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BG Group Response to European Commission Green Paper: 

“ A European Strategy for Sustainable, Competitive and Secure Energy.” 

24th September 2006 

 

INTRODUCTION 

BG Group is an international natural gas company, active in around 25 countries in the 
world, working along the full length of the gas-chain.  The company is a leading player in 
Atlantic Basin LNG.  Its strong position in NW Europe, its broader portfolio of gas supply 
capable of accessing European markets and its current development of two European 
gas import terminals (in Wales and in SE Italy) make it potentially an extremely 
significant contributor to EU diversity of gas supply.  The company also has power 
interests – in Europe and in other parts of the world.  Our comments in this response 
relate in large part to natural gas issues, though there are some references to electricity 
and climate change issues. 

We have followed the European energy policy debate closely and have consistently 
supported attempts by the Commission to create a climate for security of energy supply 
built upon a diversity of supply sources.  We have consistently supported the drive 
towards liberalisation of the EU’s gas market and have called for full implementation of 
the Second Gas Directive.  Our view is that there may be a need for further legislation, if 
the goal of an open and transparent single European gas market is to become a reality.  
We also support liberalisation of European power markets. 

We welcome the Green Paper and would make the following key points: 

• Many of the challenges identified in the Green Paper could be addressed in our 
view by completing the single European Market; the creation of an open and 
transparent market would make a significant contribution towards security of gas 
supply, in our view.  We reject absolutely the suggestion that liberalisation and 
security of supply are policy goals that cannot co-exist 

• As well as liberalisation, clarity around the future of the EU Emissions Trading 
Scheme post 2012 is essential, if investors are to have confidence about major 
infrastructure commitments – particularly investment in power plant 

• The EU should not take any action that seeks to undermine individual Member 
States’ autonomy over their own energy-mix; but, with this caveat, it could be 
constructive to identify common positions on energy policy which might 
strengthen Europe’s ability to negotiate with external producer countries 

• The European Commission should seek to identify key infrastructure and supply 
projects it believes are important for the completion of single gas and power 
markets and which it believes it can help bring to fruition.  However, ultimately, 
only projects regarded as viable by private sector investors are likely to proceed.   

• The Commission has been hampered in the past by its inability to put sufficient 
human resource into potentially significant political/energy relationships.  Either 
more resource needs to be made available or there has to be an exercise of re-
prioritisation 
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• The Commission has a mixed record in recent years in its negotiations over 
energy policy with external producer countries.  There is a need for greater 
subtlety and realpolitik and less stridency in some of the key relationships. 

 

We address these points in more detail below.  Our response takes the form of 
commentary on sections of the Green Paper.  Hence, the numbers below relate to the 
relevant paragraphs in the Green Paper itself. 

 

2.1 Energy for growth and jobs in Europe: completing  the internal European 
electricity and gas  markets 

BG Group, an international natural gas company, has consistently supported the 
creation of a genuine, single gas market, spanning Europe and believes that a 
liberalised gas market will underpin energy security.  However, whilst we believe that 
there could be some basic principles relating to energy policy on which member states 
could agree, we do not believe it to be necessary to develop a detailed, common energy 
strategy.  

Each member state will want to retain a degree of autonomy over its approach to the 
energy-mix.  We should not seek to change that approach, though, of course, increased 
member state cooperation over energy supply security is desirable. 

In terms of measures to achieve a genuine single market, we support the current DG 
Comp sector investigation and believe that the process could bring about some of the 
changes required.  In our view DG Comp and DG Tren need to work together to deliver 
the following: 

• Ownership unbundling of pipelines from supply affiliates. This will solve 
problems of conflict of interests, lead to fairer management of capacity and 
encourage maximisation of capacity utilisation. 

• Effective rTPA, including congestion management and robust ‘Use it or Lose 
it’ (UIOLI) mechanisms, on all pipeline capacity including transit pipelines. 
Access to capacity, particularly transit capacity, is crucial to enable trading 
across markets. 

• Consistent application of regulation between Member States to ensure that 
there are not artificial impediments to the free flow of gas across, between 
and within markets. 

• Regulated Third Party Access for storage when, as stated in the Second Gas 
Directive, this is ”technically and/or economically necessary for providing 
efficient access to the system for the supply of customers”. 

