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Summary

With the “Clean Energy for All Europeans” Package (CEP) the EU has set parts of the “target
model” for the decarbonisation of the energy system. Leading to the CEP proposal, ACER’s
work on “A Bridge to 2025” was an important step to bring forward thinking on how to address
the developments in mainly the electricity system. BDEW, therefore, welcomes the oppor-
tunity to respond to ACER’s public consultation on “The bridge beyond 2025” concerning the
trends in the energy sector — and patrticularly in the gas sector — in the mid- to long-term.

As the evolving discussion at EU and national level has shown, a functioning gas market as
well as the gas infrastructure will be instrumental to reach the mid- and long-term climate tar-
gets while preserving secure and affordable energy supply in Europe. This requires adequate
framework conditions to facilitate the integration of renewable and decarbonised gases and
the market launch of power-to-gas (PtG) as a key technology for sector coupling. Both, re-
newable and decarbonised gases as well as PtG and other technologies play an important
role to enable sector coupling as a clever interplay of the electricity and gas system.

BDEW main messages:

The current market monitoring regime based on the existing Gas target model seems ad-
equate and should be continued.

It is necessary to give at least a clear signal for the transition towards renewable and de-
carbonised gases, including incentives for these technologies if a market-based ap-
proach does not prove sufficient.

Hydrogen networks should fall under the same regulatory rules as gas networks if the hy-
drogen is used predominantly as an energy carrier in the public energy supply for house-
holds, industry, commercial consumers and power plants, as defined in the 3rd Energy
Package. In principal, the establishment of an extensive parallel new infrastructure
should be avoided, if cheaper blending options are available to ensure economic effi-
ciency.

BDEW supports the joint infrastructure planning of electricity and gas already underway
at EU level. Moreover, it should be further intensified, also by joining national grid devel-
opment plans during their development process and by appropriately involving Distribu-
tion System Operators (DSOs) and other stakeholders. However, while a joint Electricity
and Gas target model might be an interesting idea at an abstract level, BDEW has diffi-
culties to see how it could be implemented in concrete terms leading to added value for
the development of sector integration.

Please find below in detail the BDEW answers to the consultation questions and the pro-
posed responses to the challenges and opportunities ahead set out by ACER.
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2 Comments on “Topic 1: Targeted regulation and market functioning”

Question 1: Is the proposed response set out above appropriate to address the chal-
lenges the sector faces? What should be done differently and why?

BDEW agrees with ACER’s analysis that the Gas Target Model (GTM) has been successfully
implemented in most of the Member States in North and West Europe whose gas markets
function well. This holds also true for Germany and its gas market framework, which has suc-
cessfully developed, tailored to its specificities.

As problems and challenges are limited to certain regions and markets, BDEW also agrees
with the approach of targeted regulation. In consequence, BDEW does not see a strong need
for action at EU level as these problems mainly stem from insufficient implementation of exist-
ing rules and regulations and other structural issues.

In principle, therefore, the current market monitoring regime based on the existing GTM
seems adequate and should be continued. The proposed process for monitoring and improv-
ing market performance described in the consultation document does not seem necessary for
markets which are already functioning well.

Many national gas markets are currently in a state of transition towards renewable und decar-
bonised gases. With regard to the implementation of European and national climate targets,
there will be major changes in these gas markets. Therefore, regulation should be designed
in @ manner that such developments can be handled with flexibility, such as the decision on
the coal-phase out in Germany and the corresponding developments for the use of gas in the
German gas market.

Question 1a: For monitoring the GTM metrics and prompting action, should the
threshold values be set out at EU level? What should they be? Who
should set these values?

BDEW agrees that the key metrics identified in the GTM are important indicators for monitor-
ing market performance. The implementation of the European gas market legislation together
with the action of National Regulatory Authorities (NRAs) has led to liquid and functional gas
markets in the North-West European (NWE) region as in many markets in the Central and
Eastern European region.

The NRAs have a clear task to monitor the key metrics in their national markets and to con-
sider action if necessary. One of many possible means for NRAs could be to conduct an anal-
ysis combined with a cost benefit analysis (CBA) as suggested in the consultation document.
However, as the lack of functioning in some markets are linked to specific circumstances,
BDEW does not believe that creating a new detailed legislation with fixed requirements, a
fixed analytical framework and a fixed process is proportionate. As seen in the past, detailed
legislation can be counterproductive. Instead, we recommend giving NRAs more flexibility in
tackling their specific national and regional challenges.
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Question 1b: Should there be new principles for tariff and allowed revenue methodol-
ogies in legislation, e.g. ensuring a level playing field between the gas
and electricity sectors? What principles would be crucial?

