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Draft Code on Gas Balancing in Transmission Systems - Consultation

Dear Nigel,

RWE Supply & Trading welcomes the opportunity to comment on the above con-
sulitation.

We would like to compliment ENTSOG on the extensive stakeholder feedback
they have undertaken in drafting the code and in the thoroughness with which
they have considered the various policy options raised throughout the develop-
ment process.

In a market based balancing regime the primary responsibility for balancing the
system rests with network users. Network users, in response to commercial in-
centives, shouid balance their portfolios of inputs and offtakes, with the role of the
TSO being limited to that of a residual batancer, buying and selling gas in the
wholesale market within day to ensure the system stays within its safe operating
parameters.

The principle of “causer pays” should apply, and any imbalances at the end of the
day should be financially settled at the marginal cost of a TSOs buy or sell ac-
tions within day. To the extent such end of the day cost targetting is not sufficient
to prevent undue cross-subsidies occurring, TSOs should consider the need for
within day obligations, or balancing neutraility pots, thereby appropriately target-
ting within day costs to causers as well.

When taking balancing actions, TSOs should be required to follow a merit order
which induces them to buy/sell gas within day, at the more liquid virtual {rading
point as opposed to using locational products or balancing services. TSOs should
ensure network users are provided with regular updates of their portfolio imbai-
ance position throughout the day, and of that of the system as a whole. The more
information they are able to provide the more network users will be able to effi-
ciently self balance and the smaller the role of the TSO will be.

The code, as drafted, goes a long way towards fulfilling the requirement for effi-
cient and harmonised market based balancing regimes across the EU. However,
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we believe there are areas of the code where the obligations on TSOs should be
made more specific, and where further clarity is required. To this extent we at-
tach, along with our response to the questions raised in the consultation, an ap-
pendix of suggested changes to the current drafting, along with an explanation of
why we think these changes are necessary.

The extensive nature of these changes should in no way be seen as a criticism of
ENTSOG’s thoroughness or competence. We understand the difficulties involved
in producing precise drafting in relatively short timescales that can be applied
across the many different systems within the EU. However, we consider it vitally
important that the code is clear in its meaning about certain key aspects of the
balancing regime. Differing interpretations of what will ultimately be legally bind-
ing obligations is something which must be avoided and the more precise the
drafting is now, the less likely different interpretations will occur in future.

Should you wish to discuss our response in more detail please do not hesitate to
contact us.

Yours sincerely,

RWE Supply & Trading H

)y z7<

Steve Rose Ralf Presse
Head of Gas Market Design Head of Gas Regulation
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g Response Form for Draft Code on Balancing

Responses to Consultation on Draft Code on Balancing

Please complete the fields below and send via email using the subject, Response to
Consultation on the Draft Code on Balancing, to info@entsog.eu by 17:00CET on June 12",

Please note that respondents are not required to respond to all questions below.

In sending your response submission by email, you are confirming that ENTSOG can
disregard any standard e-mail text about not disclosing email contents and attachments.

Name

First and Last Names: Stephen Rose

Organisation

Company/Organisation Name: RWE Supply & Trading GmbH

Job title: Head of Gas Market Design

Contact details

Email: stephen.rose@rwe.com

Tel: +44 (0) 1793 892068

Mobile: +44 (0) 7989 494269

Address

Street: Windmill Hill Business Park, Whitehill Way

Postal code: SN5 6PB

City: Swindon

Country: UK

ENTSOG AISBL; Av. de Cortenbergh 100, 1000-Brussels; Tel: +32 2 894 5100; Fax: +32 2 894 5101; info@entsog.eu,
www.entsog.eu, VAT No. BEO822 653 040
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ENTSOG seeks to publish response once the consultation has ended. Please indicate here whether
your response is confidential (in whole or part)

D In whole, meaning nothing to be published

[:] In part, meaning a version with your marked confidential sections excised by ENTSOG could be
published

CHAPTER Il. BALANCING SYSTEM

Question 1 - Do you concur that the implementation of a Virtual Trading Point via the
inclusion of the Trade Notification and Allocation scheme in the Balancing Network Code
will contribute to the delivery of a properly functioning market? If not, please propose an
alternative and provide justification.

Response: Yes. A virtual trading point is essential for developing liquidity within an entry/exit
system or Balancing Zone. It allows market participants without access to physical gas to efficiently
manage their portfolios and allows parties holding entry/exit capacity within the Balancing Zone to
offer flexibility to the system, and its users. Markets will be most competitive and efficient where
Balancing Zones incorporate both transmission and transit pipelines within a Member State and
when they extend down to all end consumer exit points, rather than to exit points from the
transmission system into a distribution system.

Question 2 — in the context of the proposed Trade Notification and Allocation scheme, does
the Draft Code provide sufficient harmonisation within? If not, what would be the preferred
basis for any additional harmonisation?

Response: Largely yes. There may be merit in considering harmonising the rule regarding non-
matched trade notifications, whereby non-matching trade notifications are always matched based
on the “lesser of” rule rather than being rejected. Allowing this rule to be determined locally could
lead to different rules applying in different interconnected markets, which would create confusion
and errors, and matching on the “lesser of” rule minimises the consequences of any errors for
network users. However, to the extent this will involve costly changes to existing TSO systems,
harmonisation is not essential. We also question whether price needs to be included in trade
notifications relating to TSOs Balancing Actions, to the extent such notifications are not issued by
the Trading Platform Operator.

