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SUBNARY AND CONCLUSIONS

In the general framework of the completion of an Internal energy
market, the Commission conslders It necessary to achl/eve a more open
Internal market for natural gas.

In the present s/tuatlion where for practical and technical reasons
there s no competition between gas Suppllers for sales to end-
consumers In the Communlty, there [s a lack of competl/tive pressure on
gas companles to operate efficlently and miniml/se costs.

In order to Improve the efflclency of the gas supply system and create
“gas to gas” compet/tion to the benefit of the consumer, the Commission
proposes the following “step-by-step” approach:

a) The setting up (Dlrective Article 1002 EEC) of modallties for the
application of transit rights between gas companies of the
Community In the high-pressure grid of the EC;

b) The settling up of an organisation of representatives of the
ent/tl/es responsible for the hlgh-pressure gas plpellne systems.
This organi/sation willl be requlred, upon request by the Commi/ssion,
to help with the modaiities for clalms to transit rights and, when
nhecessary, to seek reconcl/llation between the parties [n case of
difficulty and to produce an annual report on [ts actl/vities;

c) The setting up, by the Ccommission, of a consultation process by
establishing two consultative committees -~ the first with the
Hember States; the second with the sectoriel Interests I[nvolved -
In order to discuss [f thilrd-party access to a European transport
system needs to be organised and, when necessary, under what
conditions, [In order to ensure an Implementation which willi
guarantee the preservation of the quallty of service to the
consumer and the security of supply.

The net benefl/t for the Community as a whole of [ntroduci/ng a system of
third-party access to the gas transmission grid has been evaluated at
some 625 million ECU per annum. It should be stressed that there are
also Important Indl/rect advantages resulting from [ncreased competi/tive
behaviour of gas companies whose wide benefliclal [mpact [n the longer
run on all gas consumers cannot be quantifled.

d) Improvements In the Informat/ve procedure and consultation on
future Community /Investments [n the natural gas transport sector.
This (s the subject of a separate Communicat/on from the Commissi/on
on energy [Investments.



Introduction

The European Commlssion has expressed In Its Work/ing Document of
MHay 1988(1) the need to achieve a more open [nternal market for
gas. Specl/fically, this theme appeared In the Councl! Resolutl/on of
September 1986 on new Community energy pollcy objectives for
1995(2)  which referred to *“greater Integration, free from
barriers to trade, of the Internal energy market with a view to
Improving security of supply, reducl/ng costs and [mproving
economic competl/tiveness”.

The Commission’s Workling Document presented a comprehenslve
Inventory of possible barriers to trade [In gas and I[dent/fled
pbriority areas for actlion to remove the most signiflicant barriers.
The priorities Included the followling:

a) greater price transparency for non-tarlff sales, especlally In
the United Klngdom and the Federal Republic of Germany;

b) harmonisation of taxat/on on energy;

c) the possibility of third-party access to the grid iIn return
for a reasonable carriage charge.

The Commlssion has undertaken to exam/ine each of the potent/al
obstacles Ilsted In the Inventory and will report to the Councll!
as these examl/nations are completed. As a matter of priority, the
Council requested the Commission to submit [ts views on the
obstacles to Community gas trade and on the thi/rd-party access
concept during the course of 1989. Thls Communicat/on addresses
these Qquestions wilth reference to the structure of the gas
Industry, the /[Interests of the consumers and the heed for more
competition. As part of Its assessment, the Comm/ission has taken
Into consideration the results of studlies carriled out, at |[ts
request, by an Independent consultant as well as the varlous
opinions which were brought to [ts attent/on by the Member States’
gas experts, the oll and gas [ndustry, consumer assocl/atl/ons and
other Interested parties. The Commiss/ion also looked at the system
of third-party access which ex/sts [n the United Kingdom and In
the United States.

