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Dear Sir, Dear Madam,

Ref.  ERGEG Public Consultation on “Secondary Markets: the way to deal with contractual congestion on interconnection points”
Centrica welcomes the opportunity to respond to the April public consultation by ERGEG on secondary markets as a way to deal with contractual congestion on interconnection points. Centrica is active in the European gas markets, primarily in North-West Europe. Outside of its home market of Great Britain where it is active under the British Gas brand and via Accord Energy Trading, Centrica is also active in the gas markets in the Benelux region, and has recently established a new German based business. 
Resolving the problems of contractual congestion is critical for the development of competition in the recently liberalised European energy markets. The role of secondary markets is critical for shippers to manage their capacity requirements in the most efficient manner, aiming for maximum capacity utilisation of infrastructure whilst minimising costs.  In practice, however, the development of secondary trading is at best embryonic - despite the provisions of Regulation 1775/2005 which were designed to facilitate it. We thus appreciate and support the focus of ERGEG on this issue.
Our response is structured according to the five questions raised in the public consultation document. 

Question A

Please comment whether you feel the outcomes of the qualitative and quantitative study on the performance of the secondary market in the North-West gas Regional Energy Market of the Gas Regional Initiative reflect the performance of the secondary markets in the whole of Europe.

Centrica does not participate in European gas markets to any material extent outside the North/North-West region and does not therefore have any direct experience of the performance of secondary markets outside this region.  However, our strong impression is that the obstacles encountered in the North/North-West Europe Gas Regional Initiative (GRI) are also found to a similar (or perhaps even greater) extent elsewhere in the EU as a whole.
As ERGEG will be aware, the January 2007 Energy Sector Inquiry report by the European Commission stated that there are ineffective congestion management mechanisms in place, making it difficult for new entrants to secure even small volumes of short-term, interruptible capacity on the secondary markets.  Market integration is delayed by the inability of new entrants to access infrastructure, in particular cross border capacity. Access, says the Commission’s report, can be obstructed through legacy long term contracts and/or capacity hoarding.  

Significant interventions to address contractual congestion on gas transmission networks, along the lines of the “capacités réstituables” scheme in France or the forced sale of entry capacity on the northern Italian border by ENI, are clearly the exception rather than the rule right across the EU.  Moreover, such interventions have been national in scope and do not, by their nature, address the need for co-ordinated cross-border solutions to facilitate the flow of gas within the internal EU energy market.  Without specific and effectively co-ordinated regulatory action of this kind – including robust implementation of use-it-or-lose-it (UIOLI) provisions and the co-ordinated facilitation of secondary markets in capacity - we believe that contractual congestion will remain a significant concern for both network users and European gas consumers. 
Question B

Please advise on how you suggest to improve the secondary market design for transportation capacity products (e.g. week/month/season/year(s)).

In the design of a secondary market for transportation capacity products, we would support the proposals put forward by EFET in its March 2007 position paper within the North/North-West Europe GRI. The primary focus of these discussions is now on secondary trading in firm transportation capacity, but there is also a need to ensure effective arrangements as regards primary interruptible capacity (day-ahead UIOLI); this is addressed under Question C below. 

The objective should be to establish harmonised and bundled products for cross border transportation using a common trading platform, initially on a pilot basis before rolling out to the wider market.  This would enable shippers to trade on one platform with harmonised products rather than having to deal with a number of separate transmission system operators (TSOs) offering inconsistent and non-coordinated products. 
Given the up-front development and fixed operating costs of establishing and maintaining such a platform, we consider it vital that this approach should be rolled out to other interconnection points as rapidly as possible – initially across the North/North-West region and potentially beyond that to other interconnection points across Europe.  Since secondary trading volumes are currently only limited, wider application is important to ensure that unit transaction costs do not become an obstacle to its future growth.  
Question C

Please comment on the possible ideas to enhance UIOLI provisions. Which possible (positive) incentives are there for shippers to offer capacity on the secondary market?