CHAPTER Ill. CROSS-BORDER COOPERATION

Question 3 - Do you agree that ENTSOG should issue the review of the progress of
harmonisation of balancing rules report at the latest two year after the implementation of
the network code and then biannually thereafter? If not, please propose an alternative and
provide justification to support your proposal (and /or counter Draft Code’s approach).
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Response: Yes. Undertaking the first review within two years, and thereafter biannually, seems
appropriate bearing in mind the implementation timescales and timescales for phasing out interim
measures.

Question 4 - Do you agree with the proposed review process (including the issuing of a
report (in the public domain)? If not, please propose an alternative and provide justification
to support your proposal (and /or to counter Draft Code’s approach).

Response: Yes.

CHAPTER 1V. OPERATIONAL BALANCING

Question 5 — Do you agree that TSOs should, under specific circumstances, be allowed to
trade in adjacent markets? If so, please explain under what circumstances.

Response: The only circumstance where a TSO should be allowed to trade in adjacent markets is
when this forms part of an agreed implementation plan to integrate or merge markets. We have
significant concerns with TSOs being allowed to trade in adjacent markets as a matter of course,
even if this could reduce balancing costs.

Firstly, in order to do this TSOs will need access to firm or interruptible capacity which otherwise
would be made available to network users. Even if TSOS are required to procure such capacity on
identical terms as network users, which may not always be the case, TSOs are likely to have a greater
level of information regarding system flows and the likelihood of interruption than network users.
Also, the fact that TSOs buy gas in a neighbouring market may create distortions. For example, if the
TSO in market A buys gas in neighbouring market B because it is cheaper than in market A, this could
push up the cost of gas in market B. As such, shippers in market B could reduce their flows to market
A. If, however, the TSO in market A buys gas in market A this could increase price in market A and
incentivise network users to increase flows from market B to market A.

Cross border balancing in whatever form, dampens within-day incentives on shippers to balance and
should not be encouraged. To the extent there is evidence that network users are consistently failing
to exploit apparent arbitrage opportunities between balancing markets, the circumstances should be
fully investigated. It should not be assumed that just because this appears to be the case, TSOs
should therefore be allowed to undertake cross-border balancing to address this perceived
inefficiency.
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Question 6 — Do you agree that the use of the expression ‘economic and efficient’ is a
suitable criterion assessing TSO Balancing Actions? If not, please provide an alternative and
an associated rationale.

Response: Yes. We agree that TSOs should not only take account of the lowest price available when
taking Balancing Actions and to this extent “economic and efficient” is a preferable criterion to plain
“economic”. However, it would be prudent for TSOs (or ENTSOG) to also be required to publish
guidelines informing network users about how they will interpret this principle. Such guidelines
should refer to practical measures and examples of how TSOs might interpret the importance of
securing competition and liquidity, providing reasonable incentives and avoiding distortion in
neighbouring markets.

Whilst it may be tempting for TSOs to use previously procured Balancing Services instead of
accepting higher priced offers on a balancing/trading platform, this will discourage network users to
place bids/offers in future. Incentives on shippers to self balance and offer flexibility to the market
will also be weakened.

Question 7 — Do you agree with the choices in the Draft Code: (1) to limit standardised
products for trading flexible gas to short-term products; and (2) to have only a small number
of short-term standardised products? If not, please explain why.

Response: We agree with limiting TSOs actions to a small number of standardised products for short
term flexible gas. However, not all of the products defined are necessary in an end of day balancing
regime. Temporal products are only effective in systems where within day obligations apply and
where network user’s imbalances are monitored within day. They can also be avoided by buying and
selling of two end-of-day products, which the merit order should encourage. Trading Platforms
should not be required to offer Temporal Products when the TSO clearly does not need them.

Question 8 — Do you agree that the Balancing Network Code should not prescribe exchange-
based trading for the TSO and to leave this to the discretion of the TSO and the TPO? Should
the network code provide criteria and factors to consider for the TSO to use an exchange
based trading?

Response: TSOs should be required to operate on electronic trading platforms which are open to all
market participants to post bids/offers anonymously. Such electronic trading platforms should adopt
standard internet protocols and be capable of being easily integrated into network users trading
systems. The platform(s) used by the TSO should be specified in the imbalance charge methodology
which TSOs are required to produce under the code, but which should also be consulted upon. It is
essential that TSOs balancing actions are transparent and that there is a reliable and auditable
process for such actions to form the basis of projected imbalances prices regularly throughout the
day. TSOs should also take steps to put in place reasonable credit management arrangements to
protect network users from the risk of default by other network users.

We do not think it is essential for the code to prescribe that TSOs should be forced to operate on an
exchange (i.e. cleared) although we do think the code should include these principles as factors for
the TSO to consider when deciding which trading platform to operate on. In reality, cleared
exchanges may be the most obvious solution where they exist already and trade in forward products
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of longer duration.

Question 9 — Do you agree with the current level of services to be provided by a Trading
Platform specified in the Draft Code? For example, the STSPs make no reference to a block
size, meaning that this will be agreed on a local basis. If not, please explain where and why
additional specification is needed.

Response: Yes. The code should retain flexibility for block sizes, minimum lot sizes etc to be set at
local level, to reflect local market conditions.

Question 10 — Do you agree with the current level of specification in the Draft Code on
contractual structure and arrangements between the different parties? What changes (if
any) would you advocate?

Response: Yes. It is important for the code not to be too specific about the contractual structure and
the role of the different parties (network users, TSOs and Trading Platform Operators} in relation to
notification/nomination arrangements, so as to allow for maximum flexibility.

