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GTE comments on

· Secondary Market: the way to deal with contractual congestion on interconnection points – An ERGEG Public Consultation Paper (distributed 10 May 2007) and

· ERGEG Gas Focus Group workstream “Secondary Markets”: Market Design related input to 3rd package (Working paper for discussion) (distributed 29 May 2007)
I. Introduction
1. ERGEG distributed on 10th May a consultation paper with respect to “Secondary Markets: the way to deal with contractual congestion on interconnection points”. On 29 th May 2007 the ERGEG gas focus group work stream “secondary market” distributed a second working paper for discussion regarding the “Secondary Market Design related input to 3rd package”. GTE welcomes the opportunity to provide comments on both papers as follows.
II. General comments

2. GTE supports the further development and improvement of a liquid secondary market for transmission capacity in the European Union. GTE welcomes the opportunity to work together with ERGEG and other stakeholders towards this goal.
3. GTE has concerns over the timelines that this process is following. Some more regulatory co-ordination in future might be helpful so that any potential overlaps and inefficient working would be minimised.
4. GTE considers that shippers and traders are the most important stakeholders for improving the liquidity of the secondary capacity market. TSOs are supporting the development of the secondary market and will work, on further improvements in close co-operation with all relevant stakeholders and in accordance with the regulation. 

5. GTE supports the current joint efforts and co-operative spirit of market participants to find a new approach to tackle contractual congestion. GTE members are working pro-actively in the Gas Regional Initiative (GRI). In the North-West Region specific work is being undertaken on the secondary capacity market, especially in the workstream involved in the combined day-ahead capacity pilot. This and further TSO contributions to the secondary capacity market development, is described in Section IV of this position paper.

6. GTE would like to recommend that an evaluation of the experiences gained from the GRI is carried out first, so that any future initiative can then be better put in practice. More generally, GTE would like to indicate that some issues, ideas and concepts developed in the ERGEG working paper seem to be apparently premature in relation to the short-term application on a European wide level. A priority order for the development of any liquid secondary capacity market is highest at points / areas where actual congestion occurs. Solutions therefore should be more focused on those areas and not be generalised where it is not necessary.

7. The design of the primary capacity market is of utmost importance for the development of the European gas market and as a consequence for the secondary market as well. However, in order to have the most fruitful discussions each topic should be addressed separately. Proposals for changes in the primary capacity market resulting from the discussions relating to the secondary market should therefore be analysed very carefully.
III. TSOs contributions to the secondary market development

8. GTE and TSOs contribute to the further development and facilitation of the secondary capacity market at regional levels as well as at a European level. This section presents three initiatives working towards this goal.
9. GTE Transparency Initiative

GTE is working on two transparency projects. The first one is the development of the GTE Transparency Platform. The aim of this platform is to provide the market with a user-friendly and transparent database for providing various information relating to capacity (e. g. technical and available capacities) over the whole of Europe. GTE presented a prototype of this platform to all stakeholders during a workshop organised on 29th May 2007 in Brussels. Secondly, GTE has started to work on the European wide publication of real-time flow data. This topic was also discussed with all stakeholders during the above mentioned workshop. Both of these information projects will have positive impacts on the secondary capacity market by providing additional information to the market place.

10. GTE Harmonisation of capacity products Initiative

The aim of this initiative is to work on and propose the harmonisation of capacity products at a European level. The harmonisation efforts focus on three topics: the capacity products, the booking procedures and the operational processes. GTE will launch in the near future a consultation process amongst the European TSOs. The ultimate aim is to propose harmonised products on interconnection points. This may better facilitate the trading of capacity products on the secondary market.
11. GRI day-ahead combined capacity pilot 

A GRI pilot being undertaken in the NW region is dealing with secondary capacity market topics and includes the following elements: combined sales at cross-border points, daily day-ahead firm secondary capacity combined day-ahead capacity, and the reduction of the utilisation lead time. 
IV. GTE comments on consultation paper

12. In this section GTE would like to provide some input in answering ERGEGs public consultation questions with regard to the Gas Regional Initiative (GRI). Due to the different situations and developments in the three regions of the GRI (North-West (NW), South/South-East (SSE) and South (S)), GTE will provide appropriate answers for each question as follows.
13. Consultation 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.