According to Article 18 of Regulation 2019/943 system operators’ allowed revenues must re-
flect the costs of an efficient system operator and tariffs must take into account the use of the
infrastructure by system users. These principles are sufficient to ensure ACER’s aim of a
level playing field for technologies that will potentially act in gas and electricity sectors.

The Agency gives the opinion that at present the tariff design does not appear to be causing
major issues on pan-EU basis. Nevertheless, ACER does recognize that long-term gas ca-
pacity contracts are moving to much shorter time horizons. Furthermore, ACER states that it
is desirable to further reduce the pancaking effect of gas network tariffs for the integration of
the European internal market. Although BDEW agrees, that for the future challenges of a car-
bon-neutral European gas market pancaking effects should be reduced in order to encourage
a European wide exchange of decarbonized gases, at the same time pan-EU cross-border
flows should reflect costs that are caused by transit gas transmission.

Furthermore, EU harmonized rules for pan-EU cross-border tariffs for a single EU gas market
and its goals as competition and security of supply should be analysed, taking into account
that investment signals for cross-border routes should not be distorted.

Regarding electricity, the recently revised Electricity Regulation (EU) 2019/943 came into
force as a part of the CEP and already contains more detailed provisions in this regard. At the
same time, the co-legislators explicitly withdrew the possibility for an electricity tariffs network
code. Therefore, new legislation does not seem to be an appropriate proposal. The identifica-
tion of best practices in electricity as foreseen in the CEP seems to be sufficient.

Question 2:  Should the Agency develop a joint Electricity and Gas Target Model in
view of sector coupling and what key features should this model have?

Concerning sector coupling and sector integration, the internal market for electricity and for
gas should not be solely regarded on their own. A smart interplay of both systems contributes
to achieving the decarbonisation at lower costs and with a much higher degree of security of

supply.

BDEW regards sector integration (i.e. “Sektorkopplung®) as key for achieving the energy tran-
sition. It requires a level playing field in order to enable the deployment and the economic via-
ble operation of sector coupling / sector integration technologies. When designing the market
framework for sector integration, the focus should be on the implementation of market-based
instruments.

Currently, sector coupling technologies like PtG are in Germany generally classified as “end
consumers” in the electricity sector and are therefore charged with all associated taxes and
levies. However, PtG-facilities provide valuable flexibility to the electricity system for example
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by reducing the load in the electricity system during periods of extensive renewable energy
production. That provides the possibility for the shifting of energy to the gas system where it
can be used or stored even over longer terms (seasonal storage of energy).

Partial exemptions, some of which are in place today in Germany, are often complicated, of
temporary nature, or specific for certain technologies. Storage and conversion of one form of
energy into another should be treated as a separate process, exempted in particular from end
consumer taxes and levies. Moreover, the goal should be a technology-open level-playing
field with a COz2 pricing in all sectors.

Regarding the situation in Germany, BDEW has identified a two-phased approach for the
market-based development of sector integration. The first phase (“market launch”) consists of
removing existing barriers and distortions. The second phase (“target model”) is characterised
by a level playing field for sector integration technologies and flexibilities in general and, con-
sequently, requires much more fundamental policy measures such as a carbon pricing in all
sectors.!

Although the second phase of the BDEW-approach to sector coupling and sector integration
is described by the term “target model”, it is of a different nature than the Electricity and the
Gas Target Models. The purpose of both these target models was to guide the development
of the European markets for electricity and gas. The implementation of these target models
has been successful in many regions and is still ongoing in some, as the analysis of ACER’s
market monitoring has shown (see above). This should be continued.

BDEW supports the joint infrastructure planning of electricity and gas already underway at EU
level. Moreover, it should be further intensified, also by joining national grid development
plans during their development process and by appropriately involving Distribution System
Operators (DSOs) and other stakeholders.

It should also be recognised, that Transmission System Operators (TSOs) are developing an
interlinked model since the end of 2016, which has been foreseen by regulation 347/2013. The
aim of the interlinked model is to make sure that all transmission infrastructures as well as
storage and LNG facilities are put to their best use. For the construction of new infrastructures,
the interlinked model defines the rules in which cases a CBA should be followed through to
define which investment in the various infrastructures is the most efficient and resilient in the
long way. That way a competitive level playing field across sectors is created.

