ACER

e oo | Market correction
T mechanism

Effects report and relevance in view of recent energy market
developments

[

Christian Zinglersen & Dennis Hesseling

Working Party on Energ);, Brussels, 30 March 2023




European Union Agency for the Cooperation l \ g e n d a

of Energy Regulators

* Recent energy market
developments

 MCM effects report




Recent energy market developments




ACER

European Union Agency for the Cooperation
of Energy Regulators

Wholesale prices keep falling, after a ‘rollercoaster’ride

Electricity & natural gas price evolution, January 2021 - March 2023 (Month Ahead, EUR/MWNh)
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Betterthan expected demand-supply balance has driven energy prices further downduring the last months. China’s LNG

demand remains an important factor for EU gas prices going forward.

Source: ACER based on Platts price data
Note: TTF Month-ahead and EEX Germany Month-ahead contracts are, respectively, the referential EU price benchmarks for gas and electricity delivery.




ACER Making MCM activation unlikely
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Front-month TTF, EU LNG spot and MCM reference price evolution (EUR/MWh) - Sept. 2022 - March 2023
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TTF front-month minus EU LNG Spot TTF front-month
— = MCM 1st activation condition: TTF front-month > 180 euros/MWh = =MCM 2nd activation condition: TTF front-month minus EU LNG Spot > 35 euros/MWh
—EU LNG Spot —MCM reference price

Given the current and foreseeable market conditions, it is unlikely that the MCM activation thresholds will be
met in the near to mid-term future.

Source: ACER based on Platts price data
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Sufficient supply alternatives to Russian gas

Daily evolution of gas imports by supply route from January 2021 to March 2023 (bcm/day)
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The drop in Russian pipeline supply continues to be offset by rising LNG imports and lower demand. This,
together with mild weather, has resulted in lower gas storage outflows during winter.

Source: ACER calculation based ENTSOG TP



ACER Gas demand reductions played a key role
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Drivers of change in natural gas demand in the European Union, 2022 versus 2021 - bcm

Power

Buildings
Industry
EA. licence: CC BY 4.0
Production curtailment Fuel switching Efficiency Other avoided demand Weather Behaviour and fuel switching Efficiency More renewables Less hydro Less nuclear
More coal Other avoided demand

Gas consumption in the European Union fell by 55 bcm in 2022, a 13% drop year-on-year. Mild winter lowered
heating needs, next to overall demand reduction efforts and demand destruction. The highest contribution came
from industry (-26% YoY). Power sector contributions varied per Member State?.

Source: International Energy Agency

Note: EU gas-fired power generation rose slightly year-on-year in 2022 (+ 5 TWh, approx. 1-2%), with summer and early autumn accounting for most of rise, whilst in winter it dropped back again.
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EU gas storage levels evolution — 2017 — 2023 (% of total capacity)
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Storage filling levels are significantly above last years’ average and have contributed to driving prices down.
Stocks will finish above 50% by the end of March, thus alleviating price competition for injections this summer.

Source: ACER based on GIE data and Platts’estimates
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Whilst past ‘LNG receiving bottlenecks’ are improving

Central and North-West LNG import capacity and flows — Overview of new EU LNG planned capacity® — October 2022
2021-2024 (mcm/day)
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More LNG terminals are coming online, and the aim is to double EU LNG import capacity by 2025.
Quicker planning, permitting and building for what normally takes several years has already had a positive impact.

Source: Platts and Bruegel. The map overview also comprises selected new pipeline capacity developments.
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Assessment of the MCM effects and its design

QC(ZSI?VIR & ESMA assessed the effects and design of the ACER-

= Assessment of effects caused by the MCM on financial
and energy markets and on security of supply

= Analysis of MCM extension to other EU Virtual trading Market Corsection Méaiism
points %
= Appropriateness of the key MCM design elements Effects Assessment Report

Publications:
= Preliminary data report published on 23 January

= Final Report submitted to the Commission and
published on 1 March

Market Correction Mechanism | www.acer.europa.eu
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https://acer.europa.eu/gas/market-correction-mechanism
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Effects monitoring: main findings

« ACER and ESMA remain unable to identify significant Shareofl)f broll;ersd arcljd SXCTangetraded gasvolumesat TTF
: - e A and total hub traded volumes -01 January 2021 - 15
Impacts, either positive or negative: February 2023 (% of total hub traded volumes; TWh/day)

1. TTF prices have dropped by 60% after the et 2a e e

MCM adoption, driven by supply and 100%
demand fundamentals.

