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Executive Summary:

Due to several changes occurring during these years

in the natural gas industry, the lobbying activity for gas could play a crucial
role.

For the triennium 2012 7 2015 International Gas Union decided to reinforce its
gas advocacy activities creating a Task Force dedicated to this topic. This
report has the purpose to travel through these last three years of IGU gas
advocacy Task Forceds activity. | n
the topics that have been chosen for the lobbying activities, also the strength
and weakness of the work done. The aim is to share the results of this
experience in order to provide knowledge for future gas advocacy activities.
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Introduction

Natural gas is commonly recognized as the most environmentally friendly, affordable, reliable,
efficient and secure fossil fuel. ie present and potential role of natural gas has to be
recognizedaccordingly in policy measures anddebates.

With this aim the International Gas Union decided tareate a Task Force on gas advocacy
issues for the triennium 2012z 2015. The aim was to futher reinforce the characteristics of
natural gas and to underscore its role as a fuel that promotes both growth and decarbonisation.

This report has the purpose to travelthrough these last three yearsf IGU gas advocacy Task

order to share knowledge for the advocacy activities that IGU is going to start in the next
triennium.
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Aims

At the beginning of the triennium he energy sector was starting to fadng increasing
challenges that led to structural changes in theatural gas market. The mitigation of climate
change beame one of the most important political issues, as well as security of supply and
access to energy at reasonable prices.

In this framework,Athe qriginal mandate of TaskAForcg 2 was to §how and endorde qssential A
OTT1T A T £ 1AOO0OAT CAO ET OEA AT AOCU OQUOOAI 680 OO,

Chaired by Michele Pizzolato (Eni), the Task Force 2 has been created as an high level platform
with the purpose tomaintain an active lobbyingactivity for gas advocacy in coherencwith
regional associatiors. 4 EA ' AO | AOIT Adddbdidingle aAdkbalahdeihe efforts to

AT AT OOAh O DOT i1 O6A AT A OI AA OE AreghiédryEoluhd 1 £
of interest at global, regional and local level.

This kind of Task Force was the first experiment of globajas advocacyssued by IGUand so it

was not already in place ay model of relationship between this kind ofinitiative and the

already existing advocacyprogrammes followed by regional and nationalmembers of IGU.

With particular reference to Europe, the example of GasNaturalglid not result as applicable.
Indeed, OEEO AAOI AAAUGO ET EOEAOEOA OdRvherd adiil@asAl A
companies are not directly involved.

In Task Force 2 thegoresence of associations, both regional and national, and companies add
complexity at thework plan, taking also in account that some of the members kaalready an
advocacy activity in place and some other o For this reason after deep discussions we
evolved towards the opportunity that the Task Forceshould have produced messages and
advocacyd iBformation to be utilized by national associations.At the beginning of the works
inside the Task Force emerged as fundamental the necessitylietter define the IGUrole to be
played :alone, together with regional and national associations or through these associations.

Considering the relevance of thisssue, the Chairman decidd to put back the mandate of Task
Force 2 at the Coordination CommitteeDuring the Ottawa meeting of October 2012 it was
agreed that, as a O O1 HEdk Adtural gas, Task Force Xhould have had to support the
Presidency in its lobbying activity and not to advocate directly.

To deepen targeted its work, the Task Force decidddrther to prepare a little survey on gas
advocacyissues.This survey, composed by 8 questions, has been launched in January 2013.

The document was senfirst to Regional Coordinators and aftewards to all IGU members.

1 GasNaturally is an association of associatigrthat aims to showcase the essential role of natural gas in the
European energy transition.http://www.gasnaturally.eu/
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involved. What are the main priorities for the IGU gas advocacy?
This last point has 1) confrontation with politicians;
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targeted stakeholders 3) technical information;
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Moving from the results
of this survey and the
new mandate received,
the Task Force Gas
Advocacy started itspath
developing the topics
that should have been
deeply analysed in the
following parts of the
report.