Question 11 — Do you agree with the choices in the Draft Code to put the obligation to
(re)nominate on the Originating Party? If not, what would your preferred alternative be and
what benefits would this alternative have over the mechanism proposed in the Draft Code?

Response: Renomination is only an issue when TSOs use Locational Market Product and Temporal
Locational Market Products not when they use Title Market Products, which are likely to be used in
the majority of cases. Whilst it might be possible to envisage arrangements whereby TSOs make
nominations on behalf of network users on completion of a Locational Market Product or Temporal
Locational Market Product, this could cause operational and contractual problems and should be
discouraged.

To this extent, either renominations are made by the Originating Party and only network users can
post bid/offers, or renominations are made by the Accepting Party and only TSOs can post
bids/offers.

Harmonising this rule seems sensible in order to avoid confusion and to make it more efficient for
market participants operating in multiple EU markets. On balance we prefer bids/offers always being
submitted by network users. However, as markets develop, TSOs may be required to devise a
mechanism for signalling their need for Locational and Temporal Locational Market Products, as
network users are unlikely to post bid/offers for these products regularly when TSO’s only use them
infrequently.
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Question 12 - Do you concur with the sequence of the tools in the merit order and the level
of guidance it gives the TSO in choosing the most appropriate tool? If not, which changes, if
any, would you advocate and why?

Response: No. The merit order, combined with appropriate incentives, is the principal driver for
encouraging TSOs to move away from a historical reliance on Balancing Services, and day ahead
procurement of physical gas, to efficient within day balancing using mainly title products. Despite
what the balancing code may say, we are not convinced that all NRAs will embrace the concept of
incentivising TSOs to move in this direction. It is important therefore that the merit order is
sufficiently robust in its own right to fulfil this purpose.

Therefore, the drafting should be more specific in its requirements. For example, TSOs should be
required to buy title market products (where available and appropriate) ahead of other Short Term
Standardised Products rather than merely consider these, and use Standardise Short Term Balancing
Products ahead of Balancing Services.

The merit order should also include an obligation on TSOs to seek to prioritize the use of Balancing
Actions within-day. A shift by TSOs towards within-day actions will increase liquidity and create
incentives for shippers to balance within day, both of which will significantly improve balancing
efficiency over time.

Finally, TSOs should be required to publish information showing how they have performed against
the merit order at least annually. It is important for network users to see the extent to which TSOs
are complying with the merit order as this influences the magnitude of balancing neutrality charges
and the TSOs review on procurement of Balancing Services in future.

Question 13 — What is your view on: (1) the criteria to be considered by the TSO when
procuring Balancing Services; and (2) the gradual reduction of the use of Balancing Services
as the liquidity of the wholesale market increases? Please provide a reasoned response.

Response: The criteria seem appropriate, but it should be made clear that they refer to the
procurement of Balancing Services rather than the use of Balancing Services previously procured.!
This is driven by the merit order and incentives not Article 16. Also the criteria should include the
cost of using and procuring the Balancing Services relative to the cost of balancing the system as a
whole.

It is important for there to be full transparency regarding the cost of Balancing Services, including
their procurement and use and the extent to which they have been used. This will help network
users to form a judgement about the extent to which Balancing Services may be required in future
and whether TSOs are gradually reducing their dependence on them.

'Question 14 - Do you agree with the proposal that the TSO shall be enabled to submit an
incentive mechanism to the NRA for approval? If not, please explain why.

Response: Yes. We think allowing TSOs to propose incentive mechanisms themselves will result in
them being better designed and encourage them to be more widely adopted. Qbviously any

! The supporting document confuses the issue by referring to these criteria in relation to the use of Balancing
Services.
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incentive scheme proposed by a TSO will need to be subject to NRA scrutiny and approval, and NRAs
should be entitled to design and propose their own incentive schemes. However, it is vital that NRAs
embrace incentives as an essential way of encouraging TSOs to make the uncomfortable transition
from command and control to residual balancing ,and to trust markets and commercial incentives to
keep the system safely balanced in the most efficient manner.

As well as incentivising TSOs to maximise Balancing Actions though trade in Short Term
Standardised Products, an incentive scheme could also be used to incentivise TSOs to use Title
Products ahead of other Short Term Standardised Products.

Question 15 - Do you consider that the procedures set out in the Draft Code (excluding
timing, which is covered below) for the submission of nominations and re-nominations, and
the criteria for their rejection, are reasonable? If no, please present and justify your
preferred alternative.

Response: No. The code assumes that nominations will always be matched and confirmed by the
TSOs either side of an interconnection point. This is not always the case: for example, in the UK
there is no confirmation process relating to either the entry or exit flows through interconnectors.
TSOs should not be entitled to reject nominations/renominations on the grounds of physical
constraints in general. Only physical constraints where the TSO has previously notified force majeure
should be taken into account, otherwise firm capacity will be undermined and TSOs will be less
inclined to use Locational Products to resolve constraints.

Finally, the definition of term Implied Flow Rate is unclear. It is not clear to us how a negative
Implied Flow Rate could arise and lead to a daily renomination being rejected based on the curerent
definition. Also, the exemption concerning a network user’s ability to over nominate to obtain
interruptible capacity within day could be simplified and made clearer.

CHAPTER V. NOMINATIONS

Question 16 — Do you agree with the schedule for initial day-ahead nominations set out in
the Draft Code? If not, please give a reasoned alternative schedule.

