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KEY MESSAGES

 EURELECTRIC welcomes the highly relevant initiative taken by ACER to identify the
key challenges and regulatory actions that should be taken going up to 2025,
supported on the present “Energy Regulation: A bridge to 2025” pre-consultation.

 On the Electricity paper, EURELECTRIC agrees with the fact that valuing flexibility and
capacity are two essential components of a future-proofed market design and that
work should be developed/continued in parallel as a way to reach synergy.
EURELECTRIC believes that the demand side should actively participate in intraday
and balancing markets on a level-playing field with other players as well as offer
flexibility services to the distribution network at both long and short time scales.
Likewise, demand side should be put on equal footing with generation in the design
of any forthcoming capacity remuneration mechanisms.

 EURELECTRIC also believes in the contribution from both demand and supply side
flexibility to active distribution system management. A more active approach
towards distribution grids allowing interaction between planning, access, connection
and operation process is becoming increasingly necessary in particular for
optimisation of distribution networks with increased share of distributed energy
sources.

 To maximise social welfare and to enhance competition in electricity markets, ACER
and NRAs should as a first matter of priority ensure that the target models for the
integration of wholesale electricity markets are timely implemented so as to pave the
way for the political aspiration of an Internal Electricity Market by 2014. We believe
that this is the most efficient way of creating well-functioning electricity markets.

 With regard to the Consumer paper, EURELECTRIC shares the customer-centric
approach taken by ACER in addressing the retail markets challenges going forward.
We also appreciate the pro-market stance of the pre-consultation, including the
emphasis on “removing barriers to retail market competition such as regulated end-
user prices”. However, we would appreciate greater clarity on the changes EU
regulators see necessary to better empower customers in the changing energy
markets.

ACER pre-consultation on “Energy Regulation: A bridge to
2025”
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 EURELECTRIC reiterates the importance of implementing existing legislation as a
matter of priority. The Unfair Commercial Practices Directive; the Consumers Rights
Directive; the Alternative Dispute Resolution Directive; the 3rd Energy Package; the
Energy Efficiency Directive are the building blocks of a legislative puzzle whose
objectives are to make the customer experience better, so that end users can
participate in and reap the benefits of competitive retail markets. Notwithstanding
the delays in implementing the relevant legislation in time, EURELECTRIC notes that
competition in retail markets has started to bear fruits for customers across Europe,
giving rise to more engaged and demanding agents.

 Regarding the Gas paper, EURELECTRIC believes that high levels of uncertainty over
the period to 2025 make it vitally important to have access to competitive and liquid
wholesale gas markets in order to hedge risk. ACER’s should focus on establishing the
conditions necessary for wholesale markets to prosper.

 Removing some of the current constraints on market development such as price
regulation, excessive complexity and bureaucracy and political interference would
represents the most productive use of ACER’s resources.

 Integrating markets is difficult but the political impetus is likely to be greater and the
challenges less daunting once the core components of wholesale markets are
sufficiently harmonised.

 Whilst some market areas in themselves may be small, or lacking in liquidity, it
should still be possible for market participants to compete provided the pre-
conditions are in place for the market to function.

WG Commercial Processes & Customer Relationship
Roel KALJEE (NL)
WGs Distribution System Design
Per HALLBERG (SE)
WG Distribution Regulation & Policy
Sylvie COURTIER-ARNOUX (FR)
WG Distribution Customers & Grid Management
Petter SANDOY (NO)
WG Wholesale Market Design
Hakan FEUK (SE)

Contact:
Paulo LOPES, Advisor, Markets Unit – plopes@eurelectric.org ]

Anne-Malorie GERON, Head of Markets Unit –
amgeron@eurelectric.org }
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Introduction

EURELECTRIC welcomes the opportunity to respond to the set of papers entitled “Energy
Regulation: A bridge to 2025” that ACER has launched for pre-consultation. EURELECTRIC is
pleased that ACER has taken the initiative to identify the key challenges and regulatory actions
that should be taken going up to 2025.

EURELECTRIC has structured its response according to each of the three sector-specific papers:
Electricity, Gas and Consumers and Distribution Networks. The response to the questions of each
paper can be found below.

The Electricity paper

E1 - Although adequacy issues are not likely to disappear completely, do you agree that the
current primary focus on levels of adequacy will likely be expanded to emphasise a later
priority focus on flexibility?

E1: EURELECTRIC believes that flexibility is already today an important element of electricity
markets. However, it should never be regarded as opposing other elements of market design,
such as capacity (or adequacy).

Flexibility is linked to the capability of the power system to respond to short-term variations in
the supply/demand balance. This covers, e.g., short-term reserves (generation, storage, demand)
to cover potential incidents that decrease power supply to the system or to respond to short
term variations in demand.

Capacity is linked to long-term capacity that ensures generation adequacy in the case of extreme
load peaks or moments where capacity has to be available to backup intermittent renewable
generation.

The source of a capacity problem is that if there is not enough capacity (including demand
response and imports), customers may have to be curtailed, thus the Loss of Load Expectation
(LOLE) increases and, at a certain moment, the system will not meet the quality standard one is
expecting. This could be at a moment of peak demand, but it could also be at a moment when
variable generation is not producing and there is insufficient backup capacity available to cover
the demand. During unexpected sudden changes or faults in supply, demand or grid capacities,
demand curtailments can however be needed due to lack of flexibility (e.g. because of inadequate
balancing reserves) despite adequate firm capacity.

Once generation capacity exists (or has to be invested in), the operator will try to optimise his
asset to the maximum possible extent.  If the asset has no flexibility, he will not be able to make
earnings in the very short term markets (intraday, balancing markets, ancillary services), his only
income would be the income from the “commodity”.  But an asset capable to offer both in the
flexibility services and in the commodity market, will have more chances to improve earnings.
The other extreme might be a plant that is always “out of the money” for the commodity, but is
very flexible and only is able to earn some scarcity rent. However, to cover both peak demand
issues and to solve backup issues, we need capacity first.  And for this purpose, it is indifferent
whether the capacity comes from a “non-flexible” or a “flexible” plant.  A Capacity Remuneration
Mechanism (CRM) is paying for the “availability”. But a plant that can earn a lot in the
“commodity” and in the “flexibility” markets, might need a lower CRM than a plant that does only
earn money in the “commodity” market or only in the “flexibility” services market.  What counts
for the owner/investor is that his total costs are covered, and that his earnings allow him to stay
in the market.   An asset earning little in the commodity/flex markets, will need a relatively higher
CRM than an asset already earning a lot in these segments. When the asset with a “lower”
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income from commodity/flex is competing in the CRM market, he might thus be “at the end” of
the CRM merit order and therefore not be successful in the capacity auction.

Therefore capacity and flexibility, while interrelated, are separate issues that need to be
addressed in a coordinated way within the future market design.

Large steps forward can be made on flexibility by improving day-ahead, intraday and balancing
markets. Furthermore, all different sources of flexibility such as generation (including storage),
demand response and interconnections should be considered to deliver flexibility in the most
cost-efficient way. This should obviously not exclude a focus on capacity nor does it imply a shift
in priority focus from adequacy to flexibility. The EU primary focus should be on the cross-border
market design.