In order to Improve the efflclency of the gas supply system and
create “gas to gas* competl/tion to the benefit of the consumer,
the Commission proposes the following “step-by-step” approach:

the sett/ng up of a Councl/! Dlrective (Legal basls: Article 100a

EEC) on the modalities of setting up an obllgation for natural gas
trans/it between gas companles of the Community for the high-
pressure grid of the EC;

(1)
(2)

coM(88) 238 final. The Internal Energy Market.
0.J. n® C 241 of 25.09.86.



b)

a detalled consultati/on procedure for all concerned ¢ deyling the
cond/tlons under which It would be possible to gl/ve expanded
general access to third parties (notably public distributers and/or
Industrial consumers) to transport systems.

Additionally, fn a separate Communicat/on (COM(89) 335), a draft
Councll Regulatlon envisages communication to the Commi/ssion of all
Investment projects of Community Interest [n the pnatural gas
sector, so that the Commission may make such observations on these
projects as will enhance the Community dimension.

PART | IMPORTANT ASPECTS OF THE NATURAL GAS SECTOR

a)

b)

Speciflic characteristics

Rb6le of natural gas in the total energy balance

In the framework of the Community energy policy objectives,
natural gas contributed slgnificantly to the objective of
diversification of energy supplies away from oil and to the further
development of the Community’'s own energy resources.

Between 1975 and 1988, natural gas more than doubled Its share In
the total Community energy balance to achleve a present share of
18%.

The current natural gas share of gross enhergy consumption varles
widely across Member States: there are some “mature” gas markets In
a number of countrles (the Unlted Kingdom, the Netherlands, ltaly,
Germany, France, Belglum, Luxembourg) and [n some other (Greece,
Portugal, Denmark, Ilreland, Spaln) there are plans to develop new
gas Industries or conslderably expand exlsting ones.

For the future, the Commission envisages a continulng and [mportant
réle for gas In a diversifled mix of energy supplies for the
Community.

Organisat/onal structure of the gas /[ndustry

The way [n which the gas Industry [Is structured and organised
varies qulte widely across Member States, although certaln common
features emerge In a number of cases. Typically, gas production
(where |t takes place) tends to be organisationally separate from
transmiss/ion and distribution. Frequently, explorat/on and produc-
t/on actlivities Involve a wlder range of Internat/onal oll and gas
company Interests than do the “downstream” operati/ons of the gas
Industry. Gas product/on iIn most Member States Is not, therefore, a
State monopoly or near-monopoly activity. Nevertheless, there |Is
very consliderable State Involvement In the upstream gas Industry In
major gas-consum/ing countries such as France and Italy, for
example.
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Sulk voes feporting end transiisslion, In contrast to production, Is
an activity carricd out by a single natfonal organisation In the
vact majority of Comnunity Member States. In a good many cases,
thet organisation is also 100% owned by the State (In Dennork,
‘taly, Spaln and the Republlic of Ireland, for example) while In
other cases (Belgium and the Netherlands) thore Is nixed ownership
wit! conslderable State Involvement and control. The Unlted Kingdom
now provides an Interesting exceptl/on to the general pattern [In
that (pending the emergence of compelltors) there Is & privately-
owned monopoly seller which Is likely to remaln the donlnant bulk
transporter of natural gas. Only In Vest Germany are there sevcral
major Importing transmission companies, but [In practice thoy tend
to coopsrate rather than conmnpete for bulk purchases and one of then
le very nmuch doninant [n terms of size and importance, as over 70%
of cas sold [n West Germany passes through |ts hands.

Only In France and the Unfted Kingdom are gas transmisslion and
cdistribution activities vertically Integrated within a slngi¢
conmpany, though the Republlic of Ilreland is alsc roving In this
direction. In other cases, a single natlonal transm/ssfon company
/s conplemented by a number of reglfonal or local gas distribution
companies, many of which are municlpally ownhed. The West German
sltuation [Is somevhat exceptional, [(n that there Is a third
Incdustry tler of reglional transmission companies between the main
{mporting utilitles and the distributors. Belgium Is also Interest-
Ing In that there Is an unusually high proportion of private owner-
ship In the distribution sector.

Where transmission and distribution actlvities are separate, the
usual! arrangement [s for the national transmlssion company to s&ll
gaes dlrect tc larger consumers ac well as to the dlstributors, who
then on-sell to houscholds and other smaller gas users.