Secondly, the work between the DSOs and the TSOs has to be intensified. The large majority
of onshore renewable plants in electricity and gas are connected to the DSO network. The im-
pact of this embedded generation on the TSO network — to which additional renewable gener-
ation (in particular offshore wind) is connected - is substantial. Therefore, a close cooperation
between all infrastructures is necessary.

1 BDEW-Diskussionspapier ,Marktregeln flr eine erfolgreiche Sektorkopplung®, May 28th 2019
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Of equal importance is the co-operation and co-ordination between DSO for electricity and
gas which could also be extended to other areas like district heating. The objective is to opti-
mise the energy system at all levels starting with very small units like Energy Communities,
but also extending to towns, cities and regions in addition to the overall system. A successful
Energy Transition should be organised bottom-up. In this context the DSOs hold a crucial
function for the decentralised optimisation of the energy system, which requires further devel-
opment of the links between electricity and gas DSO.

However, while a joint Electricity and Gas target model might be an interesting idea at an ab-
stract level, BDEW has difficulties to see how it could be implemented in concrete terms lead-
ing to added value for the development of sector integration. As stressed in the introduction,
the CEP has set parts of the “target model” for the decarbonisation of the energy system. The
gas-related parts are underway as well as the overall cross-sectoral climate framework.

ACER’s powers were strengthened with regard to oversight and decision-making powers over
the EU entities (ENTSOs and EU DSO entity). Nevertheless, in the CEP the role to oversee
the system operators revenues (and financial contributions to EU activities) remains with the
NRAs. ACER already provides opinions on the internal governance structure of these entities
and the work programme. A double oversight by ACER does not seem to have a benefit and
is not in line with the principle of subsidiarity.

3 Comments on “Topic 2: Enabling new products and enhancing infra-
structure governance”

Question 3: Is the proposed response set out above appropriate to address the chal-
lenges the sector faces? What should be done differently and why?

BDEW would like to point to the fact, that the “Clean Energy for all Europeans” package was
adopted only a few months ago. The new legislative framework on the electricity market shifts
responsibilities and assigns new tasks to existing (or new) market players and institutions. It
also establishes a new “balance of power”, which has been thoroughly negotiated by the co-
decision makers in respect of the principles of subsidiarity and proportionality. Many of the
provisions of this legislative package have to be implemented yet and therefore cannot show
the desired effects so far. The implementation of the adopted legislation should be prior to
any decision regarding additional shifts in responsibilities. Furthermore, it might be worth not-
ing that in this context, ACER has been assigned a significant number of new responsibilities
which require a substantial amount of additional resources.

With respect to defining new technologies, we agree with ACER, that there is a wide range of
different decarbonisation technologies and we do not yet know which technology will end up
providing the most economic solutions. These technologies could be on the supply side, e.g.
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low carbon gases, or on the consumption side, e.g. through CCS or carbon black from me-
thane pyrolysis. We agree that a dynamic regulatory approach to new products would be bet-
ter than including detailed rules in legislation at this stage.

However, it is necessary to give at least a clear signal for the transition towards decarbonised
gases, including incentives for these decarbonisation technologies if a market-bases ap-
proach is not sufficient.

On regulation of (new) infrastructure, we support that infrastructure operators are allowed to
operate infrastructure that carry other gases, such as pure or blended hydrogen as well as
CO:.. Infrastructure operators could be authorised to take on those activities by extending the
existing Gas Directive and Regulation to apply beyond natural gas to include other gases.
This would then automatically make the existing regulatory framework applicable to natural
gas and other gases.

We question the added value of collecting fundamental data on gas production assets in
place and planned.

Question 3a: Who should provide data on the availability of decarbonised gases by
location so as to enable assessment of changes of gas system needs
and flows, in parallel to greater availability of decarbonised gases? At
what frequency should this data be provided to the Agency?

BDEW does not see the need for any additional requirements to provide data on the availabil-
ity of decarbonised gases by location at this time. Biomethane or green or decarbonised
gases are fed into the network as well as hydrogen. The data collected annually within the
framework of national energy monitoring seems to be sufficient.