Response: No. Whilst we appreciate that the initial day ahead nomination schedule reflects the
current EASEE Gas standard and such is widely used throughout Europe, we believe it could be more
ambitious. Going forward, capacity will increasingly be allocated in a bundled way, via a single
nomination and with the counterparties either side of the interconnection point being one and the
same network user. In such circumstances we believe there should be scope to reduce the matching
and confirmation period from its current 2hours to 1 hour. This would have the benefit of allowing
day ahead capacity auctions to be brought forward one hour to 14:30 UTC and in doing so will mean
that the results of these auctions will be known by 17:00 UTC?, whilst the market is still open.

% This time could be brought forward even more if the day ahead capacity bidding window were to be reduced
from 90 minutes, as currently envisaged, to say 30 minutes or 45 minutes.
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Question 17 — Do you agree with the schedule for re-nominations set out in the Draft Code?
If not, please give a reasoned alternative schedule.

Response: Broadly yes. However, as pointed out in the supporting document, as within-day capacity
is auctioned on the hour bar each day and network users are notified whether they have been
successful in acquiring such capacity 75 minutes later, network user will not be able to fully utilise
such capacity. This is because their capacity renominations can not realistically be made until after
they have been notified they have secured capacity, after which the two hour flow renomination
lead time would apply. In effect network users would see two hours of any within-day capacity they
acquired in the auctions being sterilised and ENTSOG should try and find a workable solution to this
obvious inefficiency.

Question 18 — What are your initial views on these specific features on nominations
(respectively re-nominations) for transition, system integrity and daily-hourly regimes of the
network code? Please provide a reasoned response.

Response: We accept that a transition period for TSOs to move towards achieving a continuous
renomination process with 2 hour lead times may be necessary at some interconnection points, but
think there should be an end date for achieving this requirement. Three years after the code comes
into affect would seem appropriate, bearing in mind the implementation and wider transition
timescales.

As regards the measures proposed to maintain system integrity, when a network user’s inputs and
offtakes are not balanced, the TSO should only be allowed to reject its re-nomination if, at the time,
this clearly endangers the integrity of the system (the code currently refers to “may” endanger
system integrity) We think this measure should only ever be used within day, rather than day ahead,
as the TSO should always be able to taken balancing actions day ahead to prevent this. TSOs will also
be required to have an accurate picture of the network user’s overall imbalance position (i.e.
including its imbalance position at the virtual trading point) at the point in time it takes such action,
as an imbalance network user may be renominating physical gas to reflect trades it has undertaken
at the virtual point.

Finally, as regards the proposal to consult on whether harmonised nominations should be submitted
when daily and hourly regimes co-exist either side of an Interconnection Point, we have no objection
to this in principle. We would point however, that there are a number of examples where hourly
and daily nominations regimes currently co-exist (e.g. UK and Belgium/Netherlands). Even with
bundled capacity and single nominations, it should be possible to continue with different nomination
regimes using rules about Implied Flow Rates and even flow rates throughout the day.

CHAPTER VI. DAILY IMBALANCE CHARGES

Question 19 - Do you support the Daily Imbalance Quantity determination proposed in the
Draft Code? If not, please indicate your preferred approach and supply further rationale and
evidence of the benefits of Daily Imbalance Quantities being derived on information based
during the Gas Day? '

Response: Yes.
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Question 20 - Do you have alternative views as to whether Locational and/or Temporal
Market Products should feed into the derivation of the Weighted Average Price? If so what
is your rationale for a different approach and what do you see as the benefits?

Response: In general we agree that Locational and Temporal Market Products should not typically
feed into Weighted Average Price. Locational Market Products and Temporal Locational Market
Products should be used only to resolve localised transportation constraints. Temporal Products
should be used less frequently as TSOs move towards buying and selling two separate products, so
they are unlikely to accurately reflect the cost of balancing the system as a whole.

That said, there could be situations in future when it becomes apparent that including them is
necessary to avoid an inefficiency, or excluding them creates an unforeseen problem. Therefore, we
think it might be sensible for the code to state that whilst both Locational and Temporal Market
Products should typically be excluded from the derivation of Weighted Average Price ,they could be
included if justified by TSOs in the Daily Imbalance Charge Calculation Methodology. This document
is subject to NRA approval, but should also be subject to consultation with stakeholders.

Question 21 - Do you agree that day-ahead trades should feed into the determination of
the Weighted Average Price, Marginal Buy Price and Marginal Sell Price? If so, then under
what circumstances should they be used? Is there merit in allowing local discretion as to
whether day-ahead trades influence the setting of the prices?

Response: Yes. Excluding them creates the risk that network users may be incentivised not to
deliver against these day ahead trades if the balancing price changes substantially within day. Day
ahead balancing trades are also likely to be a feature of the transition to the balancing target model,
and so excluding them would be counterproductive.

However, balancing the system through the use of day ahead balancing actions will ultimately be far
less efficient than taking balancing actions within day. It is important therefore that the merit order
is drafted in such a way as to encourage within-day balancing actions being taken over day ahead
and weekend actions.

We do not think there is merit in allowing local discretion on this issue and prefer a harmonised
approach. If the merit order properly incentivises within-day balancing actions, day ahead balancing
actions should become rare events.

Question 22 — Do you agree that the source of trades should be left to local discretion?
What criteria should apply? Should there be an aspiration that the source of trades should
‘bea single platform and if so why and how should the platform be determined? Please
_provide a rationale for your preferences. =

Response: Yes, though this should be specified in the Daily Imbalance Charge Calculation
Methodology, which should be subject to consultation. It may be necessary, for example, if the
trading platform does not offer the full range of Short Term Standardised Products, for TSOs to
undertake balancing actions on more than one platform indefinitely. However, using more than one
platform complicates the process of ensuring there is a reliable and auditable process for calculating
and publishing imbalances prices regularly throughout the day. It also requires network users to
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participate on more than one platform. This could make it difficult for network users to ensure their
bids and offers are kept consistent, or contingent, across these separate platform and would dilute
liquidity on these platforms.