As nentlioned above, the structure of the West German gas Industry
Is particularly complex and may nerlt somnz separate dlscussion,
glven the size of the West German market and Its central [(mportance
to the Integrated gas grid In Western Europe. The ownership pattern
/s a compllicated web of cross-holdings and sub-holdings which
involves a number of major West German I[ndustrial and mining
concerns as well as some of the major International oll companies
or thelr West German subsidiaries. Although there Is some [ndlrect
pub!ic sector Interest, the degree of private ownership In the main
vast German gas transnlssion companies Is signlficantly hilgher than
In most other Member States.
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10.

b)

11.

12.

Communlty gas trade

The European gas transmission network

The cooperat/on which exlists between most European gas
transmlss/on companies Is reflected In the ex/stence of a rather
well-Integrated European gas grlid which currently covers France,
Belgium, the Netherlands, Luxembourg, West Germany, Denmark and
Italy, together with Austria and Switzerland. Some MHember States
are not yet [nterconnected to the European gas grid (the United
Kingdom, lIreland, Spaln, Greece and Portugal). The number of gas
trunklines In Western Europe is relatively Illmited. Thelr ownership
/s concentrated In the hands of a small number of major gas
uti/lities and (to a lesser extent) International oll companles
which sometimes operate In the framework of joint ventures.

The Importance of Commun/ty gas trade

Natural gas flows In the Interconnected European grid are quite
Important. In 1988, half of the gas consumed In the Community was
the result of [nternational transact/ons between Member States and
with third countries. Based on the latest forecasts of MWember
States, It Is estimated that [In 2000 the /Importance of Inter-
natl/onal gas transact/ons between Member States and with third
countries wlll remaln high |In relation to total consumption
(x 50%). Recent forecasts made by the I|EA and other professional
Institut/ons estimate an even higher degree.

The transit of gas within the Community, crossing one or more
Member States, represented, [n 1987 (latest figure avallable),
+ 22% of total gas Imports (Intra + extra EC). In 2000, the [mpor-
tance of gas transit within the EC, based on Member States’ fore-
casts, wlll grow to around 33% of total gas /mports (Intra + extra
EC) as set out below:



Contracted Gas Exports/imports in Translit through a Member State
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(yvear 2000, In mtoe)
Exporter Importer In transit through Volume
Netherlands France Belglum 3.8
Netherlands ltaly West Germany/
Swltzerland 3.3
Netherlands Luxembourg* Belgium 0.4
Norway Netherlands West Germany 3.8
Norway France Belgium 6.3
Norway Spain Belgium/
France 0.8
USSR France West Germany 9.1
27.5™*
PART 11 TO/IARDS A MORE OPEN GAS MARKET
A. The need for more competition In the gas sector
13. Natural gas supply within the Community |[s characterised (see
above, paragraphs 7 and 8) by a serles of natlonal, reglonal or

local monopolles. Although gas competes with other fuels In most of
Its end-markets - such as heavy fuel oll for [Industrial steam
ralsing and electriclty or gasoll for space heating In the house-
hold sector - there [s for practical and technical reasons no
competition between gas suppliers for sales to end-consumers
anywhere [n the Community. In cases where competition from other
fuels [/s not particularly Intense, there Is a lack of competitive
pressure on gas suppllers to operate efficlently and minimise
costs.

In the framework of the achlevement of a single market for energy,
the basic question Is how to Improve the efficlency of the gas
supply system and create "gas to gas” competition to the benefit of
the consumer.

Indirect Iimports, on-sold by Distrigaz (Belglum) to Soteg

(Luxembourg).

gas Imports
It does not

This figure of 27.5 mtoe represents 28.7% of total
already contracted for 2000 (intra + extra EC).
take Into account the transit of additional gas Imports which
vill be necessary to cover the expected total demand of
230 mtoe In 27CG. If this Iz tzken Into account, the percentage
would rise to % 33%.
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15.

“Gas to gas” competition

Besldes introducling [In effect transit between operators of the
high-pressure grid, the commission considered the possibllity to
achlieve “gas to gas” competition through the introduction, at
Community level, of a system of third-party (e.g. large Industrlal
consumers) access to the European transml/ssion grid.

