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The regulatory contextThe regulatory context



Historical background and main Historical background and main 
features of the marketfeatures of the marketfeatures of the market features of the market 

►► Natural gas has been introduced to the energy mix in 1996Natural gas has been introduced to the energy mix in 1996

►► Derogation from EU Directive until 2006Derogation from EU Directive until 2006

►► Establishment of the Gas System Operator (DESFA) in 2007Establishment of the Gas System Operator (DESFA) in 2007

70% f d d d (IPP i b t)70% f d d d (IPP i b t)►► 70% of demand power producers (IPPs + incumbent)70% of demand power producers (IPPs + incumbent)

►► Supply portfolio of the gas incumbent (DEPA):Supply portfolio of the gas incumbent (DEPA):

11 Two longTwo long--term gas supply contracts through pipelinesterm gas supply contracts through pipelines1.1. Two longTwo long--term gas supply contracts through pipelines term gas supply contracts through pipelines 

►► Usual (rather limited) “swing” possibilitiesUsual (rather limited) “swing” possibilities

2.2. A longA long--term LNG gas supply contract plus some spot cargoesterm LNG gas supply contract plus some spot cargoes

►► Connection with one nonConnection with one non--EU country (Turkey) and one EU country EU country (Turkey) and one EU country 

(Bulgaria) through a congested line (Bulgaria) through a congested line 

N li k ith h b t titi k tN li k ith h b t titi k t

4

 No link with gas hubs or mature competitive marketsNo link with gas hubs or mature competitive markets

►► Incumbent (DEPA) had a 100% marketIncumbent (DEPA) had a 100% market--share until 1Q 2010share until 1Q 2010



Main features of the gas systemMain features of the gas systemMain features of the gas system Main features of the gas system 

► No gas production

► No underground gas storage

► Limited storage capacity in the LNG terminal

Suitable only for “temporary storage” in the framework of LNG TPA bundled services Suitable only for “temporary storage” in the framework of LNG TPA bundled services

► Approx. 1000 km of high pressure pipelines operated at 40-45 bar with

import pressures of 50 bar

 Limited linepack variation capability

LNG i t ll thLNG is, naturally, the 
“flexible gas”



Regulatory challenges in the transition Regulatory challenges in the transition 
hhphasephase

►► BalancingBalancing waswas anan indistinctiveindistinctive partpart ofof thethe overalloverall supplysupply portfolioportfolio
tt ff thth ti llti ll i t t di t t dmanagementmanagement ofof thethe verticallyvertically integratedintegrated companycompany

 NeedNeed toto revealreveal actualactual balancingbalancing needsneeds::
►► MassMass--balancebalance (?)(?)

►► SystemSystem operationoperation needsneeds (?)(?)

►► EconomicEconomic portfolioportfolio managementmanagement (?)(?)

 NeedNeed toto revealreveal thethe costcost ofof balancingbalancing servicesservicesNeedNeed toto revealreveal thethe costcost ofof balancingbalancing servicesservices
►► ProcurementProcurement ofof thethe gasgas

►► CostCost forfor thethe useuse ofof infrastructureinfrastructure

►► OnlyOnly thethe incumbentincumbent hadhad accessaccess toto flexibleflexible gasgas►► OnlyOnly thethe incumbentincumbent hadhad accessaccess toto flexibleflexible gasgas
 AccessAccess ofof allall playersplayers toto flexibleflexible gasgas onon equalequal andand transparenttransparent termsterms aa mustmust

►► TechnicalTechnical superioritysuperiority ofof thethe incumbentincumbent comparedcompared toto newnew playersplayersp yp y pp p yp y
 TSOTSO hashas thethe knowledgeknowledge ofof thethe systemsystem andand thethe obligationobligation ofof objectivityobjectivity

 ProvidesProvides aa safetysafety netnet forfor newnew entrantsentrants



Main features of the balancing regimeMain features of the balancing regime



Main TSO competencesMain TSO competencesMain TSO competencesMain TSO competences

►► TSO is responsible for balancing the system, including the TSO is responsible for balancing the system, including the 

gas “shrinkage” (own gas consumption + natural losses), gas “shrinkage” (own gas consumption + natural losses), 

in an efficient wayin an efficient way

►► To perform its tasks, TSO has the right to:To perform its tasks, TSO has the right to:

 Contract for balancing and shrinkage gasContract for balancing and shrinkage gas

 Reserve capacity in the gas system (LNG, transmission) for Reserve capacity in the gas system (LNG, transmission) for 

balancing purposesbalancing purposes

►► TSO recovers all its cost related to balancing and keeps a TSO recovers all its cost related to balancing and keeps a 

special balancing account, cleared annuallyspecial balancing account, cleared annually

