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Framework Guidelines on Gas Balancing

Dear Fay,

RWE Supply and Trading welcomes the opportunity to comment on the above
consuitation.

We have been impressed by the extent to which the Impact Assessment reflects
the discussion within the ad hoc expert group, and how clearly and thoroughly it
sets out the policy options. ERGEG are to be commended for this and should
regard this as a benchmark for future consultations on framework guidelines.

We share ERGEG’s view that the underlying objective of this framework guideline
is to facilitate gas trade across and support competition within the EU. We believe
this will lead to greater liquidity within market areas and organic and efficient in-
tegration, which as a major European energy trading company we welcome.

In order to achieve this objective it is important for balancing arrangements to be
harmonised wherever possible (to prevent inefficient arbitrage) and to be de-
signed so as to encourage new market entrants. As the number of market partici-
pants increases a TSO’s ability to balance its network directly diminishes and so
it becomes more efficient for users to take primary responsibility for balancing
{through strong financial incentives to balance their position), leaving the TSO
with a residual role.

As competition increases users can be expected to make more efficient use of
the flexibility available within market areas {and in neighbouring market areas)
and to create new physical and virtual sources of flexibility. As a result input and
output flows will react more frequently and quickly to changing market circum-
stances, making it harder for TSOs to understand how market participants are
managing to balance the system (or not as the case may be).

We believe ERGEG’s target model of an end of day balancing regime, where

TSOs take residual balancing action in the wholesale market as necessary
thereby setting the marginal price incentives against which users imbalances are
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settled, is the most appropriate framework for supporting competition and facilitat-
ing trade across the EU

We recognise that implementing such a target model may pose challenges for
some TSOs whose networks have limited linepack or high transit flows. It is ap-
propriate therefore for the framework guidelines to include measures that ¢an be
taken by these TSOs as interim steps fowards achieving the target model.

To help better inform stakeholders of the extent to which the target model is
achievable and how long interim steps may persist, we believe it would be helpful
for TSOs to release more detailed information about the amount of linepack
within their system, and the timescales within which they have to react to devel-
oping system imbalances. At present, whilst it is widely understood that some
networks are more restricted than others, stakeholders have no way of compar-
ing the extent of such differences or fully appreciating the challenge that imple-
menting the target model may be for some TSOs.

We also believe that NRAs should consider introducing financial incentives for
TSOs to procure more residual balancing gas from the wholesale market and/for
to minimise overall residual balancing costs. Experience in GB shows that incen-
tives were instrumental in changing the TSO's understandably cautious approach
to balancing and helped the TSO to better understand the full extent of the flexi-
bility the market is able to provide.

Whilst at this stage it may appear very difficult for some TSOs to adopt the target
model we believe that progressive implementation of the measures included in
the 3" package and harmonisation of operations under European network codes
will result in greater competition and innovation. Consequently the sources of
flexibility and methods by which users and TSOs balance the system can be ex-
pected to be significantly different to those currently employed, making the target
model more realistically achievable. _ , o

As competition and harmonisation increases the market is fikely to reveal where
the desire for integration lies and what the limit of balancing zone boundaries are.
TSOs may also discover that harmonisation can be achieved more easily using a
joint approach with neighbouring TSOs which should lead to integration, market
coupling and regional system operations occurring organically,

Our response to the questions included in the consultation is included in the at-
tached appendix\Should you wish to discuss this.in more detail please do not
heditate to contact eithgr of us,

stEve Rose
Head of Gas Market Design Head of Gas Regulation
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Appendix

Problem identification, scope, definitions, purpose, policy objectives and
compliance

Question 1: Do you agree that the problems identified in the problem identification
chapter are the main ones? Are there additional problems that should
be addressed within the gas balancing pilot framework guidelfine ?

The problems identification chapter of the Impact Assessment represents an excel-
lent summary of the issues and problems caused by differing EU balancing arrange-
ments. We are not aware of any additional problems.

Question 2: Do you agree with the scope (section 1) and objectives (section 3) of
this pilot framework guideline? Are there policy issues that should, but
are not currently addressed by the draft docurment?