In that context, the Commission examined what would be the advan-
tages and drawbacks of Introducing such a system for the consumers,
for the gas /ndustry and for the Community as a whole.

In particular, the Commission looked at the followlng [ssues:

a) Would third-party access lead to lower prices by providing
Incenti{ves for producers to compete one with another?

b) Would lower prices and greater competition have an I[mpact on
the development of domestic resources and on securlty of

supply?
c) Would the potential beneflts outwelgh the potentlal drawbacks?

The principal potential advantages and drawbacks of [ntroduclng a
system of third-party access were Identl/fied as follows:

Advantages

a) the possibllity of [lower gas purchase prices, If dlrect
marketing opportunities /lead gas producers to compete more
aggressively for market share;

b) the erosion (through third-party access arrangements) of
monopoly profits on certaln high-margin gas sales to Industrial
customers;

c) some Increased competitive pressure on gas utl/ll/tlies to reduce
overheads and operate more efflclently;

d) wlder gas purchase optlions (and therefore, possibly, Ilower
prices) for new gas-fired power statlons;

e) [Increased optlions for UK gas producers to sell Into the rest of
the Community, Increasing the Ilkellhood of a cross-Channel
llnk and further [ntegration.

Drawbacks

a) the possibllity In a tighter gas market than exists today, that
competition between new and existing bulk gas buyers could lead
to a “bldding up” of gas purchase prices;

b) possible Increases In selling prices to small consumers, to
compensate gas utllities for any loss of [ndustrfal market
profits;



16.

16.

)

c)

da)

The

Increased market uncertalnty which might put at risk the
necessary long-term Investments In gas supply capacity, both
within and outside the Community, and the securlity of supply;

adverse consequences of market uncertalnty for the development
of “new” or Infant gas Industries.

“order of magnitude” of the flnanclal I[mpact of thlrd-party

access has been evaluated as follows:

Border gas prices

It Is worthwhile noting that the International gas market Is
scarcely a model of atomistic perfect competition. ln
cont/nental Europe it /s effectively ollgopolistic/
ol fgopsonistic, with perhaps only three or four large potent/al
sources of Incremental gas for the coming ten to flfteen years
which would be able to sell dilrectly to consumers (USSR,
Norway, Algeria and, maybe, the Netherlands) and buying
consortia which effectively reduce the number of Independent
buyers to a handful. This market |[I|s therefore unllkely to
function Iilke a perfectly competi/tive market, even [If third-
party access were to double or treble the number of buyers.

In this current situation, the Impact of a thl/rd-party access
system on gas Import purchase prices must be regarded as an
open questi/on as so much depends on the strategy of the signif-
lcant players.

Intensifled competition may take place to some extent where
large new markets are avallable (gas-fired power generation,
for example), but widespread price cutting seems most unllkely
In the ollgopolistic conditions of the European gas market.

Nevertheless, there would be some [Increased competitive
pressure on existing gas buyers to negot/ate the best possible
Import deals for their Incremental suppllies. It [s therefore
expected that there would be a falrly modest reductlon In the
average cost of gas Imported Into the Community (2-3%) and some
reduction In the cost of new gas production within the
Community, as a result of [ncreased competitive pressure.

Taking thls Into account, the total “gas cost” benefit might be
250 nmillion ECU per annum by 2000 for the Community as a whole.
This figure excludes the UK on the grounds that thlrd-party
access legislat/on already ex/sts and a deci/sion to Introduce a
Community-wlide system of third-party access would have little
additional effect.

These benefits are Ilkely to be achleved |[f the current
“buyers’ market” conditions persist. In a “sellers’ market”,
the /[Increased number of bulk gas purchasers resulting from
third-party access rights might exacerbate the tendency to "bld
up® the level of prices where gas Is percelved to be becomlng
In short supply. It [s however necessary to say that, based on
a very favourable gas reserves sltuation of traditional and
potenti/al suppliers of the Community, It seems [llkely that a
“buyers’ market” sltuatfion would remalin for the next ten to
flfteen years.
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Gas Industry efficlency

The competitive threat of dl/rect marketing will also bring some
addi/tional pressure to bear on gas utl/lities to operate more
efficlently and reduce thelr non-gas costs, especlally at the
level! of transmission. The efficlency benefit |s estinated at
about 250 million ECU per annum by 2000 for the Comnunlty as a
whole.

