Preparatory document for the workshop on secondary markets for cross-border interconnection transmission capacity
Bonn, 9th of February 2007

Introduction

Effective access to existing network capacity remains a challenge, despite existing package of legislation. Efficient secondary capacity market (the market for re-selling of unneeded
 pipeline transmission capacity) is an important means to achieve effective access to network capacity. 
Having the capacity buyer contracting capacity on the pipeline prior to actual gas sales, shall mostly lead to a mismatch between sales (=exit side) and contracted capacity (entry-side). This mismatch between demand and supply naturally leads to the development of a secondary gas transportation capacity market, where unneeded capacity is traded between market parties with or without interference of the TSO(s). The market party directly (or via TSO) offers “unused” capacity (released at different timeframe moments) to the markets by means of products like e.g. firm hourly/daily/weekly/monthly/ quarterly/annual capacity. 
The factual situation anno 2006 is that secondary market doesn’t yet appear to solve apparent congestion at border points by means of creating (additional) network access. 

Objective of the workshop
The objective of this workshop will be to decide on the changes necessary in the current design and facilitation of the secondary market. 
Why now?
The liberalization of the European gas markets has completed its first stage. Recent months saw a number of evaluations of the progress made and of the identification of hurdles. One of these hurdles, identified both by the ERGEG and European Commission, in its report of January 10th, is the poor performance of the secondary market as an effective (and efficient) congestion management tool. It is important that changes to the design of the secondary market are made at the same time that other aspects of the NW-European gas markets are possibly being revised. 
Workshop participants and set-up
This workshop will be a continuation of the workshop on primary and secondary markets for transmission capacity held during the SG meeting last October in The Hague. The workshop will be part of the general GRI SG meeting hosted by the BNetzA, 8/9 February, in Bonn. It will be organized and hosted by the Dutch DTe together with the German BNetzA. A list of participants will be made available together with the preparatory documents. The workshop itself will take 3 hours and will consist of two presentations (one on the results of a study on the performance of the secondary market the other on possible parameters (‘design variables’) for changes in the current design and facilitation) followed by a discussion moderated by the organizers of the workshop.  

Structure of the workshop

Status quo

13:00 – 13:10

Opening my moderator and approval of the agenda
13:10 – 13:30

Presentation of the results on a study of the performance of the 

secondary market in the NW-European region

13:30 – 14:00

Discussion on the results of the study
14:00 – 14:10 
Recap of the discussion by the moderator and introduction next part of the workshop
Discussion of possible changes in the design 
14:00 – 14:30
Presentation of the possible changes in the design and facilitation of the secondary market

14:30 – 14:45
Coffee Break
14:45 – 15:45
Discussion on changes in the design and facilitation of the secondary market
15:45 – 16:00 
Recap moderator on discussion and presentation on agreed upon changes in the design  
Our current thinking 

A quantitative analysis shows that there are no liquid secondary markets for transmission capacity at NW European cross-border interconnection points. 

The results of the quantitative analysis are confirmed by a qualitative analysis (based on interviews with multiple stakeholders). This analysis identifies four main issues which are at the core of the liquidity problem; 

· key market parties don’t have any interest in the trade of capacity rights;

· the long term legacy contracts by which capacity has been allocated on the primary market results in a situation in which most (current and future) primary capacity rights are owned by these key parties; 

· there is a lack of strong positive
 or negative
 incentives for these shippers to trade on the secondary market;

· the shippers that do want to make use of the secondary market (mostly as buyers) experience problems with the current design of the secondary market.

The report recommends a number of adaptations in the current design to deal with this issues concerning the design of the secondary market. We would like to make clear that these are just recommendations and they will be subject of discussion during a workshop held on the 8th and 9th of February on the GRI SG meeting in Bonn. The most important recommendations concern the implementation of an auction of secondary capacity rights (preferably an outside party that has experience with the design and operation of an auction platform), the offer of a coordinated (cross-border) secondary entry-exit product, regular trade, more transparency (on market outcomes) and the immediate ratification of a transaction
 made on the secondary market by the TSOs.

The authors acknowledge that the initial impact of these recommended adaptations on the liquidity of the secondary market might be limited. This because of the influence of the other three issues discussed above. Especially the ‘lack of an appetite for trade’ among key market parties will reduce the impact of the adaptations. However, despite the negative impact of the other issues, we feel that the suggested adaptations will on the short term have a positive impact on the liquidity of the secondary market and will lay a solid foundation for the future of the secondary market.

We consider the secondary market as the congestion management procedure with the greatest potential in the long term. However, besides focusing on adaptations in the secondary market design, on the short term attention should be paid to the transparency issues surrounding the interruptible UIOLI mechanism. Right now interruptible capacity seems to be the congestion management procedure most frequently used by shippers. We stress that in order to provide shippers with multiple options to get access to capacity all congestion management procedures need to be improved.







� Definition of “unneeded”, sometimes called “unused” could well be the largest challenge. When does it stop being “unused” and becomes “hoarded” capacity ?


� Prices on the primary market are low, so no incentives to cut costs by selling unused capacity.


� The firm UIOLI mechanism is never applied.


� Referred to as the ‘implementation lead time’ in the EFET proposal on day ahead auctions of daily capacity and the TSO response.