The initial establishment of UIOLI provisions on at least a day-ahead interruptible basis is a requirement for TSOs under the 1775/2005 Gas Transmission Regulation (Article 5, paragraphs 3 (a) and 4). Thus the marketing of unused capacity is a legal obligation on TSOs. Since they also collect revenue from the sale of primary interruptible capacity, it can be argued that no further incentive should be needed for TSOs to launch and operate UIOLI provisions which constitute a legal obligation. Nevertheless, it would clearly be helpful when next reviewing network price regulation arrangements such as price caps, if national regulators were to consider the incentivising effects (or otherwise) on the sale of primary interruptible capacity by TSOs. 
The other significant parties in marketing unused capacity are the legacy shippers, who commonly hold the majority of capacity on European networks. Legacy shippers whose capacity is subject to UIOLI on a day-ahead interruptible basis retain their firm rights if they subsequently decide that they still need the capacity. This is clear from the wording of Regulation 1775/2005, at Article 5, paragraph 4. Again, it could therefore be claimed that no incentive is needed for such a product.
Where incentives are however needed is in the development of a secondary firm market.  The key question is indeed whether or not there are sufficiently strong incentives for existing capacity holders to offer for sale ahead of time the (firm) transportation capacity which they hold but are unlikely to use. It seems very clear from the widespread evidence of contractual congestion – both in the North/North-West region and across the EU more generally – that the incentives are currently not strong enough. One strong and transparent incentive would be to allow existing capacity holders to set a reserve price in respect of capacity offered in the secondary market. This would be in some ways akin to a use-it-or-sell-it (UIOSI) arrangement.

There are also important questions around national legal obstacles to the effective development of both UIOLI and secondary trading arrangements – see question E below. 

Question D

Please comment on the further thoughts on the way forward

We would suggest two areas of improvements.  Firstly, the entire market would benefit from greater transparency around the probability of interruption. This is addressed by some TSOs’ interruptible transportation offers, but not by many others, and it is particularly difficult to obtain a co-ordinated view across both sides of a national border – which is generally what gas suppliers/traders would require to assess the commercial scope for any given transaction.  
Secondly, we would also advocate development of firm capacity release programmes, where appropriate, such as that already launched in France.  This is a direct way of easing contractual congestion, but requires effective cross-border co-ordination. This can be clearly seen in the continued, well-recognised problems around Blarégnies, on the Belgium/France border. On the French side, there is spare entry capacity, such that the release scheme is not applied, but significant contractual congestion exists on the Belgian side of the border – which in turn prevents the spare French entry capacity from being used. In our opinion, this sort of “co-ordination deficit” is fairly general across the EU gas market.
Question E

Please feel free to provide us with additional comments.

The easing of contractual congestion and the establishment of a secondary market is not a stand-alone issue in European energy markets. Other developments in European regulation could greatly assist in this matter. 
One key area would be a requirement for full ownership unbundling of transmission networks. Were this to be mandatory, no network entity would be deterred through the existence of an affiliated shipper from alleviating contractual congestion.  Furthermore, information transparency would be enhanced. 
Another development in European legislation that could improve the difficulties currently faced would be the power for national legislation to be “harmonised” at an EU level if it was seen to hinder European market liberalisation. Within the North/North-West Europe GRI, a legal working group operating under the leadership of the DTe has carried out a very useful analysis of legal obstacles to the effective opening up of access to cross-border transportation capacity.

For example, current German law obstructs “liquidity” in transportation capacity markets in two main ways. First, it appears to preclude auctions of primary gas transportation capacity, although electricity transportation capacity auctions are allowed. Second, it also appears to envisage the possibility of a price cap on secondary capacity trading, in relation to the underlying tariff for primary capacity, thus eroding the incentives for shippers to sell unwanted and unused capacity. 

There appear to be such legal obstacles of one kind or another in several Member States’ national legislation within the North/North-West region. We would therefore strongly encourage ERGEG to initiate a similar legal review across the EU as a whole – in order to provide what could be an essential insight relevant to the detailed design of a third legislative package at the EU level.
I trust that you find this response helpful.  Please do not hesitate to contact me if you would like to discuss any issue raised in further detail.
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