We believe that these measures will help create an open and transparent European gas 
market.  Provided we can also achieve clarity around the future shape of the European 
Emissions Trading Scheme as early as possible, we believe industry players will be able 
to plan their investments with more confidence. 
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(i) A European Grid. 

BG agrees wholeheartedly that effective regulated third party access to the gas 
transportation grid is essential to realise a true European gas market. In particular, 
actual access to transit capacity is essential to enable cross-border trade.  However, 
given the current stage of development of the gas market, it is not clear that developing 
a common European Grid Code, similar to the UK’s Uniform Network Code, is practical 
at the moment.  

The reason for this is the number of different pipelines and interested parties across 
Europe. Trying to reach agreement for a Code that applies to different pipelines that 
cross the borders of a number of different Member States would be a time-consuming 
and ambitious task.  It took over two years for the UK to develop the Network Code, 
which applied to one pipeline system and one operator with no cross-border issues. 

Instead, effort should be focused on existing initiatives such as: the ERGEG Regional 
Market Initiatives; and enhancing co-operation between Member States and regulators 
on cross-border issues.  Regulators should ensure that national regulations and grid 
codes do not create unnecessary obstacles to cross-border trade.  

Success could come from coordination on: 

• Common approaches for “open seasons” for new capacity, enabling shippers to 
make informed decisions when booking capacity; 

• Transparency on issues such as capacity booking to enable shippers to book 
capacity across different border points; 

• Alignment of timetables for investment in new capacity;  

• Harmonised rules relating to capacity charges and related services to ensure 
efficient investment;  

• Work on non-tariff issues, such as gas quality, to ensure these do not hinder 
cross border trade. 

BG believes that the proposal for a European Regulator is not yet timely.  BG 
recognises the attraction of a supranational regulator analogous to the FERC in the US.  
However, we believe that agreeing the framework and detailed working arrangements 
for such a regulator would take up time and effort that could be better spent in making 
the existing framework of national regulators work more effectively.  

Our preferred alternative would include coordinating measures such as those outlined 
above.  Proper enforcement of existing Directives and Regulations by Member States 
and Regulators is also of critical importance.  By working on practical issues – for 
example via the ERGEG Regional Market Initiative - participants would also gain a better 
understanding of where the need for a pan-European approach exists and where 
regional solutions, involving cooperation between regulators, might be more appropriate. 

In light of our comments above on the European Grid Code, in our view it is not yet 
necessary to establish a European Centre for Energy Networks.  A number of 
organisations already exist that enable TSOs to contribute to ERGEG’s Regional Market 
Initiatives and the Madrid Forum - for example, the Gas Infrastructure Europe 
organisation.  
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(ii) A priority interconnection plan. 

While it can be helpful for the European Commission to identify gas and power projects 
that it believes might be of strategic importance – and, on occasions provide funding for, 
for example, feasibility studies, ultimately private sector investors will decide which 
projects are viable.   

However, a key role for the Commission and Member States lies in ensuring that there is 
a regulatory framework in place, which enables companies to invest in projects. In the 
case of regulated TSOs, this includes clear rules on investment procedures and 
methodologies - for example, “open season” procedures. Companies wishing to book 
capacity on regulated networks and, thereby, underwrite TSOs, investment in 
infrastructure need clarity and certainty as to what capacity rights they are buying. 

The Second Gas Directive already has provision for companies wishing to invest in new 
capacity to apply for exemption from regulated third party access. This procedure has 
been instrumental in enabling investment in new infrastructure in the UK, for example 
the Dragon LNG terminal in which BG is a partner. The Commission should continue to 
allow companies to apply for such exemptions, using the criteria in the Second Gas 
Directive to ensure projects do not undermine the objectives of the internal gas market. 

There is always a role for government to act as a publisher of information to help market 
participants make efficient investment decisions.  The Commission and Members States 
can publish information, if they wish, which gives a view on future sources of supply and 
demand which will highlight where there may be need for future investment. (See also 
below response to 2.2 (i)).  

 

(iv) A level playing field: the importance of unbundling. 