Income distribution effects

Some European transmission companies might suffer a dlrect loss
In trading profit In the event of third-party use of thelr
systems. It |[Is assumed that those whose profitabllity |Is
currently below a “normal” level would pass on the Increased
unit costs to smaller domestic and commerclial customers, In
order to protect an already poor financlal position.

On the other hand, under a third-party access régime, very
large local or reglonal distribution companies would also be
able to choose between a range of suppliers. These local or
regional distribution companies would be exercisling their
consi/derable market power on behalf of the smaller consumers
and might negotiate better terms than those obtalned by large
Industrial consumers. As the clty-gate prices are negotiated by
organisat/ons representing both the smaller and the Iarger
distribution companies, the smaller ones wlll also take
advantage of the possibility for the larger ones to negot/ate
better terms.

To the extent that third-party access causes transmission
companles to suffer a loss of profit, we would expect to see:

é) redistribution of I ncome from transmission
companies to Industrial users [In |Italy, West
Germany and the Unlted Kingdom; and

b) redistribution from small consumers to large users
In Belgium and Spaln.

Macro-economic effects

To the extent that third-party .access leads to lower Industrial
gas prices, It mlight be expected to contribute to an Improved
Community trade performance In world markets for manufactured
goods and thus to an Increased level of economic actlvity In
the |Jlonger term. Although some manufactured goods (such as
nitrogeneous fertlllisers) are very gas Intens/ve, the cost of
gas accounts for only around 0.5% of output value for EC
Industrial production as a whole. For this reason, the external

‘trade effect |I|s |ilkely to be relat/vely modest. An annual

benefit of around 125 nllllion ECU per annum has been estimated
on a very tentatli/ve basis.
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16.5 overv/ew

For the Community as a whole, the best est/mates for the year
2000 are as follows:

a) reduced border prices and Community gas production
costs - around 250 milllilon ECU per annum, provided
that ~“buyers’ market” condl!/tlons persist;

b) Increased gas Industry efficliency - around
250 mlllion ECU per annum; and

c) macro-economic (trade) benef it - about
125 milllon ECU per annum.

The conbined benefit of some 625 miltion ECU per annum Is
equivalent to around 2% of the Community’'s projected total
annual gas supply costs [In 2000. One should stress agaln the
“order of magnl/tude” nature of these results and the dangers of
misinterpretation. For example, there are |llkely to be resource
allocat/on benefits from ellminating monopoly proflts that we
were not able to quant/fy. Also, the possible negative effect
on supply securlty has not been calculated In financlal terms.

17. The Commission’s evaluation Is that the major dlrect beneflts of
third-party access would accrue to very large gas users, although
there Is a potential for small electricity consumers to benefit
Indirectly from the competitive pricing of gas to comblned-cycle
power generation. Medi/um-sized Industrial companlies who could not
themselves purchase dlrect might nevertheless form purchasing
consortia or buy through Independent gas marketers/traders.

The Commission will remain vigllant to the fact that an Increase In
intra=<Community trade of natural gas, together with an [mprovement
In the competition situation, should have an appropriate [nfluence
on the price pald by all consumers.

Even If the system of thlrd-party access were not heavily used,
however, there may still be advantages /n the mere potent/al for
competition to take place [f third-party access In [Itself causes
mod/!flcations to restrictive or ant/-competitive bus/iness
behav/our.

In a general sense, therefore, [t may be sald that an open,
flexible gas supply system Is more |/kely to be beneficial than
otherwlse.
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A STEP-BY-STEP APPROACZH TO THE PROBLEL: PROPOSALS FOR THE

18.