Regarding the operation of the grids there is intensive work going on in the CEN working
groups which also includes hydrogen. Part of this work will be operational methods how to
cope with the injection and transport of various and changing gas qualities to insure that end-
users can cope with the delivered gas quality. This will be discussed in the Madrid Forum.
Detailed production and usage data for renewable and decarbonized gases will be collected
on state level for the monitoring of the EU targets for renewables and Greenhouse Gas
(GHG) reduction.

Question 3b: Do TSOs face a conflict of interest in the future in planning gas and
electricity infrastructure? If so, would stronger regulatory oversight re-
solve the problem? Which powers are needed and at which level (Euro-
pean, regional, national)? Would transparency requirements on
TSOs/ENTSOs mitigate this problem and if yes, what shall be done?

With TSOs being responsible for ensuring system security and stability, they have a very
strong interest in planning and operating the grid in the most efficient way. The German NRA
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as a neutral body is responsible for checking the TSOs’ assumptions and results before any
decision on a potential investment can eventually be taken. Stakeholders are also invited to
express their views on the draft national network development plan.

With respect to the roles and responsibilities regarding the Ten Year Network Development
Plan (TYNDP) process and the CBA methodology, BDEW sees that tasks currently assigned
to ACER are sufficient. We do not see a compelling reason for providing new tasks for ACER
in this area, also taking into account that infrastructure planning remains primarily a national
responsibility.

Under the Governance of the Energy Union, the energy and climate plans are developed at
the national level. Therefore, there is no need for a regulatory entity such as ACER, to de-
velop EU-wide definitions, criteria and scenarios.

In addition to the measures covered in questions 3a and 3b, we would like to comment
the following aspects considered in the proposed response:

- Impact of new products on markets and regulation/dynamic requlation and new activities:

BDEW agrees with the basic direction of ACER’s approach to potentially competitive activities
and fully supports ACER’s view regarding the creation of an EU DSO entity for gas.

Regarding PtG, BDEW believes that such facilities have to establish themselves in the market
and prevail. Deviations during a parallel market ramp-up and experimental phase should only
be allowed with firm trust in a strict limitation. In the spirit of a regulatory sandbox approach,
(e.g. Reallabor) such a phase must have the clear goal of gaining system experience with the
grid-supporting operation of large-scale PtG-facilities and their flexibility.

In the German context, this possibility should also be applicable for projects of grid operators,

who have applied by May 2019 or who receive a positive response within the “Reallabor”-Pro-
gramme. After the “Reallabor” or experimental phase and an appropriate transition period, the
ownership of the PtG-facilities should be transfered to market participants based on a market

test. In case of a negative result, the market test should be re-run on a regular basis.

In principle, grid supporting pilot facilities implemented in the regulated area cannot be a sub-
stitute for functioning market-based provision of PtG-capacities. It remains BDEW'’s goal to
create the framework conditions for such flexibility markets as quickly as possible.

BDEW agrees with ACER opinion to implement a DSO entity in gas. This should be a sepa-
rate entity as the EU DSO entity for electricity. As has been discussed at the last Copenha-
gen Forum in May 20192 it is very important to have a very close cooperation between the
DSOs in gas and electricity and between the DSOs and the TSOs in gas. Therefore, the re-
spective steps agreed upon in the Copenhagen Forum conclusions such as the DSO

2See in particular point 3 and 4 of the Copenhagen Forum 2019 conclusions: https:/ec.eu-
ropa.eu/info/sites/info/files/20190524_conclusions_of_the 2019_energy_infrastructure_forum_final.pdfe
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roundtables, should be implemented without unnecessary delay, as the necessary legislative
changes to create a separate DSO entity for gas will require some time.

- Governance for infrastructure planning:

ACER and the NRAs should be responsible for managing a continuous development of Euro-
pean integrated TYNDPs, which are focused on sector coupling.

The existing framework and the TYNDP processes based on Regulation 715/2009 have prov-
en to be very transparent and well accepted by stakeholders. Regulators as well as the Euro-
pean Commission have played an important and active role in this process so far. Taking into
account that the TYNDP remains a non-binding network planning tool, additional administra-
tive burden does not appear reasonable from BDEW'’s perspective. On the contrary, addi-
tional requirements and approval processes might make the TYNDP process even more
lengthy and complex. The level of the involvement of the NRAs and ACER is already de-
scribed in detail in European Regulations (347/2013 and 715/2009) and has proven to work
very well. It is more important to join national grid development plans for gas and electricity
during their development process and to ensure appropriate DSO and stakeholder involve-
ment in the scenario building process. At European level, gas and electricity TSOs already
develop joint scenarios and an interlinked model. Sector coupling and sector integration and
the cost efficient use of existing infrastructure should be the key principles. Realistic assump-
tions building on recent experiences should be taken into account, e.g. the current scenarios
for the next TYNDP 2020 in electricity and gas built on a future reference grid of 2025.