We agree with the scope and objectives of the pilot framework guideline. However
we think that the objectives should also state that all TSOs will ultimately be expected
to implement the target model. interim steps should be what they say they are, and
NRA approval of a TSO implementing an interim step should come with sufficient
justification as to why such an interim step is necessary, along with a plan and time-
scale of actions the TSO will be expected to take to achieve the target model.

Question 3: In your view, should the European network code for gas balancing lead
to an amendment of national balancing rules? If so, how detailed should
the European target model be?

The European network code for gas balancing will inevitably require individual Mem-
ber States to amend their national balancing rules.

The European target model, and interim steps, shouid be defined in the framework
guidelines with sufficient detail and clarity to allow ENTSOG to draft a network code.
Bearing in mind the European network code will need to be approved through comi-
tology we still expect it to be a relatively high level document, which will need to be
transposed into the detailed contractual terms and conditions contained within indi-
vidual TSO network codes. However the European network code needs to provide
sufficient detail about how the six core operational principles contained in the frame-
work guidelines (information provision, roles and responsibilities, balancing periods,
imbalance charges, TSO balancing actions, cross border cooperation) are expected
to work in practice. For example we would expect a European network code to ex-
ptain the principle of how neutrality costs will be apportioned, which TSO balancing
actions feed into cash-out prices and what information about input and offtake flows
will be provided to users when and by who.

As the European network code will inevitably not be able to address all operational
principles in detailed legalistic terms we think it is also important for ENTSOG, in
conjunction with ACER and stakeholders, to issue guidelines accompanying it. These
would address any areas of the code which TSOs considered still to be ambiguous,
or where there were known differences of interpretation, citing real life examples and
drawing on the specifics of TSO network operation in different Member States.
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Also NRAs and TSOs should not desist from progressing concrete changes to mar-
ket design or harmonisation whilst European network codes are being developed,
provided it is consistent with the interim steps and target model described in the
framework guideline and would enhance competition and market integration in the
meantime.

Question 4: Do you agree with the approach of defining a target model for the net-
work code and allowing interim steps subject to NRA approval?

Yes although see our comments in Question 2.

Question 5: What timescale is needed to implement the provisions in the target
model oulfined in Part Il after the network code is adopted? [s 12
months (as in section 10} appropriate or should it be shorfer or longer?

Whilst it may be helpful for ACER and the Commission to spell out their aspirations
for implementing the target model across Europe by a certain date we do not think it
is sensible at this stage to try and enforce an arbitrary timescale. It is important to
recognise the considerable differences across Member States that currently regard-
ing TSO networks, TSO/DSO interaction and measurement systems, market struc-
ture and competition. Also the amount of operational, systems and legal resources
required to achieve the target model in some Member states should not be underes-
timated. We believe that 2015 is a reasonable aspiration for full implementation but
even this date will be challenging for some TSOs.

‘That said it may be appropriate to enforce a timescale for TSOs to ensure their bal-
ancing arrangements comply with the interim steps described in the European net-
work code and, as previously stated, we would expect regulatory pressure to be ap-
plied to TSOs to ensure they progress expeditiously towards implementing the target
model.

Question 6: Should the pilot framework guideline be more specific regarding the
purpose and policy objectives for network codes (section 3), in particu-
lar areas including nomination procedures?

We think the purpose and policy objectives are sufficiently specific but would like to
see principles on nomination procedures included here and elsewhere within the
framework guidelines. Arlicle 8.6.i) of the Regulation states that the network code on
balancing rules should include rules on nomination procedures. Whilst they are also
related to the issue of capacity allocation and congestion management we think this
framework guideline is the most appropriate place for them.

Within the target model all cross border entry/exit flow nominations should constitute,
or trigger, an equivalent capacity nomination. As part of the target model TSOs
should be required to include standard nomination deadlines day ahead, renomina-
tion cut off times, maximum renomination lead times and appropriate renomination
principles (e.g. not being able to renominate less than what has already been deliv-
ered) within the European network code..

