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EFET remarks to the Joint E-Control-AEEG Guideline on
a day-ahead capacity allocation mechanism at the Austrian/Italian border

General comments

EFET" welcomes the opportunity to respond to the joint consultation by E-Control and
AEEG for an early implementation of the CAM network code for day-ahead allocation at the
AT/IT interconnection Point.

EFET supports this initiative and hopes that it will be the first of more consultations on how
the capacity, balancing and interoperability arrangements will need to adapt for a proper
implementation of the forthcoming European Network Codes.

The consultation touches on a number of wider issues in addition to the day-ahead capacity
allocation, such as the role and functionality of a capacity booking platform, surrendering of
capacity, revenue shortfalls and management of interruptible capacities. Since most of the
provisions relating to these topics are still under discussion or will have to be implemented
separately from capacity allocation, our comments on the day-ahead allocation mechanism
should be considered in the context of the operational arrangements currently in place at the
IT/AT border and the respective markets arrangements prevailing at this time. They cannot be
generalised or be seen as applicable to all interconnection points or capacity products.
Nevertheless, we would expect these issues to be consulted upon more thoroughly as part of
the implementation of the forthcoming Network Codes.

In order to support the creation of well-functioning integrated and liquid markets across
Europe, we are in favour of pilot projects as these should speed up the implementation of the
CAM provisions. They would help market participants, TSOs and regulators familiarise
themselves with the platform and processes and gain early experience prior to the
requirement for full auctioning of all bundled capacity products at all interconnection points.
Therefore, whilst EFET welcomes the intentions of E-Control and AEEG to actively support
an early implementation of the CAM Code, the arrangements of the pilot project should at
least not undermine the current unbundled interim arrangements for allocation of interruptible
capacity and ideally improve them.

We believe that it is crucial to define correctly the type of product to be allocated. We note
that the NRAs use the term ‘bundled product’, although the provisions in the draft guideline
(DG) designate a product that appears to be subject to a multiple set of regulatory and
commercial provisions. For instance, the DG distinguishes between the capacity TAG and the
SNAM capacity and makes reference to the provisions in the relevant network codes. A
bundled capacity product should be subject to a single set of rules and it should facilitate
transport from one hub to another, thereby solving the possible inconsistencies related to
unbundled allocation schemes. Whilst we understand that the harmonisation process will
require time, we believe that the capacity offered by the two TSOs for a bundled product
must coincide and it must be of same quality. The DG should clarify this.

' The European Federation of Energy Traders (EFET) promotes and facilitates European energy trading in open,
transparent and liquid wholesale markets, unhindered by national borders or other undue obstacles. EFET
currently represents more than 100 energy trading companies, active in over 27 European countries. For more

information: www.efet.org


http://www.efet.org/

* X
* *
of Energy Traders
* *
* *

Whilst reference in the DG to the provisions of the respective network codes of the two
TSOs may be appropriate in relation to this pilot project, the conditions laid down in these
codes, and sometimes in national legislation, are not always fully consistent with the
framework for the allocation of daily capacity products. For instance, the SRG NC requires
that a network user has in place an ‘import contract’ when submitting a request for capacity
allocation. Additionally, the Italian legislation requires network users to declare at least 30
days in advance their intention to ‘import’ gas into Italy. These provisions are inconsistent
with the operational model underlying the CAM NC and AEEG should address them quickly,
with the aim of exempting network users who intend to participate in the daily allocation
process from these requirements.

Applying the pilot project to the pre-existing Italian market structure
Furthermore, other current operational and market arrangements should be taken into
account. In particular, in the Italian market:

e At present, network users are not able to renominate entry capacity at the
Austrian/Italian border after 13:00 CET on D-1. The DG makes no mention of what
effect, if any, bundling entry and exit capacity will have on this restriction. EFET believes
that SNAM should offer network users a one hour window shortly after conclusion of the
day ahead bundled auctions to renominate against any bundled day-ahead capacity they
have required. If not, any network user acquiring day-ahead bundled capacity would
effectively be unable to use it.

e Network users are currently only able to register day-ahead trades on the PSV between
06:00 and 12:00 CET of D-1. So even if network users who acquire bundled capacity are
able to renominate against this day-ahead they would not be able to sell gas day-ahead at
the PSV. They would have to wait until the following day and hope they can find a
within-day buyer of gas prior to the 16:00 cut off for registering PSV trades. This
represents a basic risk that in the illiquid Italian within-day gas market is likely to
represent an insurmountable obstacle. Along with the suggestion above, SNAM should
also offer network users and traders a time window shortly after conclusion of the day-
ahead bundled auctions to register transactions at PSV.

The two recommendations above are an absolute minimum to ensure that the proposal in the
DG can be effective and create the possibility of the benefits gained with the current interim
arrangements being at least retained. Although the interim arrangements are not in line with
the CAM NC provisions, they have produced indeeda positive effect’ by decreasing the
spread between PSV and CEGH. Hence, we see little added value arising from the new
bundled day ahead proposal drafted in the DG if the operational arrangements currently in
place remain as the pilot project risks making the immediate situation worse because the
drawbacks would outweigh the potential benefits from a trading perspective.

