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Consultation on Pilot Framework Guidelines for Capacity Allocation

Dear Fay,

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

We commend ERGEG on the completeness of the Framework Guidelines and
". broadly support and welcome the proposed measures, We believe they provide a
sound basis for ENTSO-G to develop a network code that will ensure capacily is
aliocated at cross border interconneéction points throughout the EU in an efficient
- and non-discriminatory manner. This in tum will ncrease competition and facill-
" tate integration of Furopean gas wholesale markets and wider gas supply secu-
rity.

These Framework Guidelines must be viewed in conjunction with ERGEG's rec-
ommendations for guidelines on a comitology procedure for Congestion Mar-
agement. In order to achieve the benefits of greater competition and European
market integration it is imperaiive that the measures set out in the Framework
Guidelines are implemented in conjunction with efficient congestion management
measures. As congestion management procedures will take the form of guide-
lines 1o the Regulation on conditions of access fo gas transmission networks and
not ba codified by ENTSO-G, there is a danger that congestion management is
effected differently in Member States and at interconnection points. Were this to
happen it could negate the effectiveness of adopting harmonised capacity alloca-
fion procedures. ERGEG/ACER should be alert to this pessibility and be pre-
pared to take steps o avoid any such occurrences.

We welcome the clear statement in the Framework Guidelines that auctions shall
become the primary method of allocating firm capacity. To underpin the TSOs
commitment to releasing firm capacity and to clearly distinguish it from interrupti-
ble capacily it is important to state that all firm capacity shall ultimately be “finan-
cially” firm. If network users conclude that the risk associated with baoking firm
capecity is, in reality, not dissimilar o that of booking interruptible capacity they
will opt for the latter, which would not be conducive fo greater competition and
integration. TSOs should also be properly incentivised fo maximise the release of
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ﬂnancié[ly firm capacity as interruptible capacity should be offered sparingly and
only when all available firm capacity has been released.

Auctioning firm capacity cons:stenﬂy at all exisiing EUJ inferconnection points is a
worthy principle for TSOs to aspire to and should ensure that aliocation of any
avallable existing capacity Is efficient and non discriminatory. Auctions could also
be used to allocate and underpin investment in new capacity at existing intercon-
nection points if the auction horizon is sufficiently far out to support investment
decisions and in line with neiwork users gas procurementitrading horizons.

Similarty bundling capacity and integrating the allocation of primary and secon-
‘dary capacity on common frading platforms should reduce administrative and
operational cost and complexity for network users and increase liquidity.

ERGEG/ACER must recognise that thers is a considerabla amount of work still to
be done developing the fina detail of the arangements giving effect to the princi-
ples in the Framework Guidelines. Whilst ENTSO-G clearly have the lead role in

developing these amangements under the Regulation it is vital for both
ACER/ERGEG and network users to be propetly represented in discussions

whilst development is underway, not just at the end of the process, Also as Ca-
pacity Allocation is a pilot case for developing network codes it is not yet clear
how much of this fine detail (e.g. as regards how auctions bids are stacked and
allocated and how clearing prices, if used, are set) will be included in network
codes. To properly define these processes will take many pages of complex text
and such a document does not readily lend itseifto sanction under the comitology
process.

“That said, RWE Supply and Trading is committed fo playing a full and construc-
tive part in helping to develop efficient procedures for capacity allocation and
congestion management and would welcome any opporiunity to assist in this

' process. '

Qur response to the specific questions ralsed In the consultation is included ss an
appendix. We have also included a marked up copy of the Framework Guidelines
which inciudes our suggestions as o haw they could be amended to eftsure
greater clarity.

'We hope you find these helpful and we would be happy to discuss ther with you

in more detall. Please do not hesitate to contact us if you woulkd ke to arrange
this or have any comments regarding our response.

Steve Rose Presse

Head of Gas Market Design Head of Gas Regulation

Yours sipcerely,
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Appendix 1
Comments on the specific questions raised in the consultation
General

» What are your main views of the proposed measures? Do you think Network
codes based on these guidelines can achieve non-discriminatory and transparent
capacity aflocation and the fulfilment of the capacity allocation principles set out
in the Third Package of Energy legisiation?

We hroadly support and welcome the proposed measures. We believe they will
achieve the non discriminatory and transparent principles set out in the Third
Package and promote greater integration of European gas markets.