We think the code could state that typically TSOs shall aim to take balancing actions on one single
platform. To the extent it is necessary, or appropriate, to use more than one platform this will be
specified in the Daily Imbalance Charge Calculation Methodology. Such trading platforms should be
fully transparent and open to all market participants to post bids/offers anonymously. They should
adopt standard internet protocols and be capable of being easily integrated into network users
trading systems. TSOs should also take steps to put in place reasonable credit management
arrangements to protect network users from the risk of default by other network users.

Question 23 — What should the effect of the small adjustment be: to encourage trading or
to be sufficiently large to reflect a value for physical flexibility?

Response: The effect of the small adjustment should be to encourage trading by creating an
underlying spread between Marginal Buy and Sell Prices. This will incentivise network users to trade
out imbalances within day, particularly where the TSO does not take balancing actions on a day.
Network users who have flexibility within their portfolios (which can be provided from multiple
sources such as storage, LNG, supply contracts, interconnection. demand side response etc ) are able
to use this to adjust their own imbalances and/or to offer it to the market. As such, prices in the
market will reflect the value of physical flexibility at any moment in time. The small adjustment
should not try and provide a proxy for this, particularly if this is based of the cost of flexibility from
one single source (e.g. storage).

Question 24 - Do you agree with the addition of cross border trade as a criterion to the
derivation of the Small Adjustment? Are the criteria sufficient? If not, what else should be
added? Please justify any proposals.

Response: The addition of cross border trade as a criterion, and the criteria themselves, are relevant
considerations, but we fail to see how TSOs/NRAs can apply the defined criteria objectively, or
consistently. Small adjustments could differ significantly between Balancing Zones creating possible
distortions and, if set too high, significant imbalance settlement costs passing into neutrality.

If one accepts that NRAs and TSOs will only be able to apply the defined criteria subjectively it would
be far better, in our opinion, to harmonise the small adjustment within the code itself. This would
make the process clear and simple, and will minimise the risk of the small adjustment discriminating
against network users, impeding market entry, or cross border trade, or creating price distortions.

In our opinion a small adjustment of +/- 3% of the weighted average price will sufficiently incentivise
network users to trade out their imbalances where the Short Term Wholesale Gas Markets are
liquid. It would be appropriate therefore, to include this as part of the within the balancing target
model, although some local leeway could be provided by capping the percentage adjustment, say at
+/- 5%, and allowing TSOs/NRAS to determine an appropriate level locally within this cap.

We accept that in less developed balancing regimes +/- 3% (or +/-5%) may not be sufficient to
incentivise users to balance when access to flexible gas is likely to be scarce. However, where this is
the case interim measures are likely to apply, in which case the determination of imbalance prices
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would be subject to a separate methodology, as defined in the roadmap, and a larger adjustment
could be applied during the transition to the balancing target model.

CHAPTER VII. WITHIN-DAY OBLIGATIONS

Question 25 — In your view, are the elaborations of the criteria in the Draft Code sufficient?
If not, please indicate which ones and how.

Response: The criteria are largely sufficient.

Question 26 — Do you believe that additional criteria for assessing WDOs are warranted? If
yes, please specify which and why.

Response: No.

However, wethink there would be merit in ENTSOG providing further guidance about how these
criteria might be interpreted, and what pre-requisites should apply in order for them to be applied.
Whilst it may not be possible to do this within the code itself, ENTSOG should consider publishing
this in conjunction with the final version of the code, or shortly afterwards. Such guidance would
prove invaluable for TSOs and NRAs when considering whether within day obligations are necessary
or appropriate, and should lessen the likelihood of numerous of different types of within day
obligations being applied across the EU.

We also think ENTSOG should work on publishing a common set of metrics (again outside the code)
which can be used to indicate the extent of linepack and flexibility that exists within Transmission
Systems/Balancing Zones across the EU. By reporting against these metrics, ENTSOG would be able
to better inform stakeholders about where within day obligations may be required. It would also
allow for comparisons to be made about the extent to which within day obligations were being
applied in Transmission Systems/Balancing Zones with similar levels of linepack and flexibility.

Question 27 - Do you find the respective roles of a TSO and relevant NRA(s) appropriate in
the approval of any WDOs? If not, please explain why and how you would re-define the
roles.

Response: Yes. We think it is appropriate for WDOs to be consulted on, assessed and recommended
by TSOs, as opposed to NRAs. NRAs should assess TSOs recommendations against the criteria
defined in the code and provided they satisfy all of the criteria they should be approved, otherwise
they should be rejected.

Question 28 — Do you agree that a six-month period is appropriate for a TSO to make a
proposal for approval of an existing WDO, including a recommendation document? If not,
please propose an alternative and provide justification.

Response: Yes.

Question 29 - Do you agree that a six-month period is appropriate for the NRA to conduct
its assessment and approval process? If not, please propose an alternative and provide
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justification.

Response: Six months should be sufficient time for NRAs to decide on a TSO’s proposal for a within
day obligation. However, in the event an NRA seeks an opinion from ACER, it may be appropriate for
this deadline to be able to be extended by up to 3 months.