Methods

This section of the report is dedicatedo the analysis of the methodological aspectstarting
from those elementslinked to the structure and the functioning of the Task Forceto those
related to the topics subjectof advocacy

The structure

The Task Force Gas Advocacy is constituted 37 members coming from companies and
associations and representing 14 countries all over the world. Looking at the regional
presence,since the creation of the groupthe number of participants involved in activities
outside Europe was really limited.

At the beginning of the triennium a lot of efforts had been done to increase thlgeographical

compositi T T £ OEA OAOE &I OAA8 4EA #1171 OAET AOGEIT 1

Regional Coordinators, supported this effort directly contacting national associations of
geographical areas nbalready represented in the task force.

Unfortunately, this activity was not fully successful,indeed about 60% of the memberswere
from Europe and no representativegrom African marketswas present

As it is going to be deefy analysed in the following pages, this element conditioned the
outcomes of the Task Force during all the triennium.

The operations

In order to result as an efficient activity, the first proposal was to split the definition of the
messages in two partsBeginning with the elaboration ofa general IGU vision on the role of
natural gas and, subsequently, to modulate the messages for the different markets taking into
account a framework based on the following elements:

v structure of the energy market, with paticular reference to factors such as the maturity
of the market, degree of regulation, gas to gas competition and intéwel competition;

y cultural evaluation of natural gas;

v kind of stakeholder (e.g. National Authorities, Governments, Financial Institutic).

With particular reference to stakeholders it should be noted that one of the elements of the

I OECET Al i ATAAOGA 1T &£ OEA 4AO0CE &1 OAA ¢ xAO
institutional stakeholders. The aim was to present the IGU vision on thele of natural gas in
the energy mix to National Authorities, Governments, Financial Institutions, Regional Bodies
and all the structures that, ineach areas, play a role in the definition of the energy policy.
Furthermore, Task Force 2 should havédiad to prepare positioning documents for the key
moments of the decisional process (e.g. public consultations).
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The aim of the Chairman was to identify three area representatives (fékmericas, Europe and

North Africa, Asia andthe Middle East) in order to haveO OAT OET Al 66 O1 ET &£l O
AAT 606 OEA AOOAEAI 111 Adbdhekrd TheyskoAldEalsicobr@inajethe 6 O O
activities of the membersindifferent areas.

members at the group As mentioned in theprevious paragraph, since the creation of the group
the number of participants involved in activities Europe was really limited. This constrain
resulted in the necessityto find a compromise between the segmentation and the concrete
resources of the Task Force 2.

Further, several doubts emerged about the geographical segmentation proposed because it
could have affected the fitting of the messagedlt is a matter of fact thatthe strength of IGU is
the link between different geographical area andifferent parts of the value chainAt the same
time, it should be taken into account, the risk that if a position paper is too globalcould lose
effectiveness.

The compromise reached at the eh by the Task Force consigd in the production of unitary
position papers that should cover at the same time global and regional aspects. Even if the

Task Force decidd to touch a topic thatcould havei T OA OAIT AOAT AA ET 1TT1TA
position paper should not lose its global vision of the issue.

The approval

~ o~ N =

not different. This lobbying activity could touch strategic matters on which the approach of the
different companies could be various.

Introducing per capita vote rights in a group where companies are represented by a variable
numbers of members it could not be a suitable solution. Furthermore, the system one
company/association one vote @ not seem in line with the IGU vision.

For those reasons the solution adopted waslo not approve the document through a vote
procedures but reaching a general consensuf order to obtain the wider r agreement, the
Chairman zwith the consensus of the Coordination Committegg decided to adopta best
practice for the approval of the position papers prepared inside the Task Force.

