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                                                   Update Roll-out Day Ahead Pilot Project


- FINAL DRAFT 22.10.07 -

(Continuous update, next version after Jour Fixe 16.11.07) 
Update Roll-out Day Ahead Cross-Border Capacity Pilot Project

1 Introduction of the pilot project
The work stream “day ahead capacity pilot” was initiated in February of 2007 on the basis of a position paper by EFET
 (October 2006), in which EFET proposed the set-up of short-term day ahead auctions of primary and secondary firm capacity on a number of (NW) European interconnection points. The EFET proposal contained, amongst others, the following elements: a pilot, simplified (IT-) structure, quickly to implement, bundled cross-border capacity, an to overall objective to learn.
The original EFET pilot proposal focused on primary firm gas transport capacity rights, in combination with firm secondary gas transport capacity. However a preliminary reaction by the TSOs on this proposal made it clear that the TSOs were unable to make additional firm primary capacity right available for such a pilot. From then on the focus of the pilot project was on secondary firm and primary interruptible capacity.

At the SG meeting in Bonn, February 2007, it was decided that Jour Fixes would be organized in which regulators, TSOs and market parties would work together on EFET’s pilot proposal. During the first Jour Fixe it became clear that there were two individual ‘sub-streams’ within the workstream: the primary interruptible and the secondary firm stream.

A preliminary study on the legal framework for the pilot project made it clear that the auctioning of primary interruptible capacity rights would run into legal problems. It was therefore decided that the workstream would, mainly, focus on establishing a platform for the trading of firm secondary gas transport capacity rights on a day ahead basis. In addition, the scope of the pilot was reduced from a number of international cross-border points to the cross-border points Bunde/Oude Statenzijl (D-NL) and Ellund (D-DK). During the five following Jour Fixes work was done on getting the commitment of the parties involved, clarifying the legal framework and on identifying the preferences of market parties for the design of the platform.

During the sixth Jour Fixe, in September of 2007  in The Hague, the workstream’s chair, DTe, made it clear that the regulators involved feel that it is time to lessen their facilitating role concerning the secondary market part of the pilot project. They felt it is now up to the parties brought together by the workstream to independently work on establishing a platform for trading of firm secondary gas transport capacity on a day ahead basis. The regulators will continue to host Jour Fixes, however the main focus of these Jour Fixes will be on making available interruptible primary capacity rights on a day ahead basis. 

In the sixth Jour Fixe DTe committed to drafting this update. The objective of the paper is twofold: first of all to give a short summary of the day ahead pilot project process so far and secondly to present an overview of the steps that still need to be taken in order to get a platform for secondary trading on a day ahead basis ‘live’ AND to make interruptible primary capacity available on a day ahead basis.     

We will start this update paper by discussing the process so far and the key achievements already made in the pilot project. 

2 Process so far and key achievements 
We already explained how at the first Jour Fixe it became clear that the main objective of the workstream could be divided into two sub-objectives: making possible the availability, on a day ahead basis, of primary interruptible capacity on a day ahead basis and that of secondary firm capacity. Although the process for the development of both products took place in parallel (be it that up till now the focus has been primarily on the secondary firm product) we will discuss the process around both products simultaneously. 

We have identified three returning (general) topics of discussion in the overall pilot project process: 

· the commitment of the parties involved to the pilot;

· the legal framework for the pilot project of the relevant markets (Germany, The Netherlands, Denmark, EU legislation);

· the practical design issues concerning the pilot project. 

In order to structure the discussion of the process we will briefly discuss the process and key achievements concerning each of the three subjects of discussion.

2.1 Commitment to the pilot

Process

After EFET’s publication of its pilot proposal letter the NW-European operators, in the Implementation Group (operator group) of the GRI, committed to producing a response on this proposal. Their response, initially presented in December of 2006 and again in Bonn in February of 2007, made it clear that the operators involved were willing to work together with EFET on establishing some sort of pilot program for making available day ahead capacity on a daily basis.  

The SG workshop on the pilot project, organized during the Bonn meetings, made it clear that the stakeholders broadly supported the implementation of a pilot project. As a result the relevant NW-European regulators committed to working on implementing the pilot and to facilitating this implementation process. In addition two platform operators, first of all APX GROUP and followed by Trac-X, also expressed their willingness to be involved in the pilot project.

