowering of costs is 

also expected to benefit consumers.  

 

45. As detailed in the following, as part of the reform, a restructuring plan has been 

concluded, as part of which 1800 employees are expected to retire early over a 

period of eight years, at a total cost of NIS 6.4 billion. 

 

The proposed reform – summary of repercussions 
 

46. The proposed reform plan shall lead to significant structural change in the 

electricity economy. Separating the system management unit from the Electric 

Company, along with encouraging competition in the production and supply 

sections, is expected to bring many significant benefits to the electricity economy 

and consumers over the coming years, and for many years onward. Although 

some reform components are not optimal and give rise to considerable regulatory 

challenges, we are of the opinion that the reform plan in general constitutes a 

significant breakthrough for Israel’s electricity economy and will make it more 

efficient, advanced and competitive. In our opinion, this structural change is of 

importance for the activity and growth of the electricity economy, even if the 

benefit cannot be accurately and quantitatively evaluated.  

 

47. We also think that the total benefits from implementing the proposed reform are 

significantly higher than the total costs of its implementation as detailed in the 

following. This conclusion is shared by other professional echelons such as the 

Ministry of Finance, which has independently examined the expected benefits of 

the reform, as well as the Ministry of Energy. 
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Costs of the reform  
 

48. Costs of the reform amount to about NIS 7.1 billion in capitalized values. From 

this amount, about NIS 6.4 billion shall be distributed as retirement costs, 

remuneration and increased pensions for employees and retirees. Beyond this, it is 

expected that costs of an additional NIS 0.7 billion shall be incurred, deriving 

directly from implementing the reform.  

 

49. The assessment of retirement costs and remuneration for employees is distributed 

as follows. 

 

Type of payment Calculation of entitlement 
Sum in NIS 
billions 
capitalized 

Early retirement 
payments 

120% for each year of 
employment + bridging 
pension until age 67 

2.7 

Increasing the pension 
component for 
employees 

Addition to pension for retirees 
in scope of NIS 1250 and 
addition to pension for those 
remaining in scope of NIS 
1700 

2.8 

Grant for signing for 
IEC employees 

NIS 30 thousand per employee 
and NIS 10 thousand per 
temporary worker 

0.3 

Grant for IEC 
administrative 
employees  

2% of payroll costs for 
administrative employees 

0.3 

Retirement cost for 
IEC employees 
transferred as part of 
sale of sites  

Retirement and pension costs 
for production site employees 
retiring after five years of work 

0.3 

Total  6.4 
 

50. In addition to these costs, additional costs are expected, stemming from the 

structural change and the need to deploy for it in the Company. Among other 

things, costs connected with preparing the production sites for sale (including 

construction of buildings and transfer of existing equipment and infrastructure); 

costs of adapting the Company’s IT systems, costs incurred by tax event, 

financing costs, etc. In addition, costs are expected for planning the power stations 

at the Reading site and at other sites if needed. These costs are estimated by the 

Company at about NIS 0.7 billion. All additional costs shall be examined by the 

Electricity Authority and recognized, subject to costs control. 
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51. As part of the reform examination – its costs and implications for consumers, the 

Authority has also examined feasibility of the payments promised to retiring and 

remaining IEC employees as remuneration for carrying out the reform. 

 

52. Payments to employees have been negotiated between authorized state officials 

and representatives of the IEC workers’ committee and the Histadrut (labor 

union). The Authority is not accustomed to automatically recognizing any salary 

agreement signed between the state and the workers’ committee, among other 

things since the considerations guiding the state representatives in such cases do 

not necessarily end with the direct benefits of the agreement to the electricity 

economy. Specifically, these considerations could involve broader aspects 

relating to the labor market and the state’s relations, as sovereign and employer, 

with the workers’ committees.  

 
53. In order to examine the reasonableness of the employee payments, they may be 

compared to previous agreements made by the state as part of similar reforms. It is 

understood that focusing solely on payments does not give a full picture, since a 

broader examination would need to take into account the degree of loss incurred to 

employees and benefit to the economy versus the payments made in each reform.  

 
54. The Electricity Authority conducted a survey of similar government reforms made 

in the Israeli economy in recent years, and compared the terms concluded with 

Electric Company employees as part of the current reform and those concluded in 

the examined reforms.1 From this check it was found that the retirement payments 

agreed upon in the present reform do not digress from those made in the context of 

other agreements, and are even in the lower range of retirement payments made in 

the examined reforms. As opposed to this, the retirement contributions of 

employees remaining in the Company and those to retire in the future appear, at 

face value, high in comparison to the terms given in other reforms. As opposed to 

this, the pay raises given employees are in the lower range. 

 

55. According to the professional opinion presented to the Authority by the official in 

charge of payroll, the cost of the collective agreement in terms of the salary 

agreement is low in comparison to similar collective agreements signed in recent 

years. This conclusion is drawn among other things from the fact that most of the 

grants given Company employees will not be paid to future Company employees, 

and the cost of these grants is limited mainly to a closed group.  