Question 7: With reference to section 3 (proposed policy objectives), do you have
comments on how Article 21 of the Gas Regulation 715/2009 should be
reflected in the gas balancing network code?
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Article 21 contains a number of important qualifications regarding how balancing
rules are to be designed. Firstly they have to reflect “genuine system needs taking
into account the resources available to the TSO”. Secondly information provided to
users has 1o reflect the “level of information available to the TSO and the setlement
period for which imbalance charges are calculated”. Finally imbalance charges shall
be cost reflective “to the extent possible” and “shall avoid cross subsidisation be-
tween network users and shall not hamper the entry of new market entrants”.

As such the Regulation appears to recognise that whilst Member States should strive
towards harmonisation and streamlined structures compromises (e.g. regarding im-
plementation timescales) and trade-offs between conflicting principles (e.g. between
exact cost targeting and facilitating new market entry) may be required.

We believe the policy objectives and the six core operational principles within the
framework guidelines sufficiently address these compromises and trade offs by
clearly defining the principles of the target model, the interim steps which are subject
to NRA determination and by not enforcing a fixed implementation date.

The role of network users and TSOs

Question 8: Is it necessary to have a harmonised approach to the network user and
TS0 roles regarding gas balancing?

We firmly believe that in competitive markets with multiple network users it is most
efficient to incentivise users to balance their portfolios, leaving the TSO with a resid-
ual role to balance the system where network users have not done this in aggregate
and where short term operational constraints prevail.

In order to benefit from such efficiency across the EU we believe it is necessary to
have a harmonised approach to network user and TSO balancing roles. TSO balanc-
ing actions, which drive the incentivisation of users, alsc need to be undertaken in a
consistent and ultimately harmonised manner.

Question 9: What are your views on the proposals for the target model to be reduc-
ing the need for TSOs to undertake balancing activities?

Reducing the need for TSOs to undertake balancing activities is both desirable and
efficient. However it should be noted that implementing the desired end of day bal-
ancing target model in networks with limited linepack is likely to result in an increase
in TSO balancing activity, at least in the short term.

Reducing TSO balancing activities should not be considered an absolute objective
therefore as it is theoretically possibly, and in our opinion quite likely, that increased
TSO balancing activity (or the threat of it) will elicit an efficient response from the
market, resulting in entry/exit flows flowing in a profile which better matches the sys-
tem’s requirements.

For example the regular actions of the TSO buying gas in the morning and selling
gas in the afternoon to meet the systems diurnal profile may encourage parties with
physical gas to frontload flows at the beginning of the day, as this would give them
more options to sell gas to the TSO (whilst still meeting their end of day commit-
ments) or into the wholesale market (in response to the marginal buy price created by
the TSO buy actions).. Also psychologically some users prefer to initially adopt
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slightly long positions in an end of day balancing regime, as it is considered harder
and riskier to correct a short position as the day progresses because time and liquid-
ity conspire against you. TSOs in restricted networks could also procure gas on the
gas exchange day ahead to effectively front load the system for the diumal moming
peak (selling any surplus as the day progresses). This may also create incentives for
market participants to adjust their physical flows within day in a way which compli-
ments the TSOs required flow profile and contributes to day-ahead liquidity and sys-
tem security.

Question 10: Is it appropriate for the target model to impose within-day constraints on
network users? If so, should such constraints be imposed on all nef-
work users or only on certain groups of network users? If within-day
consltraints should only be imposed on certain groups of network users,
which ones are these? How could this be justified?

With the exception of technical restrictions on ramp rates (such as those which exist
in the GB market for CCGTs and large industrial loads) which may be a feature of
entry/exit point connection agreements, we do not think that within day constraints
are appropriate in the target model. However, we accept they may be required as
interim steps in some networks and could help TSOs gain confidence in their ability
to undertake a residual balancing role. Within day restrictions need to be pre-defined
in the European network code in order to prevent a proliferation of different methods
being adopted by NRAs, which would be counterproductive. Also they need not just
take the form of restrictions on how gas flows at entry/exit points during the day, but
could also take the form of restrictions in nominations {e.g. by requiring renomina-
tions up/down at one entry exit/point to be matched by an equal and opposite
renomination at the virtual point or another entry/exit point, thus ensuring a user’s
portfolio remains balanced throughout the day). Where within day restrictions are
applied as interim steps they should be applied equally to ail network users.