We are disappointed that the Framework Guidelines do not specifically state that
firm capacity shall be financially firm as we believe that adopting this principle at
all cross border inter-connection points will give network users greater confidence
that they will be appropriately compensated in the event TSOs do not make ca-
pacity available which they have contracted fo provide. Whilst this may not be
possible to achieve immediately at all interconnection points, the Framework
Guidelines should recognise that the principle of financial firmness underpins
efficient capacity aliocation and should set out the conditions necessary for fully
implementing it. Whether compensation is derived from TSOs being required fo
buy back capacity from network users or TSOs paying network users the differ-
ence in price prevailing at adjacent market hubs is immaterial; the principle is that
TS0Os should be required to pay adequate compensation where they cannot meet
their contractual obligations for reasons other than force majeure and network
users should not be required to pay for capacity they are unable to use.

+ What are your views of the implications of each for the measures for sector in
which you operate? In particular, we are interested to understand the nature of
the implications in a qualitative way (and, if available, any quantitative evidence
on costs and benefits would be extremely welcome).

We believe that implementing the Framework Guidelines in conjunction with con-
gestion management procedures will facilitate greater trading liquidity at market
hubs as the capacity interconnecting such hubs will be allocated more efficiently.
Greater opportunities to purchase capacity and increased trading liquidity will
encourage new entrants and more sophisticated traded products.

Allocating firm capacity by auction will also create market signals showing where
incremental capacity is required and the revenue stream and user commitment
resulting from auctions can be relied upon to underpin TSOs investment deci-
sions in such incremental capacity, thus relieving congestion.
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Scope of the Arrangements

+ Do you support the scope of the draft framework guidelines proposed?

Yes. For the avoidance of doubt however, we think it would be useful if the
Framework Guidelines were {o consistently reference those capacity terms de-

(T

fined in the Regulation (e.g. “capacity”, “firm capacity”,” interruptible capacity”,

“technical capacity”, “unused capacity”, “contracted capacity" and “available ca-
pacity"} where relevant.

The Framework Guidelines are currently silent on the future role of Open Sea-
sons in allocating new capacity. We believe this needs to be addressed and in
our opinion Open Seasons should continue to have a role to play in allocating
capacity at new interconnection points. However, for all existing interconnection
points new and existing capacity should ultimately be allocated by auction.

Finally care should be taken to ensure that the capacity allocation procedures
resulting from these Framework Guidelines are compitable with future Framework
Guidelines on market based balancing and with any current or future security of
supply obligations.

Existing contracts

« What are in your views of the challenges that existing contractual arrangements
create with regard to capacity allocation? What would be the possible ways to
overcome those challenges?

TSOs may face significant challenges in amending existing contract arrange-
ments to accommodate these Framework Guidelines, particularly within 6 months
of network codes coming into force, as the terms in these contracts may not allow
them to act unilaterally.

We assume that unless a capacity holder has its capacity withdrawn under con-
gestion management procedures the capacity it continues to hold will remain sub-
ject to the prevailing ferms and conditions. As such it will not become subject to
the auctioning and bundling provisions of these guidelines until such time as it
expires which may considerably lessen or delay the efficiency benefits that are
expected to arise from these Framework Guidelines. :

We assume that as a minimum TSOs will be required to allocate any unsold,
withdrawn or surrendered capacity in accordance with these Framework Guide-
lines and to combine/bundle such capacity with that at adjacent interconnection
points. TSOs should also be required to terminate evergreen contracts at the
earliest opportunity where they are able {o do so unilaterally.

To the extent that this leads to existing netwaork users paying different prices for
capacity compared to users who have secured capacity through an auction we do




Page 5

not think it is appropriate to try and align them in some way. Doing so risks the
possibility of gaming and of distorting market signals arising from the auction.

We believe the challenges associated with implementing these Framework
Guidelines can to a large extent be overcome by implementing congestion man-
agement procedures concurrently and by national regulatory authorities offering
incentives for network users o voluntarily relinquish capacity for reallocation by
auction.

» Should relevart clauses in existing contracts be amended if they contradict the
new legally binding set of rules (which will be based on the framework guideline)
in order to create a level playing field for alf shippers?