FUTURE

To achleve a more open gas market, the Commission Is examining the
followlng questions to which the answers would permit an opening up
of the market beyond the present transit si/tuation. These quest/ons
on which the Commission wlll report separately to the Councl! have
the followling objectives:

a

b)

b) blis

c)

ensuring that competition within the new
environment [Is not di/storted by State alds,
predatory priclng or by dilscriminatory, collusive
or other ant/-competitive practlices on the part of
gas Industry players;

removing barriers to free competition [n natural
gas created by statutory monopolles, exclusive
rights, statutory restrictions and restrictive
commercl/al agreements;

makling uniform the common commerclfal policy,
Including extenslion to the natural gas sector;

the expediency of repealing the Dlrective on gas In
power plants, albeit this point is less pertinent
than a) and b) above. This would create a large new
market for gas, allowing more room for competition,
The Commlssion Intends to come back to this Issue
In the framework of the preparation of new
Community energy pollcy objectives.

In that perspective, the Commission also considers It necessary

1)

1)

117)

to establish the modallties necessary with a view
to guaranteeing the free clrculation of natural gas In
the Community,

to /Introduce ~“gas to gas” competition through a
system of third-party access to the transmission
grid,

to actively promote a Community dimension of
Investments In the transmissi/ion system.

To provide an answer to these Issues, the Commission envisages a
"step-by-step” approach as follows:



Introduction of a legal I[nstrument on the nodalitlies of
enforcing the obllgation to transit natural gas [n the
Conmmunity

19. As explalned above (paragraphs 11 and 12), there [s already a

20.

21.

great deal of International trade I[n gas In the Community.

Natural gas cl/rculates within the [ntegrated grid through arrange-
ments between plpeline owners. We have referred, [n paragraph 10,
to a number of jolnt venture pilpelines which carry gas on behalf of
the partners In the Jo/nt venture.

Gas /s also transported on a tariffed rather than a Jolnt venture
basls. These arrangements are almost all made on long-term basis
between gas utl/llitles.

There may be restrictions to the free flow of natural gas over
natl/onal borders due to the ex/stence of some leglslation or adm/n-
Istrat/ve obstacles to gas trade (see paragraph 18) which may
prevent normal commerclal arrangements between [nterested partlies.

In view of achleving a more Integrated European gas market, It
seems necessary that the right of transit set up [(n principle by
the EEC Treaty be effectively enforced by Member States.

A draft Counci/! Dlrective on this subject [s attached In annex
(legal basis: Article 100a). It contains the modalities for
enforcling the right of transit for the transport of natural gas
between transmission companles.

In order to assist the Commission In the preparation of the
necessary modalltles for Increased access to transit, It will set
up a representative body of organisations responsible for the
networks.

This organisation will be responsible for assisting the Ccommission
In studying, when requested:

- the conditions (technlcal, flnanclal, legal) of transit;

- the appropriate measures to encourage the development of
exchanges and Improve the [nfrastructure through shared
developments;

- the condl/tions requlired to encourage advanced cooperation In
the development of new equipment for the production or
transport of gas;

- the possibi/ilities for cooperation with entities In the third
countrles.



22,

23.
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At the Commission’s request, this organisation wilil equally be
responsible to act as a priviledged forum where on¢ would seck to
secure agreement, by conclllation, between the companies concernecd
on transit operations, which are [In the Community Interest.
Finally, thls organisation wlil make an annual report to the
Commission on [ts activities.

Flnally, In order to be able to avold distortions and
discrimination during the Iimited phase of the setting up of
transit rights, and because of the different strategl/es, past and
present, followed In the Member States to put I/n place arrangements
for production, commerclalisation and dlistribution, methods of
Investment financing and production /[tself, the Commission will
establish, before 1 July 1990, transparency regarding the followlng
elements:

- flnancing of investments;

- arrangements relative to the flnancing of production,
commerclallsation and the distribution of natural gas In the
Member States.

Third-party access

In view of the abovementl/oned evaluation (see paragraphs 14 to
17), the Commission proposes the followlng:

(1) the Commission wlll pursue [ts consultat/ion with
all Interested partlies during a maximum perlod of
one year In order to exam/ine |[In depth whether
thlrd-party access to the European transport system
heeds to be organised, and, [If so, under what
conhdiltions, In order to guarantee the malntenance
of the quallty of service to consumers and supply
security..

For that purpose, It wlll set up two consultative
commlttees, one with MWember States and the other
with the I[Interested parties (producers, trans-
mlssion and distribution companies and consumers).

