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Introduction
1.1. This cover note highlights some of the key issues, and questions that arise, from the gas balancing interaction draft study prepared by the gas balancing Enabler Group.  The draft report was written by Boudewijn Reniers.  It is being published now to seek the views of other stakeholders on the issue of gas balancing interactions.

The draft report

1.2. The report looks at the issues raised by the interaction between gas balancing mechanisms at two interconnection points in the North-West region: Emden-Oude Statenzijl (on the border of Germany and the Netherlands) and at Ellund (on the border of Germany and Denmark).

1.3. It focuses in particular on the different risk profile that a shipper could face from being active in different balancing mechanisms.  This has been analysed by looking at the potential costs that a shipper would face for imbalance positions under the different balancing mechanisms – where the “profiles” used for the shipper assume that they are either in balance, short or long of gas.  

1.4. The report suggests that the costs that could be incurred by a shipper operating in different balancing mechanisms (with the same imbalance position) can vary significantly – and that as such the possible risk profile differs – which may give risk to barriers of entry between neighbouring markets.  It highlights that the costs of imbalance are not cost reflective in most balancing mechanism – but rather an approximation.
1.5. The report also suggests that the existence of different imbalance cost profiles can give rise to the possibility of risk being arbitraged between balancing mechanisms.

Some questions for stakeholders
1.6. We would like to hear stakeholders’ views on the potential issues raised by gas balancing interactions – including:
· The draft study focuses on the different costs incurred under the various imbalance cash-out mechanisms.  Is this really about the absolute risks of operating within different markets rather than a risk from the interaction between the different mechanisms?

· Do differences between gas balancing mechanisms
 give rise to significant additional costs and risks that shippers cannot manage effectively and that actually represent barriers to cross-border trade (and can they be quantified)?  If you think this is the case, please identify specific differences and if possible quantify their impact.
· Would improved levels of transparency in gas balancing help shippers better manage any potential costs and risks associated with the interaction between mechanisms?  Are the steps already being taken to improve transparency across the region sufficient – please be specific if you think more could be done?
· The full implementation of ERGEG’s guidelines for good practice for gas balancing (GGPGB) should lead to better designed and more consistent gas balancing mechanisms.  What steps could be taken to ensure that the GGPGB are implemented across the region – what role should TSOs take in this respect?
Responses are welcomed by 3 December 2007.  They should be sent to Gary Craig at gary.craig@ofgem.gov.uk
You can contact Gary with any questions on + 44 (0) 141 3316005.  Responses received will be a key input in deciding on what further steps if any should be taken on the work on gas balancing interactions. 
� Such as differences between nomination and allocation processes; imbalance calculations and tolerances etc.
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