Question 11: Is balancing against a pre-determined off-take profile a useful interim
step?

We assume that this question refers to balancing against a pre-determined end of
day offtake (i.e. the TSO will manage variances in the offtake over the day to reflect
changes in weather) and not balancing to a pre-determined intra day profile (which
undermines the end of day balancing principle). This being the case it would be a
useful interim step in some markets (e.g. italy) where it will take time to develop dy-
namic standard load profiles for non-daily metered customers and efficient ailocation
of non daily metered offtake. Such arrangements have also already been success-
fully applied in the German market. The difference between the pre-determined off-
take profile, which users balance to and are cashed out against, and the actual off-
take (determined at a later date via meter reads) should be managed through an
efficient and non discriminatory reconciliation process, or socialised in distribution
tariffs.

Question 12: Should TSOs have the option to sefl flexibility provided by the gas
fransmission pipelines systemn (linepack) subject to the NRAs’ ap-
proval? If so, should this be mandatory?

We are not convinced that allowing or requiring TSOs to sell linepack is a necessary
or efficient feature of the target model. We believe it may be difficult to design a
meaningful linepack product which parties can value and it may also limit the extent
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to which flexibility is transferrable from one market area to another. Nor do we favour
TSOs selling flexibility products based on the linepack available within their system
as these inevitably will be designed to appeal to certain types of user thus dispropor-
tionately restricting the amount available to others.

Seiling linepack ex ante could also lead to problems of hoarding and the undiversi-
fied aggregate demand of users could exceed the theoretical supply and aggregate
diversified quantity actually used by users, thereby creating false scarcity.

Question 13: Should the target model enable TSOs to provide folerances to market
participants for free or should this be an interim step?

We do not believe free tolerances should be part of the target model as this weakens
the incentives on users to balance and makes balancing procedures more complex. It
may also increase the amount of TSO residual balancing actions, albeit probably not
materially. However, we believe free tolerances are an important interim step which
will help build user confidence and mitigate imbalance risk on the way to the target
maodel.

' TSO obligations on information provision

Question 14: Are there any additional information requirements that you believe
should be included? In particular, should the pilot framework guideline
oblige TSOs to provide information beyond the requirements set out in
the revised Article 21 and Chapter 3 of Annex 1 to Regulation (EC) No
7158/2009 (as recently approved through comitology)? If so, please pro-
vide defails?

Notwithstanding ERGEG's current consultation on transparency requirements for gas
(E10-GWG-68-03) we believe the information requirements specified in Article 21.2
and Chapter 3 of Annex 1 of the Regulation are sufficient to ensure TSOs can im-
plement the target model and the interim steps both safely and efficiently. That said,
we would expect the European network code to be more specific about how such
information, which is necessary for users to balance their portfolio and to understand
the balance status of the system, will be provided and how frequently (particularly
non-daily metered demand).

Question 15: What are the benefits and disadvantages of TSOs providing network
users with system information?

Obviously in order for the principle of TSO residual balancing to be efficient it is vital
for users to have accurate information about their imbalance position throughout the
day so that they can take steps to mitigate their commercial exposure to imbalance
charges. The framework guidelines should state this principle and the TSO is cleariy
-instrumental in providing such accurate information. We believe that careful consid-
eration should be given in the European network code as to what information about a
user's within day entry/exit flows is provided by the TSO (in some cases based on
information provided to the TSO by the DSO} and what information users should se-
cure themselves. In our opinion it is too simplistic to say that TSOs will provide users
with regular updates of their imbalance positions within day, and mandating this may
delay implementation of the full target model in some Member States.
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Question 16: What are the costs of TSOs providing nefwork users with system infor-
mation? How do these compare against the benefits and/ or disadvan-
tages?

The first question is too general and can only really be answered by TSOs. As previ-
ously stated users will clearly need access to accurate information about their imbal-
ance position within day, but how such information is secured and who is responsible
far providing it should be faid out in the European network code {and may conceiva-
bly differ between Member States).

Balancing periods
Question 17: What are your views on our assessment of the policy options?

The policy options are well considered and thorough, reflecting the three most com-
mon balancing periods currently in operation within the EU.

