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4th August 2006


	Eurogas Response to the Consultation Paper on an Action Plan for the South-South East Europe Natural Gas Market


Introduction

Eurogas supports the drive to accelerate progress in the internal gas market. Considerable progress has been achieved since the adoption of the 1998 Gas Market Directive (98/30/EC), more rapidly since the entry into force of the Directive 2003/55/EC, but further efforts are necessary. Therefore, Eurogas welcomes the Gas Regional Initiative, considering that it offers an approach to find pragmatic solutions to continuing obstacles to progress towards a single internal market. The GRI can identify particular regional problems and bring the operators and the market players together to discuss how to resolve them in a practical way. It should be a dynamic process, and it should contribute to building a pan-European gas market; any risk that it could in turn create new barriers to single market development have to be avoided, by effective co-ordination of the activities and output of the three/four GRIs.

Eurogas has reviewed the Consultation Paper. Several discussion points will be better commented on by regional supply companies, and so Eurogas focuses its response on the broader questions, including those which concern principles of European practice. The paper is in two parts

Part I 
Comments on the overall approach taken in the S-SE dialogue, and explains priorities for Eurogas in the GRI overall, including a short response to the preliminary Conclusions itemised in Section 4 of the Consultation Paper.

Part II 
Responds to Discussion points.

The response is supported by an Annex providing Eurogas positions on relevant issues.

PART I

Comments on the overall approach taken in the S-SE dialogue Consultation Paper

Eurogas welcomes the recognition in the S-SE process that supply companies have to be involved from the outset in the discussions on finding pragmatic solutions, and the recognition of the need to involve representatives of major stakeholders in an enlarged implementation group. The Consultation Paper offers a good basis for opening the discussion.

Eurogas, however, has some principal queries and concerns on the approach, which are, in our view, relevant to the general process

· It is not clear how actions proposed by ERGEG will be co-ordinated with Member States’ authorities. Their early involvement and understanding in the work from the outset is necessary, to facilitate progress in subsequent stages. 

· In the view of Eurogas, The S-SE GRI and other regional initiatives should concentrate on finding ways to improve inter-TSO co-operation and promote hub development, issues that are oriented towards technical and procedural matters. Therefore one of the most important proposals in the paper is to carry out case studies. Eurogas enlarges below on essential points in this respect.

· From this perspective, however, Eurogas finds that in many respects, the paper focuses too much on questions that are appropriate for consideration in general EU policy and/or are being identified as issues by Commission officials. Also the paper envisages that legislative action will be necessary, which will be a time-consuming process. The points, for example, in the list of Preliminary Conclusions in Section 4 are not, except for transparency and capacity issues, main issues for the GRI. Eurogas considers that considerable progress would be possible within the present framework.

· Moreover, duplication of effort should be avoided, especially on information gathering.

· Ways to improvement may not necessarily require complete harmonisation of details, but there has to be a much higher level of compatibility and coherence than at present. In particular, there has to be better co-operation between TSOs.

· Hub development must also be a priority objective.

· Eurogas is concerned that there is no “overlap” between the S-SE Region and either of its neighbouring regions. This is different from the approach taken in electricity and if followed in gas would minimize the risk of separate markets developing. Eurogas thinks it is more important to ensure co-ordination with neighbouring areas to the S-SE than with the Balkan countries who in any case face particular issues.

Priorities for the S-SE Europe Gas Market

Hubs Development

The regional gas market in S-SE Europe is heavily dependent on Russian imports and it is anticipated that supply companies will continue to undertake long-term commitments to bring the gas into the region. The impact, however of growing competition and companies’ response in seeking commercial opportunities should increase the market’s responsiveness and liquidity provided that the market instruments notably market-driven hubs are in place, supported by adequate investments in transportation capacity, transparency and non-discriminatory access rules. The GRI has a role to play, by identifying constraints on hub development and how to tackle them. Gas availability issues can be expected to emerge as a major consideration (although this is not sufficiently considered in the consultation paper), but additionally the following factors have to be addressed

· the transparency of the access regime

· the need to ensure confidence of users in non-discriminatory access

· distortions which arise from interactions between adjacent networks or network rules should be avoided
· incentives have to be in place for TSOs (or others) to realize new infrastructure linked to hubs on the basis of expected hub use and growth in demand, recognizing that liquidity will also depend on completion of sufficient major gas infrastructure e.g. to relieve current transmission constraints.

Providing that the right framework is in place, a regional balancing point at which imbalances are traded initially will overtime develop more significant trading possibilities and high churn factors, giving added value to suppliers in optimizing their portfolio. This should be an objective, and the practical case studies should contribute to the analysis of achieving progress. The case studies should include within their scope, investment needs, an analysis of the ways TSOs meet the requirements of the Regulation on Network Access, especially  transparency, as well as capacity allocation and congestion management issues.

Enhanced TSO Co-operation on Services

Eurogas recalls that customers’ right to switch drives suppliers to offer excellent service at competitive prices, and that gas suppliers are the main customers of TSOs, who are usually monopolies. Therefore TSOs have to listen to the market driven needs of their customers and national regulators have to make sure that TSOs offer the services that the market/Users require. Increasingly companies are operating across borders and they want to see more dynamic convergence of different TSO systems and practices.

The sort of areas in which TSOs could co-operate better include:

· information provision, based on common definitions and principles

· more consistent and coherent approaches to capacity calculation, and capacity allocation and congestion management, especially at cross-border points

· harmonization at nodal points of nominations, and renomination procedures

· a regional approach to balancing and related issues (i.e. metering regimes)
· interoperability issues covering gas quality issues and business rules

TSOs on a co-operative basis as well as individually have to offer a range of compatible services, depending on regional developments and needs. TSOs should consult regularly with customers on their needs. The practical consideration of these issues should also include compatibility and consistency of network codes.

Enhanced TSO Co-operation on Investment

As the market develops, then increasingly there will be need for investments in pipeline-systems that will have implications for upstream and downstream investment. Furthermore the benefits of the investment may not primarily be for the consumers of that country in which most of the investment is undertaken. Therefore there has to be a co-ordinated approach among TSOs as well as regulators and a fair redistribution of revenues.

The need for new infrastructure should be determined through market signals (in a system of competing networks, more consideration may need to be given to firm long-term commitments). Regional TSOs should be encouraged to consult with system users on their needs and views on necessary future system development, as a basis for reaching a shared understanding on regional infrastructure improvements.
The granting of exemptions from the TPA provisions under Article 22 of the Gas Directive will be an important element in the feasibility of some projects, but the decision has to be taken on a case by case basis and not prejudice the role of competition and the market which will deliver efficient signals for needed investments.

Regulatory powers and co-ordination

A priority for Eurogas is the correct and timely implementation of current legislation, that is the Gas Directive 2003/55/EC and the Regulation on Access to the Gas Transmission Networks (EC/1775/2005), as well as of voluntary commitments. Eurogas considers that national regulatory authorities have to have sufficient powers and resources to carry out their duties effectively to be able to ensure this. Regulatory co-operation should be encouraged. The GRI should help to improve co-ordination and close regulatory gaps.

Other Points

The above are in the view of Eurogas the priorities for the GRI. The preliminary Conclusions reflect some of these points but a stronger, pragmatic approach is needed. The issues, however, listed in Section 4 are important and for the sake of completeness Eurogas recalls its positions on different points, which will clarify further the principal perspectives Eurogas brings to the GRI process.

Transparency 

In general there should be a presumption towards publishing information on pipeline use rather than withholding it, and the rules should be followed allowing for departures from this general principle, only where it can be shown that the required transparency would damage commercial interests.

Market Concentration

Eurogas agrees on the importance of Europe’s consumers having a real choice of energy supplier among a range of competing large and smaller supply companies and traders able to meet customers’ differing needs at competitive prices.

Incumbents domination

Effective unbundling of TSOs should help address any concerns with incumbents.  

Unbundling 

Eurogas supports effective unbundling in line with the provisions of Directive 2003/55/EC.

Longer-term capacity reservation
Signing of long-term purchase contracts will necessarily be supported by long-term capacity reservation and/or terminalling contracts to ensure that the contracted gas can be transported from the production zone to the market. These commitments will give market signals for future capacity needs. It is very important, however, to avoid capacity hoarding and therefore in the first place robust and flexible secondary market instruments. UIOLI rules must also be in place, to be used as necessary.

