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13th July 2007


	Response to ERGEG's Consultation Paper on Secondary Markets


Eurogas welcomes ERGEG’s Consultation Paper on Secondary Markets. Eurogas has long argued the importance of incentivising a secondary market in capacity trading, and the paper’s recognition that greater emphasis needs to be given in this direction is very positive.

Furthermore, Eurogas has supported the initiative for day-ahead-capacity auctions to relieve congestion in the North-West region, and regrets that a pilot system has been postponed.
Eurogas recalls basic principles on congestion management

· There should not be the possibility for a network user to hoard capacity or restrict the availability of unused capacity for other users.
· There are unavoidably situations where there is an excess of demand over supply for transportation capacity. Therefore a set of practices and rules is required that promotes and supports competition in the supply of gas, and optimizes the use of the system, while distinguishing between a primary and secondary market in capacity allocation.

· Firm capacity rights should be protected and respected. In principle, only the holder of the firm capacity can agree a contract transferring it to another user on a firm basis (in practice at Member State level ways of facilitating transfer of firm capacity are explored).

Eurogas agrees that there should be effective day-ahead
 and interruptible use-it-or-lose-it (lend it rules). In the absence of an initiative by the owner of the firm capacity, if it is perceived to be unused, the TSO can sell the unused firm capacity on the primary market on an interruptible basis. With this system, the capacity rights revert to the original owner when he needs them.

Eurogas can agree that motives for not selling capacity include a reluctance to incur risks with regard to contractual deliveries, or a wish to optimize capacity flexibility (but this has to be on a reasonable basis). Therefore the incentives to sell capacity on the secondary market and market design have to be improved. The primary objective of the payment system should be to promote a secondary market involving users reselling their capacity rights but also protecting contractual rights. 
Consultation Question A

Eurogas members can best comment on performance of the secondary markets in the whole of Europe. As a general point, however, Eurogas remarks that the motivation to launch a pilot project in the North-West Regional Energy Market was taken because it seemed to offer concrete potential for progress, a factor not identified in the two other Regional Markets where contexts are different as are  to some extent the challenges with which they are faced.
Eurogas recommends that this issue is taken up for evaluation in the Southern and South-South-East Regional Markets.

Consultation Question B

In general, Eurogas favours an appropriate level of transparency to contribute to an improved market design. TSOs should introduce innovative products to support the successful operation of a Trading Platform, and learn from each other’s best practices.

Eurogas supports the harmonization of transport rules in the different Regional Markets in order to facilitate secondary markets on cross-border routes, for example the use of standardized contracts and reduction of lead-time for capacity transport transactions.
Consultation Question C
As long as UIOLI is not implemented, then there will be no negative incentive for a shipper to trade his capacity. Eurogas supports a more effective application of existing UIOLI regulation to make available interruptible capacity.
Some form of UIOLI regime for firm capacity exists in some countries. The way this works should be monitored, but in principle such an approach would necessarily require a more elaborate system of precautionary measures including the possibility for the holder of the firm capacity to justify to the competent authorities their continuing need for the capacity when he has sound reasons (e.g. security of supply). Therefore stricter UIOLI for firm capacity is unlikely to incentivise market trading.

Consultation Question D

Eurogas agrees the best way ahead is to get the proposed pilot at Bunde and Ellund up and running so that its benefits to capacity liquidity and hence to amore liquid market in general are demonstrated. This should incentivise other regions who, meanwhile, should be asked to study the issue.

� This means that a shipper has the possibility to use “not-nominated” capacity for the day ahead on an interruptible basis. The owner of the capacity has the right to “renominate” and use his contractual capacity whenever he needs it.
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