Where possible yes, but unless existing contracis are withdrawn under conges-
tion management procedures existing contracts must be respecied. For example
auctioning capacity and combining/bundling capacity with adjacent entry/exit ca-
pacity can presumably only be applied to unsold and surrendered capacity (if
any) uniess the existing capacity held by network users is withdrawn. 1t is hard to
see how you can auction or combine/bundle capacity which a network user is
contractually entitled to retain.

» Experts have discussed if existing / legacy contracts should be questioned if
certain conditions are met, in order fo free up capacity, which would then be real-
located. Do you consider stuch a proposal appropriate?

We believe the issue of whether and how to free up capacity should be dealt with
by way of ERGEG’s congestion management procedures. However, to the extent
existing/legacy contracts are able to be changed unilaterally by the TSO in re-
sponse o requirements stated in these Framework Guidelines, it would seem
appropriate to give the network user the right to terminate (in the same manner
envisaged in ERGEG’s recommendations for Congestion Management).

TSO cooperation

» Is the scope of the identified areas for TSO cooperation appropriate to ensure
efficient allocation of cross-border capacity in order to foster cross-border frade
and efficient network access?

Yes.

Confracts, codes and communication procedures

» Should a European network code on capacity allocation define a harmonised
content of transportation contracts and conditions of access to capacity?

Yes. We believe that a binding European network code on capacity allocation
should lay down the generic and harmonised contents required of transportation
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contracts and the conditions of access to capacity at all EU interconnection
points.

» Should a European network code on capacily alfocation standardise communi-
cation procedures that are applied by transmission system operators to exchange
information between themselves and with their users?

Ideally it should, but we recognise this may be difficult to achieve (at least in the
short term) and would not want this to hold up the development of cross border
capacily allocation, or the implementation of such a code. Publication of ENTSO-
G's IT Roadmap may help to better inform shippers of the impact standardised
TSO communications procedures may have on their operations, and the extent to
which they will need to develop new and/or amend existing |T systems to ac-
commodate such an aspiration.

Capacity products

» What are your views of our proposals regarding capacity products?

We support the proposals but think this section should clearly state that all firm
capacity at interconnection points shall ultimately be regarded as financially firm,
aithough we recognise this may take time to achieve. In the event a TSO is not
able to make firm capacity available on any day the network user should not be
required to pay for it. The TSO should also be required either to buy-back such
capacity via a market based mechanism or to compensate the capacity holder for
its loss in accordance with agreed congestion management procedures and
guidelines.

There may also be a benefit in proposing that the energy units per unit of time is
standardised in the Framework Guidelines and in possibly mandating what this
unit should be {e.g. kWh, MWh).

» Do you agree with the idea of defining a small set of standardised capacity
products that do not overlap?

Yes. Core capacity products should be offered in standardised temporal strips
(e.g. annual, quarterly, monthly, daily) in distinct standardised application and
allocation windows. Core capacity products must alse be consistent with the mar-
ket based balancing regime in place at eithier side of interconnection points.

» Should TSOs offer day-ahead and within-day capacity products?

Yes. Any unsold or surrendered firm capacity for a particular day should be made
available by TSOs on a day ahead and within day basis.

» Should European TSO0s offer the same capacity products at every inferconnec-
tion point across Europe?
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Yes. TSOs should offer the same core capacity products at every interconnection
point across Europe in standardised application and allocation windows. How-
ever, TSOs should not be prevented from offering capacity products and other
services over and above the core capacity products at interconnection points, in
response to market demand.

+ Should TSOs offer interruptible capacity also in cases where sufficient firm ca-
pacily is avaifable?

The availability of firm capacity may vary over time and change rapidly and errat-
ically. To this extent it is important for the arrangements to provide for interrupti-
ble capacity to be made readily available on a day ahead or within day basis if no
firm capacity exists, but we do not believe it should actually be released until all
firm capacity is exhausted.

That said, interruptible capacity will need to be offered at uni-direction intercon-
nection points offering reverse flow capacity and should in all cases be made
available in accordance with defined a defined release methodology rather than
simply at TSOs discretion.

Breakdown and offer of capacity products

+ Should a reasonable percentage of the available capacity be set aside for firm
short term capacity products?

We believe it is appropriate for national regulatory authorities to specify a rea-
sonable percentage of the available capacity to be set aside for firm short term
products at each interconnection point, and for such percentage to be aligned
between adjacent TSOs. This percentage, and the short term capacity products it
is assigned te, should be standardised over time.