Cross-border Competition

The work of the GRI should address this issue.
Oil/gas price link

The guiding principle for the choice of gas price formulae should be to adopt what corresponds to the needs of the negotiating parties. In a commercial contract both seller and buyer should be free to select whichever reference they are able to agree on and which meets their business needs. They will accommodate various solutions as long as they match their respective constraints, in particular 

· ability to ensure competitiveness in the end-user market for the buyer/reseller

· ability to recover investment costs and repay loan for the producer-seller

and, for both, confidence that the chosen indices cannot be manipulated

In the view, however, of Eurogas the listed issues in Section 4 are not, in the main, points for consideration in the GRI. The exceptions are the transparency and capacity issues to which the GRI can make an important contribution, with the pragmatic focus of facilitating the development of hubs, more streamlined TSO services, and cross-border trade.

Part II

Responses to specific discussion points(.

In the light of the above principal priorities, Eurogas offers the following responses to:

Discussion Point 1

As explained above, Eurogas recommends revising the proposed priorities to focus on practical analyses and case studies aimed at hub development and improved TPA services and co-ordination. The hub development priorities would include appropriate hub transparency requirements. Interoperability is agreed to be a very important issue. A general overarching priority should be full and timely implementation of existing legislation and of the GGPSSO.  Moreover, the N/NW RMI Group has identified nine priorities, including different items, not all of which will be worked on initially. Co-ordination within ERGEG is advised.
Discussion Point 2

Eurogas would urge that the GRI avoids duplication of information gathering. Furthermore, it is essential that the Access Regulation is followed by TSOs, although its implementation has only been in place for a short period.

Timely and correct implementation of the GGPSSO is agreed as a priority; the emphasis on monitoring regulatory involvement is less clear. Only when correct implementation is in place, will there be a basis for deciding if the Guidelines require amendments.

When considering tariffs, consideration should also be given to the impact of taxes and fees.

Eurogas would add to the list on p. 7 metering regimes in view of their interdependency with capacity allocation and balancing rules. This is important because the accuracy of gas allocation and consequently of balancing terms and penalties depends on metering methods and timetable. Therefore it is very important to pay attention on the compatibility of metering with balancing rules. In at least one country in the S-SE incompatibility is a problem.
Discussion Point 3

Timely and correct implementation of the 2nd Directive is essential. There is need to address areas that are not being implemented as anticipated and where gaps have already been identified. When it is correctly implemented, there will be a basis for deciding if amendments are necessary, in conjunction with impact assessments. Eurogas members have been invited to respond on an individual basis.
Discussion Point 4

The practical case studies are too limited in scope. Development of a regional hub and the relevant infrastructure should be a priority.  Eurogas members have been invited to respond on an individual basis.
Discussion Point 5

Storage Services are an important element of the success of Hubs. However, access to storage services should be separated from hub development and services, suggested by Eurogas as a separate priority as storage has more than one function in the market. The implementation of the GGPSSO should be monitored, and presumably the Report newly carried out in ERGEG can be used, to avoid duplication. It is very important, however, to check if the services are meeting market needs. Similarly work on reviewing the other services required by Hubs and to meet PSO obligations needs to be carried out to identify any potential blocks to the development of fully functioning Hubs. In some countries storage also plays a major role in relation to PSO.
Discussion Point 6

Eurogas endorses the importance of ensuring interoperability, but other less obvious points are important, for example there is an inconsistent approach among TSOs to exceptions to Force Majeure and the supplier can find gas rejected for a range of different reasons. Although Eurogas is not advocating a single contract, a more coherent, consistent and streamlined approach is required.  The impact on the SSE Region also needs to be assessed.

Discussion Point 7

This is a somewhat confused chapter. Eurogas advocates treating capacity reservation and congestion management separately from consideration of the “one stop shop” (OSS) principle.  

Eurogas agrees that consistent rules for capacity reservation, interruptible service availability and capacity release to address congestion management would be helpful. A significant amount of work is underway on capacity issues. DG TREN is presently finalizing its Interpretative Notes, and ERGEG is expected to issue a consultation document on the capacity calculation point which is linked. Eurogas would support eventual Guidelines but considers that experience with the Regulation in the light of the Interpretative Notes should be gained before further proposals are made. 

With regard to the “one stop shop” Eurogas favours in principle a service which would facilitate gas transport through different TSOs, but before commenting in detail on the proposal in the Consultation Paper would like to know more about what ERGEG understands by the term. Eurogas believes that activities related to the OSS principle are linked to the commercial part of the natural gas chain (i.e. shipping, optimisation of capacity booking).
The simplification of access to gas transportation systems managed by different TSOs should result from the increased compatibility of regulatory frameworks. In such a framework activities linked to the OSS principle should be left to market forces. Today already some OSS systems are offered on the secondary market.

Furthermore elsewhere Eurogas has understood that ERGEG assumes a TSO will offer the one stop shop service. But it could be a supplier offering bundled services on the secondary market or an independent player.

Discussion Point 8

Eurogas favours entry exit systems, generally the larger the better, but recognizes that there is an incompatibility between the requirement for tariffs to be cost-reflective (alternatively bench-marked) and the idea of a regional tariff to avoid pancaking. Cross-subsidies and standard costs should be avoided too. Especially in the case of large volumes of gas travelling across borders, there is a problem. In such cases a distance related price model could better reflect the real cost for the subscribed service and avoid pancaking. This also raises the issue of compatibility of tariffs between individual TSOs and groups of TSOs. Also, the existence of bottlenecks within the regional network could lead to a reduction in current available capacity elsewhere. Eurogas will think more about the issue.

This section raises other important points. Eurogas agrees that the regulatory gap can impede investment. A national regulator may not put in place the right conditions to encourage investment necessary in another Member State. Therefore there has to be a better co-ordination on this issue. A regional inter-TSO compensation scheme could contribute if the revenues were dedicated to regional investment. As mentioned above, there has also to be improved TSO co-ordination.

Discussion Point 9

Applications for exemptions under Article 22 have to be considered on a case by case basis, with each case considered on its merits. Also, any conditions imposed in the event of an exemption must be decided on a case by case basis.

The application of Article 22 must be capable of supporting the long-term viability of projects that will enhance competition in gas supply and enhance security of supply. The rules must be clear to all parties and not prevent new entrants competing.

Depending on the particular circumstances of the project and its relevant market, full exemption may be granted and the developers thus obtain an “own use” piece of infrastructure subject to general competition legislation, but Eurogas would be concerned if this reduced the opportunities for competition and/or distorted the market.

Each project has to be assessed individually. Eurogas agrees that the Guidelines should recognize the advantage, depending on the relevant market, of partial exemptions, taking into account expected increase in demand with the possibility that capacity is planned for short-term use, as well as long-term.

With regard to the initial allocation of new investment, the preferred form is an open season or booking “window”. This should, however, be accompanied by a commitment (obligation to pay for booked capacity or investment). Differing solutions may be appropriate depending on the circumstances and the relevant market. “Open season” should not be an obligation

Appropriate funding arrangements should be in place to underpin TSOs’ investments, ensuring that the investment environment is:

· predictable

· stable

· commensurate and complete

TSOs should be robust enough to cope with some risk, and be prepared to invest in response to market signals. It should be recognized also that there may be parties other than the TSO who invests.

Discussion Point 10

Eurogas supports the definition of Balancing Guidelines by ERGEG. 

Regional balancing Guidelines with a regional balancing point may have added value. Eurogas, however, can accept the co-existence of different balancing regimes provided that they are compatible from a system’s user’s perspective and the instruments are available to users to meet the balancing requirements without unfairly incurring penalties and without imposing costs on adjoining markets.

Discussion Point 11

Eurogas would support the proposal for regional Guidelines of good practice on transparency and information management.

Discussion Point 12

There was an argument for this approach in the Balkans where the legislative infrastructure was not in place, but that is not the case in the S-SE Region. Eurogas emphasizes that the first step should be to find pragmatic solutions to improve implementation of the current legislative framework, and then assess what more may be needed.

Conclusion

Eurogas hopes that the above comments are useful in shaping the overall approach to the GRI process, as well as offering more specific views on S-SE priorities (and eventually those of the other regions). Eurogas is happy to clarify any points.

***

	Eurogas Discussion Paper on Capacity Allocation Procedures



1. The methods of allocation of capacity in networks between competing users is a subject that is a matter of particular interest in the gas market.  The EU Directives which oversee such allocations are based upon principles of Third Party Access (TPA) to networks operated by Transmission System Operators (TSOs) but with an acceptance that there may be variation between Member States as to the detailed rules around such access.

2. However, there is a level of detail below these principles that is of importance to network users in their ability to access and utilise capacity in support of their commercial needs.  These are, in the initial acquisition of capacity, any future acquisition (or extension) and any subsequent secondary trading and potentially in cases of congestion management on a network.