With the commitment of EFET, the operators, regulators and the platform operators the implementation process kicked off with the first Jour Fixe, held in March of 2007. However, during the first and the second Jour Fixe (April of 2007) it became clear that the discussion on and uncertainties about a number of subjects, such as legal restrictions, IT resources and the starting date of the pilot, resulted in a need for a top-level reconfirmation of the commitment of the parties involved to the pilot project.

It was therefore that a high level meeting was organized during the SG meeting in Dublin in April of 2007. During this meeting high level representatives expressed their commitment to making the pilot project a success
. 

In addition the secondary capacity Enabler Group joined the process and started to actively participate in the Jour Fixe, in order to combine efforts. Furthermore the pilot process was supported by the work done by EASEEgas. Especially EASEEgas’ work on reducing the implementation lead time of transfers of secondary capacity was of great help to the pilot project. 

Key achievements
· The high-level commitment of NRAs, operators, EFET and two platform operators (Trac-X and APX GROUP) to the pilot project. In addition the parties involved reached a better understanding of the importance of the pilot project.

· Participation and support of other European working groups like EASEEgas and 2ndary markets WS of ERGEG
 for the pilot process.  

2.2 Legal framework

Process

During the second Jour Fixe in Bonn it became clear that there are some perceived legal bottlenecks make an auction for capacity indeed inadmissible. These will be called restrictions. Concerning the auctioning (which was the initial objective of the EFET proposal) of interruptible primary capacity rights, it turned out that Dutch and German secondary regulation prescribes that primary capacity (firm and interruptible) needs to be allocated on a first come first served (FCFS) basis. This restriction results in a general inadmissibility of the establishment of an auction of primary interruptible capacity on a day ahead basis. 

Other legal bottlenecks showed to be legal requirements with unknown effects for the market when participating in this new auctioning activity. This kind of requirements cause regulatory uncertainty. And therefore hamper the start of a new activity as an auction. These requirements or conditions do not result in a general inadmissibility of the project. It showed that these kinds of requirements apply to an auction for secondary capacity rights. The problem concerns the legal provision on a price cap for all kinds of secondary trading, including an auction, and the requirement of one single common platform, both in German Law. 

In order to take these uncertainties away the regulators involved committed, during the already discussed high level meeting in Dublin, to creating a legal taskforce, chaired by DTe, to clarify the relevant legal framework and to come up with possibilities to launch a pilot within this framework. During the fourth Jour Fixe in June of 2007 this legal taskforce presented its findings, together with publishing a paper on this issue. The taskforce clarified the legal framework for the “day ahead capacity pilot” recorded in German legislation. In a reaction to these findings, the German BNetzA published a letter by Mr. Matthias Kurth, outlining the legal framework in Germany and providing suggestions for dealing with these potential bottlenecks to the pilot. 

However, this clarification of the legal framework was perceived to be inadequate according to most participants (especially the platform operator APX GROUP). Therefore  APX GROUP sent a letter to the European Commission (DG TREN and DG COMP). The question in this letter is whether the German provision on a single platform is compatible with European law. The answer is expected at the end of November.  

The Information Paper on legal framework was sent to the governments of the GRI-NW region for discussion on 23.10.07 in Hague
.

Key achievements
· The publication of a legal paper, presenting the legal framework (for primary interruptible and secondary firm) in the participating member countries and the subsequent letter of Mr. Matthias Kurth (primarily focusing on secondary firm).

2.3 Practical design issues

2.3.1 Secondary firm capacity

Process

The main objective of the secondary trading part of the workstream was, and still is, to discuss the design of the secondary trading platform. We distinguish three different topics, which were the subject of discussion: the contracts, the role of the TSO and the design characteristics of the platform itself. We will briefly discuss each subject below.

