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Responses to CAM Network Code – second formal consultation on new or modified concepts
Consultation Response Sheet

Please complete the fields below and send via email using the subject title, “Response to the CAM NC consultation” to info@entsog.eu by 14 November 2011. 

	Name

	First and Last Name: Christian Nitsche


	Organisation

	Company/Organisation Name: EnBW Energie Baden-Württemberg AG

	Job Title: Consultant for Regulatory Compliance (HOL TRC)


	Contact details

	Email: ch.nitsche@enbw.com

	Tel: +49 721 63-23076

	Mobile: +49 160 90568005


	Address

	Street: Durlacher Allee 93

	Postal Code: 76131

	City: Karlsruhe

	Country: Germany


Countries in which your organisation operates:

Germany
How would you describe your organisation?

	 X
	Association (please specify type)

	
	End user

	
	Network user

	
	Trader

	
	Other (please specify)


EnBW Energie Baden-Württemberg AG is one of the four major energy corporations in Germany with companies participating in all parts of the gas and electricity value chain.
In the questions below, ENTSOG would be grateful if respondents could clearly indicate their preferred option and provide a brief but fully reasoned justification for their choice. This applies equally whether you agree or disagree with any ENTSOG proposal as it is important that ENTSOG is able to extract the clear views of all respondents. If you do not respond to a question, ENTOSG will assume that you have no view on this issue.
	Question 1 (Standard Capacity Products to be auctioned): which option do you prefer, and why?

	Option 1: Quarterly only
  X
Option 2: Integration of yearly product (Post consultation proposal)


	Please justify your choice. ENTSOG would particularly welcome any views on why the alternatives to your preferred option may not be technically feasible. 

In general we do not consider the question of yearly vs. quarterly products to be a real controversy. Market participants will arrange with any of the two proposed options as long as a functioning secondary market will be established!

However, if we had to decide between the two options proposed in ENTSOG´s modified concept, we would prefer Option 2. In our response to the first consultation of the Network Code (NC) on Capacity Allocation Mechanisms (CAM) we already raised concerns that just focusing on quarterly products increases the complexity of the auctioning process and leads to a lack of transparency. First experience from Germany, where capacity was released via quarterly products for the next two gas years (so just 8 and not 60 quarters!) underlines this concern. At 52 interconnection points (border points and IP points between market areas) more than 250 auctions took place, causing difficulties for a bidder to identify the auction wanted.  

We still think that this is an issue in particular for smaller companies, as participating in the auctioning process requires more time and human resources. This holds even more as long as shippers still have to auction for entry and exit capacities separately.  Furthermore, we do not share the assumption that offering yearly products increases the risk of overbooking capacities substantially compared to auctioning quarterly products. On the one hand functioning wholesale markets should provide sufficient liquidity to enable shippers either to book capacity for transporting the gas or to buy (sell) quantities (even with the requested flexibility) on the respective hubs. Hence, from a trader´s perspective, it seems to be sufficient for shippers to book even long term capacities according to their base demand or base supply obligations and use short term capacities to profile. On the other hand, even in case shippers try to avoid the risk of being undersupplied and bid for capacities in regard to their peak demand, this would result in a congestion in both cases, meaning an over-demand would occur independent of the offered products.

We do not see any technical constraints that favour or discriminate one of the two options. 


	Question 2 (Start date for yearly product): which option do you prefer, and why?

	Option 1: Yearly product starts on 1st January
  X
Option 2: Yearly product starts on 1st October       


	Please justify your choice. ENTSOG would particularly welcome any views on why the alternatives to your preferred option may not be technically feasible. 

The start date for yearly product should be linked to the gas year as most long term contracts do still rely on this time frame.



	Question 3 (Auction algorithms: overall methodology): which option do you prefer, and why?

	  X
Option 1: Multiple round ascending clock auction            
Option 2: Single round volume based auction           


	Please justify your choice. ENTSOG would particularly welcome any views on why the alternatives to your preferred option may not be technically feasible. 

In accordance with our response from the last consultation we still support an auction mechanism that sends clear and reliable price information to the market. This requires that bids must have a binding character. 

Both of the offered options do, to some extent, deliver similar price information.  In fact, differences between the multiple round ascending clock mechanism and the single round with the implemented stability measures (early closure and limitation of bid revision) seem to be rather limited. In both cases auctions at uncongested interconnection points will clear after the first round. 

Furthermore, in both cases the maximum volume any bidder can auction for is determined by his first bid as both mechanisms do not allow to increase the requested volume at any price step above the quantity at P0. Differences occur only in regard to the options to raise and lower volumes again in following rounds. While for the first mechanism volumes cannot be raised above the level of the previous round, the latter enables bidders to raise volumes up to the initial volume at P0. This results in more flexibility for the bidder, but also less reliability in regard to price information. Therefore we clearly prefer option 1. 

An additional positive aspect of a multiple round mechanism is that a single bidder cannot influence/avoid the closing of the auction.

We would like to point out that any auction should keep the time frame of each round/price step as short as possible. It seems to be good suggestion to bid for multiple price steps simultaneously.