(1) on the basis of this consultation, the Comm/ssl/on
wl/ll take Its dec/sion concerning the I[ntroduction
of a system of third-party access to the gas
transmission grid.
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C. Promotion of the Comnunity dimension I[n [nvestrents [In the
transnission system

24. The objective [s to ensure that the Investment decl/s/on taken by
Individual gas companles wi{l!ll take Into account the possibilities
to further [nterconnect and [mprove the coherence of the
integrat/on process of the European gas grid. This I|s the subject
of a separate Communicatl/on from the Commlssion on energy
Investments.



ANNEX

Proposal for a
" COUNCIL DIRECTIVE

ON THE TRANSIT OF NATURAL GAS
THROUGH THE KAJOR SYSTEMS

THE COUNCIL OF THE EUROPEAN COMMUNITIES,

Having regard to the Treaty establishing the FEuropean Economic
Community, and in particular Article 100a thereof,

Having regard to the proposal from the Commission,
In cooperati/on with the European Parl(ament,
Having regard to the opinion of the Economic and Socl/al Committee,

Whereas It [s necessary to adopt the measures requlred to gradually
complete the Internal market by 31 December 1992; whereas successlive
European Counclls have recognised the need for a slngle Internal
market, and, In particular In Rhodes, the need for a single energy
market;

Whereas there must be greater Integrat/on of the European energy market
If a single Internal market [s to be achleved; whereas natural gas Is
an essentlal component of the Community’'s energy balance;

Whereas the objective of the single natural gas market [s to ensure
greater profitabllity and securlty of supply by freer trade but avold
unacceptable restrictions on competl!tion; whereas the speclal nature of
the natural gas sector must be taken [nto account [n the pursuit of
this objective;

Whereas there I|s already Increasing trade In natural gas each year
between high-pressure gas transmission grids [In Europe; whereas the
Community’s security of natural gas supply can be Improved and costs
can be reduced by coordinating the bullding and operation of the Inter-
connections requlred for such trade;

Whereas It Is possible and desirable to increase the number of Inter-
connections to Integrate more regions or even Member States which are
not yet or are not fully Illnked up into the European transmission grid
and, thereby, to Improve the security and quallty of natural gas
supply ;
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Whereas In the future Interconnectlons between several Member States
will need to be made to allow adequate supply and compliance with
the natural gas transit obligation will have the effect of reducing
non-technical obstacles: whereas compliance with this obligation
constl/tutes a filrst stage in the development of the Internal market for
nhatural gsas.

Whereas thils obllgation must, at least at this stage, be conflned to
the transit of natural gas through high-pressure grids;

Whereas the filnanclal, technical and legal condl/tions for such transit
must, as a general rule, be worked out directly between the trans-
mission companles concerned;

Whereas the condltions of transit should be equltable and should not
bring about, directly or indirectly, conditions contrary to Community
competition rules;

Whereas It Is necessary, In order to reallse this flrst stage of the
Internal energy market In satisfactory competitive conditlons, to
approximate leglslative, regulatory or administrative provisions passed
by -Hember States so as to provide a procedural framework for the formulation of these
agreements In the most transparent manner;

Whereas It could prove necessary for the Concil to declide, before
1 January 1993, without prejudice to the Commission’s own powers,
complementary conditions governing the modallties of [ntra-Community
transit;

HAS ADOPTED THIS DIRECTIVE:

Article 1

Menmber States shall take the measures necessary to ensure compllance
with the obllgation for the transit of natural gas through high-
pressure gas transnission grids In accordance with the condi/tions lald

down In this Directlve.
Article 2
1. Transmlsslion of natural gas under the followling cohdltlons shall

const/tute translt of natural gas through transmission grids wilthin
the meaning of thils Dlrective:



(a)

(b

the transport [s carrifed out through the high-pressure gas
grid on the territory of a Hember State;

the transport |[s carrled out between Member States’ gas
companies.

Operations Involved [n such transmisslon and contributing to the
security and quality of natural gas supply shall be conslidered to
form part of transit within the meaning of this Directlive.