With regard to hourly balancing periods the policy options conclude that where a lig-
uid intraday market exist this may be an efficient provision. However, we do not be-
lieve it is possible for liquid intraday markets to exist in hourly balancing regimes, or
daily regimes with tight within day restrictions (as demonstrated in Belgium and Hol-
land), and so do not believe hourly balancing is a credible policy option.

We helieve that adopiing an end of day balancing period across the EU is the policy
option most likely to facilitate gas trade and support the development of competition
within the EU. Theoretically this is possible, as the amount of flexibility available
within each Member State will not vary in an end of day balancing period compared
to an hourly or cumulative balancing period. However we recognise the risks and
challenges posed with adopting end of day balancing periods in restricted networks,
or those with high transit flows.

At this point in time neither TSOs, Regulators, users or the Commission know for
sure whether implementing a harmonised end of day balancing period will be an effi-
cient and safe solution for all Member States, or whether it will deliver the benefits
that are expected. However we believe it is right to fry and implement this target
model and any assessment of efficiency and benefits arising from such an approach
should be considered at an EU level rather than specifically on a Member State ba-
sis.

Experience from GB shows that it takes time for TSOs and users to adapt to a pure
residual end of day balancing regime and that a number of different interim measures
are needed to build confidence. Nevertheless such a regime incorporating TSO re-
sidual balancing, strong commercial incentives on users to balance and flexibility for
users to adjust their positions, both physically and at the virtual point, has proved to
increase liquidity, competition and innovation.

A cumulative balancing system like the one shorily to be introduced in the Nether-
lands has some merits (for example in more accurately targeting balancing costs)
and is an improvement on hourly balancing/settlement used in some restricted net-
works. When operating in restricted networks cumulative balancing periods have
been claimed to reduce the extent of TSO residual balancing action compared to a
daily balancing regime, which may be the case. However as yet we have no experi-
ence of how frequently TSOs will take balancing action under a cumulative system
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and it is not inconceivable that this couid still occur several times within the day on a
relatively large number of days. i TSO balancing actions do occur regularly within
day it is hard to see how a cumuiative balancing period is significantly more beneficial
than a daily balancing period. We also believe a cumulative balancing system is
more complicated to implement and operate than a pure daily balancing system and
is more IT intensive as regards imbalance calculation, allocation and settlement. It
also limits the scope for virtual trading within day and complicates how defaults are
recompensed in supply and trading contracts.

To this extent, whilst we see a cumulative balancing period as a legitimate interim
step towards the target model we do not at this stage believe it is an appropriate
model for implementation across EU networks. '

Question 18: Are there relevant additional policy options on balancing periods which
have not been considered in this section? Should these be considered
going forward?

ERGEG have duly considered the main policy options on balancing periods and
rightly concluded that an end of day balancing represents the most appropriate basis
for harmonising balancing periods across the EU.

Question 19: Is it necessary to harmonise balancing periods? If so, what are the
benefits of a regional or pan-European harmonised balancing period? If
nof, why is it not necessary? Please explain your answer.

We believe harmonised balancing periods (and gas days) will better facilitate the
movement and trading of gas between market areas, and create conditions (and/or
remove obstacles) for greater integration of balancing zones and market areas. They
may also encourage regional System Operators to be established and create impetus
for national TSOs to put greater focus on regional planning. In our opinion end of day
balancing is the most appropriate period for harmonisation across the EU and is most
likely to secure such benefits

Question 20: If you agree with a harmonised balancing period, what do you consider
is the appropriate length of the balancing period?

In our opinion end of day balancing is the most appropriate period for harmonisation
across the EU and is most likely to secure the benefits described above. As such it is
right for the target model to include such an aspiration, albeit this will be challenging
in some Member States, and to incorporate interim steps which TSOs can implement
as stepping stones towards achieving it.

Question 21: Do you agree with the target model? (Please explain your answer).

We agree with the target model as we believe this is likely to facilitate gas trade and
support the development of competition within the EU. Achieving the target model will
be difficult in some Member States and ultimately may prove not to be achievable in
all of them. In our opinion however, it is a legitimate aspiration at this stage and one
all stakeholders should pursue with vigour.