1. The flexibility challenge

E2 - Should we seek to further define, measure and develop flexibility in addition to the
initiatives that are underway? If so, how could this best be done and in which market time
periods?

E2: EURELECTRIC deems the foreseen operational challenges as well as measures proposed in the
paper as relevant. The day ahead, intraday and balancing market should deliver the needed price
signals for flexibility. Therefore, no additional market scheme is necessary to reward flexibility
subject to the following points. The choice of the best compatible technology should be left to the
market but some pre-requisites are however needed. First, there should not be any regulated
prices. Second, data availability to the relevant market player must be assured, and third,
demand must have the technical and commercial possibility to react on prices. Potential
regulatory barriers should be removed. Also DSOs should have the options to procure flexibility
services instead of reinforcing the grid if this is a more efficient solution. Procurement of these
services may take place in long or short time scales. Furthermore storage solutions should be
relieved from grid tariffs, charges and/or taxes associated with generation and consumption as
they only defer or convert energy for future use. It is important that storages remain being part of
the competitive market to ensure competition on a level playing field.

E3 - What are the market-based routes for flexible ‘tools’ to participate?

E3: The full implementation of these markets according to the target model and an efficient
cross-border element to these markets are crucial to foster flexibility. Further integrating
renewables into the market by giving them balancing responsibility should also provide them
additional economic incentives to have better generation forecasts and thus reduce system
imbalances and flexibility needs.

In addition, EURELECTRIC  believes that system services for distribution network constraint
management will be needed as well , to tackle the challenges posed by an increasing penetration
of RES and other distributed energy resources to distribution quality-of-service (such as
bottlenecks and excessive voltage variations). RES are mostly connected at the distribution level –
(e.g. 95% in France, 2/3 in Germany). This generation does not reduce network cost; it may even
increase them as the network must still be designed to cover peak demand when there is no DG
production and, in some cases, grids have to be upgraded. DSOs should thus be able to
additionally procure ancillary services from distributed generation and other distributed energy
resources (including demand response and decentralized storage) as one of the tools for
maintaining the quality of service and the security of supply in their networks. Such services could
be in some cases more economically efficient than grid reinforcement, or they could be used as a
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temporary solution until grid investments and reinforcements are finalised.1 Procurement of
these services should be able to take place in long or short timescales.

The definition of consistent market models to foster flexibility is of paramount importance. The
principles are already established in the EU directives but it is necessary to create conditions to
answer to the flexibility challenge, namely through the active participation of demand/customers
(directly or through aggregators or suppliers).

E4 - What measures may be required to ensure that the market receives the most appropriate
signal for the value of flexibility?

E4: As stated in E2, fully liberalized and competitive wholesale markets are required. This includes
the intraday and the balancing market and clear harmonized implementation of the CACM and
Balancing Network Codes. Additionally, end consumers should have the technical option via
appropriate metering and control devices and the commercial opportunity, e.g. via specific offers,
to react to market prices or grid/congestion management offerings.

E5 - Do you think that other, for example, institutional arrangements should be considered? Is
greater TSO and DSO coordination required? If so, what should NRAs do to facilitate this?

E5: As to facilitate a more efficient flow of information, improved system operation and
maximisation of the socioeconomic benefit of the electricity system, EURELECTRIC is fully aligned
with the requirement on greater TSO-TSO as well as TSO-DSO coordination. Coordinated system
operation across system borders is a key area for further development of the internal market. It is
however important to bear in mind that it should be left to the different markets (day-ahead,
intraday, balancing, network constraints management etc.) to efficiently value flexibility and
define the market players that provide it (as generation, demand response, storage and
interconnections). NRA should ensure a level-playing field for players that participate in these
markets and ensure that flexibility is valued through efficient prices, i.e. at marginal cost. TSOs
and DSOs should then procure flexibility services from the market to efficiently operate their
networks and should do so in a coordinated fashion.

We fully agree that this will require enhanced cooperation between TSOs and DSOs as the
aggregated flexibility services required for constraint management and balancing might be
delivered by the same resources.  One of the issues that should be further discussed is how to
enable aggregation to access balancing markets as well as constraints management, an effective
mechanism needs to be found that coordinates between these two purposes to maintain liquidity
and keep the complexity and cost of market participation low. Close coordination between
constraint management and balancing, e.g. on so-called ‘flexibility platform’, would allow for
higher liquidity and necessary well-structured and organised exchange of data between all
relevant parties. This is necessary for safe operation and security of supply and for non-
discriminatory access of flexibility to markets. For example, DSOs must also be involved when
distributed resources and demand response actions are requested by transmission system
operators (TSOs) or balancing responsible parties. Any action on distribution network users
requested by the TSO should be agreed with the DSO as system operator. Similarly, DSO
constraint management (e.g. suppliers may lose some MW of demand) will also affect the TSO
grid and suppliers have to rebalance their positions. Currently drafted EU network codes (in

1 The DSOs should procure ancillary services from local providers via the market. If there is no liquid market
yet, DSOs must have other tools to maintain the stability of the grid. DSOs should be able to look at the
business case for both the investment solutions (grid extension/reinforcement CAPEX) and the service-
based solution (OPEX) and decide for the most cost-efficient one (or a combination of the two). See
EURELECTRIC paper Active Distribution System Management – Recommendations & Discussion paper
(2013)
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particular on system operation and balancing) should be forward looking in this respect, ie
provide relevant operational rules to facilitate such flexibility markets.

In addition, a number of issues will need to be further investigated by relevant stakeholders
including network operators, market participants and regulators. Those include:

 Handling of the information streams amongst market parties, TSOs and DSOs so that
everyone can fulfill its responsibility

 Set up of the market information model for the flexibility platform
 Set up of the technical information model required by DSOs to procure system services
 Arrangement of the settlement for balancing and the settlement of constraint

management
 Interactions with the integrated European CMO for balancing
 Types of products can be shared for both constraint management and balancing;

products that could be traded at the flexibility platform
 Types of services and products required for optimal management of distribution network

in long and short term
 Access to the flexibility platform; who are the buyers and the sellers.

We also fully agree that technical aspects of metering, settlement etc. need to be considered
when designing market rules for flexibility. For example, access of residential and small
commercial customers flexibility to close to real time markets such as balancing would then
require enhanced smart meter reading capabilities compared to today (data would need to be
collected soon after imbalance settlement which is not the case today and it is not foreseen even
for smart meters – daily or longer interval is usually assumed).

2. Smarter Grids and smarter demand

E6 - How should regulators facilitate demand side participation (including demand side
response and electricity storage)?

E6: Regulators should ensure that flexibility is properly addressed in intraday and balancing
markets, and that demand side response and interconnections can actively participate in these
markets on a level-playing field with other players. This participation can either be done directly
or through aggregation. No specific regulatory measures are needed to promote storage, given
that normal market signals should be sufficient.

Today only very large customers, e.g. industrial customers sell their flexibility on individual basis
and participate in the flexibility market. In the Swedish example, including demand in the
strategic reserve triggered activities within the large electricity intensive companies and
aggregation of demand response for medium size companies. The current rule of combining price
responsive bids with the possibility of being in the strategic reserve has also been helpful as an
interim solution to attract demand response. Additionally, the market place, Nordpool has
actively been pursuing demand response, which has helped the large customers seeing the
potential and building competence in this area. More of the research on active demand response
could focus on energy intensive industries to harvest the low hanging fruits in that area.