                                                           
1 An examination has been made of reforms made in recent years in companies or government 

authorities which included substantial structural change and early retirement of employees. 
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56. The official further states that the present reform is preferable in certain aspects 

ton previous reforms since the collective agreement in the Company not only 

deals with questions connected to the structure of the economy, rather also with 

several significant problems in the Company connected with labor relations in 

general. In his opinion, these are issues that are tough to deal with in the normal 

course of labor relations in the Company. In addition, as part of the agreement, in 

a precedential manner, milestones have been determined in such a way that the 

grants are designed to create incentive for Company employees to cooperate with 

the organizational change underway. 

 

57. Our conclusion from the information we have gathered is that the total cost of 

payments and retirement to Electric Company employees as part of the proposed 

reform are entirely within reasonable limits in the context of a reform on such a 

scale, especially in light of the deep change to labor relations in the Company, and 

the incentives involved in implementing the reform. 

Financing the reform plan and effect of the reform on electricity rates 
 

58. Pursuant to that stated in section 31(b) of the Electricity Economy Law 1996, in 

implementing the principle of cost for determining rates, the Authority shall 

recognize the costs deriving from the policy principles determined by the 

minister.  

 

59. Even with the conclusion that the costs of the reform are reasonable, it should be 

decided whether it is appropriate that all are to be recognized in electricity rates.  

 
60. First, we shall note that similar to other reforms reviewed, in the present reform 

too, some of the costs of the reform shall be financed through sale of Company 

assets. The cost attributed to financing the reform in this context is the difference 

between the actual sales price and the rate value of the assets sold, while these 

profits shall serve in their entirety to cover the costs of the reform. 

 

61. Second, the nature and character of the agreement the state has arrived at with the 

workers should be taken into account, and the scope of planned restructuring, as 

arises from the position of the official in charge of payroll, from the aspect of 

recognizing the costs of the reform as part of the rate. In addition, the schedule for 

implementing the reform should be taken into account, as well as the benefit 
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arising from implementing significant reform within this schedule. Indeed, in the 

absence of reform, the Authority would be authorized to examine other plans for 

restructuring. However, it is hard to determine which restructuring plan would be 

decided upon without reform. It should be noted that in any case, along with the 

restructuring determined in the reform, the public will benefit from the 

restructuring plan in the supply section, as already determined as part of the 

Authority’s decision on the grid rate. 

 
62. Assuming that its overall costs will be recognized in the electricity rate, in the 

following we shall detail the expected effect of the reform on the rate. It should be 

noted that the final decision on how the reform costs shall be distributed is given 

to the Electricity Authority assembly, and it shall discuss the matter only after the 

reform is approved. Under the reasonable assumption that all reform costs shall be 

financed directly by the company, and that the company shall return these costs 

from the savings made by restructuring. Thus, financing the reform and most of 

the risks involved in its implementation shall be imposed on the Electric 

Company. In this scenario, consumers shall not bear the costs of reform in the 

short term; however, they will continue to pay the present salary components in 

the electricity rate in order to finance the reform, despite the restructuring in this 

component. 

 

63. According to this plan, the company is expected to return all reform costs over an 

8-9 year period. Over these years, the company shall finance all retirement costs 

and remuneration costs as well as any other cost stemming from the reform, and as 

against these payments shall return itself the cost by reaping the fruit of the 

restructuring. After this period, financing the reform will be over, and the 

Company’s restructuring shall be transferred entirely to consumers through 

reduction of the electricity rate. 

 

64. To conclude, assuming that without reform, restructuring in the scope determined 

within it would not have been made, the effect on consumers from implementing 

the proposed reform is expected to be as follows: 

a. Over the entire reform period, consumers shall benefit from reform 

benefits not directly connected to restructuring the Company, 

including construction of cheaper production (which could lower costs 

of capital and energy components in the electricity rate), more efficient 

development of the electricity infrastructure, and construction of 

competitive, more modern infrastructures in the Israeli electricity 
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economy. All of the above may lead to reduction of the rate during the 

reform period and after it. 

b. During the first 8-9 years, the fruits of the restructuring shall finance its 

costs; hence, consumers will not directly benefit from any rate 

reduction due to restructuring, in other words, the components 

reflecting employees’ salaries will remain unchanged.  After this 

period, consumers will fully enjoy the Company’s lower structure of 

costs, since the salary component in the rate is expected to decrease 

significantly. It should be noted that without such a reform as stated, 

the Electricity Authority may have determined a different rate plan for 

a particular restructuring in the Electric Company. 

 

65. To remove any doubt it should be noted that the electricity rate could change in 

accordance with changes in fuel components, capital, costs of renewable energy, 

etc. The only component to remain fixed as part of the reform is that of payroll, to 

include the costs of remuneration and retirement as detailed above. 

 

66. I remain at your disposal for any further clarifications, if needed. 

 

 