3. In cases where there is an excess of capacity over demand, whether it is under an Entry/Exit or a Point-to Point capacity allocation model (irrespective of the Entry/Exit tariff system), there should be no problem regarding capacity acquisition or congestion management.  However, (although the preference of users is normally for systems to be sized to ensure that all requirements can be met at reasonable tariffs) there are likely to be situations where there is an excess of demand over supply for transportation capacity.  On these occasions a set of rules needs to be prepared that promote and support competition in the supply of gas, are not anti-competitive, and maximise the use of the system.  To this end this Eurogas paper including comments on Use-it-or-Lose-it (UIOLI) provisions identifies clear rules for accessing capacity in the long and short-term.  It should also be recognised that in the majority of situations, where supplier to supplier competition exists, the real issue is to ensure that capacity can be transferred between users as required to meet end consumers’ needs.  As such it should be required that capacity at or to the Exit Point directly connected to the end-consumer automatically transfers between suppliers/shippers when contracts for gas supply are changed by the end consumer. 

4. However, there are a number of areas primarily relating to entry capacity on which it would be useful to clarify a position.  These are:

· 
initial allocation of new investment between competing parties

· 
allocation of existing capacity between competing parties

· 
congestion management

· 
access to longer term capacity to prevent hoarding of firm capacity

Initial Allocation of New Investment

5. The preferred form of this is an open season or booking “window” where users are required to submit their requirements supported by financial commitments (i.e. obligation to pay for booked capacity or investment).  This can be carried out either as a simple volume based application (against known prices) or in the form of an auction where Users can indicate a value that they ascribe to holding capacity. Both First Come First Served (FCFS) and auction models have their supporters and detractors.  What is clear is that the rules must be clear to all parties and not prevent new entrants competing, but must be capable of supporting the long-term viability of networks.  As such the role of the market players must not be under-estimated.  It should also be recognised that differing solutions may be appropriate even within one Member State.  This has been recognised within the Directive 2003/55/EC by the acceptance that exemptions may be granted under certain circumstances with differing rules applying (Article 22). 

Ongoing Allocation of Existing Capacity

6. The allocation and control of existing capacity is the subject of concern in some countries due to the perception that a party or parties can restrict access to firm capacity by hoarding capacity that is not needed or not utilised.  If this is occurring, it may be anti-competitive practice and if so must be prevented by procedures sent out in Member States in accordance with the Gas Directive, related EU Legislation and competition Law.

7. There are many ways to allocate capacity between competing users which are in use in different markets.  The FCFS model is preferred by most, but others prefer the auction model as they argue that FCFS may frustrate competition.  It is, however, essential that whatever form of allocation is chosen, there has to be an effective secondary market and UIOLI regime to ensure that concerns about hoarding are addressed (see below para. 11 ff).

Congestion Management

8. Eurogas has identified the main conceivable causes of congestion, such as force majeure, contractual problems, emergencies or poor planning.  The Eurogas position is that the TSO is liable for the compensation of damages in the event of any transport problems other than force majeure and emergencies.  The main message is that a reasonable and prudent operator should not oversell firm capacity or otherwise he must bear the risks if his judgement is wrong.  

9. The situations in which capacity congestion management may need to occur arise in a number of different ways.  In promoting an acceptable regime it is necessary to recognise the differences that currently exist, including for example the over-selling of capacity by TSOs and therefore the alternatives that will need to be available to manage these variations.  However, in developing a position on Capacity Allocation all aspects must be considered and addressed if a long-term solution for Europe is to be found.

Access to Long Term Capacity

10. To encourage investment by TSOs in infrastructure it is recognised that long-term commitments by users give a signal to TSOs of the need to maintain and develop the system.  This may be in addition to any other obligations placed upon a TSO to invest or to explain their position to a regulatory body, or other planning processes used by the TSO to inform their future investment.  It should also be recognised that this should give users certainty of their arrangements.  However, these long-term commitments should not be used to fetter competition by preventing capacity being used.  

The Secondary Market and UIOLI

11. The Eurogas UIOLI paper (attached) and its principles which met with general approval, especially by the EU Commission's DG TREN and by other stakeholders, was supported by the September 2003 Madrid Forum participants in general and its principles were incorporated accordingly into the revised Guidelines for Good Practice.  

12. The paper argued for the importance of incentivising a secondary market in capacity trading by capacity holders.  The paper also recognized that if a TSO perceived capacity to be unused, the TSO could sell that unused capacity on an interruptible basis only.  Whilst the position provided for the release of capacity to the market in the short-term, the paper arguably did not address the requirements of network users to have long-term certainty and access to firm capacity.  It is therefore necessary to address this issue in more depth.

13. The starting point as for the first paper is that there should not be the possibility for a network user to hoard capacity or restrict the availability of unused capacity to others.  There are economic rationales for a capacity holder to release unused capacity.  Unused capacity does not provide revenues.  In a competitive market the margins for a supplier are often small, therefore hoarding the capacity will be uneconomic.  Offering unused capacity on an interruptible basis would be a less rational economic response than making it available on a firm basis, as it would be provided at lower tariffs than tariffs for firm capacity, and put the new user in a stronger competitive position as long as the capacity is not interrupted.  Furthermore, Eurogas recalls that if a user were to abuse a dominant position, he risks incurring a severe penalty under competition law.

14. Nonetheless Eurogas recognizes that in order to have a sufficient firm capacity available for those who have a demand for it and not to restrict them to an interruptible service, some form of UIOLI regime may have to be introduced as a fall-back approach, as is already happening in some countries.

15. This is a complex and delicate issue because it touches on matters that are properly in the domain of competition law affecting company market trading decisions.  Therefore it is not possible to envisage a general rule applying in every case where hoarding might be restricting access to firm capacity but there should be an understanding on general principles underpinning the issue although it should be handled on a case by case basis. Eurogas suggests here some general principles to be taken into account.

The Main Principles

· 
From a network user's perspective, one of the main principles is that firm capacity rights, based on legally binding contracts with due regard to competition law, must be protected and respected.  

· 
Competition law should be the source of action in questions of hoarding, even if powers are delegated to competent authorities to determine if there is abuse of contract.  An appeal against their decision must be based on competition law and related sanctions.

· 
If a contract is determined to be in violation of competition law, then such a contract is not legally binding and the capacity holder can be obliged to release it on the market through the legal process that could, however, involve cumbersome and lengthy procedures.

· 
It should be clear what mechanisms will be appropriate in different Member States and they can be expected to vary according to different national approaches.  They should, however, be transparent and fair as well as operable within a reasonable timescale.  

· 
Wherever possible and practicable if hoarding is alleged then the parties involved should be encouraged to find a solution on a voluntary basis.

· 
The system, however, should permit holders of firm capacity who do not need the capacity (perhaps over a period) to justify to the competent authorities why they are not using the capacity (e.g. security of supply).  This would be without prejudice to any later right of appeal.

· 
The system should also specify the liabilities for compensation for damages in the event that a user whose capacity had been transferred without his agreement encounters as a result problems with his supply obligations.

· 
Any retention of exit capacity rights linked to end users should be prevented by booking conditions which are in line with supply obligations as this would be hoarding.

16. Revenues received by the TSO for resold capacity on a firm basis without title transfer but with the consent of the firm capacity holder will be passed through to the original owner of the firm capacity, as he remains party to the contract with the TSO at least until the situation can be clarified. 

17. Eurogas looks forward to discussing the issues set out in this paper.

***

	Response to the ERGEG Discussion Paper "Roadmap for a Competitive Single Gas Market in Europe"


Eurogas welcomes the opportunity to comment on the proposed ERGEG Roadmap for a competitive single gas market in Europe. A well functioning gas market is an important factor in order for Europe to secure affordable supplies of gas to meet future demand, and a sound and stable regulatory framework has a key role in facilitating the development of the gas market. The regulatory focus, however, deals with an important but narrowly defined view of the main challenges in the European gas markets. In relation to the wider debates that will take place this year on market and security of supply, Eurogas is developing a long-term vision for the European gas market. That input will deal with market issues in the context of wider global considerations including security of supply and the important challenge of attracting diversified gas supplies to the European market. The comments here, prepared by the System Users Committee with input on the regional markets questions from the Supply and Markets Development Committee, focus on the more technical aspects of the Roadmap. It is important, however, for ERGEG in its further development of the Roadmap to take full account of the implications of the wider debate on security of gas supply, to emerge from DG TREN’s forthcoming Green Paper on Energy Security of Supply. Eurogas draws attention to such issues in remarks on the Way Forward. 

Comments on Chapters 2-5

Introduction

Eurogas wants to see steady progress towards an integrated competitive European gas market. Eurogas attaches great importance to the full, timely and correct implementation of the Directive and the forthcoming Regulation on Access to Gas Transmission Networks. Members of Eurogas will respond separately on any particular problems experienced that demonstrate the existence of market obstacles.
As experience is showing, an integrated European market will be achieved in progressive stages and Eurogas agrees that market-driven regional development is an important next step. It should be a catalyst to promote a European wide robust and liquid market. The evolution of hubs will be an important driver, and other regional characteristics will need to be considered. Eurogas would like to be involved in further analysis and study of the issues.