This operational £hemewas established as followsfirst of all presenting each initial draft of
position paper to the members of the groupn order to receive their comments and marks up
by the following 30 days Every further versions of the document shouldhave to be pre shared
by the Chairman with the members of the Task Foedn order to receive eventualcomments at
least in two weeks. Until no comments are received (of course minor revision are excluded)
the Chairman and the Secretaryshould prepare further draft in order to reach a general
agreement



At the end of thisprocess the position paper could be classified as a final TF2 paper but nget

as an official IGU document that could be circulatieoutside the association. In other to obtain
this status, the document should receive the approval of the Presidenaypder presentation by

the Coordination Committee.

The selection of the topics

The mandate described in the previous pagesynder which the Task Force 2 started his work
consisted inan activity started from the following topics:

&
¥

The role of natural gas inthe fuel mix. The characteristics of natural gas make this fuel
an important player in the future fuel mix. Affordability and reliability are features
crucial in those markets where access to energy is a main issue. Where competition is a
central element,the flexibility of natural gas could be a strategic factor. Finally, natural
gas is a viable fuel even in those economies that are going to face the challenge of
decarbonisation, as natural gas represents the ideal partner for renewables.

The role of natual gas for security of supply and, consequently, the centrality of
upstream and infrastructural investments and proper regulation (with a particular
focus on relations between bankability of investments and security of supply).

The policies with direct ard indirect impacts on inter-fuel competition. The design of
incentives to RES and mechanisms for the evaluation and the trading of Z&issions,
as well as the policy on the technological research and the configuration of the fuel
taxation, could have stong impacts on the natural gas market.

Technological development. Investments in technologies such as carbon capture and
storage, residential gas heat pumps and biogas are important for the forthcoming
transformation of the market.

During the first meeting of the group the members expressedalso their interest to develop
thesetopics:

&
¥

assessment of the risk connected to the use of renewable energies
crucial role of gas infrastructure

greenhouse gas emissions and other environmental aspects
gasunconventional resources

relationship between natural gas and power market- capacity remuneration
mechanisms

internal prices and development of regulation in Asia
particular needs of Africa
role of natural gas for a sustainable development

Looking at this huge list of topic, the Chairman of the Task Force had to select those that could
be part of a shorter list. In particular, it had been takae into account the limits of the Task Force
originated from its structure. As described in the previous paragraptthe restricted number of
participants and their limited geographical segmentation represergd a constrain.

8



Taking into account these elements and thenore topical issues thatwere under discussion, the
following proposal of activities had been presentd to the Coordination Committee:

&

v a position paper on Capacity Payment Capacity Remuneration Mechanism.
v list of stakeholders that could be interested in advocacy activities.

v identification of the mostimportant moments in which the TF should presentposition
papers or send letters to the stakeholders

v elaboration of proposals on interregional emission trading schemes (ETS) ad green
house gases reduction in general.

+ giving relevance at the IGU work on shale gas.
v analysis ofthe price regulation in Asa.

This list of priorities did not remain the same during all the triennium, as in each lobbying

activity, the gas advocacy should change itself as a reaction to the movements of the markets,

the aim of policy makers and the needs of the industnA positive example of thisattention to

the topical issuescould be the position paperO. AOODOAT CAO ET OOAT OPI O
topic was not included in the first list of the topicsit has been proposed by participantsas an
important aspectin the first part of 2013 and, at the endt has been developed.

In reverse, the analysis ofprice regulation in Asiahasnot been developed After the discussion

with Petronas representatives of the group on the differences that characterize the Asian
markets and the lack of a sufficient number of members expert of the functioning of this region,

the topic has been rejeatd. Also the interregional trading of CQAT EOOET 1 60 Al 11T xA
end has not been developed. In this case the reason behind the bail out of this topic has been

the limited interest expressed by the participants of the Task ForceMore in details, he
participants were interested in studyingthis topic (as it has been done in theslmeeting of the

Task Force) but theyAEA 11 O AOAI OAOA OEEO 1 AOOAO AO A
paper.