Smaller residential and commercial customers may face high barriers for accessing these markets.
Transaction costs of such participation are too high if managed at individual level.
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One of the obvious options is that customers sell the flexibility of their production or load
capacity to their supplier. Customers and suppliers could as well make use of separate service
providers that provide solutions for aggregation. Aggregation offers the opportunity for smaller
generators, storage operators and residential and commercial customers to exploit their flexibility
potential. Aggregation is a commercial function of pooling de-centralized generation and/or
consumption to provide energy and services to actors within the system. Aggregators identify and
gather potential flexibilities and intermediate their joint market participation. This can be done
via flexibility products or simply by selling and buying aggregated energy (kilowatt-hours) at
optimal points in time. The key requirement here is that every supplier active at a customer is
metered separately for the part he is responsible for to allow for correct allocation of energy sold
to the customer, impact on his profile and imbalances costs, and that an aggregator is acting on a
clearly identified connection point (and measurement), even if a customer would have more than
one. The aggregator role should have the same requirements as any other supplier, i.e., either
manage its own balance responsibility or contract that service from 3rd party and also have
metering responsibility. This is meant to avoid free-riding in case aggregators and suppliers
providing services to the customer are different entities.

Demand side participation should not be restricted to energy and flexibility markets, however. It
should also be ensured in capacity markets, if they are in place, where demand should be a player
with rights equivalent to any other in ensuring system adequacy.

E7 - How can NRAs support, or incentivise TSOs and DSOs to invest in ‘smart networks’. What
actions are needed, in particular from regulators, to promote more active distribution
networks? Do we sufficiently reward avoiding ‘dumb’ investments?

E7: EURELECTRIC agrees with ACER that further reinforcement of distribution grids will be
necessary in order to (besides other) accommodate additional sources of distributed energy.
However, we would like to emphasize that a fundamental change of planning and operation of
distribution networks will be needed in order to integrate such generation in an efficient way.
Current distribution remuneration schemes are mostly focused on reducing costs and minimising
investments and do not incentivize investment in smart grids (in some countries they do not
incentivize investment at all). EURELECTRIC believes in promoting active system management
which can optimise the distribution network by allowing interaction between planning, access,
connection and operation process and contribution from both demand and supply side flexibility.
In other words, the ‘fit-and-forget’ approach followed up until now is not suitable any longer in
distribution grids with high penetration of distributed generation, electric vehicles, storage and
other resources. Cost-effective combination of network investments (both ‘cables’ and ICT) and
the procurement of system services from network users will be needed. In addition, new types of
network access could also help reduce network investments. Usage of flexibility should be taken
into consideration supposing a ‘copper plate’ solution.

In addition to removing barriers to distributed generation to provide system services including
flexibility through the appropriate markets, also barriers for DSOs will have to be removed. Even
though already  today,  the Electricity Directive (art. 27(5)) and the Energy Efficiency Directive
(art. 15(4)) provide a framework for considering DR/DG when planning distribution networks and
for procuring system services at distribution level necessary for improving efficiency and
maintaining reliability of the system respectively, those provisions are mostly still not fully
implemented at the national level. Such system services could be procured by DSOs as ancillary
services from DER or be defined in grid code (in case of voltage and reactive power contributions
by DER and operational information exchange). Most DSOs are not only having insufficient
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incentives to make innovative network investments2 but are often also explicitly prevented from
establishing more flexible solutions such as variable network access contracts for distributed
generation or procurement of ancillary services that would help relieve constraints in the
network and allow for higher generation feed-in, as they must in principle connect network users
without delay and offer the same unlimited access to network capacity at any time. If an
unlimited access is not possible due to technical constraints (even if they occur only for e.g. few
hours per year), DSOs have to extend the grid which results in delays and extensions that may not
be cost-efficient from a macro-economic perspective. National interpretation of the Renewables
Directive in terms of priority/guaranteed access rules (as the directive does not define these
terms) may aggravate this situation.

Therefore, regulation should be revised to allow DSOs to adopt the most sustainable solutions in
the long run, be they conventional investment or innovative active system management solutions
including ICT and development of cost-effective ancillary services. A fair rate of return is an
essential requirement to foster investment and innovation in the distribution networks. A long
term approach is necessary to create a favourable environment to finance the modernisation of
networks.

In addition, grid connection rules for DER should be adapted to meet the need for flexibility and
priority access rules that prevent network operators from responding flexibly to emergency
situations, trigger inefficient investments in distribution grids extensions and prevent grid and
market operators from tackling distribution grid congestion in the most cost-effective way should
be revised. If in this context DSOs offer flexible connection contracts to generators that allow
them to limit the injection in order to prevent congestion, they should properly remunerate the
concerned generators/BRPs for the missed revenues. This principle allows DSOs to make a trade-
off between investments in grid reinforcements and compensation payments to grid users.
System states should be defined depending on physical boundaries of the distribution network
such as the so-called ‘traffic light system’ distinguishing between when the market should
operate without DSO involvement (‘green’), contracted flexibility should be used (‘yellow’) and
emergency (‘red’ state). Those should include methodologies for how they will be monitored,
calculated and audited. Demand side flexibility measures should then be included in service
quality measures so that outages do not impact service quality indices.

3. Encouraging competition

ACER and NRAs should as a first matter of priority ensure that the target models for the
integration of wholesale electricity markets are timely implemented so as to pave the way for the
political aspiration of an Internal Electricity Market by 2014. We believe that this is the most
efficient way of creating well-functioning electricity markets. In doing so, barriers to market
integration should be duly addressed such as persisting regulated end-users prices. Specific
attention should also be placed on removing the deadlock surrounding the emergence of an
intra-day platform and on taking a more ambitious approach to efficient cross-border balancing
mechanisms. This could bring an important contribution to increasing flexibility closer to real
time, thereby making it easier for market participants to balance their positions and for TSOs to
ensure grid stability.

Transparency is a fundamental value for a well-functioning market. Instead of imposing
questionable “standardization solutions” (for example, in terms of billing or offer comparison),
ACER and NRAs should focus on the reliability and trustworthiness of the information in the

2 See EURELECTRIC paper regulation for smart grids
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market, namely information provided by other agents that are not subject to the energy
regulation (example: collective switching auctions, consumers associations, websites, comparison
tools, etc).

However, transparency is important when related with freedom of choice and that should mean
that companies should be able to differentiate their offers to appeal to different consumers.

In addition, it should be noted that, despite its specific characteristics, competition in the energy
market should not be different from the competition in other markets. This is important not only
in terms of principles, but also in practical terms. In fact, with liberalization and competition, new
players are expected in the market (from outside of the energy market, e.g. telecommunications,
retail, software, etc). Therefore, to avoid unfair competition, solutions that put utilities in
disadvantage with other companies offering identical products or services should be avoided.

E8 - How should NRAs influence the competition debate, for example on support schemes,
regulated tariffs, capacity remuneration mechanisms, etc?

E8: NRAs should be working for a level playing field both across different sources and across
borders. NRAs should monitor the issues and remove possible identified regulatory market
barriers as soon as possible. NRAs should ensure that grid operators facilitate all market actors to
do their business on a level playing field. They should not influence political decisions.

