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An assessment of the differences in the balancing mechanisms
Introduction

Interactions between gas balancing mechanisms (the way in which imbalance prices are calculated; the level and nature of tolerance services provided; differences in the level of information provided etc) can impact on cross-border trade and the development of competition.  At the N-W GRI Bonn workshop it was agreed that further work needs to be undertaken to better understand gas balancing interactions.  The proposal was to study 2 interconnection points more in detail. 
Approach

It is important that the work is as “evidence based” as possible – to help identify actual problems in the way balancing mechanisms interact and to help bring forward practical proposals for change.
It is important that key differences in the gas balancing mechanism are identified. This will help guide the development of the questionnaire for TSOs and shippers and be useful background information for the general understanding of the impact of the complexity of the different balancing regime of the development of competition.
Interconnection points
The selected interconnection points are on the border of Germany and The Netherlands so called “Emden-Oude Statenzijl” and at Ellund which is on the border of Germany and Danmark.

Involved TSO’s at these points are:

· E-on Ruhrgas (D)

· BEB (D)

· Wingas (D)

· Energinet (DK)

· GasTransportServices (NL)
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Source; GTE Maps and data

As the UK gas market is seen as the most competitive gas market of Europe and the English balancing mechanism is simple and transparent, this mechanism is also used.

Table 1: Overview of applicable balancing parameters:
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Denmark

UK
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Wingas

Energinet

National 

Grid

Tolerance differentiation

bracket 1

bracket 2

bracket 3

Portfolio size in m3/h

< 250.000

>250.000 

and 

<1.000.00

0

> 

1.000.000

Balancing parameter

Tolerances % of

unpredictable share 

of booked exit 

capacity

share of contracted 

capacity

Temperature indepency

no

no

N.A.

Hourly tolerance

10%

15%

10%

N.A.

Hourly tolerance temp > 0°C t=t+2

17,4%

10%

4,275%

N.A.

N.A.

N.A.

Hourly tolerance temp > 0°C t=t

23%

13%

6%

10%

15%

N.A.

Hourly tolerance temp < -17°C t=t+2

2%

2%

2%

N.A.

N.A.

N.A.

Hourly tolerance temp < -17°C t=t

2%

2%

2%

10%

15%

N.A.

Cumulative tolerance

1 hour

3.6 hours

1 hour 

N.A.

Cumulative tolerance temp > 0°C t=t+2

93%

54%

23%

N.A.

N.A.

N.A.

Cumulative tolerance temp > 0°C t=t

70%

40%

17%

1 hour

3.6 hours

N.A.

Cumulative tolerance temp < -17°C t=t+2

4%

4%

4%

N.A.

N.A.

N.A.

Cumulative tolerance temp < -17°C t=t

4%

4%

4%

1 hour

3.6 hours

N.A.

Daily tolerance

18%

18%

18%

N.A.

N.A.

N.A.

5% Winter/ 

15%summe

r

0%

Penalties outside tolerances

Hourly shortage

2,5 x GBP

2.7 * GBP

2 * GBP

N.A.

Hourly surplus

0,75 x GBP

0.5 * GBP

0,5 * GBP

N.A.

Cumulative shortage

3,0 x GBP

2.7 * GBP

2 * GBP

N.A.

Cumulative surplus

0,5 x GBP

0.5 * GBP

0,5 * GBP

N.A.

Daily shortage

N.A.

N.A.

1,5 * TTF

High SMP

Daily surplus

N.A.

N.A.

0,5 * TTF

Low SMP

Daily settlement costs for shortage within tolerances

N.A.

N.A.

No charges

Daily settlement costs for surplus within tolerances

N.A.

N.A.

No charges

Daily settlement costs for surplus outside tolerances

N.A.

N.A.

No limit 

Daily settlement costs for shortage outside tolerances

N.A.

N.A.