South/South-East Region: The outcomes of the study performed by the North-West Region can be applied also to the situation experienced in the South/South-East Region. Even though there are some regional differences based on the prevailing market structure in terms of number of players, source portfolio etc. Secondary market experiences, as found in the North-West Region study, indicate a shallow depth of secondary market trading and a very low activity of traders on the secondary capacity markets. The reasons are twofold:

· enough free firm capacity is available on the primary capacity market

· a small number of active traders, who are not enthusiastic and interested in trading via any IT platform

Many TSOs in the South/South-East Region have designed IT platforms to cater for secondary capacity markets in the similar fashion as presented in table 2.1. of the paper. Any further improvements should be driven by market demand as for example in the case of Austria or Italy. For other countries it is questionable whether sophisticated IT platforms (e.g. constructed to serve a clearing house) would change the situation, when other factors are in play such as: 

· enough available firm capacity on the primary market

· the small number of traders

· the possibility to obtain interruptible capacity on the primary market from the TSO, 

· a limited number of gas sources (for some countries up to 90% of gas comes from one source) etc. 

South Region: In the South Region shippers do not seem to be very active on the secondary capacity markets also. However, it is difficult to be sure of this, since transmission operators are not aware of all capacity trades between shippers. In Spain, secondary capacity trading has not been implemented by the TSO because Spanish laws did not allow for this. However, this is expected to change. Nevertheless, the number of actors and the number of gas trades are increasing. One of the priorities of the South Region is to invest in order to provide new capacities that will avoid congestion. The Spanish TSO considers that where no congestion is present, shippers do not seem to be interested in the development of a liquid secondary capacity market. In Portugal, the secondary capacity market has not yet been implemented.
North-West Region: Not applicable.
14. Consultation 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)).
South/South-East Region: The TSOs main area of responsibility is the primary capacity market. The standard for the secondary market depends on local conditions. For a TSO who has up to five customers, it is not necessary to design and operate a fully developed IT platform serving a clearing house. For such a TSO a bulletin board would be sufficient: The TSO could share the data with other TSOs and more importantly with shippers over the whole EU. The GTE project being developed in the Transparency Task Force can be taken as a model approach to such a problem. The subletting and title transfer of capacity rights would also be also suitable tools for overcoming the contractual congestion in the South/South-East Region also. 

South Region: TIGF, GRTgaz and Enagás consider that clear and precise long-term UIOLI provisions are necessary. Moreover, TIGF and GRTgaz are contemplating the provision of a bulletin board for capacity trades in order to promote the secondary market. Under certain conditions, these two operators have a facilitation activity (they can contact shippers in order to find capacity for another shipper). They consider that the capacity trades should not evolve within a rigid frame, but on the contrary be as most flexible as possible: The duration criterion, for instance, should be adapted by the parties according to their specific needs when the trade occurs. Moreover, since the products offered on the primary market are on variable timeframes, the secondary market should also be able to offer various timeframes. In Spain, the market of gas exchanges has been facilitated through the creation by Enagás of an IT platform in 2006. It is currently very active, with exchange volumes equivalent to the monthly demand. The TSOs consider that regulatory coordination, transmission cooperation and transparency are important.
North-West Region: The TSOs of the North-West Region see market participants as the most important group to provide such answers but wish to add the following comments. The TSOs of the North-West Region have differentiated between longer periods and day ahead: 

•
For the day-ahead, a possible direction lies in the sale of day-ahead interruptible primary capacity by the TSOs at regulated tariffs or auction prices. TSOs could sell interruptible day-ahead capacity products based on information provided by th day-ahead nominations. Such a product would provide the market with a product based on the latest information available. However, given the EASEE-gas CBP on nominations and re-nominations, this product would remain interruptible. Potentially the following results could be achieved:

1.
A price marker for sales on the secondary capacity market: the secondary market can compete with the price of the interruptible primary product and if this product is unavailable the secondary market can get the best value for a scarce product

2.
Information on the risk of interruption is included in the product, but there remains a risk.

3.
Possible incentives to withhold capacity from the market are reduced. 
15. Consultation 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?
South/South-East Region: The question is by definition better answered by traders. However, in the case of contractual congestion, the price differential between firm and interruptible capacity and between longer and shorter capacity offered by TSOs shall have a significant impact on the release of firm capacity. The price signal is very important to all market participants. While those who release capacity should be rewarded for this, there should also exist an upper limit on those additional revenues. The prices of firm capacity on the secondary markets will converge to be equal of value of interruptible capacity plus the buyers evaluation of the risk of interruption. The lower the risk of interruption would mean the lower the price of the firm capacity on the secondary market. Therefore this mechanism will serve as a natural cap on the capacity prices on secondary markets. The crucial information required is the probability of interruption and its quality provided by the TSO.
South Region: In Spain, the UIOLI principle is included in the current regulatory framework and it has been applied to shippers who did not use at least 80% of the contracted capacity during the six first months of the transmission contract. Other transmission operators who could apply long-term UIOLI procedures did not do it, except as an incentive for shippers to sell capacity on the secondary market, because the legal framework must be first clarified: The possibility for the TSOs in the South Region to remove firm capacity rights from existing contracts has to be included in the national laws (clear and precise provisions are necessary to be understood and efficient).
North-West Region: Please see answer on consultation question B.
16. Consultation question D: Please comment on the further thoughts on the way forward and Consultation question E: Please feel free to provide us with additional comments.