►► Transparency requirements: As in 1775/2005/EC Transparency requirements: As in 1775/2005/EC 



Planning procedurePlanning procedurePlanning procedurePlanning procedure

►► TSO submits to RAE for approval an Annual Balancing PlanTSO submits to RAE for approval an Annual Balancing Plan►► TSO submits to RAE for approval an Annual Balancing Plan, TSO submits to RAE for approval an Annual Balancing Plan, 
that includes: that includes: 
 Review of last year’s performanceReview of last year’s performancey py p

 Gas demand forecast by sector (monthly and annually)Gas demand forecast by sector (monthly and annually)

 Balancing gas demand forecast (monthly and annually)Balancing gas demand forecast (monthly and annually)
►► Total demandTotal demand

►► Peak demandPeak demand

 Proposal for the:Proposal for the: Proposal for the:Proposal for the:
►► Characteristics of next year’s balancing gas contract(s)Characteristics of next year’s balancing gas contract(s)

►► Balancing gas procurement mechanismBalancing gas procurement mechanism

►► Capacity reserved in the system by the TSO for balancing purposes Capacity reserved in the system by the TSO for balancing purposes 



Planning procedure (II)Planning procedure (II)Planning procedure (II)Planning procedure (II)

►► On the basis of the approved Balancing Plan, the TSO On the basis of the approved Balancing Plan, the TSO 
procures balancing gas, under one or a combination of the procures balancing gas, under one or a combination of the 
following options:following options:
 Directly from the LT LNG contract of the incumbentDirectly from the LT LNG contract of the incumbent Directly from the LT LNG contract of the incumbentDirectly from the LT LNG contract of the incumbent

 Through a tender procedureThrough a tender procedure

►► The price terms of the contract and the cost allocation The price terms of the contract and the cost allocation pp
mechanism are approved by the regulatormechanism are approved by the regulator

►► An identical planning procedure is followed for “Shrinkage An identical planning procedure is followed for “Shrinkage 
Gas” procurementGas” procurement
 Shrinkage gas can be procured under the same contract as Shrinkage gas can be procured under the same contract as 

balancing gas. In this case, shrinkage gas quantities and pricesbalancing gas. In this case, shrinkage gas quantities and pricesbalancing gas. In this case, shrinkage gas quantities and prices balancing gas. In this case, shrinkage gas quantities and prices 
must be stated separately in the contract must be stated separately in the contract 



Cost allocation mechanismCost allocation mechanismCost allocation mechanismCost allocation mechanism
►► Balancing cost items: Balancing cost items: 

 VariableVariable
►► LNG procurement cost (FOB)LNG procurement cost (FOB)
►► Commodity part of the LNG TPA tariffs (for use of terminal by the TSO)Commodity part of the LNG TPA tariffs (for use of terminal by the TSO)

 Fixed:Fixed:Fixed:Fixed:
►► Annual LNG transportation costAnnual LNG transportation cost
►► Capacity part of the LNG TPA tariffs (for use of terminal by the TSO)Capacity part of the LNG TPA tariffs (for use of terminal by the TSO)

►► Commoditization of all fixed costs and allocation in a preCommoditization of all fixed costs and allocation in a pre►► Commoditization of all fixed costs and allocation in a preCommoditization of all fixed costs and allocation in a pre--
determined way, subject to periodical review:determined way, subject to periodical review:
 50% electricity generators (70% of demand50% electricity generators (70% of demand--more predictable more predictable 

behavior)behavior)
 50% all other consumers (30% of demand, more fluctuating 50% all other consumers (30% of demand, more fluctuating 

behavior)behavior)

►► Commoditization of costs provided certainty and facilitated Commoditization of costs provided certainty and facilitated 
competition in the electricity marketcompetition in the electricity market



Balancing mechanicsBalancing mechanicsBalancing mechanicsBalancing mechanics
►► Balancing Zones: 1 (whole country)Balancing Zones: 1 (whole country)

►► Balancing Period: 1 DayBalancing Period: 1 Day►► Balancing Period: 1 DayBalancing Period: 1 Day

►► Trading of imbalancesTrading of imbalances
 Currently possible only exCurrently possible only ex postpost Currently possible only exCurrently possible only ex--postpost

►► Imbalance calculationImbalance calculation
 Shipper’s Imbalance = (InputShipper’s Imbalance = (Input -- Output)Output) -- UFGUFGShipper s Imbalance = (Input Shipper s Imbalance = (Input Output) Output) UFGUFG

