REPORT

Stakeholders Group meeting October 9th 2006

Chair 

Peter Plug, Director DTe, Chair of the REM North West 
Moderator

Tine van Houts, moderator

1. Morning Speeches 

Key remarks of opening Speech by Mr. P.J. (Peter) Plug, Director DTe 
Liberalization of the European gas market is a continuous process and not an easy one at that. We are now still at the beginning of this process. We need one integrated effectively working European gas market to see the full effects of liberalization. To name a few: efficient prices, security of supply and the right investment signals.

To get to one single European market we have chosen to work in regions first. There are 4 regions and you are now attending a stakeholders meeting for 2 of them the North and North West region. Some of you might have been wondering when we will break up this region to work in two regions. Due to the fact that progress is good so far and due to the positive feedback of participants I have recommended that we keep this region as one region until further notice. 

The regional approach is important because it aims at identifying and removing barriers at a practical and relevant level. We believe it will be easier to make real progress at a regional level than with 25 countries at once. We do stress that we see this as a step to one internal European market. 

Some of you have expressed concerns that there will be differences between the regions in approach and priorities. To be honest I’m not afraid of some regional differences. It is well known that the regions differ in market structure and relative position in the transit to a fully liberalized market. But also the priorities are a result of consultation of market parties. I feel that a top down approach of giving each region the same priorities would not be the lead to success. In my view a focused approach where we deal with problems that concern us, will be much more effective. We do hope and aim that the regions will learn from each other while moving along and that each of them will try to be the most ambitious and successful. This is certainly my aim for this region of the North West. 

Today we have a room filled with market parties, European organisations representing market parties, operators, governments and regulators from 10 countries who are all willing to work on the development of a better working regional gas market. Remember that not one party can make this work. We need you to be actively involved in this process. Each of you will have to play its part in listening, understanding and proposing solutions and most important some of you will be willing to take up actions in the future. Making today not a one-time event but an integral part of the liberalization process. 

Why is today different? Besides the process which is regional, transparent, practical and actively involves all parties, we also have the right timing! The sense of urgency is felt by all. It is now that all governments, the commission and regulators are pushing for progress with the sector enquiry, green paper and other actions.  

This initiative is supported by the governments, by the European community and recently the pentalateral forum, 5 ministers of energy in this region have committed themselves to the outcomes of their actions. Also we are really pleased to announce that Norway and Poland are involved in our region and are present here today.

Remember each stakeholder, and I mean all of you, has an important role to play in this process. Governments and commission will be asked to make legal changes, regulators will have to coordinate their actions, TSO’s are asked to facilitate the market and shippers will have to make sure the proposed solutions are really the answers to their problems. 

So today we are going to make further progress to remove barriers identified in transparency, regulatory coordination, the development of hubs, primary and secondary capacity, gas quality and balancing.

Just looking at our own priority: “regulatory coordination” I have to say that we as regulators feel the responsibility to make this one a success. This is the least we can do to contribute to a good investment climate. And in our eyes the regional gas initiative is the best way to start regulatory coordination. 

We ask of you all to discuss these issues and to discuss the papers we have published on these issues. Our aim is that today the moderators will come back with practical improvements to the papers and that these improvements will be accepted by you, the stakeholders. And to be honest, the process and the discussions might be just as important as the final conclusions. 
Some of you might feel cynical because the issues we are working on are well known to you and issues you have asked us to make progress on for the last years. You might be asking yourself if this will be again a day of words instead of actions? I’m saying today will be different, because now we have the momentum and equally as important the involvement of operators. 

We thank the operators for there commitment up to now. Those of you who represent the operators have all been very constructive, open and committed to the priorities and have proposed actions of your own. If there is one thing that will make this work it is your positive input. We are of course not there yet and today we expect some intense and open discussion between market parties, operators and all other stakeholders, but if your work up till now is an indication of your commitment I’m very confident it will be a fruitful day. 

Key remarks of speech by Dr Colin Lyle, European Federation of Energy Traders,  Board Member and Gas Committee Chairman 

This is the moment to grasp the chance to make this gas region the best and reach for an open and transparent European market by July 2007, like the directive says. In this speech I will discuss three points:
1. Priorities for the GRI Process

This region is ahead of Europe and we can make steps, but the whole process has to be in convergence with the rest of Europe.
EFET had concerns if the information discussed in working groups is fully shared.
2. What can be achieved by the N/NW GRI? 

Per stream the quick wins and long-term deliverables are presented.
Regulation: 
There is too much concentration now on external issues without anything on what we want the TSO’s and other market facilitators to do. First make a clear standing point, and then argue about what the regulatory coordination has to be.
Transportation:

EFET has presented a 10 point plan at the Madrid forum in May 2006, build on ideas that have been developed. 
Operability:

Create a shared H gas specification and agree that no refusal of gas on ground of quality will take place. The investment in gas quality lies with the TSO. 
A market-based system in balancing will keep the system better in balance. Residual balancing is the responsibility of the TSO, they have to keep system safe.