NRAs must ensure efficient grid planning and effective use of existing infrastructure. This requires
TSOs to increasingly focus on efficiency at regional and European levels rather than at national
levels. NRAs have an important role to ensure co-operation and focus on cross-border
perspectives among TSOs.

In cases where the energy-only market is not adequately remunerating assets and appropriate
investments are not being brought forward, generation adequacy could come under stress. To
prevent this, it is crucial to enable the energy-only market to function as efficiently as possible by
removing all regulatory distortions. Where proven needed (based on a regional generation
assessment), capacity remuneration mechanisms (CRM) should be designed and introduced
preferably on a regional market level, include competitive bidding and not allow discrimination of
any kind. CRM should be open for new and existing generation, storage and demand response.
CRM should be designed to address adequacy, not other aspects like CO2 reductions or increasing
flexibility, which would result in discrimination between various technologies. CRM should also be
open to cross-border participation from participants in other markets underpinned by a close
coordination between Member States and respective TSOs. Currently, the assessment of the
need to introduce CRM is especially relevant at least for the CWE and SWE regions, where there is
an apparently increasing need to complement energy-only markets with a capacity element.

Renewables support schemes should also become more market-based and competitive and NRAs
should also play a central role in order to make the national schemes more convergent and less
distortive.

Dealing with regulated network tariffs, the NRAs should give impulse to have a structure better
reflecting the costs for both consumers and generators connected to DSOs grids and allow an
adequate rate of return for grid investments. EURELECTRIC believes that there is strong need to:

 First, redesign network tariff structures which today are mainly energy-based ans hence
not cost-reflective, moreover they do not incentivize implementation of demand
response and may lead to under-recovery of DSO costs. This poses a serious threat to the
financial sustainability of DSOs. An appropriate approach should consider more capacity
oriented network tariffs to ensure more efficient use of the network and avoid cross-
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subsidisation and free riding. Appropriate approaches may include two-part network
tariffs with a capacity (MW) and an energy component, capacity tariffs or volumetric
time-of-use network tariffs with different prices for peak and off-peak energy. In fact,
since most grid costs are fixed, this should imply that the grid tariffs should be composed
mostly of a capacity element (MW) instead of an energy element (MWh).

 Agree on higher return for infrastructure investment and encourage new system services
at distribution level. A tariff regulation taking into account the evolution of the nature of
the costs (OPEX versus CAPEX).

 Further involve DSOs in negotiation of market mechanisms when they have
consequences on operation or security of distribution networks.

E9 - To what extent should the relationship between competition in electricity and gas markets
influence regulators’ activities? Could regulatory action on the gas market, help solving the
flexibility problem of the electricity market?

E9: The decreasing operational hours of gas-fired power plants can, depending on the tariff
structure, lead to increased costs of infrastructures to be carried by other gas end-users, and
hence reduce the competitiveness of natural gas. Additionally, the increasing uncertainty on the
future energy mix delays investments in gas infrastructure. Regulatory actions should avoid
restrictions on gas plant offers and where restrictive practices apply to the gas market regulatory
measures should aim at removing these restrictions. E.g. there should not be rules in the gas
market which prevent generators from maximizing their flexibility, unless these are in some way
duly justified. For example are there any re-nomination lead-times on the gas system which are
not justified from a technical point of view, yet limit the offering of flexible generation from
power stations. Of course any measures would need a careful consideration of the TSO’s
capability within each system, as this is likely to vary across different systems. Another field of
action may be the use of Power to Gas: It has to be ensured, that this “indirect” power storage is
not subject to discrimination against conventional solutions.

E11 - What actions, identified in these papers, should regulators prioritise?

E11: Regulators should prioritize the development of electricity market design taking into account
the changing needs of power systems and the increasing contribution from demand response.
Further integration of renewables into the market should also be prioritized, creating a level
playing field among generators in their nomination and balancing responsibilities but also in the
access to the grid and to the different markets.
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The Consumers and Distribution paper

Customers are at the very heart of energy retail markets. On the one hand, the liberalisation of
the energy sector was undertaken to create an internal market with competitive prices, better
services and improved security of supply to their benefit. On the other hand, active and
empowered customers are crucial to help solve new challenges such as the integration of an
increasing amount of variable renewables into the power system.

EURELECTRIC has been a long-time advocate of customer-centric retail markets and we welcome
the focus put by ACER/CEER in their 2025 strategy on energy consumers.

We also appreciate the pro-market stance of the paper. The importance of “removing barriers to
retail market competition such as regulated end-user prices” is highlighted, as is the role that
electricity will play in decarbonisation and the energy transformation (“greater move towards
electricity as a means of heating in many countries, and greater penetration of electric cars”).

This said, we believe the title and objective of the paper are not spelled out with the necessary
clarity. Whilst the title gives the impression that it will focus on interactions between consumers
and distributions networks, the paper actually deals with many retail-related issues. Similarly, its
objectives are not well defined. After a brief explanation of the current changes affecting the
power system, ACER/CEER states that they want to “examine the effect that these changes are
likely to have on consumers” and “on the operation of distribution networks“, as well as “the way
in which (they) anticipate consumers will interact with the gas and electricity markets”. In reality,
only section 4 (“Future challenges”) brings new elements while the paper is largely a description
of CEER’s recent or planned work on energy customers. We would appreciate clarification on
ACER and CEER respective competencies in the field of consumer issues. Finally, it appears that
many elements of the paper are either taken from the CEER/BEUC 2020 Vision for Europe’s
energy customers or from the CEER 2014 Work Programme. We already shared our views on both
documents and would therefore refer to our detailed responses.

C1 - Do you think that further European level measures should be taken to enhance the
operation of retail markets to the benefit of consumers?

Implement existing legislation

C1: We cannot emphasise too much the importance of first implementing existing legislation.
Over the past few years, several crucial pieces of legislation have been adopted at EU level, some
dealing with consumer protection and empowerment in general - the Unfair Commercial
Practices Directive, the Consumers Rights Directive, the Alternative Dispute Resolution Directive -
others focusing on the energy sector in particular - the 3rd Energy Package, the Energy Efficiency
Directive.

Whilst the 3rd energy package should have been transposed into national legislation two years
ago, 11 Member States are currently before the Court for failing to do it (three others have
received a reasoned opinion), and 8 infringement procedures are still open for non-
implementation of the 2nd package. This situation is not acceptable.

Nothing can truly enhance the operation of retail markets, if the basics are not there: phasing out
regulated end-user prices is a precondition to further competitive retail markets. Regulated
prices impede customers from realising the true value of the energy they consume and hinder
competition among supply companies. Price regulation also stifles innovation aimed at better
meeting customers’ needs through value-added services such as dynamic pricing. Regrettably,
regulated prices are still present in 18 Member States.
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Do we need additional measures at EU level?

If there was one additional measure to consider at EU level now, it would be to clarify the legal
basis for terminating price regulation.

We think ACER/CEER should focus their work on the transparency, reliability and trustworthiness
of the information available in the market, including when it comes from parties which are not
subject to strict energy regulation and quality checks, e.g. collective switching auctions,
comparison tools, etc.