Question 22: What would be the costs of implementing the target model in (and be-
yond) your Member State or balancing zones(s) (as the case may be)?
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As a major energy trading company operating extensively throughout Europe and
beyond we will obviously need to expend valuable IT and manpower resources
adapting our trading, gas operations and settlement systems to meet the require-
ments of the target model in those markets where we operate. At this stage we have
nof sought to quantify our costs but we fully expect the benefits arising from greater
competition, liquidity and opportunities to trade in EU markets to more than outweigh
them.

Also having a single harmonised balancing regime across the EU is likely to mean we
are able to manage more of our trading, operations and settlement activity on a sin-
gle IT platform, thus concentrating our IT development. It should also allow us to en-
ter new markets more rapidly and may also encourage competition in gas market
operations software provided by third parties.

TSO buying and selling of flexible gas and balancing services
Question 23: Do you agree with our assessment of the policy options?
Once again the policy options are well considered and thorough.

Question 24: Do you agree with the target model? (Please give reasons). If so, what
do you consider are the benefits and disadvantages of the target
model?

We agree with the target model of TSOs buying and selling gas on the wholesale
market to balance their system. This will provide the TSO with access to the largest
number of buyers and sellers and the deepest pool of liquidity, so should minimise its
residual balancing costs.

Standalone balancing platforms on which only the TSO can buy or seil gas may be
accessible only to certain users (e.g. those with physical gas or physical gas which
can be delivered within certain lead times) and would sterilise flexibility which could
otherwise be offered in the wholesale market.

Under the proposals included in the 3™ package wholesale trading is expected to
migrate to virtual points and we expect that in due course TSOs will gain confidence
in being able to residually balance their system by buying and selling gas at a virtual
point, thus creating price signals which commercially incentivise users to adjust their
imbalances accordingly. However, TSOs are always likely to have recourse fo buy
and sell physical gas in order to balance their systems and in some cases physical
gas at a specific location.

We think that target model needs to be more specific about the wholesale market
mechanism TSOs should use. We suggest that this be defined as an independently
operated cleared electronic gas exchange which facilitates the TSO and users pro-
curing day ahead and within day gas anonymously between themselves, both at the
virtual point and physically (at an unspecified or pre-defined location). As an interim
step it may be necessary for TSOs to buy/sell physical gas over a specified number
of hours within a day (particularly in restricted networks) and so this option may need
to be incorporated in the independently operated gas market exchange where appro-
priate.
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We also think the European network code needs to be quite specific about what bal-
ancing services should always be purchased on the wholesale gas exchange, or
balancing platform, and what may be more efficiently managed by way of competi-
tively tendered short term bilateral contracts, or OBAs. In principle locational flexibility
should be procured through the gas exchange or balancing platform and so this
should be provided for within such mechanisms, and in the target model. However,
as an interim step it may be necessary for TSOS to contract for this separately
should the number of sellers be limited.

Intra system/market area location specific imbalance charges shouid not be counte-
nanced in either the target model or as an interim step as these will discriminate
against certain users and undermine the development of liquid hubs.

Question 25: What are the costs of implementing the target model in your Member
State?

Independently operated gas exchanges have already been set up in some market
areas and are at a nascent stage of development in others. The TSO clearly has an
important role to play in implementing the target model. However, we would expect
the bulk of the cost of setting up cleared electronic gas market exchanges will be met
by third party providers.

From a users perspective it will be important to ensure that the wholesale markets in
which TSOs and users buy and sell gas is run as efficiently as possible (to minimise
transaction costs) and is developed in line with wider changes being proposed across
the EU on financial market regulation.

Question 26: What interim steps, if any, may be needed in your Member State or
balancing zone(s)?

The interim steps described in the framework guidelines represent appropriate meas-
ures that may be required as stepping stones towards implementing the target model
in a number of countries we operate in. Where sources of flexible gas are heavily
concentrated and TSOs already have long term contracts in place for balancing ser-
vices we agree that TSOs should release any surplus back to the market.

Question 27: Is it appropriate for balancing platforms to be part of the target model
subject to NRA approval, even where markets are sufficiently liquid to
enable TSO procurement on wholesale markets?