The most important industry stakeholders concerning secondary capacity market are shippers, traders and national regulatory authorities. Transmission operators of all regions are willing to work with these stakeholders in order to improve the secondary capacity market by the development and implementation of rules where there is a genuine need identified, and which is cost effective.
However, GTE would like to remark that the design of secondary capacity markets should be carefully analysed before placed in operation. Improvements in the secondary capacity market design have to be appropriate and proportionate. The systems are complex and unnecessary additional complexity has to be avoided. Secondary markets are not independent from primary markets and influence each other rather directly. The evaluation of functioning secondary markets should reflect local conditions and European wide guidelines and legally binding texts. This should allow enough flexibility for all market players present in the different regions of the GRI operating within their own specific gas market.
V. GTE comments on Secondary Market Design related input to 3rd package (working paper for discussion)
17. In this section GTE would like to provide the following input to the working paper of ERGEGs gas focus group work stream “secondary market” with respect to “Secondary Market Design related input to 3rd package”.
18. GTE would like to point out that the following issues are very important for shippers, traders and regulators because all of the following have a strong impact on the primary capacity market. Therefore, the opinions of all stakeholders should be taken into account. GTE’s view is that whether these measures could be an improvement, depends heavily on local conditions and therefore careful consideration of all relevant aspects is required.
19. Trade of primary capacities

The ERGEG working paper proposes the creation of a single platform for the trading of primary as well as secondary market capacity. GTEs firm view is that selling primary capacities is the TSOs core business and TSOs need to keep direct control over these sales. The topic of both papers is the secondary capacity market, whilst also including primary capacity market issues, these issues need to be discussed in another context. GTE would be happy to give input to such discussion relating to the primary capacity market.

20. Calculation of available capacities

With regards to the calculation of available capacities the TSOs have the full responsibility for the determination of firm capacity amounts. The members of GTE calculate such capacity quantities using state-of-the-art methods. Furthermore, GTE members are willing to explain the calculations to their national regulatory authority, should there be any requirement to do so. GTE is working actively with ERGEG concerning this topic which is currently being dealt with within a current ERGEG consultation paper, of which GTE welcomes the opportunity to provide comments on.

21. Limitation of re-nomination right
Curtailing the re-nomination rights would have big impacts on the primary capacity products and balancing regimes. However, it could allow TSOs to offer day-ahead firm capacity and would firm up interruptible capacities. An improvement of the secondary capacity market could therefore be expected at the expense of the loss of intra-day flexibility for the original capacity holder. 
22. Releasable capacity

Releasable capacity would provide capacities to facilitate new entrants to the market.
However, releasable capacity may undermine user’s confidence in TSO long term capacity.

Therefore, the application of releasable capacities should be restricted to special cases and and applied only where relevant authorities deem this necessary.
23. Obligatory offer of back-up service by TSO
As presented in the ERGEG paper, GTE understands that such a measure would shift the risk management and the booking of back-up transportation capacity from market participants to TSOs. GTE questions whether this measure is an appropriate activity for TSOs, and clearly would be a shift of responsibilities, thus would question whether this is appropriate and proportional to achieving the desired outcome. 

24. 2% rule
The implementation of this rule would result in a transformation of the whole firm capacity in interruptible capacity. GTE thinks that this only would be valuable in combination with the application of a buy-back mechanism which would implicate a higher risk to TSOs. GTE questions whether this would improve the market.
25. UIOLI
The ERGEG working paper mentions several measures concerning firm UIOLI. TSOs are able to design these UIOLI mechanisms but the designed mechanisms should be supported by NRAs and the Member States through legal text allowing such processes. 

26. Buy-back service by TSOs
Different buy-back methods are possible. Carefully designed buy-back mechanisms can be helpful in managing congestion. Appropriate incentives should be given if the TSO is asked to take over such risks for the provision of buy-back services.

VI. Conclusion
27. GTE is pro-actively supporting the present and future developments in the secondary capacity market and is convinced that all stakeholders can gain from the valuable experience from the ongoing GRI North-West Region pilot. Of course, time needs to be taken in order to learn from it. Consequently, premature measures and legislation should be avoided.

28. GTE is of the opinion that no further regulation is necessary where successful initiatives are implemented on a voluntary basis.
29. Finally, GTE is looking forward to support concrete improvements in the secondary capacity market in balanced cooperation with ERGEG and other stakeholders.
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