At this early state of consideration, Eurogas has a few general points to make. ERGEG is correct in referring to the greater complexities affecting consideration of regional gas markets than electricity markets. The set-up of the proposed regional initiatives for gas has to be approached on the basis of careful analysis and should not be modelled too closely on electricity, but take account of a range of aspects. For example, notwithstanding ERGEG’s comment in paragraph 26, there is currently congestion at some borders.  Also, Eurogas thinks that the proposed definition of a Regional gas market as corresponding “to geographic areas in which it is possible easily to retail gas available on the wholesale market at a nearby hub” is simplistic and needs to be reconsidered. It is obvious to try to combine countries around liquid trading points. However, markets differ in terms of liquidity, entry/exit capacity, grid and demand-structure and market volume. A balanced approach to setting up regional initiatives/markets is necessary. The regime for inter-regional trade and its consequences has to be analysed in detail.

With specific reference to hubs, Eurogas considers that their development will be among basic building blocks, additional to long term contracts, towards an efficient, liquid market. Eurogas therefore supports work by ERGEG to facilitate the emergence and development of hubs, and is finalising a paper on “Hub Service” which may assist ERGEG in their considerations. In the view, however, of Eurogas, hubs and other regional market aspects should develop not because of regulatory intervention, nor necessarily TSO initiatives, but because companies see commercial opportunities in using them and they offer possibilities to optimise companies’ supply portfolios, and improve operating efficiencies both within a Member State and at wider regional level. Furthermore, the success of regional gas markets with associated higher liquidity could incentivise decoupling in the supply chain of contractual and physical flows.

Finally, Eurogas would emphasize the cautionary note sounded in paragraph 22. There is a risk that market rules developed in one region might not automatically be appropriate for all other regions. The Regional Markets concept must not raise barriers or slow down the achievement of an eventual single European market. Therefore progressive convergence of different regulatory and legislative frameworks in the Member States must continue, to ensure that the construction of regional markets does not lead to new obstacles at EU level. 

Current State of European Gas Markets

The analysis correctly identifies that gas suppliers within the EU are faced with upstream market concentration, and other challenges in obtaining secure and competitive long-term supplies to Europe. In the view of Eurogas, a robust, competitive European gas market has to be able to attract gas volumes in an increasingly globally competitive market. Such a market will still be heavily reliant on long term secure supplies and will be strengthened by additional market instruments adding commercial opportunities that will increase the market’s responsiveness and market liquidity. Eurogas will elaborate on this issue in its input to the gas market debate but meanwhile underlines the implications of the upstream oligopolistic supply structure, dominated outside Europe by mostly state owned companies. 

In other respects, the assessment of the current state of the market and exploration of “regulatory gaps” is a balanced basis for discussion. Eurogas, however, does not see the need for further new regulation at this stage and in general considers that voluntary agreements arrived at on the basis of discussion in the Madrid Forum are a constructive way forward, provided they are observed.

In the view of Eurogas, the levels of current investment and market prices tend to indicate that there is either a shortage of gas (commodity) and/or capacity and this factor has an impact on the goal of improved market liquidity.

With regard to ERGEG’s comments on retail aspects, Eurogas agrees that it is important that customers choosing to switch have a good experience of the customer switching procedure. This will drive market developments. Eurogas has already sent its paper on Customer Switching to ERGEG and is currently working on a contribution to identify best practices in policy focused on customers.

Regulatory Co-operation

Eurogas agrees on the importance of regulatory co-operation. The work of the CEER and the establishment of ERGEG have done much to facilitate this. Although in the view of Eurogas it is premature to talk of completing the legislative framework to meet gaps between jurisdictions, the situation should be monitored. If regional markets are developed the regulatory structures may have to be thought through. More complex co-operation structures could evolve which would need to be developed in a timely manner to meet the deadlines envisaged. The objective should be to have in place a stable and transparent framework, that does not lead to over-complex and burdensome regulatory structures.

In this context, Eurogas wishes to make two related points. Regulators in all Member States have to enjoy full and equal independence, especially if these regulatory activities relate to cross-border activity. Also, transparent responsibilities of regulators should entail a clear appeal structure that could be invoked in relation to regulatory decisions.

Unbundling

Eurogas wholly supports the view that network users have to have confidence in the non-discriminatory services of TSOs. Authorities’ oversight should ensure that there is no possibility of abuse. The issue of possible further steps on unbundling, however, should only be reconsidered, if necessary, after the current Directive is implemented fully and adequate experience has been gained.

Transparency and Information Handling

Eurogas welcomes the recognition by ERGEG of the significant role that information about TSO operations plays in the efficient and effective operation and functioning of the gas market, and its importance to the emergence of regional markets.  Eurogas wishes that the availability of such information on a consistent and unbiased basis is assured and monitored, to assess if it is adequate. Possibly, areas for improvement will be identified. There should in any case be a presumption towards publishing information on pipeline use rather than withholding it and only legitimate concerns regarding confidentiality should be allowed to prevent publication of data.  This area is one whereby efforts by ERGEG to improve market information release related to TSO activity will produce immediate benefits and is a necessary precursor to any other initiatives that are taken forward, including the regional markets.

Competition and choice of gas source – availability of gas

The paper correctly describes the concentration among producers which gas suppliers face, and the framework needed to provide continued access to the current sources of gas. Eurogas welcomes the plea for the freedom of suppliers to determine from the commercial point of view only all the possible sources of supplies in each market, but notes that in some European markets this freedom is  not implemented fully, because of a regulatory approach to security of supply objectives.

It is also correct to identify LNG as a possible source of increased competition because LNG offers additional flexibility options to suppliers. Eurogas notes, however, that, in view of the current imbalance between supply and demand at world level, the LNG market, in so far as it is characterised by a lack of firm contractual obligations with shippers and suppliers, but instead reflects opportunities to be balanced among markets, could lead to increased volatility in prices and LNG cargoes being redirected to the most attractive markets.

Aspects covered in para. 103 should be analysed in further detail, as the situations of a supplier willing to use the flexibility of his existing contracts, including some sales to short-term wholesale markets, and that of a new entrant looking for supplies, are completely different.

Eurogas notes the reference to gas release programmes. These may be justified under certain specific circumstances especially under competition conditions, and/or have commercial interest but if imposed often they could become a deterrent to renew or pursue new supply contracts. There is a risk therefore that they could endanger efficient gas purchasing and long-term security of supply.

Effective Access to Network Capacity

Eurogas agrees with ERGEG that effective, non-discriminatory access to network capacity is a pre-requisite for enhanced competition in the gas markets.  It is essential for the continued operation of competitive markets.  Whilst there has been much work in the past on Use-it-or Lose-it (or more correctly Use-it-or-lend-it) rules, there needs to be recognition that offering an interruptible product in the market will  not always foster competition when players require and value a firm service. As such the development of services that improve access to firm capacity (including more active trading on secondary markets) should be facilitated. Eurogas has set out its views on possible approaches in a discussion paper on Capacity Allocation (attached). In proposing a regional solution as an interim step to a full and effective market ERGEG needs to recognise that the question of how gas can more effectively access these regional markets will need to be resolved.

Cross-border trading

Eurogas agrees with much of the argument of this section. On the important issue of interoperability, Eurogas supports the valuable work of EASEE-gas on the range of topics identified in para. 12. Eurogas also welcomes the consideration to be given to a “European train ticket” system. This is an attractive prospect that needs to be explored, and the service is not necessarily to be offered by TSOs only. Eurogas would welcome the opportunity to study this issue with other stakeholders.

Capacity Availability

Eurogas considers it essential that the regulatory framework is conducive to investment. Ample availability of capacity as well as of commodity is a precondition of a liquid, competitive market. In a regulated regime, there must be adequate returns to permit TSOs and DSOs to build and maintain an adequate infrastructure. TSOs network investments are likely to be based on a combination of contracted transportation, including long-term, and forecast transportation demand, and other market signals and on technical and output security standards. A framework permitting this, which should include regular consultation with users, will minimise investment risks, rendering binding firm commitments less necessary. In a system of competing networks, more consideration may need to be given to firm commitments.

The Roadmap raises the issue of legacy contracts on page 35. It should be clarified what sort of contracts ERGEG has in mind. As a minimum, contracts should be maintained. Provided there are effective UIOLI mechanisms in place or incentives to secondary trading, there should be no hoarding problems.

Eurogas recalls its active participation in the work of ERGEG on capacity issues, and welcomes opportunities to discuss in further detail related concepts, such as “flexible capacity services”, “appropriate capacity allocation procedures” and “congestion management mechanisms”.