CHAPTER VIIl. NEUTRALITY ARRANGEMENTS

Question 30 — In your view, is the scope of the currently proposed neutrality section of the
Draft Code appropriate? If not, please explain why.

Response: We do not think it is appropriate to harmonise neutrality arrangements across Europe
and so we agree with the scope of the neutrality section in the code. Member States will incur
different neutrality costs, particularly “other costs” as described in the supporting document. The
extent to which they are included within neutrality or not will differ, possibly depending on the
nature of the TSO’s price control. NRAs may also choose to apportion balancing neutrality costs
differently and not necessarily based on the use a network user makes of relevant entry/exit points,
or the system as a whole.

As part of their general duties, NRAs are obliged to prevent undue cross subsidies between network
users. To the extent that balancing neutrality costs become material, they can be expected to
introduce measures ex-post to appropriately target costs to those who cause them. If this cannot be
done effectively ex-post, TSOs should consider whether a within day obligation is necessary to
incentivise network users to balance their inputs and offtakes within day.

Question 31 ~ Do you find appropriate the proposed scope of the transparency elements of
neutrality? If not, please explain your reasons why.

Response: No. the code currently proposes only that TSOs publish aggregate balancing neutrality
charges on their website at the same frequency as they are invoiced to network users. In order to
fully understand the efficiency of the balancing regime network users and NRAs will require these
charges to be broken down into their core elements (balancing actions, daily imbalance charges,
WDO charges, other charges) in relation to each gas day.

Question 32 — Please indicate the level of granularity you would expect in the context of the
breakdown of net Balancing Neutrality Charges cash-flows from both a temporal (e.g. daily,
monthly, annual) and cost/revenue element split.

Response: TSOs should be required to publish at least a breakdown of the core elements of
balancing neutrality costs (balancing actions, daily imbalance charges, WDO charges, other charges)
in relation to each gas day, on both a gross and net basis. At the same time, TSOs should also publish
relevant data which is pertinent to how these costs will be apportioned to network users (e.g.
system throughput, capacity etc). This will enable network users to determine what proportion of
the overall neutrality costs they are picking up each day and to reconcile neutrality invoices.
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Question 33 — Do you agree that there would be potential benefits of attributing Balancing
Neutrality Charges to different pots and of recovering them over different classes of
network users? If yes, please explain why.

Response: Yes, there may be. However, attributing neutrality costs to different posts (other than
those core elements referred to above) will be complicated and not appropriate in all systems. It
may also require TSOs to make an assessment of a network user’s imbalance position within day,
which may not be possible to do conclusively without introducing a within day obligation.

If the magnitude of neutrality cost or specific features of the balancing regime are such that undue
cross subsidies are being incurred, TSOs should first consider revising their neutrality methodology,
following consultation with stakeholders, possibly to include separate pots. However, if having
considered this they are still is not able to target costs appropriately to causers, then they should
consult on the possibility of introducing a within day obligation.

Question 34 - If you support multiple neutrality pots, how would these be defined? How
could such different attribution processes be applied in practice?

Response: We do not think multiple neutrality pots should be a feature of the code. However, one
possible neutrality pots that could be considered is one relating to the balancing costs incurred as a
result of a TSO using variant 2 for NDM information provision.

Question 35 - Is the level of specification in the Draft Code for cash-flow management
appropriate? If not, how do you propose it be amended?

Response: No. Whilst TSOs are held neutral with regard to balancing costs we think they should
always be required to take necessary cash-flow management or credit measures (the code currently
says TSOs shall be entitled to take such measures), as the cost of any default will rest with shippers.
Also, the concept of reasonableness should apply to these measures. There are many examples
througout Europe of unreasonable credit arrangements being imposed on network users as a
condition of participating in the balancing market.

Finally, these arrangements should be distinctly separate from other cash flow management
arrangements relating to transportation charges in general.

Question 36 — An alternative to creating additional costs for invoicing systems and
processes is to address neutrality sums via adjustment to transmission charges. Do you
agree with such an alternative? If not, please explain why.

Response: Where balancing neutrality costs as a whole are low, this could be an option provided it is
consulted upon as part of the balancing neutrality methodology. However, in general, balancing
costs should typically be accounted and invoiced separately to other transmission charges.

Question 37 — Do you agree with the information provision models for offtakes proposed in
the Draft Code fulfil the requirements of the FGs? If not, please explain.

Response: Broadly yes, although they will not be sufficient in their own right for systems with within
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day obligations. We recognise the need for the code to define a number of variants to information
provision, bearing in mind the differences that currently exist in Europe in this respect. However,
two updates per day of input and offtake information is the minimum number acceptable in a daily
balancing regime with no within day obligations, The more information network users are provided
with, both of their own portfolio positions and of the system as a whole, the more readily they will
be able to balance themselves in response to within day price incentives. Also, the easier it will be to
target imbalance costs to those parties causing them, which becomes increasingly important where
balancing neutrality costs are substantial. The TSO’s role in balancing the system will be minimised
to that of a residual balancer. Trading will also increase, as network users are able to use the within
day market to balance their positions and offer any surplus flexibility to TSOs and other network
users.

Where TSOS are already providing information regarding inputs and offtakes more frequently than
two times per day they should obviously continue doing so.

CHAPTER IX. INFORMATION PROVISION OBLIGATIONS

Question 38 — Do you agree that prospective implementations of Variant 2 should be
approved only after a consultation process? If not, please explain.