	Question 4 (Limitation of price steps): which option do you prefer, and why?

	  X
Option 1: Do not limit number of price steps (Post consultation proposal)
Option 2: Limit number of price steps


	Please justify your choice. ENTSOG would particularly welcome any views on why the alternatives to your preferred option may not be technically feasible. 

We strongly favour the introduction of unlimited price steps. From our understanding the bidder with the highest willingness to pay should receive the requested capacity.

So any auction mechanism should avoid pro-rata allocations, as pro-rata will always encourages strategic bidding behaviour and lead to undesired outcome for most participants.




	Question 5 (Minimisation of unsold capacity): which option do you prefer, and why?

	Option 1: Minimise unsold capacity (Post consultation proposal)
  X
Option 2: Draft CAM NC proposal


	Please justify your choice. ENTSOG would particularly welcome any views on why the alternatives to your preferred option may not be technically feasible. 

Neither shipper nor TSO should be too worried about any unsold capacity. Unsold capacity at a price level above P0 implies that demand was higher than the offered capacity, so most likely the capacity will be sold at the next long term or short term auction.


	Question 6 (Sunset clause: choice of default rule): which option do you prefer, and why?

	  X
Option 1: Maximum default rule with cap at technical capacity
Option 2: "Partially unbundled“ default rule


	Please justify your choice. ENTSOG would particularly welcome any views on why the alternatives to your preferred option may not be technically feasible. 

EnBW supports the introduction and the enforcement of the sunset clause as we deem it paramount in order to create a more level playing-field in the European gas market (as long as no alternative routes are taken towards more competition). We therefore urge ENTSOG to ensure that any solution presented cannot be challenged legally and hence risks more competition in the future European gas market.

Out of the two options presented, EnBW in principal supports the maximum default rule. The idea of the Framework Guidelines CAM is to concentrate trading at the hubs and to make flange trading redundant for the sake of true competition. Hence the idea of keeping flange trading trading alive via interruptible capacity products as ENTSOG presents it in the partially unbundled model neglects the basic motives of the Framework Guidelines. 

However, even option 1 as envisaged by ENTSOG bears the potential for discrimination which is not acceptable. To circumvent this ENTSOG has to ensure that the surplus amount feeds into the respective auctions at this very IP all along the contract duration of the contracts to be bundled in the case that more capacity is allocated after the default rule. The possible increase in the price effect, in case of physical congestion, should hence be shared by all market participants with legacy contracts. 

In accordance with the ENTSOG-Example on page 29 we would like to clarify this: 
The current amount of capacities allocated at one exit point is 90 units and a total of 100 units is allocated after the implementation of the default rule (for let´s say the next 10 years), this surplus of 10 units must feed into the standard primary auctions for the bundled products for the next ten years. If there is only the 10 extra units to be offered, they would automatically trigger an auction for the whole of the market. Any auction premium for the ten surplus units during the course of the auctions must then be split proportionally between the holders of the legacy contracts that were bundled through the sunset clause (according to the split of the default rule).




	Question 7 (Sunset clause: further questions): Please provide any views, information or evidence in relation to the further questions raised by ENTSOG in section F.2 regarding the sunset clause.

	We would like to take up a few points raised by ENTSOG in section F.2 and offer our perspectives:
· As regards the bundling of firm and interruptible capacity we see an added value in the sense that unused firm surplus capacity on one side of an IP could still be of use. A single entry or exit capacity has a no value whatsoever. In the bundled-only world as envisioned by the NC we still see the need for both firm and interruptible products. However, the moment you combine the two qualities of entry and exit capacities (one being firm, the other interruptible) to form a bundled product it must be well understood that the resulting product can only be an interruptible bundled product (both in terms of quality and price; the lesser quality of the firm product setting the benchmark). In the bundled-only world there must not be any flange trading as this would thwart the basic intentions of regulators and the EU Commission to concentrate trading at the hubs in a pan-European gas market. So, be it firm or interruptible, there should always be a bundled logic behind any capacity product.

· Whenever there is freed up capacity to be allocated, be it freed up by CMP or  left over after the application of a default rule, this newly available capacity can only be allocated by auctions and hence in a non-discriminatory way.

· Concerning the question of bundling at Virtual Interconnection Points we see the need to apply exactly the same procedures and default as at physical IP. A VIP may however require closer cooperation of TSOs as it is a more complex matter than a standard IP. The requirement to closely cooperate is a core idea of the whole FG/NC process and must hence not hinder TSOs to do so.


	Question 8 (Tariffs: split of auction premium from bundled products): which option do you prefer, and why?

	Option 1: Keep split of auction premium proportional to reserve prices as default (Post consultation proposal)
Option 2: Split of auction premium into equal shares as default


	Please justify your choice. ENTSOG would particularly welcome any views on why the alternatives to your preferred option may not be technically feasible. 

We do not see a need to cover this issue in the NC CAM. It is a FG/NC Tariffication issue and should be hence dealt with at the appropriate point in time. EnBW stresses that the Network Codes currently in development should highlight the issues to be dealt with by the NC Tariffication but should not force definite prescriptions.
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