No limit 

Germany

The Netherlands

GasTransport services

(entry-+exit capacity)/2

linear decrease from 0°C to -17°C

15% x APX TTF Day ahead price

10% x APX TTF Day ahead price

100% x APX TTF Day ahead price

100% x APX TTF Day ahead price

100% of highest price of price 

100% of lowest price of price 

100% x APX TTF Day ahead price

100% x APX TTF Day ahead price

100% of highest price of price 

100% of lowest price of price 



Risk assessment
New entrants (will) make a financial risk judgement before they (will) enter into a new market. This financial risk assessment will be based on how much money can be generated in relation with costs and potential risks. Imbalance costs are seen as very potential risks, particularly if you take the potential costs of imbalance in relation with the small size of the potential gross margin on this activity into account.  A risk assessment on the relevant interconnection points in this case study is made.
Hourly Balancing services not included
Each TSO offers balancing services to minimise hourly imbalance risk. E.g. in the Netherlands this services (Combiflex) is not available long time in advance and sometimes not available at all. This means that shippers have to take an open position with the risk that this not can be covered due to insufficient balancing services capacity. To make as transparent comparison of the mechanisms as possible these services is not included. It is also not clear what the market value of these services is.
The analyses are based on 3 realistic scenarios as set out below. 

Used profiles
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Retail profile "in balance on a daily basis"
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Retail profile "short"
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Retail profile "short"
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Table 2: Used profiles for imbalance calculations
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Results of the imbalance calculations

Depending on, in which system a shipper is active the shipper is exposed to different imbalance risk/costs in relation with its entry/exit gas flows as set out in table 1. 

Table 3: Imbalance costs of the 3 scenarios*
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Type of supply

Daily commodity position

in balance

short

long

National Grid (UK)

0

-15.000

-15.000

Energinet (Danmark)

0

-113.438

-113.439

E-on Ruhrgas (D)

-102.891

-488.579

-167.432

Wingas (D)

-199.989

-426.864

-203.804

GasTransport Services (NL)

-139.788

-429.337

-289.969

BEB (D)

-231.581

-571.894

-200.935





Imbalance costs in € (penalties + settlememt losses)













Retail profile


*Ranking based on the average imbalance costs of the 3 scenarios  

The incentive for shippers in the daily balancing systems of the United Kingdom and Denmark to stay in balance is based on a settlement of the imbalance position. In the UK this is based on real market prices of that relevant imbalance moment/day (high and low SMP), in Denmark no liquid Within-day market is available, so other price references (Dutch TTF Day-ahead) are used, this times a penalty fee. In the hourly balancing systems of Germany and The Netherlands the hourly penalties are not based on applicable market prices because a real market of these hourly products does not exist. Therefore other price references like the German Border Price (GBP), price baskets and Day-ahead prices for imbalances positions are used.

For the imbalance cost calculation the following prices are used;




APX TTF 
High Gas Price
Low Gas price




Day-ahead
       HGP   

       LGP
Price in € MWh
   15,13
      16.08

      11.17

In the Dutch system a settlement principle is applicable, which means in case a shipper is long/short, this excess is settled on a daily basis. The difference between the Day-ahead price and LGP/HGP and the difference between the Day-ahead price TTF and the LGP is defined as settlement losses. In Germany these settlement costs are incorporated in the penalty mechanism.
To make an acceptable/ as fair as possible comparison of the imbalance risks between the different systems an at random cold winter day (23 of January 2006, - 5 degrees) is used.
Preliminary conclusions of the results for the limited balancing interactions between the systems as a consequence of imbalance risks;

1) The imbalance risk in relation with potential earnings for a shipper/ supplier is out of range!!!

2) The hourly systems are complex and so less/not transparent

3) Due to the fact that there are differences in costs in long and short positions the connected systems have the risk of to be arbitraged.
4) With exception of the UK system, the imbalance costs of the other systems are not cost reflective but is a best attempt simulation
5) The imbalance risk is seen as very serious barrier by (potential) new entrants
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