Z Indeed currently network users acquiring day-ahead capacity in the TAG auctions are able to over nominate
against their firm capacity entitlement without penalty (subject to paying the daily reserve price, the TAG
auction premium and a week-week adjustment). As the TAG auction results are known by 11:15 CET, before
the deadline for submitting entry nominations to SNAM and for registering day ahead trades at the PSV,
network users are able to over nominate up to the level of TAG day ahead capacity acquired and lock in the sale
price day ahead. Provided other users do not fully nominate their firm capacity holdings by the13:00 CET day-
ahead deadline, this over nomination will effectively be firm and the network user will be fully hedged.
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Other remarks

For avoidance of doubts, the Guideline should clearly specify the auction mechanism i.e. the
auction mechanism that should be used by the TSOs to identify the ‘successful’ Registered
Network Users. As this is a pilot project under the CAM Network Code we would expect the
auction mechanism to be the uniform-price algorithm as described therein.

Although the topic of capacity tariffs is still under discussion at EU level, we note that the
DG doesn’t give any guidance on the reserve price. This topic is a crucial element to be
taken into account when evaluating compensation schemes in favour of primary holders
surrendering capacity.

NRAs mention that TSOs have expressed their willingness to participate in a European
Platform for capacity allocation and to use it to perform the joint allocation. We believe that
the joint booking platform used to offer such capacity products should be based on the
European Capacity Platform, a mechanism agreed upon by 16 TSOs in April 2012.

This would facilitate access to the platform by a large number of market participants and, by
harmonising rules and processes, contribute to an effective integration of the European gas
market. We recommend the NRAs to urge TAG and SNAM to define a clear timeline for
joining the EU platform and to provide a view (to be regularly updated) on when the different
cross-border products at the AT/IT border will be available on such platform. Indeed shippers
need a view on what they should expect at least in the coming year in order to modify their IT
systems and complete the necessary operational and contractual arrangements in order to
participate.

Q1. What kind of secondary market functionalities would you recommend to be made
available to market participants? How should the outcomes of secondary trading be integrated
in the primary capacity auctions?

Primary capacity allocation and secondary capacity trading should remain distinct. As this
proposal relates just to day ahead allocation of bundled capacity at the interconnection point
between Austrian and Italy, we do not see the need to establish secondary market
functionalities for this product alone.

What secondary market platform and functionalities should be established for the complete
range of bundled capacity products offered in the CAM Network is a wider question. This
should be consulted on in the context of implementation of the CAM Network Code and the
wider intentions of ENTSOG and TSOs to establish a single primary capacity booking
platform, possibly with secondary trading functionalities incorporated.

In our view it is far more important that SNAM and TAG provide a flexible facility whereby
entry/exit capacity in their respective systems can be efficiently and quickly assigned to
another register user, in response to bilateral secondary trades, at no cost and for multiple
capacity durations.

Q2. The timing of the auctions will follow the current timing set in the network code on
CAM (15.30 — 16.00 CET), do you consider it appropriate according to the usual trading
activities at the interconnected hubs?
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Regulators and TSOs should be aware that the convergence of day-ahead trading schedules
may force energy traders and integrated companies to significantly reconsider their internal
processes and adapt their trading strategies.

The current version of the CAM Network Code envisages TSOs holding auctions for bundled
day-ahead capacity, using a uniform price algorithm, between 16:30 and 17:00 CET, with
bidders being notified of their allocations by 17:30 CET. [We assume therefore that question
Q2 refers to an earlier version of the draft CAM Network Code].

We believe that the timing set in the network code on CAM is generally appropriate because,
once the CAM code comes into effect, we expect market participants to adapt to the above
timetable and for trading activity to extend also later into the day. Until then, the full benefits
of day ahead bundled capacity release are unlikely to materialise, as even in the most
competitive markets liquidity currently tails off significantly after 17:00 CET.

Therefore, as some TSOs, including SNAM, do not allow continuous renomination, we
would favour in this case a slightly earlier auctions timing (for instance, 15.00-15.30). This
would in turn allow traders to act on the basis of the auction results when day-ahead markets
are still open, granting shippers more flexibility and ultimately increasing market efficiency
and liquidity. However the general comments expressed in the introduction of this document
should be taken into account in order to allow proper utilisation of the capacity acquired.

Q3. With reference to point 7.3, do you consider appropriate the proposed economic
arrangement in case of surrendered capacity?

Q4. Do you consider instead more appropriate, that the whole clearing price of the auction
will be granted to the primary shippers in order to stimulate their surrendering of unused

capacity?

Under point 2.2.4 of Annex | to Regulation 715/2009, TSOs are required to accept any firm
capacity with a duration greater than a day, but the surrendering network user retains the
rights and obligations (i.e. to pay for it) in such capacity until it is re-allocated.

Any surrendered capacity will be allocated only after all available capacity® has been
allocated and the surrendering network user cannot be released from payment if available
capacity has not been fully allocated first.

We believe as well that the economic arrangements in case of surrendered capacity should be
evaluated in light of the potential impacts primarily on:

(i) TSO neutrality in respect of auction revenues,

(i) disincentives to retain unused capacity

(iii) secondary market functioning,

(iv) availability of risk management instruments for primary holders.

We support in particular arrangements that maintain an incentive on primary holders to offer
unused capacity on the secondary market, therefore any solution that may have a
distortionary effect or to remove the incentive to offer unused capacity on the secondary
market should be avoided.

¥ Unsold primary capacity, capacity created from over-selling-and-buy-back and capacity released by restriction
of day-ahead nomination rights.