Markets:
A paper was published in September which deals with market issues. This will be published on the website of EFET shortly.
3. Commitment and value

Commitment is very important for this process. 

For more information on EFETs reaction on the priorities, see publications in August  and September, these are all available at www.efet.org. Please keep in mind that quick-wins are to be completed in less than 6 months. It is now time for less questionnaires and more action….!
Discussion with SG after first two speeches:

· John Hall UK: What will be penalty for countries that don’t want to make information available? 
Colin Lyle: the penalty should be made clear by the regulator (competitive authority) in case there is suspicion of non-competition.
Peter Plug: first find agreement, then actions and after that penalties.
· Eurogas/E.ON gastransport: the idea of auctioning capacity, is this for available or booked capacity?

The idea is to create a compatible framework in terms of what already exists. There is no framework for available cross-border capacity in a daily auction. This would solve the problem for entry/exit capacity in cross borders. This issue will be discussed further in the transportation workshop.
· Martin Watson: Capacity and demand information is available, but not supply data. What is EFETs view on this? 
Supply information is very important. It is important for the winter outlook what the physical demand and output will be. EFET would be happy to help with addressing the issue.

· Gasterra: can there be further prioritizing on quick-wins? And addressing expanding gas infrastructure as a priority? 
To prioritize even further, the top ones from each slide are the most important. For now we don’t know how much capacity is available, so we don’t know what additional investment is needed, but this discussion is certainly worth having.

· Hans Grunfeld (VEMW): How can large consumers be more involved in the market? The market is only for shippers. 
EFET: this is a sad state of affairs, large consumers should be able to be active in the markets. EFET strongly urges to tackle this and have access for end-users to the market.
· Geert Joosten (GIE). Make clear which issues are on European and regional level. Prevent that other regions can’t be integrated.  Gas quality: it is the responsibility of the TSO within the borders, but it can’t be acceptable that the TSO is responsible because countries have different gas quality regulations. EFET: TSO takes responsibility within border, but within the European border the gas quality should be the same. Timing is important: projects go faster and faster. If we can tighten things up today, it would be great. 
Key remarks of speech Hans Kreisel, Member of the Management Board E.ON Gastransport  AG & Co. KG

Good is the enemy of great. We will try to think out-of- the- box. 
Thinking inside the box would be something like this: the gas market has achieved wonderful things, we take gas from remote places to all households with a fair pricing. But it’s not enough to be good anymore, you have to be great. We have to go for greatness, we have big challenges ahead of us. Europe has a tightening competitive situation on national resources, etc….We have the response to this, that’s why we are supporting GRI and ERGEG. Some of the questions we have to deal with are on EU, regional or national level. We have 8 countries, with 40 TSOs and 100 stakeholders, we all have different histories, different business traditions. 60% of EU gas consumption is in our region, we have great influence. We need to create trust. Social responsibility is missing out in the process, this shouldn’t get polarized.
Discussion with SG after all speeches 
· Doug Wood (BP): there is tension between the European view and individual member states. Do you think that Europe can afford to allow these companies to prevent the creation of a regional market? Timing is a global thing. Company and country cultures prevent changes. Change within EON is tremendous. It is important not to take role models from the past, but have a common target.
· Allen Asher (Energy watch): how long should consumers, who are really getting a raw deal, wait? The regional plans are planned somewhere between 2007-2009. There is uncertainty on how the regions will interact toward one European market. The most important thing is to achieve trust, good pricing and transparency.

· Yvonne Neef (Eneco): there is great focus on developing a secondary market, but the primary market is also important. Today there are no other possibilities to get capacity, therefore we are active in regulatory frameworks. 

· John Hall: what were the barriers in Spain for E.ON? 
Governments also resist changes. Part of issue is that different states also have different cultures. All governments are not equal.

· Geert Joosten (GIE): it is important that investments are being made, this also requires regulatory coordination? Invite ERGEG to include in work plan how to get to joint regulatory approach. 
Dr Lyle agrees fully, this is really a challenge for regulators, perhaps it even may lead to a regulator on EU level. 

· Stefanie Neveling (BnetzA): For daily auctions there was a specific proposal. Was this an auction at main cross-border points?  
Germany is creating a platform for secondary capacity; primary capacity is sold via a click and book system. The next thing is interruptible capacity, how to market that? 
Dr. Lyle: the key elements are to have a consistent day ahead basis across the borders, perhaps pan regional basis, but at least across three borders. This is more described in the specific EFET paper proposal for today. Problem: We are putting a traded price on capacity, which would cause pricing to rise. At the moment there is no easy access to capacity, this will help to give investment signals.And  there will be times in a year that there will be spare capacity. 
· Erik Rakhou (DTE): was your suggestion for a quick win at regional level to establish mutual trust at regional level? Dr. Kreisel: The initiative gives us a process that creates trust, we will reach this.