BG believes that ownership unbundling of TSOs from supply and marketing companies 
will significantly help achieve the goal of a competitive European gas market.  The 
exercise of ensuring that there is no cross-subsidy or other forms of discrimination by 
TSOs in favour of their supply and marketing affiliates requires significant enforcement 
and compliance costs.  By contrast, ownership unbundling avoids such costs. 
Experience also shows that unbundled companies are better able to focus on improving 
third party access for all customers because they are indifferent to the identity of those 
who use their pipelines.  Utilisation – or revenues – become the driver. 

This is an approach that may help regulators achieve the goal of a competitive market 
sooner and at less cost.  For example, in Germany, the regulator has the daunting task 
of tariff regulation for dozens of transportation and distribution companies.  At the same 
time, the regulator  is trying to develop a coherent system of regulated third party access, 
involving dozens of transmission and distribution companies.  If there were to be full 
ownership unbundling, the regulator could focus on third party access as a priority.  

In an unbundled world, all gas shippers would face the same transportation and 
distribution costs.  Shippers would be able to compete for customers on the basis of the 
cost of gas and other elements, such as service.  In a world where there is still cross- 
ownership of TSOs and marketing and supply arms, there remain opportunities for 
cross-subsidy, which give integrated firms an unfair advantage.  
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Ownership unbundling is an ambitious task. However, the principal benefits of 
unbundling would derive from a focus on the major pipeline companies, such as those 
involved in transit and high pressure transmission.  

In Germany, for example, true third party access  to the major pipeline networks, 
facilitated by unbundling, would enable new entrants to market gas to large industrial 
consumers and Stadtwerke.  This would represent a major step towards a competitive 
wholesale market.  Experience of the sale of distribution networks in the UK shows there 
is considerable appetite amongst investment institutions, such as banks and pension 
funds, for stand-alone pipeline companies.  

 

(v) Boosting the competitiveness of European industry. 

In our view, the best way to achieve this is through effective, competitive energy 
markets.  It is important to recognise that the European gas market is not an island and, 
therefore, the price for gas is influenced by supply and demand for gas in other markets. 
Such interconnectivity will only increase as LNG becomes a greater source of supply in 
Europe.  LNG acts as the effective link between Europe and other gas markets, such as 
the US.   

We welcome increased cooperation between the Commission, Member States and 
regulators to ensure that Europe is an attractive place in which to invest in gas 
infrastructure and sell gas. The creation of large liquid wholesale markets will give 
potential suppliers the confidence they need to wish to sell gas into Europe.  Both the 
US and UK experiences have shown that liquid markets give suppliers such confidence.  
Both markets have attracted new supplies of gas - both LNG and pipeline  - as their 
indigenous supplies have depleted. 

 

2.2 An Internal Energy Market that guarantees security of supply: solidarity 
between Member States. 

(i) Enhancing security of supply in the internal market. 

BG believes that, to function effectively, markets need information.  There is a role for a 
European Energy Supply Observatory  to monitor demand and supply patterns in EU 
energy markets. The advantage of such an approach is that a disinterested body can 
aggregate information collected from commercial enterprises and publish it without 
compromising commercial confidentiality.   

Correctly implemented, such an approach could provide the market with an informed 
overview of likely demand and supply to enable it to make better investment decisions. 
Such a body could also publish aggregated information on capacity utilisation, though it 
would have to be careful it did not compromise the commercial confidentiality of market 
players.  It would also be important to ensure that the Observatory did not become a 
mechanism placing burdensome demands on industry to collect information. 

As we note above, organisations already exist to enable TSOs to contribute to the 
development of the internal market, thereby reducing the need for a European Centre 
for Energy Networks.  However a such an organisation could be a means for 
establishing common standards where these might be appropriate. 

Mechanisms to ensure rapid solidarity and possible assistance.  In a competitive 
market, gas should flow to where prices are highest. In a situation where a country has 
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faced difficulties due to, say, damage to infrastructure, one would expect prices to rise 
and gas to flow there until either demand is met or all available infrastructure is utilised.  

The best way to ensure rapid response is to have a competitive gas market where there 
are no artificial barriers to the free trade and flow of gas.  Individual member states may 
wish to take further measures as “insurance” against possible emergencies, depending 
on their individual circumstances - for example, additional interconnection capacity.   