Gas Quality

Two main issues are involved (1) conversion services i.e. H-cal to L-cal (or vice-versa) and (2) gas quality issues connected with different sources of supply. There is a need to ensure that all gas from competing sources can reach the market and are not rejected for technical or quality reasons, but different solutions may have to be found in different parts of the market, depending on volumes of gas involved, capabilities to treat it, decisions on spreading cost burdens. It is important, however, that activities undertaken are transparent, monitored and that all market participants share a readiness to solve problems.

The Way Forward - Priorities

Eurogas agrees with ERGEG that among the most important priorities for creation of the internal competitive market for gas and gas services are:

· Creation of well functioning wholesale gas markets and establishing rules for trade within such markets as well as for cross-border trade.

· Non-discriminatory access to transmission networks.

· Introduction of regulated entry-exit tariffs with a reasonable return on capital to ensure future investments in regional markets.

· Strong regulatory framework to boost cross-border investments and cross-border trade.

· Monitoring of TSO gas services markets by regulatory authorities. 

· Effective unbundling of transportation activities from gas trade to allow TSOs to act in a manner which does not discriminate against any transmission system user, in accordance with the current Directive.

· A large amount of information made available by TSOs on their day-to-day operations, system situation as well as development and maintenance schedules on a non-discriminatory basis to all system users with the exception of confidential commercial information relevant to individual market participants.

Eurogas, moreover, emphasizes that the European market faces considerable challenges touched on in this Roadmap and necessitating in-depth consideration in 2006.

The market has to be developed in an approach compatible with attracting gas volumes in an increasingly competitive global market. This will boost the market dynamics, enhancing security of supply.

Shaping a stable regulatory framework to incentivise investment by regulated companies is important, but it is essential to foster an entrepreneurial climate to a growing gas market.

A policy framework should also recognize the intense geopolitical nature of energy supply, arguably highlighted by events at the beginning of the year.

Eurogas will elaborate on these and other points during the coming months.

***

Eurogas considers that the Roadmap presents a useful analysis on regulatory issues and a valuable basis for future discussions on the way forward. Eurogas confirms its interest in participating in future discussions on regional markets, and the range of other issues identified for future consideration.

***

	Supply and Markets Development Committee:

Hub Services


1. Introduction and background 

Eurogas first produced a position paper on hubs in late 2003 (03NO448), written from the perspective of the gas supplier.  

Since then new hubs have evolved, and their importance to gas market development at member state level and regionally is increasingly being recognised by national regulators as well as by ERGEG/CEER.  Hubs are seen as critical to the existence of robust and liquid gas futures markets; they play a vital role in avoiding short-term market distortions, facilitating cross-border trade and the emergence of regional markets.  It is also evident that hubs form a key part of the ERGEG roadmap work.

In view of current interest in the subject, Eurogas has updated the previous paper, with a view to contributing to further discussions concerning this significant feature of the internal gas market and facilitating the further development of hub services.  The paper continues to be written from the perspective of gas suppliers.

2. Hubs - definition

A hub is a point at which title to gas can be transferred between buyers and sellers.  It may be 

· a physical point where several pipelines are connected, or 

· a virtual point within a pipeline system.  

The hub operator offers services that facilitate buying, selling and in some cases physical transportation of gas from or into connected systems, and gas can be exchanged under standard conditions.  Transactions at hubs will be performed via clearing houses or over-the-counter trading mechanisms.  When a hub is sufficiently liquid, most of the trades at the hub are re-traded and do not result in physical delivery.

Typically only a minority of sales made will be spot sales at a hub.  The majority of physical deliveries will be covered by long-term contracts based on spot indexation or other pricing systems. 

3. The value of hubs

Hubs are intended to create a ‘market place’ for gas, providing suppliers with access to numerous buyers and sellers of gas (including producers, other suppliers, large consumers and pure wholesale traders).  The possibility of short-term sales and purchases enables the supplier to diversify his gas sourcing, in terms both of origin and of allocation between long, medium and short term, adding flexibility to his gas portfolio.  Suppliers will make their own judgments regarding their mix of spot, medium- and long-term contracts, based on their expectations of the market. At the same time hubs can be a means by which a market value can be ascribed to gas used for balancing, and for contract indexation purposes.
Hubs offer significant benefits to suppliers large and small, in facilitating operations and improving efficiencies both within a member state and at a wider, regional level.  They provide a market-based mechanism for buying and selling gas in the short and medium term, by which suppliers can balance their positions and reduce the risk of imbalance penalties.  This helps gas suppliers, particularly those with limited upstream reserves of their own.  Hubs also create opportunities for risk management products, which suppliers can use to produce a wider range of pricing propositions for end-user customers (e.g. capped price offers or fixed-price deals).

In a liquid market, the market price for gas is known and better decisions can be made by management.  For example, seasonal variations in traded gas market prices may help unlock the value of storage facilities.  Looking forward, intra-day trading allows market-based balancing, removing the obligation on the incumbent supplier to balance the market.

4. Principles for effective hubs

The two key principles underlying an effective hub are:

· transparency – i.e. prices are public and available on a continuous basis, and

· liquidity – i.e. there is a sufficient number of willing buyers and sellers, and no single participant can exert undue influence on prices. For physical trades, this liquidity also depends on the supplier being able to move gas readily to and from the hub.

Greater price transparency leads to more effective market signals.  It is only when market participants adapt their behaviour in response to these price signals and the short-term price of gas is responsive to gas supply and demand that real efficiency gains can be made and competitive markets function most effectively.  

5. Existing hubs

Examples of existing hubs include:

· UK (the National Balancing Point)

· Belgium (Zeebrugge)

· France (PEGs)

· Netherlands (TTF)

· Germany/Netherlands (Eurohub)

· Italy (PSV)

· Spain (MS)

Hubs vary considerably in terms of their trading terms, access to capacity, numbers of players, degree of liquidity and transparency and whether or not they are regulated.  Some are relatively well-developed; others are still in their early stages and have yet to develop the desired characteristics of a well-functioning hub.

6. Limitations of hubs

However high the churn ratio, an underlying basis of physical trades is still essential; the fundamentals of the upstream (production) and midstream (transportation) parts of the gas chain remain.  Hubs are therefore not to be seen or used as substitutes for long term ‘take or pay’ contracts, which are a feature of the relationship between producers and suppliers.  In fully liberalised markets however, transparent wholesale pricing at liquid hubs can be helpful in ensuring that volume and flow risks are covered and thus assist in underwriting the financial risks associated with capital intensive infrastructure projects.
A hub can also provide price signals that can be used as a reference for gas sales contracts (e.g. with an industrial customer) and purchase contracts from an upstream producer not performed physically at the hub.  In such cases, a party to the contract has to be fully confident that liquidity at the hub is such that the price is reliable and cannot be influenced by the other party.

7. Hub development

Successful gas hub development depends on: 

· transportation capacity i.e. the presence of extensive capacity in the area, 

· fair access to that capacity i.e. the ability to move gas to and from the hub, 

· the ‘firmness’ of the hub (either as a notional on-system balancing point or via the provision of sufficient physical back-up services),

· a large number and diversity of players in the market, 

· a commercial and regulatory framework which ensures transaction security and transparency of access and related services at the facility, including the possibility for users to evaluate a net (current) trading position during each gas day

· clear and transparent allocation rules and force majeure provisions,

· the existence of standard agreements for hub services, and 

· the presence of incentives for investment in infrastructure capacity,

· regulatory oversight on, for example, necessary technical and financial resources of players, verification of natural gas availability, daily operations.

Regulators and gas industries have a major role to play in facilitating hub development, by:

· ensuring open access together with transparent TPA rules, 

· addressing any distortions which arise from interactions between adjacent networks or network rules, and    

· providing incentives for TSOs to realise new infrastructure linked to hubs, recognising that liquidity will also depend on completion of sufficient major gas infrastructure e.g. to relieve current transmission constraints.

8.  Hub services

Hub operators differ in the range of services they offer.  Services include:

· receiving nominations (nomination should ideally be intra-day, in order to provide within-day gas sources for balancing purposes)

· scheduling nominations

· matching nominations and counterparties

· allocation to counterparty level (allocation also needs to be firm and timely i.e. on-line/hourly so that customers can be notified of any constraints and hence be in a position to nominate their own back-up after the expiry of the mandatory period)

· operational balancing e.g. through the use of operational balancing agreements 

· back-up/down, at transparent and market-related prices (for physical hubs)

· quality conversion services where necessary

· IT services, ideally web based, in order that input and output can be interfaced directly with participants’ own systems, and manual entry of every data item is avoided. 

· tax and fiscal services (VAT treatment in particular related to the hub locations close to the border or on the border of the different countries).  