 Input, Output: Aggregated for all shipper’s entry/exit points, based Input, Output: Aggregated for all shipper’s entry/exit points, based 
on final allocation and after any exon final allocation and after any ex--post imbalance tradingpost imbalance trading

 UFG: UnaccountedUFG: Unaccounted--For Gas, calculated daily by the TSO as the For Gas, calculated daily by the TSO as the 
residual of the mass balance equation and allocated to shippers residual of the mass balance equation and allocated to shippers 
propro--rata to their outputrata to their outputpropro rata to their outputrata to their output

 Adjusted formula for the “shrinkage provider” Adjusted formula for the “shrinkage provider” 



Balancing mechanicsBalancing mechanicsBalancing mechanicsBalancing mechanics

►► Tolerance levelsTolerance levels
 Currently Currently ±± 10%, reviewed biannually10%, reviewed biannually

►► Penalties for exceeding tolerance levels Penalties for exceeding tolerance levels 
 +5% on the cash+5% on the cash--out price for negative imbalances out price for negative imbalances 

 --5% on the cash5% on the cash--out price for positive imbalances out price for positive imbalances 

C hC h t P it P i►► CashCash--out Price:out Price:
 LNG FOB price + Commodity Charge of LNG TPA tariffs + levies LNG FOB price + Commodity Charge of LNG TPA tariffs + levies 

and taxesand taxesand taxesand taxes

►► Sustained shipper’s imbalanceSustained shipper’s imbalance
 After 5 days, tolerance levels set to zero for that shipperAfter 5 days, tolerance levels set to zero for that shippery , ppy , pp

 Possibility of interruption if LNG stock levels too lowPossibility of interruption if LNG stock levels too low



TransparencyTransparencyTransparencyTransparency

►► The annual balancing plan cost allocation methodologyThe annual balancing plan cost allocation methodology►► The annual balancing plan, cost allocation methodology The annual balancing plan, cost allocation methodology 

and actual cashand actual cash--out prices have to be published in TSO’s out prices have to be published in TSO’s 

websitewebsitewebsitewebsite

►► TSO has to keep record of and notify shippers and the TSO has to keep record of and notify shippers and the 

regulator for all “balancing actions” takenregulator for all “balancing actions” taken

►► TSO is obliged to notify shippers on their imbalance TSO is obliged to notify shippers on their imbalance 

position at the end of each dayposition at the end of each day

►► Imbalance charges are cleared monthly for each ShipperImbalance charges are cleared monthly for each Shipperg y ppg y pp



StatisticsStatistics
Capacity reserved by TSO 

in the LNG terminal (% of total)in the LNG terminal (% of total)
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C l iC l iConclusions Conclusions 
Way ForwardWay Forward



New market conditionsNew market conditionsNew market conditionsNew market conditions
►► From Q2 2010, three large new players in the gas market through LNG From Q2 2010, three large new players in the gas market through LNG 

cargoes, with very competitive pricescargoes, with very competitive pricescargoes, with very competitive pricescargoes, with very competitive prices

►► Recourse to balancing gas in few occasions of planning failure from the Recourse to balancing gas in few occasions of planning failure from the 
side of new entrantsside of new entrants

►► CashCash--out price has served as the marginal gas price in the country and out price has served as the marginal gas price in the country and 
a benchmark for bilateral gas transactions between all gas players a benchmark for bilateral gas transactions between all gas players 
(including the new entrants and the incumbent) (including the new entrants and the incumbent) ( c ud g t e e e t a ts a d t e cu be t)( c ud g t e e e t a ts a d t e cu be t)

►► The TSO is about to launch the first tender for balancing and shrinkage The TSO is about to launch the first tender for balancing and shrinkage 
gas procurement (LNG)gas procurement (LNG)
 It is expected that this will push balancing gas prices down significantlyIt is expected that this will push balancing gas prices down significantly

►► Installation of a compressor station in the trunk line in 1Installation of a compressor station in the trunk line in 1stst half of 2011 half of 2011 
is expected to eliminate the injection of LNG for hydraulic stabilityis expected to eliminate the injection of LNG for hydraulic stabilityis expected to eliminate the injection of LNG for hydraulic stability is expected to eliminate the injection of LNG for hydraulic stability 
reasons and to reveal more clearly the balancing needsreasons and to reveal more clearly the balancing needs