Next to considering additional measures at EU level, it is important not to lose track of the
subsidiarity principle. Energy consumers and energy consumption are very different from country
to country and we should be careful not to talk about the consumer as the source of European
regulation and obligations on utilities. Similarly, whilst we acknowledge that fuel poverty is a
growing issue in several Member States, we believe it is crucial to understand that fuel poverty
can take many shapes and forms from one country to the other and that EU-wide solutions would
not be appropriate and effective. Whilst some level of harmonisation of retail market design is
necessary in order to facilitate cross border access of retailers and enable economies of scale in
administrative processes (e.g. data management and billing), this should however not mean or
lead to full uniformity. Several issues should be carefully taken in consideration by ACER/CEER:

 There are a lot of references to (European) consumers and their needs.  But having a
“unified concept” of energy consumer at the EU level as the source of regulation and
obligations to utilities is highly questionable. Although “electricity” and “natural gas” are
commodities, energy consumers and energy consumption are very different from country
to country. Therefore, before assuming what “the consumer needs and wants”,
ACER/CEER should focus on knowing exactly which consumer it is addressing.

 Even among the consumers of the same Member State, the differences can be very
relevant. ACER cannot assume a “standardization” of the consumer as the way to protect
consumers. Not all consumers have the same needs and wants; this is why companies
compete with each other and develop products with different features and price.

 Finally, we need to keep in mind that the willingness, ability and potential of consumers
vary. Choice cannot be imposed. A decision of not to switch supplier needs also to be
respected as a consumer’s choice.

Competition in the energy market has started to bear fruits

Competition in a heavily regulated sector such as electricity takes time to develop, pending
companies’ ability to master the change introduced by liberalisation and allowing new entrants to
develop proper business models to compete on the market. We recognise that the energy sector
is often reported as being one of the worst performing for customers at EU level and we do
acknowledge that retailers, new and old, have gone through a long learning process and are still
adapting. Nevertheless it is fair to observe that in several countries electricity retail markets have
become very dynamic and competitive and customers are now much more aware and demanding
and are getting accustomed to switching electricity supplier, pushing switching rates to historic
highs. By the same token, utility companies are adapting their internal pre- and post-sale
processes and are able to better serve their customers, pushing the number of complaints down,
e.g.:

 In the Netherlands, 12,7% of all energy customers – households and businesses -
switched in 2012; this is the highest switching rate to date and roughly double the rate in
2004, the first year of liberalisation;
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 According to the Spanish NRA, in June 2012, the switching rates of the Spanish retail
market amounted to 12% (compared to 9% the year before). This switching rate includes
over 1.2 million switches from the supplier of last resort to the free market and over 1
million switches between suppliers.

 According to VREG’s (Flemish regulator) 2013 Market Monitoring Report, 78 % of
households and 86 % of the companies in Flanders/Belgium are convinced that the
liberalization of the energy market is beneficial for them as a consumer/business. 2 years
ago this was only 56 and 66%.

 According to a customer survey (answered by 1,004 full-aged Finns) carried out by
YouGov Finland in July 2013 for Finnish Energy Industries, 3 out of 4 Finns who have
switched electricity supplier felt the process was completely unproblematic/swift. Up to 9
out of 10 felt supplier switching completely unproblematic or almost unproblematic.

C2 - Can you suggest ways in which we could enhance the voice of consumers in the
development of Europe’s energy market?

C2:

We need active and informed consumers

Active and empowered customers are crucial to Europe’s energy system as they can help address
a number of new challenges such as the need for more flexibility in view of the integration of an
increasing amount of variable renewables into the power system.

Energy literacy is of paramount importance and Member States, national regulatory authorities
(NRAs), businesses and consumer associations should all take action to rebuild trust in the energy
sector, explain why we are transforming the way we generate, distribute and use energy and
make sure customers understand the reasons behind this transformation.

How to strengthen consumers’ voice?

Consumers will only be willing to engage in the energy market if the benefits they can realise are
worth the effort of becoming more active. It is the role of retailers to clearly translate the
complexity of the energy markets into understandable and transparent offers that clearly shows
such benefits to customers. However, for this to happen we need the current
legislative/regulatory roadblocks to be lifted, such as regulated end-user prices that inhibit
consumers to become more active and engaged.

Consumers will also be much more likely to engage if it is easy to do it. We believe that the
retailer should remain customers’ main point of contact for most processes such as switching or
billing. This will simplify and clarify market processes for customers and therefore ease their
engagement and active participation in markets – even with the increased complexity of the
future “smart energy system”.

It should also be easy for consumers to give their feedback. For instance they should have easy
access to their retailer’s customer service and to independent third party complaint resolution
bodies (ADR).

With the increased complexity of the future energy system and deployment of smart meters
DSOs must be prepared to address very specific customer questions related to the network
functioning and smart meter installation. They will have to explain to customers why they benefit
from the efficient operation of sustainable and reliable networks. This includes their potential
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role in the smart energy system, questions about network connection options, what smart meters
are good for and where to go for impartial advice on functionalities and benefits of smart
meters.3

Finally, there should be bottom-up channels allowing consumers to make their voice heard at EU
level:

 Consumer associations can play a crucial role in this respect.
→ Interac on between NRAs and consumer organisa ons can lead to mutual insights,
particularly on scale, technicality and knowledge of given policies and consumer
experiences.
→ Consumer associa ons must provide transparent and objec ve informa on to
customers. They also need to make full transparency on the way they operate; for
example those which take a fee to organise a collective switch should say it openly.

 Policymakers have a role to play in contributing to further greater understanding of the
challenges facing the energy system and the decisions taken at EU level to transform it.
The Members of the European Parliament – with their proximity to their electoral
constituencies – should contribute to ensure that a debate on energy policy happens at
all levels.

 Local actions – close to consumers - such as the Covenant of Mayors, decentralised
Citizens’ Energy Forum, or the European Energy dialogue initiative promoted by the EESC
are all very welcomed actions

C3 - What are the main questions that you consider the proposed CEER review should address
with regard to the future role of DSOs and also to ensure that the regulation of distribution
networks remains fit for purpose in 2025?

C3: In order to make sure that regulation remains appropriate in 2025 with the new DSO roles, a
number of questions need to be considered.

Which legal requirements are needed?

Given that we are at the beginning of the “new downstream” market, we should follow a “hands
off” approach. This new market still needs to prove itself in reality before considering new legal
requirements at EU level, which might add unnecessary complexity to a system of which we don’t
know yet its final design and value for customers. This is also the fastest way of further
developing the market because we can build on existing roles. Otherwise we might lose time in
defining new roles that, add unduly complexity and costs that will eventually be translated to
higher cost or less offers for the customer.

Unbundling rules from the 2nd and 3rd Directive are into force and monitored by NRAs to ensure
non-discriminatory behaviour in customer connection to the network and in the field of data
handling.

This legal framework efficiently ensures the non-discriminatory behaviour of DSOs as neutral
actors in the market in charge of security of supply and quality of grid-related services. It is
necessary to make sure that these requirements are correctly monitored and implemented
before considering any new rules.

3 See for example EURELECTRIC paper ‘Communicating smart meters to customers – which role for DSOs?’,
2013
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It is important to set up a clear and solid privacy framework and we understand the CEER focus.
However, it is important to notice that most of the innovative solutions that are effective in
empowering the consumer and allowing the consumer to have a more efficient consumption
behaviour depend on data that enables new services and technology. Thus, it is necessary to
assure an adequate balance between data protection rules and flexibility for the energy
companies to provide the best service to their clients.