Policy-makers should recognise that government-inspired investment in additional 
interconnection capacity may have the effect of “crowding out” commercial investment in 
infrastructure. Companies are unlikely to pay for capacity in an interconnector if they 
know that additional capacity is being built which will also be available for shippers to 
use.  Costs incurred by “insurance” measures should be borne by consumers as they 
are the principal beneficiaries. 

 

(ii) Rethinking the EU’s approach to emergency oil and gas stocks and preventing 
disruptions. 

Policy-makers need to recognise that gas stocks are only one means of dealing with 
supply interruption.  Demand management, fuel switching and diversity of supply also 
have a role to play.  Furthermore, policy-makers need to recognise that requirements to 
hold gas stocks may have the unintended effect of “crowding out” commercial 
investment in gas storage if companies believe that Member States will release gas 
stocks when prices become high, thereby undermining the commercial rationale for 
storage. 

 

2.3   Tackling security and competitiveness of energy supply: towards a more 
sustainable, efficient and diverse energy mix 

We would question some of the thinking behind a Strategic EU Energy Review, as 
outlined in the document.  Member state governments and energy companies are 
already engaged in analyzing the advantages and drawbacks of different sources of 
energy and it is hard to see what a further EU analysis could add. 

Similarly, while agreement around “an overall strategic objective” might appear 
desirable, it is hard to see how we could make significant progress, given the 
understandable preference of each member state for developing an energy-mix best 
suited to its own context.  There is a real risk that any overall strategic objective would 
be general and potentially meaningless. 

The goal of agreeing a minimum level of the overall EU energy–mix deriving from secure 
and low carbon energy sources is, of course, laudable but it is hard to see how it could 
be achieved, if member state energy policy autonomy is to be safeguarded.  We support 
initiatives like the UK’s Renewable Obligation, whereby suppliers are required to provide 
a minimum percentage of their power from renewable sources – a percentage rising 
over time.  But it is a scheme that can work in the UK where there is significant potential 
for wind and, perhaps over time, tidal power.  It might not be as practical across every 
member state.  
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2.4 An integrated approach to tackling climate change 

We support the EU ETS but, as we mention above, the sooner we can reach agreement 
about a meaningful new framework for the scheme post-2012, the easier it will be for 
players in the energy industry to make long term plans for major infrastructure 
investments – power plant in particular. 

 

2.6  Towards a coherent external energy policy 

Europe would undoubtedly benefit from greater cooperation in its relations with external 
energy producers.  We agree with the statement, “Follow-up should take the form of 
regular formal political level discussions at Community level, involving Member States 
and the Commission in a manner to be developed.”  However, we should not seek to be 
too prescriptive about policy positions taken and an External Energy Policy may only be 
possible to achieve in a few major areas. 

Nevertheless, we agree that, where consensus can be reached, it is desirable to speak 
to major suppliers like Russia, the Middle East, Africa and others “with the same voice”  
However, we would argue that the Commission has a mixed record in negotiating with 
major gas suppliers. 

For example, in our view the negotiations over Russian accession to the WTO produced 
an outcome that was imbalanced and clearly favoured Russia.  We have also 
experienced situations in which the Commission has been keen to take action – for 
example in improving dialogue with the Caspian countries – only to find it lacking the 
human resources to follow this through.    If an effective external energy policy is to be 
(a) agreed and (b) pursued, member states and the Commission have to ensure that 
enough resource is made available to ensure that these aims to not remain mere 
aspirations. 

 

(i) A clear policy on securing and diversifying energy supplies 

We welcome the Commission’s interest in and support for diversifying energy supply by 
encouraging the construction of new infrastructure – notably cross-border pipelines and 
LNG import terminals.  We recognize also the limited powers the EU has in these areas, 
but we note for example the way in which the Commission has funded feasibility studies 
for pipelines such as the Nabucco and taken policy measures to help LNG import 
terminal developers to proceed with projects. 

In our view, a dialogue with the Caspian countries to investigate opportunities for 
alternative gas pipeline routes to Europe would be extremely useful.  We would draw 
attention to our comments above about Commission human resource constraints and 
urge that strategic options like this either be prioritized or have sufficient resource 
devoted to them.  Bringing Caspian gas to Europe through routes other than via Russia 
could represent a major security of supply benefit for EU member states. 