· Contracts: a lack of standardized contracts for the transfer of capacity rights between shippers has been identified as a barrier towards the (cross-border) trade in capacity rights. Early in the process (first Jour Fixe, March 2007) EFET committed itself to drafting such a European standardized capacity trading contracts. Initial analysis of the applicable TSO conditions took more time than initially planned. However, during the fifth Jour Fixe it became clear that EFET was running into difficulties drafting this document in time. This appeared to primarily concern the differences in the operational procedures between the different NW-European TSOs. EFET requested input from all participating TSO’s in the drafting process. Based on the discussions held, we now conclude that a single capacity appendix is possible for the Dutch and German systems. This ”capacity contract” will serve as an annex for the EFET General Agreement on the delivery and acceptance of natural gas. EFET announced on the sixth Jour Fixe (September 2007) that they would publish the contract concerning trading capacity rights in the Netherlands in October 2007.
 Due to apparent legal complexity deadline of publication by EFET is now 16.11.2007.
· Role of the TSO in the platform: it was already discussed how the operators committed to the pilot project early on in the process. Even though the concept of a secondary market entails shipper-to-shipper trading, the TSO still plays an important role in the transfer of a capacity product. During the first Jour Fixes it became clear that the TSOs will not play an active part in the actual design and operation of the platform for the transfer of secondary capacity rights
. 
However, they will keep playing an important role concerning the ratification of a transfer and processing this transfer within their internal systems. Concerning these two activities the TSOs have made two important commitments:

· In general the TSOs committed to reducing the implementation lead time for the ratification of a transfer from several days to three hours maximum on working days

;

· They will discuss with the platform operators how to link their IT systems to those of the platform operators in order process a transfer made on a platform. 

· Design characteristics of the platform: design of the actual platform for secondary trading is one of the most important aspects of the pilot project. We already discussed how during the process it became clear that designing the platform would be one of the tasks of the platform operators. However, in order to do this the platform operators required information on the preference of the market parties (the potential users) for the design of such a platform. Therefore a questionnaire was distributed among EFET members on their preferences for the design of secondary trading platform. The response on this questionnaire were discussed in the fifth Jour Fixe and published on the ERGEG website. It appeared that there is still some discussion on the following subjects:

· the role of the platform operator  (central counter party (CCP) offering clearing as an integrated service vs. bilateral trading)

· the allocation mechanism (auction vs. continuous trading) 


· the combining of cross-border capacity rights on different sides of the border (bundled vs. unbundled)

In the sixth Jour Fixe it was decided that it was now up to the two platform operators, APX GROUP and Trac-X, to individually gather information and to design their own, individual, platform.

Key achievements
· A commitment by the TSOs involved in the pilot project to reduce the implementation lead time for a transfer of secondary capacity to a maximum of three hours.
· The questionnaire on the market parties’ preferences for a secondary market platform and the subsequent presentations by Trac-x and APX GROUP.

· Discussion between the TSOs and the platform operators on making the IT systems compatible.

2.3.2 Primary interruptible capacity

Since the primary focus of the work stream so far has been on the secondary firm capacity product the process concerning the primary interruptible capacity product has limited itself to preliminary activities.

One of the activities performed by the TSOs involved in the pilot has been an assessment of the procedures surrounding primary interruptible capacity rights on their specific networks. From that assessment it became obvious that harmonization of transport conditions and procedures is extremely important.

· Key achievements. An overview of the differences in the TSO specific procedures for primary interruptible capacity.

3 Way forward

3.1 Process in general

If we consider the process in general three important activities remain:

· Getting the platform for secondary gas transport capacity right trading on a day ahead basis ‘live’;

· Getting the platform for allocating primary interruptible capacity on a day ahead basis ‘live’;

· Evaluating the two pilot platforms. 

3.2 Secondary firm capacity
Although the regulators have indicated that they feel that their facilitating role is over, there still remains a lot work to be done. However, these activities mainly concern interaction between individual parties. During the sixth Jour Fixe the following remaining activities were identified:

· The delivery of standardized contracts for the transfer of cross-border capacity by EFET. Given the complexity of the matter, the first proposed contract relates to a capacity transfer within the Netherlands and will be delivered in October 2007. 

· The setup of a standard technical interface between the TSOs and platform operators involved. 

· A response of the European Commission on the APX GROUP letter concerning German legislation. 

· The actual reduction of the implementation lead time by the TSO to a few hours.

· The development of the platform by the platform operators.