9. Hub operation
Assuming that the hub operator is providing a standard range of services, all participants at a hub should be treated on a non-discriminatory basis.  It is recommended that the hub operator, where not the TSO, is a separate legal entity from players at the hub, to avoid potentially discriminatory treatment between participants.  

The level of standardisation should be maximised, while recognising that hub operators will be separate entities, and that third party arrangements may vary from country to country.

Tariffs for the hub services (where they exist) have to be designed in such a way as to allocate the cost of the different services and provide a fair margin.  Tariffs should be structured so as to encourage hub customers to trade.

Each transaction at the hub has to remain strictly confidential and the nomination process has to be clear and simple, facilitated by suitable IT systems.  In order to participate in the trading activity at the hub, all participants must first meet stringent financial and industry standards.

Validation of transactions at hubs is essential for all players, and operators of physical hubs should offer back-up services in the event of gas supply failure.  To avoid market distortions, clear rules and responsibilities have to be fixed in the case of force majeure, with clear identification of the liabilities of the various parties.

10. Regulatory initiatives

While ERGEG acknowledge in their November ‘Roadmap’ discussion paper that hubs have developed in a number of markets, they feel that trading is generally not yet liquid.  They note that there are many markets where hubs have not yet developed at all, and highlight concerns around access to, and availability of, transportation capacity to and from hubs.

ERGEG’s roadmap, which is due to be finalised in early 2006, will focus on the importance of regional markets, and the role of hubs within individual regional markets and of hub-to-hub trading within and between regional markets.  Based on case studies of existing hubs and hub development, ERGEG are proposing a series of regional initiatives aimed at unlocking liquidity, considering such issues as:

· experience of the development of successful hubs

· access to capacity into and out of hubs (including capacity trading)

· incentives for investment in  transportation capacity between hubs and in storage

· transparency

· availability of gas sources

· communication and transaction arrangements

· cross-border compatibility (e.g. of balancing and flexibility regimes)

· cross-border capacity

· the arrangements for regulatory oversight

· the existence of regulatory gaps related to cross-border activity

The purpose of these regional initiatives is to ensure that the particular circumstances of each regional market and the obstacles to hub development in that area can be recognised and the necessary steps taken to improve the prospects for the emergence of liquid hubs, whether through focus on cross-border constraints or through regulatory intervention e.g. through the release of capacity.
11. Eurogas position

Eurogas broadly supports the regional approach envisaged by the roadmap and the wide-ranging work being undertaken by the European regulators and the Commission to encourage the further development of gas hubs.  In general, Eurogas believes that hubs should be market-driven and not subject to formal regulation.  However regulators and the Commission have an important role in facilitating the emergence and development of hubs. 

In its response, Eurogas will consider the specific proposals in the ERGEG discussion paper.  It will give thought to how best to engage in the specific regional initiatives envisaged by ERGEG and expects to support any workshops and other opportunities for stakeholder participation in the course of 2006.

Eurogas Views on the Green Paper “A European Strategy for Sustainable,

Competitive and Secure Energy”

1. Eurogas welcomes the Commission’s Green Paper “A European Strategy for Sustainable, Competitive and Secure Energy”. The Green Paper is a timely contribution to the 2006 debate on a range of energy issues, as it deals with among other aspects, the challenges facing all energy sectors, the international aspects of energy policy, and the critical interface between environmental and energy strategies. In the more than ten years since the last Green Paper on energy policy and the Green Paper on energy security of supply in 2000, significant progress has been made, with regard notably to the internal energy market, security of supply measures and relations with producers. Now, however, new challenges arise and there is need to take stock of developments and for further debate on the way forward taking into account also impact assessments of any new proposals. The Green Paper provides a basis for stakeholders to debate the relevant issues.

2. In relation to the debates taking place this year on the challenges to the European gas market, Eurogas is developing a paper giving its perspective on long-term market development to be ready in the coming weeks. That paper deals with market issues in the context of wider global considerations and focuses on security of supply and the important challenge of attracting diversified gas supplies to the European market. This short paper concentrates on a response to specific ideas raised in the Green Paper.

3. Eurogas agrees that developing a European energy policy is a long-term challenge. It is widely recognized that it is a process. The three objectives of sustainability, competitiveness, and security of supply remain paramount and a coherent policy framework supported by consistent measures is required. The Green Paper identifies the key issues to be discussed in this respect. As a general point, Eurogas hopes that the outcome of the deliberations of the High Level Group on Competitiveness will be able to contribute also to this goal, and be taken account of in the follow-up to the Green Paper.

Completing the internal European electricity and gas markets

4. Eurogas agrees on the fundamental importance of achieving the internal energy market, while safeguarding security of supply. The European gas market should be organized in such a way as to provide European customers with the gas and services they need at competitive prices from their choice of supplier. Achieving this needs continuous commitment from politicians, industry and regulators. The basic legislation is in place and rigorous and timely implementation of the Directives on the internal energy market and security of supply is required (for gas 2003/55/EC and 2004/67/EC). The Regulation on Access to Gas Networks (EC/1775/2005) must also be observed. In addition, Voluntary Agreements such as the Guidelines of Good Practice for Storage Operators must be followed. These are important complementary instruments to the Directives.

5. Therefore progress on implementation must continue to be monitored. It is useful that this year the annual Progress Report will be viewed in the context of the wider debate, and this and other checking and monitoring activities including those ongoing in the Madrid Forum will provide a surer basis of deciding if further legislation may be needed and, if so, for carrying out prior impact assessments of any proposals. Eurogas looks forward to participating in the debate and to contributing to the planned Strategic EU Energy Review.

6. Eurogas fully supports the emphasis given in the Green Paper to the importance of a framework to stimulate new investment. The business climate and a stable regulatory framework should promote the significant investments needed to improve interconnections and facilitate supply options within Europe. These include gas exploration and production, pipelines, plants, and LNG terminals. Consideration has also to be given to facilitating investment outside Europe. The Eurogas vision paper gives its perspectives on this issue, as well as other measures to achieve a level playing field including, effective unbundling, non-discriminatory access, transparency requirements and capacity allocation and congestion management procedures to maximise use of existing capacity. Eurogas engages in working level discussions on such issues with ERGEG and other stakeholders.

7. From the perspective of suppliers and network users, Eurogas has considered the new concrete proposals referred to in the Green Paper: the development of a European grid including through a European grid code; a European regulator; and a European Centre for Energy Networks. The starting point for supplies and network users is that they should enjoy a “seamless” experience when they move gas through different grids. How that is achieved is largely a matter for TSO organization and improved co-ordination is clearly necessary, in order to support satisfactory and non-discriminatory access. In the view of Eurogas, correct and timely implementation of the Access Regulation N° 1775/2005 will already stimulate improvements, and potentially it could become a sort of European Grid Code, particularly as it can be expected that the Guidelines will be further developed.

8. With regard to the question of the European Regulator, Eurogas supports in principle a move to stimulate more effective market integration, that will facilitate convergence and coherence of market rules and regulations. The ERGEG structure already establishes a potential framework to achieve the necessary co-ordination of national approaches. Therefore Eurogas considers that ERGEG should provide a more effective co-ordinating role at European level. Also Member States have to be involved and more willing to agree harmonized rules. For those reasons, Eurogas is supporting the Gas Regional Markets initiative which it considers has the potential to be a catalyst to promote a European wide robust and liquid market and to bridge regulatory gaps. This development and the potentially stronger role of ERGEG should be encouraged. Eurogas does not underestimate the challenge in achieving improved co-ordination but ERGEG should be given opportunity to show results before consideration is given to a new super-powerful entity or another level of bureaucracy. To deliver results, national regulatory authorities have to enjoy full and equal independence and also need to have sufficient powers and resources to carry out their duties effectively and in a timely manner.

9. Eurogas views the initiative on gas regional markets therefore as an important intermediate step to a fully integrated internal European gas market and was disappointed not to see reference to this important initiative in the Green Paper. The regional initiatives should promote the development of specific solutions to obstacles to a liquid market, including pragmatic approaches on cross-border issues. These solutions should contribute to the success of the internal gas market. The regional initiative should be a dynamic process, involving all important market participants. Suppliers and network users should have an equal role in the initiative with the system operators. Also Member States have to be more involved alongside regulators and European Commission representatives.

10. Eurogas requires more explanation about what is intended by a European Centre for Energy Networks and its intended role, and what its relationship would be with other groups, the Madrid Forum and the corporate governance that for now rests with ERGEG. Before setting up a new EU agency, its added value for essential policy measures should be justified.