Whilst we welcome EU ambitions to create important new interconnections with would-
be supply countries and regions, our impression has been that perhaps too much 
Commission time has been spent in developing elaborate, ambitious, long-term 
concepts.  We believe that this time could often have been better spent on developing 
more concrete medium-term options.  We would urge a sharp focus on practical projects 
that can deliver real results. 
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(a)   Dialogue with major energy producers/suppliers 

We support the ambition of the EU to develop a new initiative in relation to Russia and 
agree with the statement, “A true partnership would offer security and predictability for 
both sides, paving the way for the necessary long-term investments in new capacity.” 

Again, we would urge more pragmatism in the EU negotiating position.  Russia is clearly 
determined to resist the EU’s insistence that it follow the European example and open its 
domestic network to competition.  An open-access regime in Russia may be desirable 
but the Russian Government and Gazprom believe – rightly or wrongly – that it would 
seriously undermine their respective economic positions.  Hence it is not a short-, or 
even medium-term option.   

The EU needs to take a longer term perspective over this issue.  As the situation stands 
today, Russia – though unlikely to reduce its European exports - is outlining more and 
more frequently its ambition to enter alternative markets.  There may be an element of 
bluff in this.  For example, gas exports to the East, other than from Sakhalin, in practical 
terms are a long way off.  However, the EU would be better advised to set a realistic 
time-frame around potential reform within Russia and develop an interim strategy of 
mutual benefit.  There is no harm in the EU setting out its longer term, principled position 
on access to the Russian network but to lay too much emphasis on this at this stage is 
unlikely to produce results; indeed it may prove counter-productive.   

Short term policy goals for the EU could include improved governance and contract 
sanctity within Russia. 

 

(b) Developing a pan-European Energy Community 

We support in principle the Commission’s aspiration of extending the area covered by 
the EU’s energy policy ‘acquis’ but we would again urge caution about the pace of 
progress.  The EU needs to show greater political sensitivity about how supplier 
countries in particular might perceive such an approach.  Yes, Europe is an extremely 
attractive market for, for example, Russia and Algeria; but the EU needs to avoid being 
too prescriptive about its terms of trade, if it is not to alienate key suppliers.  We should 
focus on establishing agreement around a simple principle: 

EU security of gas-supply = Producer country security of revenues 

We can outline our principled positions but an element of realpolitik is required here.  As 
we suggest above in relation to Russia, we need to be conscious of the reasons why 
producer countries might not be ripe for full ‘European’ liberalisation in the short term.    

We need to establish our own working model of a truly open and transparent European 
market before we can expect others to sign up enthusiastically. 

 

(iii)   Reacting effectively to external crisis situations 

A “formal targeted instrument to deal with emergency external supply events” could 
represent a positive development, were it to take the form of mutual help mechanisms 
with member states under supply pressure being assisted by other member states.  
However, the reality is that this mechanism would be most efficiently provided by the 
realisation of a liquid transparent, single European gas market. 
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We saw during the winter of ’05-’06 supply pressures on the UK, which a properly 
functioning market would have eased more efficiently than proved to be the case.  Gas 
would have flowed in the right direction and tightness would have been eased more 
rapidly.  A series of subsequent analyses concluded that part of the reason why gas did 
not flow to where it was needed most during that period was because of the failure of 
some companies and member states in Continental Europe to open their networks and 
markets. 

It would not be a good idea for the “formal targeted instrument” designed to deal with 
emergency external supply events to take the form of intervention from Brussels or 
elsewhere, as this could further dislocate the market. 

 

(iv)   Integrating energy into other policies with an external dimension 

We would support any attempt to extend the EU ETS or develop a version of it on a 
more international scale.  It is illogical for Europe to make targeted efforts to reduce 
emissions, if other parts of the world – particularly some of those growing at the fastest 
pace – do not do likewise.  The EU drive for lower carbon emissions should go on 
regardless and short-term progress on international initiatives may be heavy going but it 
is essential for the EU to keep up its lobbying efforts with a view to creating a more 
global proposal. 