Response: Yes. Variant 2 can be an effective way of encouraging competition in the domestic supply
market, as demonstrated in Germany, and could be an appropriate measure in newly developing
markets, where flexibility is limited or in the hands of a dominant incumbent. However, it is not
without a cost, which comes in the form of a greater role in system balancing for the TSO, reduced
within day liquidity and greater cross subsidisation.

We think it is appropriate for TSOs to consult on the relative merits and disadvantages of opting for
Variant 2. Despite what the Framework Guidelines say, we think TSOs who currently use Variant 2
should also be required to consult on its future use (say after 2 years). This will allow TSOs/NRAs to
assess whether the conditions that prompted them to adopt this measure in the first place are still
valid and, if so, whether they justify any inefficiency or cross subsidy being generated in the
balancing arrangements as a consequence of using this variant.

One possible outcome from a consultation could be to limit the period for which it will apply.
Alternatively, network users could be allowed to opt out of Variant 2, along with any resulting
apportionment of balancing charges incurred under this variant, if they believe they are able to
accurately forecast their own domestic demand and manage its within day swing. This would enable
those shippers who perceive they have a competitive advantage in this area to try and exploit it,
thus increasing competition in the domestic supply market.
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Question 39 — Do you support the additional proposal that the cost-benefit analysis (CBA)
should also examine the time taken to provide information to Network Users? Are there any
other features that would strengthen the CBA process and why? If so, please explain why.

Response: Yes. Building in a requirement for TSOs to undertake regular analysis of the costs and
benefits of greater information provision seems sensible. However, where TSOs are currently not
providing network users with any within day information about their inputs and offtakes, and as
such need to implement systems and process in order to comply with one of the three variants listed
in the code, they should not limit their aspirations to providing just two updates per day if the
incremental cost of providing data more frequently is low {which typically it should be). Also, rather
than set up a demand forecasting system from scratch, it may well be more cost effective and
technologically efficient for TSOs to introduce sytems and processes for providing actual measured
demand and supply data regularly within day. Experience form certain European markets (e.g.
Netherlands and Belgium) demonstrates this is possible to do with a significant degree of accuracy
using only a statisitical sample of within day meter reads at certain points within the system, rather
than all points.

Question 40 — Do you agree that the Balancing Network Code has to provide guidance on
timing of information flows? If yes, do you agree with the proposals set out? If you do not
agree with the Draft Code proposals what could the alternatives be and what would be the
justification?

Response: Yes. We broadly agree with the timings, but we find it unacceptable that TSOs could take
up to 4 hours to process and provide network users with the first update of their Intraday Metered
Offtake within day flow. These sites will, in all cases, have telemetry fitted and TSOs/DSOs will be
getting updated flow information from this telemetry considerably more frequently than two times
per day. We appreciate that this data will need to be sense checked to correct any data errors or
inconsistencies, but these are likely to be the exception rather than the rule.

Question 41 — Do you consider that Transparency Guidelines requirements are sufficient to
deal with system information? If not what should be included and what is the justification?

Response: Chapter 3.4(5) of Annex | to Regulation 715/2009 deals with the provision of system
information and, as with other aspects of the Transparency Guideline (e.g. near-real time flow data
at relevant points), is unhelpfully imprecise. Whilst it seems beyond doubt that the “forecast amount
of gas in the transmission system at the end of each gas day” (i.e. projected closing linepack) should
be updated on an hourly basis, it is less clear the same regular hourly updates should apply to the
aggregate imbalance position of all users. As not all systems rely on projected closing linepack to
inform network users of system imbalances and the possible need for balancing actions, and as the
status of similar hourly updates of system imbalances is unclear, we are not convinced at this stage
that the Transparency Guidelines are sufficient.

Throughout the development of the code there has been a general presumption by ENTSOG, ACER
and stakeholders that TSOs will provide information to network users about the system imbalance
regularly throughout the day. This is will ensure that network users are fully aware of when the TSO
may need to take Balancing Actions, and what the consequences of these will be as regards their
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own imbalance position. Network users will be able to efficiently respond to commercial incentives,
which is the main driving force behind the concept of market based balancing. The Framework
Guideline also states that “Regular information is also required on the overall status of the system in
accordance with Chapter 3 of Annex 1 to the Gas Regulation” and goes on specifically to mention
that “Point 3.4(5) of Annex | to the Gas Regulation shall apply”.

As such, regularly hourly updates of system information should be regarded as a pre-requisite for
effective implementation of the balancing network code. To the extent that Chapter 3.4(5) is unclear
in what information should be provided and when (it would be helpful if ACER could provide a view
on this) the code should clearly spell this out.

Question 42 - Do you agree that the proposal is in line with input information requirements
set out in the FGs?

Response: No. As with Intra Day Metered Offtake data, measured input information into the
Balancing Zone should be provided on a disaggregated basis. This will enable network users to
establish where inputs may be inconsistent with their nominations. As aggregate information can
only be provided by adding together individual input data from a network user’s entry points into
the Balancing Zone, this should be easy to achieve.

For the same reasons, where TSOs are not responsible for apportioning gas between network users
as part of the allocation process, measured flow data should be provided on an individual entry
point basis at least twice per day, rather than in aggregate. However, in our opinion this information
should already be being provided on a near real time basis under Chapter 3.3(1)(e), despite ENTSOG
choosing to interpret this requirement differently. Provision of near real-time flow data at relevant
points, together with hourly system information, will enable network users to obtain an accurate
ongoing picture of the demand and supply side factors driving within day price formation. This will
enable them to react to these facros and balance the system more efficiently.

