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EUROPEAN REGULATORS GROUP FOR ELECTRICITY AND GAS
The Chairman Gas Focus Group
EUROPEAN REGULATORS GROUP FOR ELECTRICITY AND GAS
The Chairman

Brussels, 15 December 2008

GTE - Gas Transmission Europe

Attn. Mr. Jacques Laurelut
rue Ducale 83

1000 Brussels
Belgium
Subject: Capacity products co-ordination
Dear Mr Laurelut,
European Energy Regulators welcome GTE+’s consultation on capacity product co-ordination. At the 26 November workshop in Brussels representatives of different European Energy Regulators raised some issues ERGEG would like to highlight again. Lack of access to transmission infrastructure, in particular because of contractual congestion, remains one of the main barriers to competition in the European gas sector. We therefore appreciate GTE+’s efforts to address capacity issues by undertaking this consultation. European Energy Regulators would like to highlight the importance of a common European approach to capacity allocation and congestion management to overcome existing barriers to the integration of natural gas markets. Harmonisation of allocation mechanisms is an important development forward.

In this respect, the work done by GTE+ with regard to data collection on the allocation mechanisms currently applied in Europe is a valuable first step. It will allow GTE+ and, in the future, ENTSO Gas to analyse the functioning of the different allocation mechanisms and to subsequently recommend mechanisms that combine the benefits of these different experiences. European Energy Regulators are ready to support the implementation of any quick win identified by GTE+ where it is clear that the benefits of a particular recommendation facilitate the integration of European gas markets. 

However, the consultation document falls short in terms of its scope and in indicating future possible steps. Crucially, the recommendations do not address the issue of how to make capacity available to the market in a fair and non-discriminatory manner. The proposals do not provide a clear vision on allocation mechanisms suitable to facilitate the creation of a single competitive market for natural gas. In the context of the implementation of a third package and the possible role of ENTSO Gas, we regard it appropriate and necessary for GTE+ to extend its thinking beyond the limitations of currently existing legal frameworks at the national level. Thus, at this stage, ERGEG will not provide detailed answer to the consultation document of GTE+.
At the workshop in Brussels it was explicitly stated that GTE+ does not want to address congested scenarios at this stage of the project, although contractual congestion is one of the most serious issues currently faced by shippers. Contrary to this approach, European Energy Regulators believe it is of primary importance to consider capacity allocation in the case of congestion. This view is supported by the fact that the difference between the three approaches analysed (first-come-first-served, open subscription window, and auctions) becomes only relevant in congested scenarios. In uncongested scenarios, the results of the different approaches are broadly the same. 
In order to arrive at a better understanding of the three different mechanisms examined, we recommend identifying the costs and benefits associated with each mechanism in both congested and uncongested scenarios. In this regard, European Energy Regulators also propose that GTE+ examine the appropriateness of first-come-first-served capacity allocation in terms of meeting the objectives of transparency and non-discrimination.
Furthermore, European Energy Regulators urge GTE+ to ask its members to ensure that the legally binding requirements of Regulation (EC) 1775/2005 are implemented without further delay.  From GTE+’s recommendations regarding the establishment of interruptible day ahead capacity products it is clear that the requirements of Regulation (EC) 1775/2005 have not been fully implemented. With respect to the envisaged reduction of capacity allocation lead times to one day, we ask  GTE+ to present a concrete timetable. This requirement is legally binding on all transmission system operators since 1 July 2006. 

Finally, European Energy Regulators would like to call your attention to the upcoming ERGEG contribution to the development of capacity allocation mechanisms and congestion management procedures. ERGEG will publish a consultation document in January 2009. The document will provide general principles on capacity allocation that are complemented by detailed proposals to the European Commission that could replace the existing annex to Regulation (EC) 1775/2005 via comitology.

Considering transparency and non-discrimination as a fundamental requirement, the guiding principle of ERGEG’s proposal is that capacity allocation mechanisms and congestion management procedures must combine technical and economic efficiency while addressing the various needs of the market. The ERGEG proposal intends to provide coherent European mechanisms for capacity allocation and congestion management. 

A stakeholder workshop will be held shortly after the launching of the consultation and will provide an opportunity to gather market participants’ views. We welcome GTE+ to contribute to that discussion and look forward to establishing a constructive dialogue with GTE+ on capacity allocation and congestion management issues.

With my best regards,
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Chairman Gas Focus Group
Walter Boltz
rue Le Titien 28, B-1000 Bruxelles (Belgium)
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