Results

Capacity Remuneration Mechanism: gas for power security of supply

Gasfired plants are characterized by low emission and high efficiency levels. They use the
cleanest fossil fuel technology in support of renewable energy sources to meet the balancing
needs of power demand. Where markets do not recognize the value déxible power
generation capacity, they should recognize the strategic value of gafred generation plants.

In particular, the differential in negative externalities originated by the power generation
sector using coal instead of gas should be valorisex$ well as the flexibility that CCGT plants
put at disposal of the power system in order to support variable renewable power generation.

This topic had been chosen as one of the first topic to b@alysedbecausein the second half of
2012, European Conmission published a formal consultation on this issueThe original idea
was to produce a position paper to be utilized as a formal IGU reptp the consultation.
Further, the IGU President presented his needs to have disposala position paper to utilize in
one of its institutional high level meetings.

In the light of this requirement, the Task Force 2 started his work on this issue. It was one of
the first time that the Task Force applied its way of functioning, for this reas the approval
process was not been fluid and the discussions on the contents of the document it had been
stopped by the confrontation on the operationalmethod of the Task ForceAnother relevant
constrain to the release of the document has been the fatiat the topic has a different degree

of relevance in the differentgeographicalarea of the world. It is a matter of facts that Capacity
Remuneration Mechanisms were more relevant for Europe that for the less regulated Asian
markets and the USAweregas AO A@DAOEAT AET ¢C A OOOA OCi 1 AAT

At the end, h order to reach the final approval of the IGU ManagemenCommittee, the
members of the Task Force agreed on the idea to produce a paper with a global view and not
only oriented at the European market.The time taken to reach an agreement on the final test
was long and the document was ready to be released in its final version only in June 2013.

AEA 1T AAE T &£ OOCOEIi A O 1 AOEAOO6 OEAO AEAOAAOAOEU
failure for the advocacy proposes of the Task Force. The position paper has been approved by

the Presidency but not utilized for relevant high level meeting and, at the same time, also the
opportunity to formal reply to the public consultation opened by the European Comission

was missed

At that stage the Global Gas Portal of IGU was not already in place and the only real
opportunity to spread the document was to publishit on the IGU magazineThe article

O# APAAEOU 2A1 O1 AOAGET 1T %l OO0OA @decdl Aplblisbdsl Gnlthe T £ 0
number of April 2014 and received various positive comments from the audience.
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Capacity Remuneration Ensures
Security of Power Supply

By Michele Pizzolato
Federico Mauri and
Giulia Migueles

Pereyra

P Intecrmattant renewable
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be backed up

solar nead to

Renewable energy — due to its intermittency -
needs to be backed up to ensure that con-
sumers have a constant supply of electricity.
Power plants using combined-cycle gas
turbines (CCGTs) provide the ideal back-up as
they can be started up and closed down
quickly and use clean-buming natural gas. But
back-up capacity often lies idle so it cannot be
financed solely by the sales of the electricity it
generates. This is where capacity remune-

ation comes in.

Natural gas as a destination fuel

Clean, affordable, reliable, efficient and
abundant. These are the characteristics which
make natural gas a fundamental energy
source for sustainable growth and for grant-
ing security of supply at a reasonable price.

Natural gas is also identified as a fundamental

15% Lapacity Hamuneration kEnsuraes Security ot Fower dupply

energy source in those countries where decar-

bonisation issues are included as priorities in

the energy policy agenda. It has been widely

recognised as the best partner of renewable

energy sources (RES), due to:

4 Its environmentally-friendly footprint; and

¢ The technological characteristics of efficiency
and flexibility of gas-fired power generation
plants which are able to comply with security
of supply requirements in a context of grow-
ing intermittency linked to the increasing
role of RES.

As of now, natural gas plays a major role in
the power generation sector, covering up to
22% of the total power cutput worldwide and,
for the above mentioned reasons, it has to be
considered, even in the long-term evolution of
the global energy mix, a destination fuel, and
not just a transition fuel.
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Natural gas in the power sector

In the past few years the power generation

sector has experienced structural changes

worldwide: the effects of the economic crisis,
the global trend towards decarbonisation poli-
cies and — in some regions - the growth of RES.

