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7th Meeting of Ad hoc Expert Group on Harmonised Gas Tariff Structures  
22 January 2013, 9:00 to 14:30
Brussels, CEER-offices.
MINUTES (Chatham House rules)
	Regulators
	 
	 
	 

	Francois 
	Leveille
	CRE (France)
	Representing Co-chair ACER TF

	Richard
	Miller
	Ofgem (UK)
	

	Tom
	Maes
	CREG (Belgium)
	Co-chair ACER TF 

	Jan-Peter
	Sasse
	BNetzA (Germany)
	

	Ognjen
	Radovic
	E-Control (Austria)
	Representing Co-chair ACER TF

	Erik
	Rakhou
	ACER
	

	Johan 
	Allonsius
	CREG (Belgium)
	

	John
	Melvin
	CER (Ireland)
	

	
	
	
	

	
	
	
	

	Present experts
	
	
	

	Alex
	BARNES
	Gazprom Marketing & Trading
	

	Laurent
	De Wolf
	Fluxys
	

	Ivan
	Ghiosso
	EDF
	

	Geoffroy
	Anger
	GdfSuez
	

	Jorge
	Romagosa
	Gas Natural
	

	Debra
	HAWKIN
	National Grid
	

	Dirk Jan
	MEUZELAAR
	IFIEC
	

	Konstantin
	PETROV
	KEMA
	

	Ralf
	PRESSE 
	RWE
	

	Present observers/Academic experts/presenters
	 
	 
	

	Nigel
	Sisman
	ENTSO-G
	

	Sergio
	Ascari
	FSR; Academic expert 
	

	Wynne 
	Jones
	Frontier economics
	For Incremental capacity discussion only

	Nick
	Aked
	Frontier economics
	Ibid


A. Context of the meeting

The 7th meeting of Ad hoc Expert Group gathered tariff expert to discuss the issues related to Draft Framework Guideline on harmonised tariff structures regarding cost allocation issues, and issues of Incremental capacity.
B. Detailed minutes
1. Opening/updates
The experts were given an update on the way forward, with a key message that their advise during Stakeholder refinement period, and later on Impact assessment would be welcome.

2. Presentations of the 4 case-studies on cost allocation ('50/50'-rule, its changes, tests). 
(see attached presentations, to be attached)

The Austrian, Belgian, French and Irish examples showed how in different topologies the 50/50 concept, or its alterations subject to tests may work. A clear steer was that on one side test concept was appreciated, but further precision would be needed.
Experts made explicit the importance of understanding in cost allocation that e-e systems tariffications in detail, face following 4 challenges:
1. how to address 'distance to virtual points' 
2. how to address cost drivers (e.g. distance as such; forward looking costs via LRMC, Matrix and/or average costs/flows; NB: see Annex below minutes) with a need for clear steer at EU level. As it is critical that tariffs ensure forward looking incentive for TSOs to develop the networks.
3. how to address 'no sticker' on flows (backhaul is at heart of that), e.g. to take account of storage flows or reverse/changing flows. In the e.g. test a dominant constant flow of gas in 1 direction based on history is assumed. This contradicts e-e concept.
4. how to address shorthaul as a concept inherent to some current TSO networks
As an expert summarized, for good competition reasons, we are fitting square in a circle, when designing e-e systems. So we need to be aware of the trade-offs to be clarified in cost allocation chapter.
Specifically on the 4 cases, some weaknesses were discussed. e.g. how to address 'bookings', how to address 'distance' or 'location to VIP' fairly, how to address that allowed revenues/allowed tariffs are out of literal scope of FG.
It was advised to set a clear starting point, and have NC develop that in very careful detail. 
It was discussed that for non-transit countries such as Ireland 50/50 may be most clear approach in fair balance between producers/consumers (as transit/domestic issue is non-relevant).
3. Discussion with Frontier Economics on minor/major tariff related aspects of Final draft report on IC
(see attached presentation, to be attached)

Experts widely acknowledged quality despite complexity of the work done, but also spoke with great appreciation of the finesse, with which Frontier tackled the very broad issue.
In addition it was discussed that if Agency is to tackle any Tariff related measure on IC, it should be very limited. Indeed, a transparency measure on general obligation to publicise inputs/elements to market test may suffice at this stage.

Frontier noted explicitly following 4 advisory elements, as a summary of very lively discussion, to be further investigated, while preparing final Report in relation to Tariffs:

1) attention to 'yearly cycle' (adjustments) aspects

2) market test should rather be made explicit as economic test (incl. how it really could work in illustrative numeric example detail)

3) recognize alternatives to very debated (and also set by legal acts e.g. in Belgium) advise on depreciation period, such as temporarily raising WACC. One must note that its out of scope of current FG, and one must also note that Frontier received a note that shortening the period also means lowering WACCs respectively, as risk is reduced. As a TSO expert advised 'we understand, there is no free lunch'.

4) Big attention to making clear how existing vs incremental capacity buyers/tariffs are treated. Frontier explained they meant it as Options, to be decided by NRAs per IP (they did develop on some of solutions they proposed to adress the discrimination risk).

5. Closure/AOB
The value of session was widely acknowledged, and appreciation was given to Tatiff experts providing detailed examples. 

Next tentative phone call dates were set (tbc after 26 FEB AGWG), for discussing Impact assessment details:
- 12 March 2013
- 10 April 2013
It was explained that there is possibility that there is a possibility the very final Impact assessment would be published after release of FG end of March. So 12 March call may be cancelled, as there is not yet a updated final draft IA report to verify for facts/input.

Annex, expert input on 50/50 impact in e.g. matrix cost allocation methodology.

The need of rule “50/50’”, or similar, is because you don’t know what part of gas infrastructure is dedicated to enter gas and to exit gas. The split 50/50, or another one like in the examples we have seen on 22.01.2013, is good depending on the system you use to calculate tariffs. 

If you use the Matrix System, that uses as cost drivers the distance between all entry and exit points and the peak flow, usually you use the 50/50 split. That system reflects the real cost of transporting gas from one place to another having in mind the congestion of the network. That’s why that system gives locational signals, and that’s why the 50/50 rule must be used, in order not to discriminate a congested entry point from not congested exit points.

The examples we have seen on 22.01.2013 use other cost drivers (average distance to a VTP and capacity) and they need to use another ex-ante split in order not to obtain negative tariffs like in the presented example of Ireland. If we use the matrix system in this case, the domestic customer will pay the same value for the entry point, but much less for the exit point because it is closer to the entry point. 

Having considered the above, than if we change in that example the rule to 50/50 the domestic consumer will pay more, the question we must ask ourselves is, if domestic consumers are paying now what they must pay.

As one can see is not a simple question, both systems could be fine from the mathematical point of view, but one can not be sure if both systems are fair.
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