Ultimately, network users are primarily focused on their total imbalance positions and can trade in
the within day market to mitigate their balancing exposures. However, these imbalance positions do,
in due course, need to be sufficiently disaggregated, as this will enable network users to better
understand what is driving their total imbalance and take the necessary actions at specific entry/exit
points to efficiently self balance.

CHAPTER X. LINEPACK FLEXIBILITY SERVICE

Question 43 - Do the proposed additional criteria that a Linepack Flexibility Service has to
meet complement those in the FGs to make a sufficient set of criteria? Or are additional
criteria required? Please provide a reasoned response.

Response: Yes.

CHAPTER XI. IMPLEMENTATION, INTERIM MEASURES AND ENTRY INTO FORCE

Question 44 — How should the short-term balancing market be defined? What account of
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temporal and physical flow considerations needs to be made? What measures should be
used to assess liquidity in the short-term balancing markets?

Response: The short-term balancing market should presumably equate to the definition of Short
Term Wholesale Gas Market included in the code, in which case NRAS will be required to assess the
liquidity of all Short Term Standardised Products envisaged in such market, particularly Title
Products. We do not think the code needs to define specific measures that should be used to assess
liquidity (for example the somewhat arbitrary measures specified in the Gas Target Model) as NRAS
should be more than capable of making such assessments using metrics relevant to their own
market.

Question 45 — What other measures might be contemplated to enable wider access to short
term gas flexibility? Are any of these approaches appropriate for inclusion in the Balancing
Network Code?

Response: Other measures clearly exist, such as flexible gas release programmes, market making
obligations and virtual storage provision, but we do not think these should be included within the
scope of the code as they fall within the realm of national jurisdiction.

Question 46 — In your view, what would justify including LNG in the Balancing Zone in “small
markets” and in short term transitional arrangements? Do you see any conflict with these
reasons and the BTM to be established by the eventual Balancing Network Code?

Response: LNG entry points should always be part of a Balancing Zone so we are not sure what the
question is asking. We understand this has been transposed from the Framework Guidelines and
that ENTSOG themselves may be equally confused. Therefore, unless ACER is able to provide a
clearer explanation of what they meant by this interim measure, Article 51(2)2.b should be deleted
to avoid any confusion or future misinterpretation.

Question 47 — Do you agree that the tolerance used should be a price based tolerance? If
not please explain your rationale and provide your preferred approach.

Response: Yes. Volume based tolerances undermine the principle of daily balancing and allow
network users to arbitrage across gas days, neither of which should be encouraged. The same
applies to shipper led cross border balancing and linepack flexibility services (as defined in the code).

‘Question 48 — In your view, should the reduced exposure involve the application of an
average price? If not, please explain your rationale and provide your preferred approach.

Response: Yes
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Question 49 — Do you support the Draft Code including provisions for the accuracy of
forecast information provision to ensure timely phase-out of tolerances? If yes, explain how
this can be best established.

Response: Yes, although the drafting could make it clearer that tolerances will be reduced as reduce
NDM forecasting accuracy improves.

Question 50 —Does the Draft Code provide an appropriate mitigation of risk involved in
servicing NDM demand? If not, please indicate an alternative approach and its rationale.

Response: The inclusion of variant 2 as an option, subject to consultation, and tolerances related to
NDM forecasting accuracy provide sufficient scope for mitigating the imbalance risks of network
users servicing the NDM sector.

Question 51 — Do you agree that the Draft Code provides an adequate basis to support the
release of surplus TSO flexibility as a stimulus to the market? If not, please explain why.

Response: Yes. The measures and level of consultation are adequate.

Question 52 — Do you agree that there is merit in including a reference to Balancing
Platform trades in the interim imbalance cash-out price determination part, as suggested in
the Draft Code? If yes, how should the approach be formulated and what merits would it
have?

Response: Yes. It may be more effective and beneficial for liquidity if trades on the Balancing
Platform are used to set imbalance prices in the transition period, rather than relying on an
administered or proxy imbalance prices.

Question 53 — Are there any other interim steps that should be considered beyond those
envisaged in the table above?

Response: Not that we are aware.

Question 54 — Are there any specific ENTSOG monitoring and reporting activities that should
be explicitly captured in the Balancing Network Code. If so, please identify them and their
rationale.

Response: No, but we have suggested areas where TSO reporting should be enhanced in our
response to Questions 12, 31 and 32 above.

GENERAL ISSUES
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CHAPTER |. GENERAL PROVISIONS See attached appendix of suggested drafting amendments
CHAPTER II. BALANCING SYSTEM .
CHAPTER lll. CROSS-BORDER 2
COOPERATION
CHAPTER IV. OPERATIONAL BALANCING .
CHAPTER V. NOMINATIONS =
CHAPTER VI. DAILY IMBALANCE CHARGES =
CHAPTER VII. WITHIN-DAY OBLIGATIONS .
CHAPTER VIIl. NEUTRALITY g
ARRANGEMENTS
CHAPTER IX. INFORMATION PROVISION “
OBLIGATIONS
CHAPTER X. LINEPACK FLEXIBILITY SERVICE “
CHAPTER XI. IMPLEMENTATION, INTERIM =
MEASURES AND ENTRY INTO FORCE

Response: See our response to Qetions 6 and 26 above. Also, the code should recognise that in
some balancing zones (e.g. Gaspool and NCG) market operators are responsible for taking balancing
actions on behalf of the TSOs in the zone. Appropriate wording should therefore be included in
Chapter | to reflect this.

Response: The supporting document was "rspodt fendly” and informative. It should be seen

as a benchmark for future network code consultations.
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