As stated in our response to Question 24 we think that gas exchanges which facili-
tate TSO residual balancing and user to user trading should be included in the target
model. In any balancing regime it is important for users to be fully aware within the
balancing period of what actions TSOs have taken, what cashout prices result from
such actions and the extent to which cash out prices will change if further residual
balancing actions are required. It is also important for users to know that any residual
balancing trades made by the TSO are fully secured, and that they will not be ex-
posed to balancing neutrality costs caused by the failure of other users.

We are concerned that if TSOs are allowed to buy gas on the OTC market or using
pre-existing gas exchanges {which have not been designed to reflect the TSOs re-
sidual balancing needs) this may not achieve the necessary transparency and reas-
surance required of the balancing market. It also may not provide for the full range of
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virtual, physical, location and temporal products the TSO may require access to.
However, the existence of OTC broker platforms or pre-existing gas exchanges
should help to ensure gas exchanges which are fit for residual balancing purposes
-can be put in place quickly.

Question 28: Is it appropriate for TSOs to procure balancing services on the whole-
sale market and/or or is it appropriate for these fo be procured on the
balancing platform? Should TSOs be permitted fo reserve long-term
contracts for flexible gas and/ or associated capacity for this purpose?

It is appropriate for TSOs to procure balancing services on the wholesale market via
an independently operated cleared electronic gas exchange. Standalone balancing
platforms are an appropriate interim step and could in some cases be taken over and
operated as exchanges. However, until such time as liquid within day wholesale mar-
kets develop it may be appropriate for TSOs to provide some of their residual balanc-
ing services through bilateral flexible gas confracts. It is important for any such con-
tracts to be competitively tendered when flexibility is available from a number of dif-
ferent sources/suppliers and be short term in duration. Whilst such contracts may be
appropriate in circumstances where there is little liquidity, it is important to recognise
that the mare TSOs rely on such contracts in order fo provide residual balancing ser-
vices the less likely it is liquidity will grow and the more flexibility/capacity will be held
back from being offered to the market..

‘Question 29: In your view is it possible in your market fo reduce TSOs’ reliance on
long-term products? If so, how may this be best achieved?

We believe it is possible in due course to reduce TSOs reliance on long-term con-
tracts for balancing services in all of the markets we operate in. In a number of mar-
kets it will take time for TSOs to gain confidence in their ability to residually balance
their systems by purchasing gas on the wholesale gas market but we believe this can
be best achieved by giving TSOs incremental targets (as in France) and financial
incentives to acquire certain proportions of gas from the market.

Imbalance Charges
Question 30: Do you agree with our assessment of the policy options?
Yes

. Question 31: Do you agree that methods for calculating imbalance charges should be
harmonised? If so please explain what the benefils may be. If not,
please explain why not.

We agree that the methods for calculating imbalance charges should be harmonised.
When transporting gas across Europe it is important for network users to understand
how any imbalance occurring in a particutar Member State will be treated and apply-
ing consistent methods will make this easier. Also different balancing rules may lead
to inefficient arbitrage as users seek to avoid an imbalance in one market area
(where imbalance arrangements and rules are more penal) by creating an imbalance
in another market area (where the balancing regime is less disadvantageous).
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Question 32: What are your views of the target model? In particular, please provide
your views on:

- Whether an imbalance charge should be applied when TSOs do not
take balancing actions;

- What the imbalance charge shoufd be based on, if if is applied when
the TSO has not taken a balancing action, whether imbalance
charges should be dual or single priced;

- Whether imbalance charges should be based on the marginal price.

We support the target mode! which envisages cashing out user imbalances each day
(regardless of whether there has been any TSO balancing action) and which bases
imbalance prices on the marginal price of gas bought and sold by the TSO during the
day. This places the strongest incentives on users to balance and deliver/accept gas
they commit to sell/buy compared to an average cashout price, which lessens these
incentives.

In the event the TSO is not required to take buy and/or sell action on a day, dual
cash out prices (for long and short positions) should be applied in order to continue
incentivising shippers o balance. However, they could be based on-an average of
the trades on the wholesale gas exchange plus a pre-defined % factor, which is
added to and subtracted from the average cost and which ideally should be harmo-
nised across the EU.