Any framework for data exchange between customers, retailers and DSOs must take these
concerns into account. EURELECTRIC believes that customers should always explicitly give their
consent before their data are made available to third parties and should be informed for what
purpose the data are used.

How to help DSOs make the necessary investments in infrastructure and innovation?

First of all, and most importantly, the network tariffs in place need to be re-designed according to
the new role of DSOs. Current grid tariffs are mainly energy-based and hence do not reflect the
real cost of electricity distribution: they do not properly take into account costs related to grid
investments to cover peak demand, data handling, system services or the procurement of
flexibility services and possible changes that might come out of the Network Codes-activities.

Second, the current level of return provides a weak incentive for DSOs’ investments.  Indeed, the
current RoR doesn’t allow DSOs to make the necessary investments in the grid and develop
innovative solutions such as smart meters and smart grids. Extra expenses required for the
testing and phase-in period of innovation deployments should also be taken into account. In
some countries, DSO remuneration for traditional investments is not high enough to compensate
the costs borne by DSOs.

Third, it is important to improve financial attractiveness of network infrastructure to help secure
investments from third parties.

To summarize, it is essential that:

 Grid tariffs should properly and in a balanced way reflect all fixed and variable charges to
provide DSOs with the correct revenue structure (more weight on the fixed component
given the higher underlying fixed costs) and incentives to customers for shifting their end-
use to off-peak periods and for realising energy efficiency savings. An appropriate
approach should consider a network tariff with a shift towards a capacity component
(MW), in detriment of the variable cost term (MWh).

 Regulation rewards risk-taking and encourages innovation instead of imposing
punishments. In other words, we need more carrots and less sticks. It is for the Regulator
to highlight innovation incentives in the grid tariff control framework, to directly
encourage DSOs to include innovation in their forward business plans. DSOs should be
included early in any consultative process aimed at defining future market rules having an
impact on the distribution infrastructure.

Which actor will best ensure data protection?

Because of the DSO responsibility in guaranteeing security of supply, maintaining quality of grid
related services, and providing consumption data to the suppliers, they are logically involved in
the roll-out of smart meters (in most Member States) and the correlated data management
activities.



18

The distribution activity is a highly regulated activity, subject to strict controls and rigorous
monitoring by NRAs. Because they only need customers’ data for system operation purposes,
DSOs are best placed to guarantee the right level of data protection. All data collected is either
used for system operation and stability of supply, to prevent any local black outs, or for metering
and billing purposes.

DSO neutrality in data management is outlined in the Neutral Market Facilitator Model developed
in the framework of the European Commission Smart Grid Task force (Expert Group 3), which has
been chosen by a great majority of EU countries planning the roll-out of smart meters.

The access to the consumption data must remain free of charge for the customer, as it is his
property. The customer decides to which market party his consumption data can be
communicated. Letting the data management lie with some other body than the DSO could lead
to a lower level of protection and to gaps in the data protection efforts.

What will be the DSO role in demand-side flexibility?

DSOs face increased constraints on their grid due to the growth of distributed energy resources.
New solutions must be developed to enhance the hosting capacity of the distribution grid. Such
solutions include access to flexibility services provided by consumers, DG operators and storage.

DSOs will act as active and neutral system managers and will use flexibility as a tool for their own
needs, namely planning and operating the network in the most efficient way without
discrimination.

For that purpose, fostering cooperation between TSOs and DSOs is key: if bottlenecks or any
other problem appear, both have to be coordinated, considering that the same system service
can be used by both sides. The creation of a flexibility platform could be the right place for
coordination because the action of one of the operators can go against the responsibility of the
other one.

Existing EU legislation - Electricity Directive (2009/72) and the Energy Efficiency Directive
(2012/27) -acknowledges the importance of active distribution network management solutions
and provide for the creation of new distribution system services while respecting DSOs’ obligation
to ensure fair, transparent and non-discriminatory connection and access to the network.

We recommend that system services be defined by NRAs using CEER guidelines in line with the
Energy Efficiency Directive and subject to specific operating procedures in order to avoid any
suspicion of using unduly advantages.
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The Gas paper

G1 - Do stakeholders agree with our view of the gas specific strategic context and in particular
with our views on:

 Declining demand for gas, and in which sectors such decline is seen;
 Increasing role of imported gas and uncertainty surrounding unconventional gas

supplies in Europe; and
 Increasing role for a flexible gas supply to support growth of renewable electricity

generation.

G1: ACER’s description of the demand side, supply side and sustainability developments which
make up the strategic context in which its vision for the future is based seems broadly credible.
However, within the timeframe under consideration some of these developments could result in
outcomes which are different to those envisaged at this stage. For example, gas use in transport
may become more prevalent in response to various EU and national initiatives and LNG supplies
from North America may accelerate rapidly in the event an EU-US Free Trade agreement is
concluded. New completely unforeseen developments cannot also be discounted.

As such, market participants, in particular power generators that use gas as a primary fuel, can
expect to experience high levels of uncertainty over the period to 2025. This makes it vitally
important for them to have access to competitive and liquid wholesale gas markets in order to
manage this uncertainty and hedge their risk. ACER’s efforts should be focused principally on
establishing the conditions necessary for wholesale markets to prosper rather than embarking on
new regulatory initiatives in anticipation of future problems or predicted developments.

We agree with ACER that flexible gas-fired power plants are well suited to complement the
growth of intermittent renewables generation from solar and wind. ACER needs to recognise this
when considering electricity regulation and market developments out to 2025 and ensure close
alignment between the gas and electricity target models in this respect. It also needs to ensure
that the gas regulatory framework is flexible enough to accommodate increases in gas demand
during this timeframe, as well as the more familiar decreases we have seen over last few years
and the vicious circle this leads to.

G2 - Are concerns about competition in gas markets and concerns that liquidity at most hubs is
insufficient to achieve functioning wholesale markets sufficient to warrant some form of
intervention?

G2: EURELECTRIC is reasonably encouraged by the improvements it has seen in wholesale gas
market liquidity over the last few years. We expect this trend to continue as the obligations
contained in the Third Energy Package are progressively implemented. In our view, wholesale
markets should be in a position to function properly if all market participants have equal access to
transmission and storage capacity, are fully responsible and commercially incentivised to balance
their portfolios of supply and demand, have accurate and timely information about their
imbalances and that of the system as a whole and have the capability of buying and selling gas at
the virtual trading point within a market area as and when needed.

ACER should first concentrate on ensuring these pre-conditions are met and implemented
consistently throughout the EU before considering whether any further intervention is necessary
to overcome any residual problems. Removing some of the current constraints on market
development such as the continuing reliance on price regulation by a large number of member
states, excessive complexity in TSO operations and market rules, overly bureaucratic licensing and
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reporting requirements and political interference would represent a more productive use of
ACER’s scarce resources at this stage than pursuing new forms of regulatory intervention.

G3 - Should increased market integration be sought to address issues of non-competitive
markets and a lack of liquidity? Are there other more effective measures to be sought in this
respect?