Cross-border producis

 Recital 19 of Regulation (EC} 715/20089 states that gas shall be traded inde-
pendently of its location in the system. Do you think that cross-border products
will facilitate the exchange of gas between virtual hubs of adjacent markets?

Yes. However we think situations may arise where TSOs require gas to flow at
specific interconnection points for system operation/integrity reasons. To this ex-
tent the ability to trade gas and capacity at a specific entry/exit points of adjacent
systems should not be precluded.

« Do you support full bundling of cross-border capacily into one singfe capacity
product, including a limitation of the possibility to trade at the border so that gas is
traded at virtual hubs only in order o boost their liquidity?

Whilst we support the principle of bundling cross border capacity into one singie
capacity product this is a medium/long ferm aspiration as effective bundling will
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not occur whilst legacy contracts remain in place. Untit such time, trading at the
border will persist and unbundled capacity products will be required to support
flange trading, sitting alongside bundled capacity products. Liquidity at virtual
hubs can be expected to increase substantially as a result of implementing com-
mon cross border network codes and guidelines on capacity allocation and con-
gestion management. We do not believe that facilitating legitimate market needs
for trading at the borders whilst legacy contracts persist will significantly diminish
liquidity at virtual hubs.

Bundling capacity may also diminish the cost reflectivity of fransportation
charges, which ultimately could lead to inefficient operation and investment.

We would welcome more detail from ERGEG about how they see bundling being
applied in practice at individual interconnection points, and between adjacent
networks and market hubs, along with the timescales envisaged for full bundling
of capacity products.

+ Do you consider combined products to be an appropriate interim step towards
bundlied products?

Yes. Combining exit capacity from one zone with entry capacity from an adjacent
zone and offering/ailocating them in combination will be more efficient for ship-
pers and should help to increase liquidity.

+ Should capacity at two or more points connecting the two same adjacent entry-
exit systems be integrated into one single capacily product representing one sin-
gle contractual interconnecftion point?

In principle yes but see above our concerns about bundling. Where a market hub
is made up of a number of different TSO networks this concept could also prove
challenging.

Capacity allocation

« Should auctions be the standard mechanism to allocate firm capacily products?

Yes. Auctions will ensure firm capacity is allocated to those parties that value it
most. Where interconnection points are not congested it could be argued that
auctions are not necessary and that a first come first served atlocation mecha-
nism would be sufficient. However the extent to which congestion exists can
change quickly and over different timescales so adopting an auction only process
will ensure that the most efficient allocation mechanism is in place should con-
gestion ever arise.

Auctioning is obviously more complex than first come first served and this needs
to be properly taken account of by national Regulators when considering the
timescales and resources required by TSOs to implement such an allocation
method. However, the fact that the same auction process will be applied consis-
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tently across all interconnection points could provide opportunities for TSOs to
engage in common system development and ensure that network users quickly
become familiar with the process. If congestion does not materialise auctions will
be expected to clear at the reserve price and will in essence resemble an admin-
istered first come first served booking process.

« What would be the implications of using auctions for capacity allocation in the
markets in which you operate? Is there any way in which auctions can be de-
signed to overcome potential issues resulting from their introduction in those a

We believe using auctions for capacity allocation will enhance liquidity and com-
petition in each of the markets we operate in, although careful consideration will
need fo be given about how auctioning day ahead and within day capacity sits
alongside “click and book” gas commodity exchanges. The fact that at all inter-
connection points auctions will be held for a standard range of capacity products
at the same time and in a consistent manner will ensure network users can adopt
long and short run integrated procurement/supply strategies throughout Europe.

Auctions could also be used to allocate and underpin investment in new capacity
* at existing interconnection points if the auction horizon is sufficiently far out to
support investment decisions and in line with network users gas procure-
ment/trading horizons. Any TSO investment triggered by long term auction sig-
nals would still have to be sanctioned jointly by national Regulators at each side
of the interconnection point.

We believe that auctioning would be a more consistent and efficient basis for
determining capacity investment at existing interconnection points than an “open
season” approach. However, we still believe Open Seasons have a role in allo-
cating capacity at new interconnection points, although once built any future ca-
pacity allocation wouid be by auctioning.

Do you support pro rata alfocation as an interim step? If yes, should pro rata
allocation only be used in given situations or market conditions?

