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1. Introduction

Generation, transportation (transmission and distribution), trade and trade of electrical energy,
which is a basic requirement and indispensable part of our lives, and the services associated
with all these processes and their specific characteristics constitute the electricity sector. The
electricity market, which has gone through different stages in the historical process and
transformed into today's practices, refers to the generation, transmission, distribution, market
operation, wholesale, retail, import and export activities of electrical energy and the business
and transactions related to these activities. Distribution, one of the most important activities of
the market, refers to the uninterrupted, continuous and high quality delivery of electrical energy
to the final consumer through lines of 36 KW and below [1].

After 1980, the restructuring of the electricity sector, which was on the agenda in many
countries around the world, came to the agenda in Turkey around the same time. With the
liberalization of the electricity market, the vertically integrated structure, which was owned by
the public sector in the past, is now being transformed into a competitive market structure in
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which the private sector also plays a role. For this reason, the private sector was requested to
take part in the generation, supply and distribution phases of electricity market activities [2].
The main purpose of vertical unbundling is to ensure that all participants have non-
discriminatory access to the transmission and distribution networks, which will maintain their
natural monopoly characteristics in the electricity system, and that competition is transparent.
In this context, the historical adventure of distribution activities carried out by the public sector
in Turkey is summarized as follows:

- In 1982, some electricity generation, transmission and distribution facilities owned or used by
municipalities were transferred to the Turkish Electricity Authority (TEK),

- In 1993, TEK was restructured into two separate state-owned enterprises, the Turkish
Electricity Generation and Transmission Corporation (TEIAS) and the Turkish Electricity
Distribution Corporation (TEDAS).

In 1980 and 1990, various legislative amendments were enacted to encourage private sector
participation in the sector in line with the practices in other countries. However, these initiatives
have so far failed to yield the desired results as the necessary legal and legislative arrangements
have not been developed as a whole.

2.Privatization

Privatization, in a narrow sense, refers to the transfer of ownership and management of public
economic enterprises to the private sector. In a broader sense, it involves the transfer of public
assets or publicly measurable resources to private ownership, as well as the implementation of
regulations that reduce or eliminate the state’s role in economic activities. The concept of
privatization is based on the work of Adam Smith, often considered the founder of modern
economics, whose 1776 book The Wealth of Nations laid the groundwork for this concept.
Generally, privatization can be defined as the transfer or sale of state-owned investments and
resources to the private sector in accordance with free-market principles, provided that the
oversight and control remain with the state [3].

The privatization process can be realized through various methods, which differ in terms of
technique, results, and political and economic impacts. In the context of the Turkish electricity
market, the privatization of distribution activities was carried out based on Article 15 of the
Law on Privatization Applications No. 4046. This law facilitated the transfer of operating rights
(operating rights transfer, IHD) and the sale of shares (share transfer model, IHS Model) in
TEDAS, which was responsible for electricity distribution in Turkey.

By the 1980s, rapid technological development and globalization led to socio-economic
transformations worldwide. These changes, driven by crises and problems within public
administrations, prompted many countries to undertake reformist actions [4]. With the rise of
free-market economic principles, state-driven models were increasingly questioned, leading to
the deregulation of trade and finance. Consequently, privatization emerged as a policy to reduce
the state's role in the economy and transfer economic areas to the private sector. In line with
these developments, privatization policies were implemented to improve efficiency and address
issues within the electricity sector. The goal was to liberalize the sector by increasing
competition, and in 2004, the Electricity Market Reform and Strategy Document was published

[5].

For many years, electricity distribution in Turkey was handled by TEDAS, but following the
2004/3 decision by the High Planning Council, the Electricity Energy Sector Reform and
Privatization Strategy Document came into effect, stipulating the privatization of distribution
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activities. The plan proposed creating a maximum of 21 distribution regions across Turkey. As
the first stage of privatization, electricity distribution companies (EDAS), each with separate
legal identities but fully owned by TEDAS, were established in 20 regions as of March 1, 2005.
In 2006, to ensure the transfer of operating rights, a Operating Rights Transfer Agreement was
signed between TEDAS and EDAS. This agreement led to the second stage of privatization,
where shares of EDAS were transferred to the private sector while TEDAS retained ownership
of the facilities. The share transfers were completed by 2013. Today, TEDAS no longer holds
a distribution license, and distribution activities are carried out by privatized EDAS in the
regions specified in their licenses [6].

3.Regulation

Regulation, in a general sense, is a concept that concerns various fields such as law and
economics. From a legal perspective, it can sometimes refer to regulation, sometimes to
supervision, or in some cases, to both regulation and supervision. From an economic standpoint,
regulation involves a broader range of activities than typical regulation and supervision.
Therefore, the concepts of regulation and supervision alone do not fully define regulation. The
term "regulation” encompasses not only the establishment of rules for a particular activity and
ensuring compliance with those rules but also guiding the implementation of laws, assessing
complaints about violations, imposing temporary measures to prevent serious and irreparable
harm, evaluating notifications about decisions, conducting investigations upon complaints or at
the discretion of the regulatory body, providing documentation and information, imposing
fines, and showing how the law is being applied in the relevant sector [7].