The high-pressure natural gas transmission grids and the entities
rasponsible for them, which are Iisted in the Annex, shall be
covered by the provislions of this Directive. This |ist shall be
revised whenever necessary by decislion of the Commission.

Article 3

The conditlions of natural gas transit through gas transmission
grids shall be negotiated and agreed by the bod/es responsible for
the grids concerned.

Hember States shall take the measures necessary to ensure
examination by the entities which come under thelr territorlal
Jurisdiction of any request for transit according to the following
condlt/ons;

Any request for transi/t shall, within elght (8) days, be
communicated by the requesting entlty or entities to the Commission and the
nati/onal competent authorities;

The responsible entities shall be oblliged, within a max/imum of
one month, to open negotiations on the conditions of the
natural gas transit requested;

The transit conditions must be equitable for all the parties
concerned and should not Include unfalr clauses or unjustified
restrictlons, [n particular, payment for transit must take
account of the responsiblilities of the entity responsible for
transit for ensuring securlty of supply and contractual quality
of service;

The Commission and the nat/onal competent authoritfies shall be
Informed, within eight (8) days, of any agreement on transit;

I1f, after twelve months following the communication of the
request, negotfations have not achleved an agreement, the
Commission and the natlonal authorities will be I[nformed,
without delay, by the Interested partles who have to Indicate
thelr reasons.
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Article 4

In the absence of due reasons for the failure to reach an agreement or if the reasons
appear unjustified or [nsufficlent, the Commission, acting on a
complalnt from the requesting body or on Its own Initlative, shall put
In hand the procedures provided for by the Treaty or any other appli/cable
provision of Community law.

Article 5

Before 1 January 1993, wlthout prejudice to the Commission’s own
powers, the Councl! will declde - as far as It |[Is necessary -
complementary condl/tions governing the cetailed rules of /ntra-Community
trans/t.

Article 6

Hember States shall bring Into force the laws, regulations and
administrative provisions necessary to comply with thls Directive not
later than 1 July 1990. They shall forthwith Inform the Commission
thereof and communicate to the Commission the provislions of national
law which they adopt iIn the fleld covered by this Directlive.

The provisions adopted pursuant to the first paragraph shall make express

reference to this Directive.

Article 7

This Directive is addressed to the Member States.

Done at Brussels, For the Council
The President
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Annex

List of entitles and hlgh-prossuro gas transmisslon grids

Member Stato Entity Grid
Federal Bayerngas GmbH Grld supplying end
Republlc distributors
of Germany BEB Erdgas und Erdol GmbH (municlipal

authortties, otc.)
Deutsche Erdgas Transport and major
GmbH end consumers

Energleversorgung Veser
Ams AG (EVE)

Erdgas Verkaufs Gesell-
schaft mbH

Ferngas Nordbayern GmbH
Ferngas Salzglitter GmbH
Gas-Unlon GmbH "
Mobil Ol AG "
Ruhrgas AG

Saar Ferngas AG
Thyssengas GmbH

Vereinlgte Elektrizitats-
werke Westfalen AG (VEW)

Westfal lsche Ferngas AG "

Energieversorgung
Mittelrheln

EWAG, Nirnberg "
Erdgas Schwaben GmbH "
Erdgas Slidbayern GmbH "
GEW Kolin "

Gasversorgung Suddsutsch- "
land

Gasversorgung Sitdhannover "
Nordhessen




Member State

Entlty

Grid

Belgtum
Denmark

Spain

Greece
Luxembourg
Nether lands
ltaty

France

United Kingdom

Ireland

Hamburger Gaswerke

Landesgasversorgung
Nliedersachsen

Maln-Gaswerke AG
Schleswag AG

Siidhessische Gas und
Wasser AG

Technische Werke der Stadt
Stuttgart AG

Thiiga AG

GASAG, Berlin
Distrigaz SA

Dansk Naturgas A/S

Empresa Naclonal de Gas SA
(ENAGAS)

Catalana do Gas

Gas de Euskadi

DEPA

SOTEG

NV Neder landse Gasunle
Snam S.p.A.

Gaz de France

SNGSO

British Gas

Irish Gas Board