PricesPrices

Balancing Gas price compared 
to average import prices
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ConclusionsConclusionsConclusionsConclusions
►► The TSOThe TSO--based (and costbased (and cost--based) balancing model has contributed based) balancing model has contributed 

critically in the transition to an open market by:critically in the transition to an open market by:critically in the transition to an open market by:critically in the transition to an open market by:

 Revealing the actual balancing needs and balancing costs and unbundling Revealing the actual balancing needs and balancing costs and unbundling 

those services from the monopolistic “gas supply” packagethose services from the monopolistic “gas supply” packagep g pp y p gp g pp y p g

 Allocating in a transparent and simple way those costs to Allocating in a transparent and simple way those costs to 

shippers/customers, allowing them to “unbundle” the elements of their shippers/customers, allowing them to “unbundle” the elements of their 

total gas supply pricetotal gas supply price

 Allocating flexibility, historically available only to the incumbent, to Allocating flexibility, historically available only to the incumbent, to 

shippers/customersshippers/customersshippers/customersshippers/customers

 Facilitating new entrants, by providing a “safety net” and reducing the Facilitating new entrants, by providing a “safety net” and reducing the 

uncertainty of a new entrant without a diversified gas portfoliouncertainty of a new entrant without a diversified gas portfolio

 In the absence of a gas hub, cashIn the absence of a gas hub, cash--out price served as a benchmark for the out price served as a benchmark for the 

marginal gas price in the countrymarginal gas price in the country



Way forwardWay forwardWay forwardWay forward

►► Review of the whole system in light of:Review of the whole system in light of:►► Review of the whole system in light of: Review of the whole system in light of: 
 Framework Guideline and respective Network CodeFramework Guideline and respective Network Code

 New market conditionsNew market conditions

►► IntraIntra--day trading of imbalances between shippersday trading of imbalances between shippers

►► Possible introduction of more balancing zones upon operation of new Possible introduction of more balancing zones upon operation of new 

interconnectionsinterconnections

►► Publication of weighted average Greek Import PricePublication of weighted average Greek Import Price

►► Operation by the TSO of the electronic platform with continuous Operation by the TSO of the electronic platform with continuous 

Shippers’ access to their balancing positionShippers’ access to their balancing position



Th k f tt ti !Th k f tt ti !Thank you for your attention!Thank you for your attention!
G i A l itiG i A l itiGerasimos AvlonitisGerasimos Avlonitis
Head of Head of GasGas DepartmentDepartment

RegulatoryRegulatory AuthorityAuthority forfor EnergyEnergy (RAE)(RAE)
132, Pireos Str132, Pireos Str, Athens, Athens
Tel:Tel: +30+30 210210 37274372745555

ee--mail:mail: avlonitis@rae.gravlonitis@rae.gr
URL: URL: www.rae.grwww.rae.gr



Regulatory objectivesRegulatory objectivesRegulatory objectives Regulatory objectives 

►► TransitionTransition ofof aa gasgas supplysupply portfolioportfolio managementmanagement “monopoly“monopoly--style”style” toto aa competitivecompetitive marketmarket::

 NeedNeed toto revealreveal actualactual balancingbalancing needsneeds

►► SystemSystem operationoperation needsneeds (?)(?)

►► MassMass--balancebalance (?)(?)

►► EconomicEconomic portfolioportfolio managementmanagement (?)(?)►► EconomicEconomic portfolioportfolio managementmanagement (?)(?)

 AndAnd relatedrelated costscosts

 UnbundleUnbundle thethe servicesservices offeredoffered byby thethe TSOTSO

►► ToTo facilitatefacilitate newnew entrantsentrants byby::►► ToTo facilitatefacilitate newnew entrantsentrants byby::

 AllocatingAllocating thethe flexibilityflexibility ofof thethe incumbents’sincumbents’s LNGLNG contractcontract toto allall playersplayers

 ProvideProvide forfor aa transparenttransparent andand simplesimple costcost--allocationallocation mechanismmechanism

 UsingUsing thethe technicaltechnical expertiseexpertise ofof thethe TSOTSO inin facingfacing thethe marketmarketUsingUsing thethe technicaltechnical expertiseexpertise ofof thethe TSOTSO inin facingfacing thethe marketmarket

►► ToTo revealreveal thethe actualactual balancingbalancing needsneeds ofof thethe market,market, inin termsterms ofof volumesvolumes andand distributiondistribution inin timetime

►► AccessAccess toto flexibilityflexibility onon nonnon--discriminatorydiscriminatory termsterms

P tiP ti ffi i tffi i t titi ff thth tt►► PromotingPromoting efficientefficient operationoperation ofof thethe systemsystem

►► CostCost--basedbased modelmodel