Diversification of the Energy Mix

11. Eurogas supports a diversified energy mix, and considers that measures should be taken to encourage a move away from the more polluting fossil fuels to gas, as well as to renewables and biofuels. Nuclear power, and eventually carbon capture have also a role to play but a switch to gas still represents a cost-effective way to reduce carbon dioxide emissions. It is the cleanest fossil fuel and gas fired power stations operate at high efficiency and are less capital intensive and have shorter construction periods than other plant. The benefits of switching to gas should be fully acknowledged in the EU Energy Review. Incentives to improved gas technologies will at the same time contribute to the objective of energy efficiency, part of the strategy to reduce imports.

12. Eurogas would be very concerned if the Strategic Energy Review should discuss targets for different energy forms. The market should determine their shares in primary and secondary use. All options have to be kept open and a European policy framework should facilitate this objective.

Security of Supply and Solidarity

13. The Eurogas vision paper emphasizes the objectives of security of supply and discusses its different aspects, one of the most important of which is the necessary investment. Another is diversification of gas supply routes and sources. DG TREN has already established an Energy Supply Observatory and Eurogas does not know what more is intended by this Green Paper proposal. In any case provided it is not unduly bureaucratic or seeking confidential commercial data, an effective unit within DG TREN with responsibility for monitoring the supply and demand outlook, gas supply diversification, and investment levels could deliver added value to the work already done.

14. The EU has put in place a set of instruments for co-ordinating and regulating crises, should they occur. The EU Directive Safeguarding Security of Supply (2004/67/EC) lays down rules for dealing with emergencies. The Gas Co-ordination Group has an important role to play in ensuring security of supply co-ordination and encouraging convergence of approach. Its role will be strengthened in the context of the Directive Safeguarding Security of Gas Supply that has just come into force. Eurogas supports gaining experience in the implementation of this Directive in accordance with the provision of Article 10 before deciding if amendments are justified. 

15. Eurogas does not see there is need for a new legislative proposal on gas storage. Eurogas considers that more storage is needed for the gas market as a whole and therefore as with pipelines and LNG terminals, it should be a priority to ensure that the business and regulatory climates incentivise investment in new storage. It is not clear if the Green Paper favours so-called strategic storage, on which there is no agreement in any case on its definition. If so Eurogas would emphasize the need to be very cautious and to proceed with an in-depth evaluation in view of the physical constraints (geology and pipelines) and the significant costs that could be implied and other implications including the potential undermining of commercial investment in new storage and supplies. Decisions concerning the extension and operation of storage capacities should still be made by companies from a commercial point of view. Only in this way will the appropriate investments urgently needed in some Member States remain economically attractive.

16. The Green Paper asks specifically about solidarity. This is a very complex issue, especially in view of its combination with the concept of subsidiarity. It should not, however, imply that Member States can neglect their own security of supply considerations in the knowledge that if problems occur solutions will be found at the European level. All Member States should seek to converge on security of supply standards as set out in the Directive. Equally a Member State should retain the right to take its own decisions on supply issues. In large part solidarity will be provided by a properly working internal market in gas. It is not clear what is meant by the crisis solidarity mechanism proposed in the Green Paper but if “solidarity” agreements are agreed for example between Member States, they should be embedded in and implemented through commercial agreements. Uncommercial mechanisms risk to be inefficient, and very costly. 

17. Planning procedures in several Member States have resulted in delays to the development of new infrastructure to support security of supply. It is important that planning requirements are respected, but Eurogas would encourage the EU and Member States to work toward streamlining these where possible.

Sustainable Development

18. As mentioned above, natural gas has an important potential role to contribute towards the challenge of climate change and this should be fully acknowledged in policy aims. Natural gas use can also contribute to the reduction of noxious pollutants in the atmosphere. It is a fuel of choice for energy efficient applications, and in addition gas supply companies attach high priority to encouraging awareness of customers on the importance of energy efficiency. Natural gas has as yet untapped potential in use as a vehicle fuel.

19. Eurogas has supported the proposal for an Action Plan on Energy Efficiency and will continue to contribute in a concrete manner to promote this objective. If the EU does decide to propose and promote an international agreement on energy efficiency, then Eurogas would consider how it could contribute by promoting energy-efficiency in non-EU countries.

Innovation and Technology

20. Eurogas, along with the European Gas Research Group supports, the drive towards improved innovation and technology along the gas chain and the proposal for a strategic energy technology plan. It is important to involve all stakeholders in the objective to develop commonly agreed research agendas and deployment strategies. The gas sector is driving several innovative projects, including CO2 emissions reduction, public safety, energy efficiency, reduction of traffic congestion and pipeline security, and involved in other ongoing research on hydrogen and NGVs Eurogas would wish to see the gas sector fully involved in plans to strengthen the European effort on energy research.

External Policy

21. The Eurogas vision paper treats in some detail on the importance of a robust external policy framework to support industry’s business and commercial strategies. Eurogas supports the need for effective dialogues with producer and transit countries, aimed at facilitating trading relationships along the gas chain, and also at promoting the needed investment upstream of Europe. For such dialogues, existing institutions and discussions should be used, before new mechanisms are proposed. Furthermore, the basic boundaries between the responsibilities and role of the political and business worlds must be observed.

22. The proposal for a pan-European energy Community Treaty based on the Energy Community Treaty should be considered further, as the latter has been developed, is adopted by several countries, and arousing interest in others. It can help promote market disciplines in neighbouring countries. Eurogas, however, would wish to be assured of EU Governance in the interpretation and application of any such Treaty.

23. Eurogas questions the justification for a new targeted instrument to deal with emergency external supply wants. The Gas Co-ordination Committee already has a monitoring role to provide early warning, and industry experts also meet together in EU and IEA fora. Furthermore as mentioned above the Gas Co-ordination Committee has a role in the event of a crisis.

Conclusions

24. The Green Paper is a good basis for discussion, although it is unclear what the Commission’s precise aim is on some of the proposals. The market should provide competitive and secure energy supplies within a sustainable framework and security of supply should be supported by EU external policy. The immediate priorities for the EU should be completion of the internal market, creating an environment that supports commercial investment and establishing a regulatory framework that provides the right incentives (e.g. transparency of information, streamlining planning procedures) and further promoting energy dialogue with third countries.

· Eurogas believes that rigorous and timely implementation of the current legislation is a precondition for a secure, sustainable and competitive EU energy policy.

· The market should determine the energy mix and their shares in primary and secondary use. All options have to be kept open.

· Before setting up new EU agencies, the added value of such a body should be clarified in order to avoid unnecessary bureaucracy.

· Eurogas supports the need for effective dialogues with producer and transit countries, aimed at facilitating trading relationships along the gas chain, and also at promoting the needed investment upstream of Europe.

(((
The European Gas Market:
Eurogas Views on the Way Forward
In the ongoing discussion on energy in 2006, Eurogas considers it is timely to reassert the importance of the gas industry in contributing to a sustainable energy supply for Europe. Recently questions have been raised about increasing dependency on gas, including for electricity production, and concerns have been expressed because of security of supply considerations.  It is important not to be complacent. Changes in the supply structure and considerations arising from world economic growth are bringing new significant challenges.

Eurogas, however, recalls that gas reserves are abundant and commercially accessible. Provided that external policy, market and regulatory frameworks are in place to keep Europe an attractive destination for the world’s gas supplies then gas can make a decisive contribution to building a bridge to a more sustainable energy future for Europe.

The world is currently experiencing a considerable growth in energy demand, and growth in gas demand is particularly strong. Gas is forecast to become the second most important fuel from 2020. Power generation is and will remain the main driver of the growth in gas demand, even if the present gas price level raises some uncertainties about the most bullish forecasts, especially when coupled with the debate about future environmental regulation, emissions trading, technology developments and the future contribution of nuclear. It is certain, however, that gas penetration in the global market will grow. Fortunately, gas reserves are abundant worldwide, although they are mainly concentrated in two areas, Russia and the Middle East Region. Therefore growth in world gas consumption will imply higher reliance on large scale development of international trade, long distance transportation, with special expansion of LNG trade, and critically, underpinning these, realisation of major investments.

Europe will be one of the important world areas competing to gain access to these concentrated gas reserves. Because gas consumption in Europe is increasing, but also because European domestic gas production is in decline, it is important that Europe can remain an attractive zone for new gas imports. European gas companies will be required to meet the challenge of filling an increasing supply gap at the same time as appetites for gas in Asia and the United States are rising.

Today Europe is fortunate to be surrounded by three major producers (Russia, Norway and Algeria), with large reserves accounting for half of its supplies. Alongside these giants, European gas companies are developing diversification of supply sources and routes: contracts have been signed with Libya, Egypt and Qatar and Nigeria; others may come with Iran. The potential, however, for diversification is limited and given the decrease of domestic production, the outstanding position of the three major producers will not change much in the coming years.