G3: Integrating wholesale gas markets across a number of Member States to form larger more
competitive and liquid regional markets remains a desirable aspiration. However, strong political
commitment is needed from the Members States concerned in order to overcome the numerous
legal, regulatory, quality and operational challenges integration poses. This has not obviously
been apparent across the EU to date.

Integrating markets is never going to be straight forward. But in our opinion the political impetus
is likely to be greater and the challenges less daunting once the core components of wholesale
markets are sufficiently harmonised. We do not think a top down approach to market integration,
where ACER seeks to impose obligations on NRAs and TSOs to integrate their markets, would
necessarily be effective. Instead we think a bottom up approach is preferable and more effective,
where NRAs, TSOs and market participants take measured steps designed to enhance
competition and pool liquidity across a number of market areas. ACER’s role should therefore be
focused on encouraging, supporting and monitoring such initiatives.

Nevertheless, ACER should encourage, supervise or monitor this integration process in order to
avoid unjustified delays in the bottom up approach (i.e. disagreements between NRAs or TSOs).

Despite the fact that some market areas in themselves may be small, or lacking in liquidity,
provided the pre-conditions are in place for the market to function it should still be possible for
market participants to compete. Gas within such market areas could be expected to trade at a
basis to a more liquid neighbouring hub, thereby enabling market participants to manage their
commodity risk in the liquid market whilst booking cross-border capacity necessary to supply gas
to the end user customers in the less liquid market.

Additionally, as Europe may face the need to compete with emergent countries for gas supplies.
The extension of the gas quality specification in Member States may facilitate the European
position when competing to attract gas as well as trading between members. Some countries
already accept a wide range of gas qualities (as consequence of previous investments to adapt
systems to a wider range of gas)4.

G4 - Would efficient use of existing infrastructure and the building of efficient new
infrastructure facilitate competition between gas producers?

G4: Adequate infrastructure is needed for gas producers to be able to transport gas from its
geographic supply source to the various national and regional centres of demand in the EU and
building and use of such infrastructure should be “efficient” and contribute to security of supply.
However, the gas market is a global market and competition between gas producers needs to be
considered in this context.

Building new infrastructure and optimising the use of existing infrastructure, for example through
the use of virtual reverse flow or quality conversion, can help to enhance competition and
security of supply in isolated markets. Where it can be shown that these goals are likely to be
met, this approach should be encouraged and in such circumstances it could be appropriate to

4 Countries like France, Germany and Belgium have specifications close to EASEE-gas recommendations
and Spain has even a wider one
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socialise part of the costs to all end users. But as a general rule of thumb we firmly believe the
market is best placed to signal its requirement for new infrastructure, albeit the current market
uncertainties and investment climate may make this more challenging.

G5 - Can upstream competition be improved with physical infrastructure redundancy or is it an
issue of market structure (oligopoly)?

G5: Gas pipelines are typically sized to meet peak demand requirements which generates an
inherent level of redundancy on non-peak days. In addition, the diameter of pipeline necessary to
meet the level of peak day demand may not correspond exactly to a standard pipeline diameter,
and so an unavoidable level of redundancy may be engineered in. Finally, the rate at which gas
can be transported through a pipeline depends on the pressure rating of the pipeline and the
degree of compression which may introduce elements of redundancy.

With this in mind, we do not think that an over-arching policy of deliberately over-sizing physical
infrastructure in the hope of improving upstream competition is desirable and we doubt how
much of a positive effect this would have. Indeed it would have a negative effect if the stranded
asset costs arising from it were to be significant or if it encourages shippers to detract from
forward booking capacity due to a reduced risk of congestion. In the interest of gas consumers,
investment in regulated gas pipelines and infrastructure should always be underpinned by robust
cost benefit analysis, including at regional level, and be predicated on the principle of cost
efficiency. Deliberate over-sizing without any proper evaluation of benefit runs counter to this
principle and should be avoided.

Moreover, we believe that physical infrastructures redundancy (inter-european gas systems)
should also be avoided in the different European regions through a common regional
infrastructure analysis in order to maximise the use of the existing European infrastructures and
avoid unnecessary additional costs and inefficiencies.

G6 - Should regulatory incentives be placed on TSOs to improve the efficient use of existing gas
infrastructure?

G6: Limited and targeted financial incentives can be an effective way of incentivising TSOs
behaviour and changing their mind-set and the option to use such incentives is already provided
for in both the CMP Guidelines and in the Balancing Network Code.

However, we would not want to see financial incentives extended beyond this narrow scope.
Core regulatory and financial incentives on TSOs should continue to be provided for by NRAs
determining and enforcing appropriate licence obligations and grid tariff control arrangements.

At a macro level it will be market participants who determine the most efficient way of using gas
infrastructure to balance supply and demand, providing there are no regulatory distortions which
impinge on their ability to do this. However, at a micro level TSOs must ensure that the system is
able to achieve this safely and efficiently. Limited and targeted incentives may have a role to play
in focusing TSOs activities in this respect, but NRAs should apply them cautiously.

G7 - What are your views on the future investment climate for new gas infrastructure in
Europe? What are the major challenges ahead?

G7: Despite unprecedented levels of uncertainty in gas demand, particularly as regards power
generation, gas producers still appear committed to pursuing projects to bring new sources of gas
to the market, albeit some of the infrastructure necessary to do this may seek to rely on
exemptions from regulated third party access requirements. Strategic investment to improve
competition and supply security in illiquid and isolated markets is also being pursued by
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infrastructure providers under specific legislative and regulatory initiatives, such as the Security of
Supply Regulation and the Energy Infrastructure Regulation.

Overall therefore the investment climate for gas infrastructure is not as bleak as it is sometimes
painted and is significantly more favourable than in the electricity market. Whilst concerns have
been expressed by infrastructure providers about the difficulties of securing long term
commitments from users to underpin investments, it is hard to see this situation changing any
time soon. Also, the absence of any substantial physical congestion between the main
interconnected EU gas markets and the abundance of storage capacity in Europe is increasing the
confidence of market participants that gas trading at virtual points and efficient arbitrage at
cross-border interconnection points will be sufficient to ensure supply and demand is balanced,
both in aggregate over the year and on peak days. The same degree of confidence does not
always seem to be held by NRAs and Ministries however.

As regards challenges ahead, how TSOs charge for the use of transmission capacity and how the
demand for incremental capacity is triggered and funded will have impacts for the future gas
investment climate. These issues are expected to be addressed in the forthcoming EU Tariff
Network Code and the proposed amendment to the CAM Network Code. ACER and the
Commission will need to adopt a balanced approach between measures intended to enhance
competition and flexibility between market areas and those designed to support TSO investment
as these are developed. Permitting and the coordination of investment lead times with
commercial capacity rights may also become more challenging if recent experiences in some EU
gas markets are anything to go by.

G8 - Should regulatory frameworks recognise externalities in order to improve investment
decision making?

G8: Yes. It is appropriate for externalities to be recognised within regulatory frameworks to
support investment which has the wider strategic purpose of improving competition or security
of supply. However, it is important for this to be done in a consistent and objective way across
the EU and to be considered not just on a national basis but in a regional context, with close
cooperation between neighbouring TSOs and NRAs. ENTSOG’s work on harmonising the
methodologies used for evaluating the costs and benefits associated with new infrastructure is a
welcome initial step in this respect.