These structural changes are having significant

impacts on the current economics and the

future development of the natural gas industry.
In some countries, such as the USA, the so

called "shale gas revolution” has resulted in a

gradual switch from coal-fired to gas-fired

power generation. In other markets, such as

Europe, gas-fired generation has experienced a

24% drop in the last three years. This has been

caused by a complex mix of factors. The most

relevant ones, in particular in the European
region, are:

# The fast growth of the share of RES - as a
result of subsidy programmes - in the power
generation mix;

# The abundance of coal, as an outcome of
the USA shale gas revolution, which freed up
coal volumes for other markets;

# The failure of CO, emission trading schemes
to provide a sound price signal reflecting the

differences of externalities associated with

coal and gas consumption.

The most notable consequence of these
phenomena is that, notwithstanding the tight
policies put in place by many European
countries and the conspicuous resources
allocated to RES subsidy programmes, the
carbon intensity! of the EU27 area has slightly
increased since 2010 - after years of constant
decrease — mainly due to the sharp and sudden
growth of emissions by coal-fired power plants.

Market failure
A well-functioning market framework is the best
way to promote an efficient and secure energy
system: where the institutional framework
allows the market forces to determine price and
quantity, the environmental compatibility of
natural gas and its highly flexible use should be
fully recognised in the energy mix and, most
notably, in the power generation merit order.
On the other hand, in the context of heavily
regulated markets, market failure can easily be

1

The ratio between carbon emissions and the elactnaty

produced, in terms of grams of CO, per kWh produced

fiIGU

Ferrara, Italy are officiont

and flexible
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P Security of supply = a
basic goal of the powar
generation sector

exacerbated by the lack of a proper and bal-
anced regulatory approach (regulatory failure).
This seems to be the case of the power gener-
ation sector, which is often required to achieve
conflicting goals in terms of environmental
targets on one side and security of supply
targets on the other.

It is noteworthy that a growing share of RES
does not guarantee per se the security
of supply for final customers, given their power
output's intrinsic lack of predictability.

A growing share of RES in the power gen-
eration mix implies a higher degree of intes-
mittency in the system power output, leading
to a higher need for flexibility and real-time
balancing sesvices. These services can be
efficiently provided by gas-fired plants, thanks
to the environmentally-compatible character-
istics of natural gas and to the flexibility and
the high technical standards of these plants
(in particular CCGT plants).

In some markets a poorly designed regula-
tory framework may lead to potentially danger-
ous market distortions. In particular, where
environmental regulatory targets (e.g. RES
targets in the energy mix) are present, without
a coherent regulatory framework on security of
supply, the consequent market equilibrium may

L
o

P i s ot

not be compatible with the economic and fin-

ancial sustainability of those natural gas power

generation plants which are necessary to sup-
port the overall security of the system. For
example, this is the case with an asymmetric
regulatory framework when:

¢ Environmental targets are sustained by
strong regulatory interventions (e.g. support
schemes for RES);

# The resulting growing level of intermittency
and the consequent higher needs of back-up
capacity are left to market forces.

A typical market failure may emerge when
the market itself, under such an asymmetric
regulatory framework, is not able to correctly
evaluate the role that gas-fired plants play in
supporting the security of the system.

This inefficient outcome is dearly evident in
many European countries. The growing role of
RES - sustained by support schemes and help-
ing to meet important environmental targets -
implies a significant reduction of the average
load factors (i.e. the number of hours the plant
actually operates compared to its technical
maximum workload) of CCGT plants. Without
appropriate market rules, this asymmetric
regulatory framework could, in the near future,
risk forcing many plants out of the market

160 Lapacity Kemuneration Ensures decurity of Faower dupply




{namely, CCGT plants), depriving the system of
a cost-effective mechanism to deal with RES
intermittency.