LNG development encompasses some very specific features, it increases the diversification options, it paves the way for more flexible supplies which also means spot gas prices will be the decisive criteria of destination for spot LNG cargoes. LNG trade linked to long-term contracts has proved effective in developing the infrastructure along the whole supply chain and has provided security of supply. The flexibility associated with spot trade, rerouting possibilities and excess terminaling capacities could bring optimisation opportunities.

Gas market liberalization is profoundly changing the structure of the industry. Customer choice and the evolution to gas-to-gas competition have obliged companies to rethink their strategies, restructure their operations, develop new services and become more efficient. Effective unbundling gives network-users confidence their requests for network access and development will be treated in a non-discriminatory manner.

But unbundling challenges previous approaches to investment decisions, the regulatory framework has not yet fully stabilised and competition development introduces some uncertainty on suppliers’ future market shares. All this at a time when heavy, long term decisions, whether to build large infrastructures, whether to take large purchasing commitments, have to be taken to guarantee the security of supply of the European market. To assess and make commitments on these large investments, market participants need to have access to the necessary information and confidence that a fair, clear, and stable allocation of risks and responsibilities has been established.

In this context, some European gas companies - still relatively fragmented in comparison with few very powerful and often state influenced up-stream supply companies- seek to spread their risk by diversifying and entering markets in other Member States, embracing new market opportunities, having in mind also to respond to the ambitions of upstream producers to be active on the downstream European gas market. 

Industry consolidation has raised questions regarding its effect on competition and on how to preserve the interests of Europe’s consumers, including the right to have a real choice of energy supplier among a range of competing large and smaller supply companies and traders able to meet customers’ differing needs at competitive prices. Providing this consolidation is in line with competition rules, it will bring benefits to European consumers and in addition contribute to the strengthening of the purchasing power of Europe as a whole.

Eurogas supports the achievement of the internal gas market. A fully functioning internal market will enhance efficiency in the customers’ interests and contribute to security of supply. Customer choice leading to effective competition should bring innovation in offers and services, including energy efficiency services, and drive technological development, to improve Europe’s competitiveness. Considerable progress has been achieved since the adoption of the first Gas Market Directive in 1998, but further efforts are necessary. Eurogas is keen to see improved progress and urges Member States to ensure all elements are in place to meet the 1st July 2007 target date for full market opening. Timely and correct implementation of existing legislation and regulation and fulfillment of voluntary commitments is the immediate priority.

The focus has to be put on achieving further European market integration and in this respect getting the regulatory framework right presents a challenge. The paper suggests some approaches to tackle these challenges. From the suppliers and users perspective, it is essential that the rules are in place to ensure non-discriminatory access based on appropriate tariff structures, as well as capacity allocation and congestion management rules to optimize use of existing capacity and give market signals for needed new capacity. System users must be able to move their gas through networks in a fluid way on an economic basis. Transparency and coherence of rules leading to convergence of operators’ services will be keys to further progress but a lot of detailed, pragmatic work is required to ensure removal of all obstacles. Therefore Eurogas participates actively in the Madrid Forum which seeks to find consensus-based solutions on a range of access related issues covering tariffs, capacity, interoperability, and looks forward to contributing to the planned work of

ERGEG on regional markets which can provide a useful next step to a fully integrated European market. Ways also need to be explored of improving the regulatory process.

Eurogas recalls that climate change and other environmental concerns present a significant challenge for Europe’s policy makers and considers the qualities of gas have made it a fuel of choice to provide part of the solution in the energy mix. The policy framework, in particular by supporting industry’s drive towards technological developments and research and development to improve the efficiency of gas applications should be supportive.
Eurogas supports the objective set out in the Energy Green Paper of meeting the inter-related and parallel objectives of a fully functioning energy market, secure supply and an environmentally sustainable fuel mix. European consumers will be best placed to enjoy the benefits gas brings in a competitive gas market, only if security of supply to the market is assured.

So, beside the above considerations on the functioning of the internal market, our key messages on the way forward are very much focussed on how security of supply can be delivered within a fully functioning internal market, exploiting the environmental qualities of gas. 

· Each country has developed and should retain responsibility for setting its national security of supply standards within principles set by the Directive safeguarding Gas Security of Supply. It is important, however, that some level of Europe-wide coherence is developed for example to promote and facilitate diversification of supply, while ensuring that national security of supply standards are compatible with the development of an internal gas market.

· Negotiation between suppliers and sellers at industry level was and is the fundamental basis for organising European gas supply. But it is very necessary that this relation be supported by solid political relations, in bilateral and most importantly European dialogues between consumer countries on the one hand and producing and transiting countries on the other hand. This political dialogue has to be supportive of the efforts of the European gas industry. In today’s world, energy is a geopolitical issue that cannot be resolved by market dynamics alone although these must continue to be promoted along the supply chain.  It is necessary for Europe to speak with one voice in a global energy market.
· Large investments are necessary to bridge the gap between supply and demand; these include not only investments in distant production zones but also massive investments in Europe for transmission and gas storages. Therefore a policy framework is needed that recognizes the necessary long-term requirements and provides appropriate incentives, and it should be a priority of the European agenda to facilitate these investments in support of all the actors involved in these projects (financing institutions, producers, buyers, infrastructure developers, etc.). The impact of the regulatory framework is crucial in this respect since appropriate exemption mechanisms, the long term rate of return allowed for regulated activities, the stability of regulations, stream-lining of planning processes all play a part in ensuring the necessary infrastructure and facilities are in place.

· For suppliers, long term take or pay contracts should remain crucial and for most companies indeed will be the backbone of their supply strategies not only for their contribution in securing investments along the whole gas chain by the predictability they give, but also because they tie together buyer and seller with a mutually acceptable balance of risks. 

· At the same time a more liquid market supported by shorter-term contracts, spot, and hub development, has to be achieved to complement longer-term arrangements, widen supply options by improving flexibility and enhancing portfolio optimisation.

***
ERGEG Guidelines for Good Practice for Gas Balancing

We refer to your Conclusions document and your consultation paper on the above subject of April 2006.  Firstly we would like to apologise for the delay in responding to you, but hope that you are still able to take our comment into consideration.  This note builds upon the verbal comments we submitted at the Madrid Forum in May in response to your presentation of the proposals.

Eurogas welcomes the focus on Balancing matters that this paper brings.  However, in designing successful Guidelines it must be remembered that the intention is to create a Balancing Market between Users of a network and other trading parties, with the TSO only having a residual responsibility for the activity.  Therefore users comments are as valid as those of TSOs.  It should also be recognised that we should not confuse the technical balancing of the network by the TSO and the commercial balancing by users that can and often does operate to a different time-frame.

Turning to specific comments, we would offer the following thoughts:

a) We believe the implementation date of 1st January 2007 should be adhered to by all TSOs.  It is not acceptable for TSOs to merely notify the relevant regulatory body that they cannot achieve this date.
b) Para 1.22 – we believe that information release should be consistent between all TSOs, and welcome ERGEG’s recognition of the need for transparency.
c) Eurogas notes the preference for daily balancing and the recognition that other balancing periods currently exist.  In requiring technical/operational justification for any other balancing periods it needs to be remembered that rules/periods for commercial balancing by users will normally be different from those used physically by TSOs, and that shorter balancing periods can only be acceptable when a full suite of balancing tools necessary to enable users to balance their own supply and demand are available at appropriate prices in the market.
d) Harmonisation of Balancing Rules – since we consider that differences in neighbouring networks do impact on the development of competition and impose costs on connected markets we welcome the suggestion of harmonisation and look forward to its inclusion in the RMI.
e) Penalty Charges – we agree that users should be incentivised to balance their own inputs and offtakes from a network.  These must be set in a co-ordinated manner with reference to the costs such imbalances create and to avoid any distortion of incentives on TSOs or Users through the reallocation of any such monies.
f) Balancing for TSO – we are unsure why a TSO should not be allowed to trade gas for balancing purposes as long as this activity is clearly separated and is linked to a wider prohibition of general trading of gas.
g) Tolerance Levels – we accept that in the early stages of market development it may be appropriate for tolerances to be allowed.  However, these should only be a transition arrangement until such time as the tools necessary to allow Shippers to balance their own position are fully available to the market.

h) Pooling and Trading of Imbalances – this area is less clear cut and needs greater definition before it can be supported.  It needs to be ensured that incentives to balance are not eroded, nor that dominant players are able to extract value from their position by abusing their position vis-à-vis smaller players or new entrants.

Ultimately the Balancing regime must support the development of a competitive market for balancing services and competition in the supply of gas.  The rules must also reflect the Balancing Regime adopted by the TSO and the level of market development.

Successful Guidelines are an important element of the Regional Markets Initiatives and Eurogas looks forward to working with the lead regulators in each Region to pursue that project.

***
( Eurogas is not responding on aspects requiring specific regional or national input
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