Comprehensive assessment of the Czech gas market

In 2004 an amendment to the Energy Act, which entered into force on 30 December 2004, and a regulation issued by the Energy Regulatory Office as part of secondary legislation created the basic preconditions for organising the gas market and starting the liberalisation process. 

Under the Energy Act, all final customers taking more than 15 million cubic metres of gas annually and all holders of licences for electricity generation in gas-fired thermal power stations, and those generating electricity in CHP plants to the extent of their gas consumption for such generation, became eligible customers on 1 January 2005. Another important milestone on the way to market liberalisation is January 2006 when all final customers, with the exception of households, will become eligible customers. The last stage of the opening of the gas market will take place on 1 January 2007 when all final customers will become eligible customers, and the gas market will be open to all. 

The above suggests that in 2004 the natural gas market was still completely regulated. On 
1 January 2005 forty-four largest natural gas consumers and more than 230 cogeneration units became eligible customers. Their consumption should account for about 20% of total natural gas consumption in the Czech Republic. Approximately one-half of eligible customers have proactively sought their natural gas supplier through tendering processes. None of the eligible customers has been able to find a new supplier as no additional wholesale gas trader had emerged on the Czech market by mid-2005. 

As regards the operators of small cogeneration units, their status of eligible customers is theoretical only. At their gas offtake points, these customers have not installed continuous metering of an adequate type which would make it possible, in the case of supplier switching, to evaluate these customers’ imbalances. The system of load profiles started working only recently, and it will be an enormous success if it becomes operational from 1 January 2006. 

There are some very real reasons for the absence of competing suppliers on the Czech market. The entry of competitors is prevented mainly by the following factors:

The TSO has not been unbundled

The transmission system operator, RWE Transgas, a.s., is currently the only importer of natural gas into the Czech Republic. These imports work on the principle of long-term take-or-pay contracts. RWE Transgas a.s. also ensures the transit transmission of natural gas through the Czech Republic. The transit takes place under long-term agreements it has in place with Gazexport Moscow Ltd., Verbundnetz Gas AG Leipzig and Wintershall AG Kassel, while Gazexport is the largest supplier of gas for the Czech Republic and in respect of that company, the gas purchase and the gas transit contracts are mutually interconnected. In addition, RWE Transgas a.s. has a dominant if not monopoly position in the provision of the services of underground gas storage, on the basis of negotiated access at present. The transited gas volumes are more than three times those of gas imports into the Czech Republic, which amounted to 9.014 bcm (at 20 °C) in 2004.

Naturally, an importer and TSO combined in a single person is trying to maintain the existing situation and delay the entry of competitors. The fact is that in the six months for which the gas market has been partially open “on paper” under the amendment to the Energy Act (the amendment is contained in Act No. 670/2004) the TSO has not put in place a functioning electronic system to which competing traders could send their daily nominations and which would be able to evaluate these parties’ imbalances between the gas quantities entering into and exiting from the transmission system. 

The current capacity of the transmission system is such that neither physical nor commercial congestions occur at the national or transit level. The TSO currently refuses to publish information on free tradable capacities for the Czech market, indicating that with a view to protecting its trade secret it will only be able to publish this information once at least three traders (shippers) start participating in the individual pairs of entry/exit points. However, the meeting of this condition appears to be theoretical only because this number of traders on the same route will be achieved in exceptional cases only. So far, the TSO has been defaulting on its obligation to publish information on technical capacities, although this obligation arises for it from the applicable legislation. Because of the above, the regulator is planning adjustments to the market model for 2006, which may facilitate the entry of new market players with the help of a higher degree of virtualisation.

Allocation mechanisms on borderline entry points not clear

Since the Czech transmission system works chiefly as a transit system for Russian gas flowing further to western Europe, Gazexport determines the allocation mechanisms at each of the entry/exit points on national borders. Since this company does not conduct any business directly on the local market, and therefore is not obliged to comply with Czech or European legislation, it does not have to change anything in the current unsatisfactory situation if it does not want to. It is only up to Gazexport’s willingness whether the current rules will be replaced by, for example, the OBA system (nominated = actual). However, it is to be noted that in the Czech Republic and Slovak Republic the TSOs themselves are not keen to see any speedy resolution of this issue because in this way, they protect their parent companies against competitors’ entry into the Czech/Slovak markets. 

Access to underground gas storage in the Czech Republic not feasible in reality

Under the Energy Act the Czech Republic applies negotiated access to UGS facilities. For this reason the Energy Regulatory Office does not regulate gas storage prices, although only one entity, RWE Transgas, a.s., de facto controls almost the entire storage capacity in the Czech Republic, i.e. has a dominant position.  

RWE Transgas, a.s. owns and operates six UGS facilities in the Czech Republic and as a storage system operator (SSO) it is still a part of the vertically integrated gas company. The Uhřice UGS facility is owned and operated by Moravské naftové doly, a.s., but its capacity is fully and exclusively used by RWE Transgas, a.s. at present. The Dolní Bojanovice UGS facility, operated by SPP Bohemia, a.s., is fully used to meet the Slovak gas industry’s needs, and works as a bonded warehouse.  

Since the maximum daily offtake on cold winter days exceeds two times the maximum daily volume of imported gas, customers in the Czech Republic are vitally dependent on the storage service provider. Almost one-third of Czech annual demand is met by gas from UGS facilities. Unfortunately, not even in this situation is the Energy Regulatory Office competent to exert influence over the TSO’s activities, at least through the right to approve the TSO’s Grid Code.

If a new gas supplier entering the Czech market has no options for storing its gas in the Czech Republic its competitiveness will be impaired significantly. Such a supplier’s gas grows more expensive at least by the cost of transmission in the systems through which this gas is supplied in winter.  

Only one producer

There is a very marked difference between the electricity market and the gas market. While there are quite a number of larger electricity generators in central and eastern Europe, the gas producer for this part of Europe is Gasprom, and its gas is supplied by Gazexport. All potential new entrants operating as gas suppliers also buy gas from this company. It can therefore be easily inferred from the foregoing that it is primarily Gazexport who has been determining, and will continue to determine, the conditions on the gas market in the Czech Republic. Through its selling price it will determine who will have more favourable competitive conditions on the market. The gas from the North Sea can compete with the Russian gas on the Czech market only with difficulties, also because of the high transmission charges in Germany. 