G9 - Are cross-border market zones or regional trading zones practical ways to integrate market
zones?

G9: As previously stated, cross-border market zones are difficult to implement and any new top-
down attempt to enforce such arrangements at this stage risks being counterproductive. Bottom
up integration may be easier to achieve once harmonised market rules and operations are in
place. But integration is only likely to be achievable and beneficial if driven by the needs of the
market. ACER’s role should be focused on encouraging, supporting and monitoring market driven
integration initiatives.

The concept of a regional trading zone, which was included as part of the original gas target
model, is still not sufficiently well understood in detail by market participants to evaluate its
potential benefits. It too seems to be more challenging to implement than was claimed at the
time, based on experiences in Austria, Czech Republic and Slovenia.

Nevertheless and as previously mentioned, ACER should encourage, supervise or monitor market
zones integration process in order to avoid unjustified delays in the bottom up approach (i.e.
disagreements between NRAs or TSOs).
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G10 - Are there other ways one may envisage to enhance the liquidity of European markets?

G10: Liquidity and price correlation are improving year on year across the EU. We expect this
trend to accelerate and spread deeper into Europe as harmonised market rules and operations
become widespread through forthcoming implementation of EU Network Codes. Adoption of
common gas quality specifications may also help to attract gas supplies and facilitate more
trading between Member States.

Where liquidity has stagnated, or shows no sign of materialising, this is invariably as a result of a
market being physically isolated or because of a political/regulatory unwillingness to embrace
competition and fully implement the core elements of the Third Energy Package. In some cases
despite such willingness being present overly complicated market rules and ill-considered market
interventions have had the unintended effect of favouring incumbents and deterring participation
by new entrants outside the Member State.

The recent study by DNV KEMA on the implementation of entry/exit systems throughout the EU
provides a very good overview of some of these difficulties and where they arise. We trust ACER
will fully support the Commission in its determination to follow up on the key concerns
highlighted in this report.

G11 - What actions could be taken to further integrate market zones, given the uncertainty
regarding costs and benefits of integrating market zones?

G11: Please see our response to questions G3 and G9.

G12 - Does a lack of coordination between intra-day gas and electricity markets expose gas-
fired generators to significant imbalance risks?

G12: The extent to which a lack of coordination between intra-day gas and electricity markets
exposes gas-fired generators to significant gas imbalance risks will depend on the balancing
arrangements in place within each market and the degree of supply and demand side flexibility
available to market participants. Balancing arrangements in turn will be designed to reflect the
design parameters and topology of the transmission system(s) within a market area. Systems
which benefit from significant amounts of linepack or limited physical congestion are likely to be
able to balance the system over the course of a full gas day, whereas those with limited linepack
or physical congestion may require within day obligations to keep the system balanced
throughout the day.

At this stage we do not think that such lack of coordination represents a material risk to gas-fired
generators in the EU and until such time as efficient and harmonised market based balancing
arrangements are in place across the EU we would expect this to remain the case. However, the
role of gas-fired electricity generators is changing and their ability to forecast day-ahead is
diminishing in line with this change. Gas-fired generators are significant users of the gas network
and their impact on the network and gas network operators’ operations must be considered.
Flexibility of access to gas and the grid within day should not be hampered as it will become
progressively more important not least due to the growth in renewables penetration. Once
efficient and harmonised market based balancing arrangements are in place across the EU, the
significance of the imbalance risk and the difficulties associated with managing any lack of
coordination may differ substantially across the EU and it may significantly depend on national
regulatory development and implementation of the network code on Balancing. However, market
participants may find ways of managing this risk and we would expect market solutions to be
developed so that the flexibility which is available to the market can be optimised in response to
improved intra-day market signals.
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G13 - Does the level of risk exposure create sufficient concern that it could hamper efficient
market operation to warrant intervention?

G13: Not at this stage. Intervention now in anticipation of this becoming a more material problem
for gas-fired generators in future risks creating widespread regulatory confusion. It would be
regrettable if this were allowed to occur just at the point in time where increasing numbers of
NRAs seem finally to be demonstrating a real commitment towards working collaboratively with
adjacent NRAs, TSOs and stakeholders to develop and implement efficient and consistent gas
market rules and operations.

Whilst we do not consider regulatory intervention to be appropriate at this stage, we think
ENTSOG should start analysing further what the consequences will be of gas-fired generators
ramping up and down more frequently and at short-notice for EU gas transmission systems. We
previously suggested it should do this as part of its next Ten Year Network Development Plan, in
close cooperation with ENTSOE. We are pleased to see that ENTSOG appears to have included
this within its scope of work and we intend to participate and support ENTSOG in this initiative as
best we can.

G14 - How should coordination of intra-day / balancing gas and electricity markets be
improved?

G14: At present there are very few markets where it is possible to buy within day capacity.
However, this will change once the CAM Network Code is fully implemented and this will increase
the scope for market participants to efficiently flow gas between market areas in response to
intra-day price signals. This in turn should improve the ability of gas-fired generators to ramp up
and down at short notice in response to sudden changes in renewables generation.

The Balancing Network Code is also expected to stimulate intra-day trading making it easier for
gas-fired generators to trade out any imbalances caused by sudden ramping up or down,
particularly where within day obligations do not apply. As imbalances can occur at any time,
access to balancing markets, or the TSOs access to balancing services, have to be on a 24/7 basis
and the Balancing Network Code provides for this. Also, whilst the Balancing Network Code
includes a harmonised two hour renomination lead time across the EU, this represents a
maximum lead time which and TSOs may be able to improve on this once bundled capacity
becomes the norm and the provisions of the Interoperability Network Code are in place.

There are also other sources of supply, such as storage and LNG facilities, which may be able to
offer renomination lead times shorter than two hours and these facilities will be well placed to
provide the extra flexibility gas markets are expected to need to support increased ramping up
and down of gas-fired generation. However, exploiting this potential to the full will not be
possible in some EU markets whilst capacity remains sterilised due to the inefficient application
of public service obligations and security of supply restrictions.

Finally, the ability of generators and TSOs to predict wind patterns and speed has improved over
recent years and may be expected to increase further within the 2025 timeframe. Assuming this
is the case, this should increase the notice period or certainty associated with when gas-fired
plants will be required to ramp up or down.

G15 - What concrete possibilities for demand response in gas do you envisage?

G15: Our perception is that there is limited appetite from large I&C customers to enter into ex-
ante demand side response contracts with shippers, or TSOs, that require them to commit to
shed load under certain conditions and within set timescales in exchange for being paid a fixed
option fee. Large I&C customers typically prefer the certainty associated with having firm capacity
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as it underpins their business critical continuous load processes. It is also very difficult for them,
and for shippers, to place a value on the probability of interruption for an unspecified period
(albeit this period may be capped in aggregate over the year) at an unknown time of the year.

However, as I&C customers increasingly move towards more flexible supply arrangements which
place a greater emphasis on them to decide when and how to buy  gas to meet their needs and as
they become more directly exposed to the cost imbalances, they might become more responsive
to price spikes. In such circumstances they will be far better placed to make real time judgements
on the commercial trade-off between continuing to take gas and rationing their demand. The
flexibility in their supply arrangements should also enable them to sell gas which they have
already purchased back to their shipper or to the market directly, as an alternative to maintaining
their normal business operations.
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