2. Demand reduction and mild weather
conditions have contributed to ensuring s0%
Security of Supp|y post-April to pre-MCM adoption monthly max
post-April to pre-MCM adoption monthly min
3. The MCM Regulation has not prompted a
discernible shiftin trading activity: 0% P aon! 2023 ot MCH acopton v v—
* TOtaI hUb traded VOlumeS remaln Stable ENERGY BROKER PLATFORM = ENERGY EXCHANGE
« Gas derivatives liquidity has not been
negatively impacted

Source: ACER based on REMIT data.
Note: ‘LT average’includes data from 1 January 2021 until 1 April 2022, ‘post-MCM adoption’includes data from 22 December 2022 up to 15 February 2023.
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Effects monitoring: gas hubs’ liquidity
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Exchange gastrading volumes for delivery at TTFand other VTPs in the EU (30 day rolling average?l, TWh/day)
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TTF is by far the most liquid gas trading hub in the EU, with more than 10,000 derivatives’ transactions per day, representing 95% of EU
gas derivatives’trading (for comparison, 100 derivatives are daily traded at the second mostliquid hub, the German THE).
13

Source: ACER calculation based on REMIT data
Note 1: The rolling average corresponds to the average trades concluded in the preceding 30 days, on a rolling basis. Its use allows to showthe trend without disturbance from day to day volatility.
Note 2. Futures include contracts with at least monthly delivery (i.e. Months, quarters, seasons and years) while spot include contracts with duration shorter than a month (within-day and day-ahead, etc.).
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Effects monitoring: reference price evolution

Evolutionofthe price indexes that constitutethe MCMreference price —EUR/MWh — October 2022 - February 2023
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ACER could not identify a need for revising the price indexes used to calculate the MCM reference price: they offer a
valid proxy of global spot LNG pricing, their price differences are under 5-7 EUR/MWh - as of the first quarter of 2023* -
whilst the inclusion of several indexes makes the MRM price reference relatively robust.

Source: Argus, Platts, ICE Endex and ACER. The price of the NBP front-month tends to set the maximum price level of the basket, as NBP prices are in many trading days determined by the price of spot
LNG deliveries plus the British VTP access cost. Yet, NBP inclusion is beneficial given that its price signal is reliable and transparent as itis connected to a highly liquid trading venue.
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ACER’s view on MCM extension

1. On the sufficiency of
EU VTPs’ liquidity?.

* Implement the MCM only at
VTPs where gas derivatives’
liquidity is sufficiently high.

* Nonetheless, the extension to
other VTPs is unlikely to lead
to ‘significant negative effects'.

Note: VTP stands for Virtual Trading Point.

2. 0n the pricesto activate
the extended MCM.

» Use the same activation and
de-activation conditions for all
EU VTPs, relying onthe TTF
front-month price as the most
liquid one.

3. On the bidding limitsto
apply.

» Use the same dynamic price
bidding limit at the EU VTPs to
which the MCM is extended.
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Thank you for your attention.
Looking forward to the discussion.

ACER

European Union Agency for the Cooperation ~ info@acer.europa.eu ¥ @eu_acer
of Energy Regulators {3 acer.europa.eu i linkedin.com/company/EU-ACER/
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ACER: Role & governance

Supporting theintegration of energy markets in the EU (by common
rules at EU level). Primarily directed towards transmission system
operators and power exchanges.

Contributing to efficient trans-European energy infrastructure,
ensuring alignment with EU priorities.

Monitoring the well-functioning and transparency of energy markets,
deterring market manipulation and abusive behaviour.

Where necessary, coordinating cross-national regulatory action.

Governance: Regulatory oversight is shared with national regulators.
Decision-making within ACER is collaborative and joint (formal decisions
requiring 2/3 majority of national regulators). Decentralised enforcement
at national level.
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ACER calculates daily the MCM reference price

1. Calculation and Publication of the ‘reference price’

2. Check whether conditionsto activate/deactivate market correction mechanism are fulfilled

@aEhE@e b PL ARG B 28 4
Gat Exced Data SQL  Enver Dataverse Recent Trangform Rafresh New  Test  More New Quick Puslisn

description_short ® Reference Price @TTF

22 March 2023

| DES LNG Iberia | DES LNG Htaly DES LNG Greece SE Marker Price
T I —eT LT I T 20
36.42 36.84 37.47 37.79 36.89
| LNG NWE DES ‘ | DES LNG NWE ‘ NWE Marker Price L
FFFFFF 3997
\ 36.34 ‘ 37.16 ‘ 36.75 3 o
ACER LNG NWE [ aemumes | ACER LNG Marker Reference Price =
35.21 ‘ 35.83 ‘ 35.24 ‘ 37.82
NNNNNNNNNNNNNNNNNNNN ‘ NEA Marker Price 40
4241 4217 ‘ 42.29

Feb 2023 Mar 2023

BP Marker Price
1 Currency Exchange rate

’ Special days for today (public holidays etc)
im| prices reason

impacted_prices reaso ‘ 3793 3793 Uei ‘ 088

1.08

Tasks are performed every working day between 21h and 23:59h.
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Example of ACER’s LNG price daily publication —