Since the 1980s, energy production and distribution of primary energies such as natural gas,
coal, hydraulic energy, and oil, as well as secondary energy sources like electricity, have
gradually shifted from state monopolies to the private sector and/or publicly traded companies
with state participation. In Turkey, discussions on this shift began in 1985 and were put into
practice during the 1990s. After the publication of the European Union's Directive 96/97,
restructuring efforts in the electricity sector were initiated in 1997, and as a result, the Electricity
Energy Law No. 4828 was adopted in 2001. With the Electricity Market Law, Turkey aimed to
create a competitive electricity market based on private law principles, where the state would
assume a purely regulatory role, ensuring a transparent and efficient market [8].

In the electricity sector, there are two stages where competition is not feasible: the high-voltage
transmission and low-voltage distribution stages. Furthermore, there are no technological or
economic barriers to competition in the production and supply (retail sales) stages. In countries
where privatization has been successful, regulation is not deemed necessary in stages where
competition is possible. However, in Turkey, where the state has withdrawn from the sector
through privatization, the continuity of oversight and control under the regulatory framework
remains essential. Therefore, it is crucial for the Energy Market Regulatory Authority (EPDK)
to perform monitoring and control impartially and free from external pressures to ensure the
success of privatization. If effective regulation and supervision are maintained within the
framework of privatization, a transparent and efficient electricity market will be established [8].

4.Legal Aspects of Post-Privatization Distribution Companies

Thomas Edison’s famous quote, “I’ll make electricity so cheap that only the rich will be able
to afford to light their homes with candles,” which emerged at the end of the 19th century,
aligns with the goal in the Electricity Market Law of 2001: “to make electricity available to
consumers at low cost.” In this context, under the Electricity Market Law, distribution
companies, under licenses granted by the Energy Market Regulatory Authority (EPDK), are
required to provide electricity distribution and connection services to all system users in a non-
discriminatory manner and with high quality.
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The electricity service, considered a public service, does not have the characteristics of a public
good from an economic standpoint. Electricity consumption is both excludable (consumers can
be charged for the electricity they use) and competitive (the marginal cost of one person
consuming one more unit of electricity is greater than zero). The categorization of electricity
services as a public service is based on the universal service logic. The Electricity Market Law
includes provisions that aim to ensure the provision of a reliable, quality, continuous, and low-
cost electricity service to consumers [9].

Electricity distribution, although not prohibited for the private sector, is still considered a public
service due to its monopoly nature. Despite privatization, distribution remains under the public
sector’s control in Turkey, with private companies holding monopoly power. Distribution
services can only be carried out by private legal entities in specific regions, as outlined in the
Electricity Market Law. According to the Court of Cassation, electricity distribution is
inherently a public service monopolized by the state. This was reflected in a 2004 decision
regarding TEDAS, which held the monopoly in energy distribution [10].

5.Conclusion

The discovery of electricity is one of the milestones in human history, as it facilitates numerous
everyday activities, from transportation to agriculture. Therefore, electricity, along with water
and air, has become an essential commodity. Its production, transmission, trade, market
operations, and regulations all aim to ensure electricity is supplied at reasonable prices, with a
focus on security of supply, environmental sustainability, and a robust market. Electricity is not
only of extraordinary value due to its importance but also has unique characteristics not found
in any other commodity [14].

For this reason, electricity markets have a unique structure, operational processes, legal
framework, and public interest, subject to economic regulation. As a result, the state long
managed the electricity sector, but since the 1980s, many countries have initiated restructuring
processes, leading to privatization. In Turkey, privatization initiatives in the electricity sector
have gone hand-in-hand with liberalization reforms. The first legislative measures were taken
in 1984 with the Law No. 2983, and the electricity sector underwent significant changes with
the Law No. 3096 that year, marking the end of the Turkish Electricity Authority’s (TEK)
monopoly and allowing the private sector to engage in electricity production, transmission, and
sales.

The Electricity Market Law No. 4628, which came into effect in 2001, laid the legal framework
for the restructuring of the electricity industry, aiming to open up the market to competition
while maintaining regulation of natural monopolies such as transmission and distribution. The
Law's primary goal is to ensure a competitive, transparent, and efficient electricity market while
also establishing an independent regulatory body for oversight [15].

The developments in the electricity sector, from TEK to TEDAS, and eventually to regional
distribution companies, are of great importance to consumers, as distribution and retail sales
are the most commonly encountered areas of the market. The privatization and restructuring of
the distribution and retail sales sectors have aligned with neo-liberal economic policies. In
today’s Turkey, with the increasing demand for electricity due to rapid urbanization and
industrialization, the private sector's participation is essential for providing the necessary
investment and financing, as state resources alone cannot meet these growing needs [16].
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