Capacty remuneration mechanism

as a solution

These points are widely recognised by many
energy regulatory bodies. It is a matter of fact
that a growing number of regulators have
started to discuss how to tackle this evident
market failure - as the price signals emerging
from the market are not sufficient to ensure the
delivesy of the needed amount of flexibility to
the system - and the introduction of a capacity
remuneration mechanism (CRM) is emerging as
a policy option.

CRMs are essentially aimed at explicitly
recognising the value of this security of supply
sepvice, where a regulatory asymmetric frame-
work fails to grant it. CRMs can be a useful tool
in assuring that a sufficient amount of flexible
capacity is actually available for the system,
both in the short- (maintenance of existing
capacity] and in the long-term (imvestments in
new plants).

The implementation of CRMs should promote
the optimal use and valorisation of the entire
natural gas value chain, from transportation
infrastructures to generation facilities, aiming at
delivering the least-cost solution for the energy
systemn. It is a matter of fact that the underutili-
sation of already existing infrastructure would
give rise to significant stranded costs.

Maoreowes, CRMs should be - as for any other
miajor regulatory effort - aligned with regional
environmental targets regarding C0; and other
harmful emissicns.

In those countries that are currently experi-
encing a market failure in power generation a
well-designed CRM mechanism, based on a mas-
ket approach, can be a useful tool to recognise
the correct market value of secure, flexible and
enwvironmentally sustainable gas-fired power
generation capacty and to balance environ-
mental targets, costs and security of supply.

Michele Pizzolato of Eni is the Chair of Task
Force 2 - Gas Advocacy, Federico Mauri is 2
power market specialist with Eni and Giulia
Migueles Pereyra of Eni is TF 2's Secretary.
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The European Commission's Views

Following the analyses and evaluati-
ons autonomously carried out by a
relevant number of European regula-
tors, transmission system operators
(T50s) and academic research centres
over the possible implementation of a
CRAM, the European Commissicn stas-
ted to develop a proposal for a com-
maon framework for such interven-
ticns, focusing on their relationship
with the policy goal of further inte-
grating the European market, up to
the oeation of a single emergy market.
In the view of the Directorate
General for Competition (DG COMP),
CRMs are a fully legitimate tool to
deal with generation adeguacy and

security of supply issues given that
they do not interfere with the further
integration and development of
energy markets. Under this principle,
a CRM should be run through com-
petitive tendess, open to both exist-
ing and new capacity and designed
to be non-distortive with respect to
cross-border trade.

Finally, while the DG COMP states
that any CRM should be technology-
neutral, CRMs should not be in open

contrast with other policy instruments.

Therefore, support should be primar-
ily targeted at low emission plants.

In @ nutshell, a CRM can be identi-
fied as compatible with the European

legal framework if it does:

# Mot reduce incentives to invest
in interconnection capacity;

# Mot act against existing market
mechanisms which contribute
to the provision of capacity;

# Not undermine investment
decisions on generation which
predated the measure or dedsions
by operators regarding the balanc-
ing or ancillary services market;

# Mot unduly strengthen market
dominance;

# Give preference to low-
carbon generators in case of
equivalent technical and
BCONOMIC parameters.

Capacity Remunaration Ensuras Sacurity of Pawer Supply 161
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In December 2014, after more than one year from the release of the final document, taking into
account the ongoing situation, the Task Force® members decided to developed a new
advocacy plan for the paperAndrey Sapozhnikov(Gazprom) noted thatoutside IGUthe paper
was unknown from the majority of the stakeholders that was individuated as target.

For this reason it has been decided to create a mailing list to the major stakeholders to which
sent the document ando publish the document onthe GlobalGasPortal.

It has been decided to wait a couple of months for the publication in ordeo take ad/antage

AOT T OEA AOOOI A T £ Alwere@ding @ Qece& iA the mohtits dedoresthk A O E C
WGC2015.






