« ACER collects real-time market data to compute its daily LNG price 24 March 2023 — EUR/MWh
assessment. Deliverables so far: ACEREH rcon g 2o

¢ Detalled GUIdance on reportlng Daily SPOT LNG price assessments for EU LNG imports
 IT tool for data collection (TERMINAL) sscsoreme )
« Methodology document DES LG SPOT orth st uroe (WE)
« Establishment of an LNG Expert Group oesuNG o sounenope(sel
« Establishment of an Oversight Committee SPREADDES INGSPOT(ENWE)

¢ Proced ure: LNG price assessment data statistics*
- Daily data collection and processing e e o
- Dalily publication at the dedicated ACER site B
 Resources: 5 FTEs - not yet hired - and dedicated IT budget LNG price assessment 30-day history

New task: from 31 March, ACER to publish an LNG benchmark = ACER
LNG price — TTF ICE Endex Front month settlement price

Source: ACER based on market participants’reported data


https://aegis.acer.europa.eu/terminal/home
https://aegis.acer.europa.eu/terminal/home

ACEREE  ACER's tasks on MCM suspension monitoring

of Energy Regulators

o ACER must continuously monitor the market Net flows and spreads for day- and month-ahead prices for a selection
_ T o _ of EU IPs and VTPs - 2020 - 2023 (kWh/day and EUR/MWh
effects of the dynamic bidding limit, alongside ESMA,
ENTSOG, GCG, and ECB. oL
: ""‘ ‘L"l r " o
- The EC can suspend the MCM with an implementing R L ﬂm W i i
decision. Reasons for suspension: . Il i "y
1. Unintended market disturbances Monthahes Spread PEG-PVB #MorihyNet Fows 5 - FR
2. Manifest risks with a negative effect on the " W A
security of supply, intra-Union flows of gas, or N 1 Llkial il TR L
financial stability j e “-“FN ol

 ACER key focus is on monitoring market-based
intra-Union flows of gas

Source: ACER based on ENTSOG TP and ICIS Heren.



ACER Energy price expectations remain higher than pre-crisis
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Two-year evolution of TTFand EEX future prices - November 2022 and March 2023 (EUR/MWh)
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Although gas and power futures’ prices have substantially dropped in last months, they remain almost two
times above recent historical average.

Source: ACER based on ICE Endex and European Energy Exchange (EEX)
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Note: EEX Power and TTF gas average prices are shown for comparison and are based on the front-month products traded in the period 2017-2021 (i.e., they are not future prices for delivery in 2023-2024).
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Global LNG supply remains tight the next two years

Global LNG liquefaction capacity additions by regions and start-

up year — 2023-2028 (Mtpa)

Limited new supply Start of new supply

across 2022-24 wave from 2025

2023 2024 2025 2026 2027 2028
Americas m Africa B Middle East ® Other

Bloomberg 8

European Energy Prlces Rlseas US LNG
o Plant Set to Stay Offline

i = Freeport LNG will likely extend an outage, curbing supplies
» Expected colder weather set to boost demand for heating

By Vanessa Dezem and Anna Shiryaevskaya
4 15 November 2022 at 08:17 CET Updated on 15 November 2022 at
18:51 CET

European Gas Falls Agaln Wlth Focus on
' Demand, LNG Shipments

= Freeport LNG gets green light to restart some activities
" = Traders are closely watching demand after recent price drop

CET

The EU will compete for extra LNG volumes with Asia, which will see growing demand driven partly by overall
economic growth, partly by lowering coal usage. Given market tightness, unexpected events, such as outages,
can have outsized impacts, adding tension to global LNG supply and hence to EU gas prices.

Source: Timera Energy. Headlines from Bloomberg.
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With one particular ‘demand variable’ standing out
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Changes to LNG imports from selected regions and global export

growth — 2022 (TWh)
111 Increase
: . Decrease
487 . Total
n description_short @®DES LNG Japan/Korea ®LNG NWE DES
] 70
[ | - ' Asian Spot LNG prices have surpassed EU Spot LNG prices, amidst recovering
. - Asian demand
4 S®REUTERS . )
o <5 Exploration & F ‘\——\/\\__\/“\.—\/
D 4 minute read - Nover o —
- Aa Qatar S\—HIJ [~ 4 ,\—ul =l Y] WVAWUiL ";l.;;\-lllllu - )
as competition heats up ‘_ _‘
EUZ27  Other Europe China Brazil India Japan Other South Korea Exportgrowth

China’s COVID-19 driven demand decline in LNG volumes (-20% YoY) was absorbed by Europe, while US LNG
supply continues to grow. However, in 2023, in line with the expected increase in its economic growth, China’s
LNG demand is expected to gradually rise (+3% YTD), intensifying competition for overall LNG resources.

Source: Bruegel based on Bloomberg. Reuters 21 November 2022.
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