Whilst there may be merit, as an interim step, in employing imbalance rewards and
penalties based on whether a user's imbalance is helping to reduce or adding to the
- overall imbalance of the system, we do not think they should be part of the target
model. This is because we think they could conflict with, or confuse, the commercial
incentives created by marginal imbalance prices within an end of day balancing re-
gime. We think residual balancing will be more efficient if shippers are actively incen-
tivised to balance their position through the application of dual marginal cash out
prices rather than passively rewarding them, or penalising them, for having an imbal-
ance position contrary to that of the system as a whole. Also any intra day penalties
(as opposed to incentives) applied to imbalances, whether they be actively or pas-
sively applied, will undermine an end of day gas balancing system.

We also think that careful consideration should be given in the European network
code about the extent to which TSOs purchases of locational balancing gas should
feed into cash out prices, as such purchases are often made to relieve locational
constraints rather than imbalances in the system as a whole.

Question 33: What would be the costs and benefits of implementing your preferred
options in your Member State?

We do not expect there to be any significant costs of implementing marginal cash out
prices across the EU. Such costs will be included within the overall costs of establish-
ing independently operated cleared electronic gas exchanges.

Question 34: What are your views on the interim steps in the document?
Basing imbalance charges on a proxy of prices in more liquid neighbouring markets

is an appropriate interim step and one which has proved successful in helping to es-
tablish market based balancing arrangements in France and Germany.
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Cross-border cooperation

Question 35: Are there any other refevant policy options on cross-border cooperation
that should have been included in this section?

The policy options appear to be comprehensive.
Question 36: Do you agree with our assessment of the policy options in this section?

- The policy options described represent different ways of encouraging cross border
cooperation and integration of balancing zones/market areas with varying degrees of
intervention.

At this stage it is far from clear what the efficient physical (as opposed to political)
boundaries of balancing zones will be, so we think it is premature and counter pro-
ductive to consider options for enforcing the merger of zones at this stage. In our
opinion merger of balancing zones should be considered from a bottom up perspec-
tive and as a first step regulatory efforts should be concentrated on ensuring as much
harmonisation as possible in balancing arrangements (and other arrangements such
as capacity allocation, congestion management and tariff setting) across Member
States. Such an approach will, in our opinion, reveal where the market pressures for
integration lie and what the true limit of the efficient physical balancing zone bounda-
ries are. In seeking to implement harmonised balancing (and other operational} ar-
‘rangements TSOs may also discover that this can be achieved more easily using a
joint approach with neighbouring TSOs, which could lead to integration and regional
system operation being achieve organically. To this extent we support the framework
guidelines requiring TSOs to review, assess and consult on how cross border coop-
eration and balancing zones can be achieved but we are wary of any obligations
which might be seen to mandate mergers at this stage.

Cross border netting and pooling are useful interim steps towards merger of balanc-
ing zones. However, we question whether these should be applied universally, as
allowing for netting/pooling in situations where there is no agreed intent between
TSOs to operate their respective balancing zones as one could be counterproductive,
as this could reduce cross border trade and sterilise cross border transmission ca-
pacity for TSO use.

Question 37: Are Operational Balancing Accounts (OBAs) useful to deal with steering
differences? Should the network code make it mandatory on TSOs fo
put in place OBAs?

OBAs are useful for dealing with small differences that may arise between the nomi-
nations and actual flows across market areas and with gas quality differences. To the
extent they do not already exist we agree they should be put in place.

OBAs are rarely visible to users and as such there are concerns that their scope may
extend beyond providing for steering and quality differences to include provisions
relating to balancing services or constraint management. As such we think there
should be greater visibility of OBAs and that the European network code should
specify what they should (and perhaps more importantly what they should not) in-
clude.
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Other

Question38: ERGEG would welcome comments on whether the scope of the
farget model and the level of detail in the draft pifot framework
guideline are appropriate. For example, the draft does not currently
address nomination procedures which the network code will have fo
cover according to the Regulation 715/2009.

We have no further comments to add.