Moreover, improvements in the TYNDPs and the CBAs are needed and are already progres-
sively being undertaken. In the former ACER opinions on the TYNDPs (gas and electricity)
improvements in quality and in harmonization of the approaches were welcomed. No funda-
mental criticism on the TYNDP process and CBAs was made by ACER which would justify
such new legal measures. It is not comprehensible why ACER proposes the approval by the
Agency or alternatively binding guidelines for the TYNDP development and the CBA method
ology. Therefore, these measures / changes to the current TYNDP governance do not seem
appropriate.

- Requlation of new networks:

Hydrogen networks should fall under the same regulatory rules as gas networks if the hydro-
gen is used predominantly as an energy carrier in the public energy supply for households,
industry, commercial consumers and power plants, as defined in the 3rd Energy Package. In
principal, the establishment of an extensive parallel new infrastructure should be avoided, if
cheaper blending options are available to ensure economic efficiency. However, many grids
may develop from blends to pure hydrogen in the course of time. Per definition, these grids
would always be part of the regulation. The reuse of existing networks will require the re-
placement of certain network components. This should be taken into consideration by the reg-
ulatory authorities.
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At the same time, hydrogen pipelines for specific consumers already exist today, e.g. in Ger-
many and other European countries. These are mostly point-to-point industrial hydrogen pipe-
lines dedicated for a specific hydrogen production and delivery to one or few large industrial
consumers. Generally, these pipelines are oriented to the industrial needs and are not acces-
sible for other consumers due to technical reasons. When shaping a regulatory framework for
future hydrogen networks, the co-existence of these already existing pipelines and public
grids for all consumers has to be taken into account. In general, the development of an infra-
structure dedicated for 100% hydrogen transport has to be in line with the demand.

With respect to network access, inefficient grid connection for hydrogen should be avoided. A
cost-benefit analysis or minimum requirements depending on the existing infrastructure could
be a solution in those cases.

- Measuring and reporting of methane emissions:

BDEW agrees with ACER’s opinion that methane emissions should be measured and re-
ported. Work for a standard methodology already started. For the last Madrid Forum Gas In-
frastructure Europe (GIE) and Marcogaz have compiled a very detailed report of the status in
the gas infrastructure. The report shows clearly that due to the strict security rules in the gas
grid Leak Detection and Repair (LDAR) systems were implemented for more than a century.
Through the large investments of the past decades into the renovation of the grids and plants,
the number of leaks was drastically reduced. Furthermore, detailed work is happening on dif-
ferent levels of the infrastructures to identify ways to reduce methane emissions even further.
In Germany, the DVGW- German Technical and Scientific Association for Gas and Water has
set up a large programme at DSO level to measure the emissions at leaks in the grid. The re-
sults will help to validate the existing calculations. The associations Eurogas, CEDEC and
GEODE decided to take up this discussion to broaden this initiative into other countries. In
parallel, Marcogaz works on a standard to harmonize the quantification methods in Europe on
DSO and TSO level, which will then feed into the work of the European Committee for Stand-
ardization (CEN).

Question 4: What powers are needed for dynamic regulation to be effective?

For dynamic regulation to be effective with respect to new products (e.g. hydrogen), we be-
lieve that the regulatory framework should be more generic in its definitions. As an example,
transmission is defined in the Gas Directive as the transmission of natural gas. This now ap-
pears to be too restrictive and should be expanded to include new gases. To be effective, we
suggest that the regulatory framework includes some flexibility to allow a selection at national
level on which gases, in addition to natural gas, are to be used/transported. However, a frag-
mentation of the European single market for natural gas to various local markets for renewa-
ble and decarbonized gases should be prevented.

Contact:

page 10 of 11



bdew

Energie. Wasser. Leben.

Katharina Stecker Malte Nyenhuis
Mail: katharina.stecker@bdew.de Mail: malte.nyenhuis@bdew.de
Phone: +49 30 300 199 1562 Phone: +322 7745 116

page 11 of 11



