Eni Gas &Power’s response to ERGEG’s Consultation Paper on Secondary Markets

Introduction

Eni Gas & Power agrees on the importance of providing incentives for capacity liquidity in secondary market and supports ERGEG initiatives in this direction.

Eni Gas & Power therefore considers as positive  North West Regional Market’s initiative of  secondary market liquidity analysis and favours day-ahead capacity auctions pilot experience.
However, in order to evaluate the benefits from the extension of the analysis results and to identify appropriate instruments to solve critical aspects, in our vision it’s important to consider the following elements.
· Lack of liquidity capacity should be evaluated taking into account all elements that could affect the results, for example climate effects, lack of gas in the system, the existence of areas where structurally the frequency of capacity trading is low because of lack of capacity demand. For these reasons a real lack of secondary market liquidity occurs when, in situations of contractual congestion, there is gas tradable in the system but the level of trading is low.
· In order to evaluate the trading level and identify the lack of capacity, in our vision should be considered at the same level all kind of capacity release: primary and secondary market transactions as well subletting. Even if subletting doesn’t imply capacity rights transaction, it allows usage rights transaction and in all respects contributes to create capacity liquidity.
· Where lack of capacity liquidity effectively occurs it’s important to define which kind of incentives to introduce. ERGEG’s document refers to positive and negative measures, as possible instruments to incentive capacity trading. In our vision it’s opportune to verify the effects of the introduction of positive instruments before introducing negative instruments or make the existent ones stricter.
· The introduction of any kind of negative incentives has to be deeply evaluated considering that firm capacity right has to be preserved and respected. Firm capacity holder that doesn’t use the capacity, could have reasonable and defensible reasons to not offer unused capacity on the market. And for this reason firm capacity release should be agreed by the initial holder. The only UIOLI mechanism that respects firm capacity holder right, and that is sharable, is the Interruptible one (see below about UIOLI specific answer).  
Responses to Consultation questions
Question A: 
Please comment whether you feel the outcomes of the qualitative and quantitative study on the performance of secondary market in the North-West gas Regional Energy Market of the Gas Regional Initiative reflect the performance of the secondary markets in the whole of Europe
It’s important to evaluate if the analysis conducted in North – West gas Regional Energy Market, and most of all the results, are adequate to other Regional Areas where there are different contexts and potentially different problems.

In Italy after 2001 with the unbundling of the national transmission system operator Snam Rete Gas, access to primary capacity has been granted on transparent and not discriminatory basis as well as on the italian entry points. The Italian Transmission System had no relevant problems related to lack of capacity liquidity situations neither in secondary market and in the last few years contractual congestions have never occurred.
Liquidity of national secondary market could be evidenced by several secondary market transactions and subletting procedures issued by Eni Gas & Power. 
On the international transmission pipelines crossing Germany and Switzerland,  Eni Gas & Power has started to sublet capacity by  transparent and non discriminatory allocation procedures since 2002. On such secondary market  there were even several times when secondary capacity offered on sale remained unsold, such facts evidencing clearly liquidity on the secondary market of short and medium term basis. 
Question B:: 

Please advise on how you suggests to improve the secondary market design for transportation capacity products (e.g. week/month/season/years)
Eni Gas & Power shares the use of voluntary auction instrument to incentive capacity trading. In our view auctions are suitable also in order to facilitate transaction of transportation products other than day-ahead ones, provided that adequate incentives in term of price are introduced in auction rules (positive incentives).
Moreover Trading Platforms are suitable to the introduction of innovative and flexible trading products but need time to be successful experienced.

Long term capacity products transactions could also benefit by the introduction, in trading procedures, of the following elements:

· anonymity of the trading Parties;
· standardized trading contracts as reference instruments;

· reduction of lead time for capacity transport  transactions;
· easier and harmonized trading procedures.
Also these kinds of measures have to be considered as positive incentives. 
Question C:: 

Please comment on the possible ideas to enhance UIOLI provisions. Which possible (positive) incentives are there for shippers to offer capacity on the secondary market?
In our vision it’s not sharable the introduction of a stricter UIOLI application. 
Eni Gas & Power supports the effective application of existing UIOLI regulation to make available interruptible capacity (Interruptible UIOLI). Interruptible UIOLI, when applied, on the one hand is a sufficient negative incentive and on the other hand is consistent with the principle of respect of firm capacity right expressed above.

However interruptible UIOLI  mechanism should allow the capacity owner to recover capacity cost and  the interruptible capacity released should be priced on the basis of interruptible capacity market value and should reflect the interruption probability; this would avoid opportunistic behaviours in primary market capacity requests.
Furthermore interruptible UIOLI should be matched with the elements pointed out in the previous paragraphs (positive incentives).  