2. Plenary presentations on outcome of the workshops by moderators followed by immediate discussion with the SG.

Regulations: Regulatory co-ordination including investment issues

The workplan for regulatory co-ordination has been agreed upon. 
The recommendations are:

1. Add process for inter-regulatory disputes 

2. Regulatory co-ordination most required when cross-border pipe 
3. Address clearly worry on investment: article 22 (pipes, lng, storage)

1. ERGEG is to take up issue: comment from Chair 

4. More close shippers involvement in future work

5. Make focus at following 2 steps explicit:

1. Agreed philosophy (current version)

2. Translate philosophy to regional level guidelines for regulatory co-ordination (new!). Draft guidelines to be there for consulting March 2007.

Discussion with SG:
Ms Neveling (BNETZA):
ERGEG is starting to work on guidelines on art. 22 exemptions and will also work on tariff structure. ERGEG will establish a working Group on guidelines on investment. 

EFET endorses the summary. Shippers/traders stand a bit on the sideline between regulators and TSO’s. EFET want to prevent that nothing happens. EFET is always willing to participate in these discussions. 

Transportation: Primary market and secondary market 

The work plans for primary and secondary markets have been agreed upon. 
The recommendations are:

1. General concern about

· Transparency

· Capacity hoarding

· Long-term contracts    

2. Specific advise on primary market

· (cross-border bundles; UIOLI, ?auctions/EFET scheme?)

3. Specific advise on 2ndary market

· (TSO enabler role; incentives; involve shippers)

Discussion with SG:

Anke Alvermann (BEB):

Daily auctions are a very good idea, it is also time for shippers and TSO’s to use the new instrument click and book for primary capacity. 

Paul Hall (Centrica): some debate about long-term solution: shippers and traders would like to see more consistency in long term capacity reservation processes.

Colin Lyle (EFET): one stop shop is to try to cover over the cracks and solve fundamental problems. 

Unbundled entry access, sort of thing we try to do with auction initiative. We try to find regional solutions; try to get some real concrete clear suggestions.

EFET scheme could be the subject of discussion. 

Operability: Gas quality and interaction of balancing regimes
The workplans for gas quality and balancing have been agreed upon. 
The recommendations for gas quality are:

1. To investigate the possibilities to handle H/L gas issues – short term by virtual services and/or access to conversion capacity and long term by investments in conversion capacity

2. To reconsider the need for a very detailed data gathering – including issues on confidentiality – and maybe to focus to identify and solve specific bottlenecks on bilateral level

3. To consider the dynamics over time regarding gas quality

4. In pursuing the European standard gas quality (EASEEgas) it is necessary to involve governments and gas producers

The recommendations for balancing are:

1. Questionnaire comments :

· Timing End October might not be realistic

· Aim for a simple questionnaire

· Coordinate questionnaire logistics with other work streams

2. Consider to ask the question ‘How can a daily balancing regime be obtained – and which challenges does such aim present between TSO systems? And how can such challenges be addressed?’

3. To consider the gas balancing issue together with the gas hub issues

4. To consider the gas balancing requirements together with the availability of flow data

There is a general support to approach things in a quick and pragmatic way.

Discussion with SG:

Markets: Transparency and hubs
The workplans for transparency and hubs have been agreed upon. 
The recommendations for transparency are:

1. Ambition level should be high: “ information should be published, unless”  rather than with “only publish what there is a clear need for” 

2. Truly commercially sensitive information should not be made public

3. Don’t let commercial sensitivity of ex ante data get in the way of publishing less sensitive but more useful ex post data => go for small but tangible steps

4. Proposals should carefully review not just what should be published, but also how, by whom, at what level of detail, where the information should come from

5. Need to assess need for information in view of structure / age of market 

6. Concern about duplication of effort

The recommendations for hubs are:

1. Key question is not about “end state” of hubs but about way to achieve liquid hubs 

2. Grid access is key; the larger the physical area the hub covers the better

3. Physical and commercial (e.g. different definitions of capacity) bottlenecks between and within countries should be solved as they act as entry barriers 

4. Competition is necessary to create fair price finding, e.g. through access to hub for large customers 

Discussion with SG:

Colin Lyle (EFET): Try to get up to a high standard of information transparency.

Erik Johnssen (Norway): The problem is what you can and what you can’t issue in different states. We have to have the same standard for transparency. 

Paul Dawson: adopt an ambitious state of mind. What is the actual cost and benefit of transparency.  
Alex Barnes, BG:

More information is required on available capacity and how much is utilized. This can be used as a quick win, and would help the market.

3. Final remarks by Peter Plug.

It has been a very good discussion and all comments will be taken into account in the finalizing of the work papers. We ask you all to stay actively involved in the coming months. You will be able to follow progress on our website, but we will also start to issue newsletters to the Stakeholders in 2007. 
Thank you