	Who
	What
	With whom
	When

	Regulators
	Initiate a discussion on the legal framework for the pilot by presenting the encountered difficulties to the multilateral gas forum
	Policy makers (ministries) 
	As soon as possible, 23.10.07 IG governments NW 

	TSOs
	Reduce the implementation lead time to three hours
	
	As soon as possible

	
	Link the internal IT systems with those of the platform operators
	Platform operators
	As soon as possible, first meeting scheduled on the 11th of October 2007

	Platform operators
	Link the internal IT systems with those of the platform operators
	TSOs
	As soon as possible, first meeting scheduled on the 11th of October 2007

	
	Finalize the design of the trading platform, in cooperation with the market parties
	EFET
	[Already done during Jour Fixe] Final design details to be decided by platform operators


	
	Build an online trading platform for secondary capacity
	
	To be decided by platform operators


	EFET
	Draft the standardized contracts for the transfer of capacity: shipper-shipper as well as shipper-CCP
	Platform operators
	As soon as possible, 

· By 16.11.2007 publish contract on EFET-website
· First meeting between TSOs and EFET on the 15th of October (done; comments (to be) received on Dutch, German and Danish contractual TSO frameworks.


3.3 Primary interruptible capacity

A lot work remains to be done in this work stream, by all parties involved. The next meeting on this subject will be on the 16th of November 2007 in The Hague. We (the regulators) have identified the following (general) activities. 

· A reconfirmation of the TSOs commitment to interruptible primary capacity part of the pilot, in light of a successful start of the secondary trading platform; 

· The study of alternatives for the allocating of primary capacity rights;

· Harmonization and bundling of primary interruptible capacity products by the TSOs involved

;

· Establishment of a platform for allocating these bundled primary interruptible capacity products by the TSOs (with the help of the platform operators, if requested by TSO’s);

· The provision of flow information by the TSOs in close cooperation with EFET
.

	Who
	What
	With whom
	When

	Regulators


	Discussion of the legal framework concerning the auctioning of primary capacity on the Dutch and German transmission networks by the relevant regulators
	In coordination policy makers (ministries)
	As soon as possible, 23.10.07 governmental meeting (IG) of the NW region

	TSOs
	Harmonization and bundling of primary interruptible capacity products by the TSOs involved
	
	Update on way forward in 16.11.07 Jour Fixe

	
	Establishment of a platform for allocating (including possibility of auctioning) these bundled primary interruptible capacity products by the TSOs 


	Platform operators, if required by TSO’s
	Update on way forward in 16.11.07 Jour Fixe

	
	The provision of flow information by the TSOs 
	EFET
	Update on way forward in 16.11.07 Jour Fixe


� http://www.efet.org/Download.asp?File=8522


� The Dutch TSO, GTS, was not represented at the meeting. However, they expressed their commitment and their position on the pilot project in an email by Geert Graaf, CEO of GTS, to Peter Plug, Chair of GRI NW, dated 20 April 2007. 


� See final paper published on 18.10.2007 at http://www.ergeg.org/portal/page/portal/ERGEG_HOME/ERGEG_DOCS/ERGEG_DOCUMENTS_NEW/GAS_FOCUS_GROUP/E07-GFG-22-14b-SecondaryMarkets_final.pdf


� During the telephone conference of 22.10.07 of the day ahead pilot working group it was stated that primary legislation should make markets-based allocation methods possible (not excluding auctions or other types of allocation mechanisms). The Shippers and Platform Operators of the group asked to urge governments to remove bottlenecks as outlined in Information Paper.





� If the platform operator is to act as a central counter party (CCP), a contract between a shipper and the platform operator will be required. When the platform operator is acting as a clearing party, this contract will be much alike the shipper-shipper contract. APX GROUP has indicated to discuss the drafting of this contract with EFET, to ensure consistency and standardisation as far as possible.


� In an European context: in some member states the national legislation makes it mandatory for a TSO to actively design and operate a secondary trading platform, at least when it concerns a national platform.  


� This three hours maximum only concerns the transfer between two shippers that have attained a shipper status from the relevant TSO. If one of the shippers does not have such a shipper status, the implementation lead time will be significantly higher, due to issues such as a credit check. 


� The commitment of the TSOs top reduce their implementation lead only concerns the implementation lead times on those cross-border IPs which are part of the pilot project. 


� In the update telephone conference of 22.10.07 it was commented by Operators that q108 is feasible.


� Please be aware that during the sixth Jour Fixe, September 2007, the TSOs committed to presenting an alternative for the full scale harmonization of interruptible capacity products and procedures


� The EC’s third package proposal on ‘regional TSOs’ will also have an impact on the need for harmonization of interruptible capacity products and procedures


� Please be aware that in the “transparency” workstream (chaired by Ofgem (UK)) agreement has been reached on the publication of the ‘probability of interruption’. This agreement could have a positive effect on the work that needs to be done in this workstream. 
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