No. Pro rata allocation results in all parties not getting the capacity allocation they
require and we believe auctions are preferable in all cases. To the extent there
are concerns over market concentration this can be overcome with appropriate
reserve prices and “Use it or Lose/Sell #" mechanisms.

Re-Marketing Booked Capacity

= Should the network code define harmonised firm secondary capacity products
and anonymous procedures for offer and alfocation of secondary capacily prod-
ucts in line with those on the underlying primary capacity market?

We beligve the network code should require TSOs to facilitate secondary trading
of capacity between network users either by way of transfer (where the obliga-
tions remain with the transferring user) or assignment {where the obligations
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transfer from the assignor user to the assignee user). To the extent that network
users hold primary capacity they should be entitled to sell this to another user
either bilaterally OTC or by way of trading platforms set up by an exchange op-
erator or TSO. In both cases the TSO should be required to record and publish
the relevant details of the trade and adjust each network users capacity holdings
accordingly.

Booking platforms

» Do you think that all capacity connecting systems of two adjacent transmission
system operators should be allocated via a joint, anonymous, web-based plat-
form?

Yes. All firm capacity sold directly by TSOs to network users between two adja-
cent inferconnection points or market hubs should be allocated by auction using
anonymous web based platforms. This is likely to be the most efficient method of
allocation. TSOs should also strive to keep the number of platforms to a mini-
muim.

» Do you agree that joint allocation of primary and secondary capacity products
on these platforms would strengthen capacity markets?

We believe that joint allocation of primary and secondary capacity on a common
trading platform could work, although it would need further thought and careful
development.

Such an option could strengthen capacity markets, although it should always be
born in mind that capacity markets are simply a means to facilitate efficient com-
modity markets and except where congestion exists, capacity will be immaterial

to the primacy of the commodity market.

Joint allocation of primary and secondary capacity on a common trading platform
is likely to be more complicated to implement, particularly bearing in mind the fact
that there are already competing third party providers with secondary platforms at
existing interconnection points. As such we think it would take longer to imple-
ment the core principles of auctioning and bundling set out in these Framework
Guidelines if this approach is mandated, which ultimately could be disadvanta-
geous.

If such an option were pursued we believe that offers submitted by network users
on a joint trading platform should be open to acceptance by other users until such
time as the TSO is required to offer unsold primary capacity (incorporating capac-
ity withdrawn and surrendered as a result of long term and short term UIOLI) to
the market under the network code. Thereafter capacity offers remaining on the
trading platform would be amalgamated with any unsold primary capacity and
offered to the market by the TSO in accordance with these Framework Guide-
lines.
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For example, a user may offer a strip of monthly capacity for March 2010 on a
trading platform throughout January and the first half of February 2010, which
may be accepted by another user during this time. Assuming the TSO is required
to offer unsold monthly primary capacity during the second haif of month preced-
ing its use, if the network user keeps its offer on the trading platform beyond a cut
off date in mid February the TSO shall amalgamate this offer with any unsold
capacity for March 2010 and offer this combination of primary and secondary to
the market in accordance with the Framework Guidelines. In the event some or
all of this amalgamated capacity remains unsold TSOs would be required to sell
this on a daily basis during March 2010 in accordance with these Framework
Guidelines.

Network users should be paid a pro rata share of any auction revenues gener-
ated based on the contribution their secondary capacity makes to the total pri-
mary and secondary capacity offered by the TSO.
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Appendix 2

Marked-up copy of ERGEG’s Capacity Allocation Framework Guidelines

1. SCOPE OF THE ARRANGEMENTS

N

- i' Deleted: Following the adop- |
- 1 fion J
: Iy J
=xid- - ~ -~ -1 Deleted: all
; L
hal \

Deleted: within 6 months
after entering into force of the
code

R Ty

.

Tas provided for by recital 19 and art. 13 {1) al. 4 of Gas Regulation 715/2009
2 As defined in arficle 2 {20) of the Gas Regulations 1775/2005 & 715/2009

3 As defined in aricle 2 {4) of the Gas Requlations 1775/2005 & 715/2009 :
E » N
2 As defined in article 2 (19) of the Gas Regulations 1775/2005 & 7A6/2009 . -~ "t Formatted: Font: 8 pt

p—




Page 13

3. TSO COOPERATION
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5. CaAPACITY PRODUCTS
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7. BREAKDOWN AND OFFER OF CAPACITY PRODUCTS
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9. CAPACITY ALLOCATION
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