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List of abbreviations
BNetzA Federal Network Agency
Gas TSO Gas transmission system operator
GY Gas year
Decision by BNetzA of 25.03.2020 on the approval of an oversubscription and buy-back system of
KAP+ gas transmission system operators for the offer of additional capacities in the Germany-wide
market area (Ref.: BK7-19-037)
CBB Capacity buy-back
MBI Market-based instrument(s)
MAM Market area manager
NCG "NetConnect Germany" market area
THE "Trading Hub Europe" market area
THE GmbH Market area manager "Trading Hub Europe GmbH"
VIP Virtual interconnection point
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1 Introduction

On the basis of operative part 3 (b) of the decision of the Federal Network Agency (BNetzA) of 25 March
2020 approving the oversubscription and buy-back mechanism developed by the gas transmission
system operators (TSOs) for additional capacities in the Germany-wide market area ("KAP+"; ref. no.: BK7-
19-037) in conjunction with section 27 (1)(b), sub-para (dd) of the Balancing Group Contract Terms &
Conditions, gas TSOs that use market-based instruments (MBI) provided for in the KAP+ ruling and the
German market area manager (MAM), Trading Hub Europe GmbH (THE GmbH), publish a joint report on
the use of such instruments and the capacity buy-back mechanism for each gas year (GY). The annual
monitoring report describes the use of MBIs and capacity buy-back transactions in the Trading Hub
Europe (THE) market area throughout the relevant gas year and has to be submitted to BNetzA by
1 December of each year.

This monitoring report is the third - and final report - of its kind according to KAP+ and covers GY 23/24.
It was prepared jointly by THE GmbH and the following TSOs:

bayernets GmbH Lubmin-Brandov Gastransport GmbH
Ferngas Netzgesellschaft mbH NEL Gastransport GmbH

Fluxys Deutschland GmbH Nowega GmbH

Fluxys TENP GmbH ONTRAS Gastransport GmbH
GASCADE Gastransport GmbH Open Grid Europe GmbH
Gastransport Nord GmbH terranets bw GmbH

Gasunie Deutschland Transport Services GmbH Thyssengas GmbH

GRTgaz Deutschland GmbH

The report is structured as follows:

Chapter 2 provides a detailed description of MBIs and the capacity buy-back option as instruments
according to KAP+ in the way they are currently used in the THE market area. Chapters 3 and 4 contain
more specific information on the use of MBIs and capacity buy-back transactions in GY 23/24, while
chapter 5 provides information on reductions in firm transmission capacities in connection with the
congestions underlying the use of MBIs or capacity buy-backs. Chapter 6 concludes the report with a
summary and a final conclusion for GY 23/24.
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2 Background and functioning of the MBIs and
the capacity buy-back system pursuant to KAP+

With effect from 1 October 2021, the two former German market areas GASPOOL and NetConnect
Germany (NCG) were merged to form the new Germany-wide market area THE. This market area merger
would have led to a significant reduction in firm freely allocable entry capacities in the H-gas system, so
in order to enable the gas TSOs to offer additional firm entry capacities, an oversubscription and buy-back
system was introduced as part of KAP+.

KAP+ provides various options for dealing with congestion (hereinafter also referred to as "market area
congestion") caused by the use of additional capacities within the THE market area. The first option is to
use so-called market-based instruments (MBIs). If MBIs are not available or not available in sufficient
quantities, the capacity buy-back option can be used as a last resort to overcome market area congestion.

Three different MBls are available:

— Third-party network use
— VIP wheeling
— Spread product

Before MBIs are used, an MBI MOL is drawn up according to which the individual instruments are
deployed in the most cost-efficient way, i.e. the MBI used in a congestion situation will always be the most
cost-effective option at the time of the congestion.

Third-party network use:

Third-party network use (see Figure 1) involves the transmission of gas via a maximum of two adjacent,
foreign transmission networks outside the market area to resolve a congestion situation. This option
requires the MAM to book transportation capacities on the PRISMA platform. Third-party network use can
only be used as a market-based instrument if the MAM has been awarded the required transportation
capacity in the respective auction.

Annual Monitoring Report pursuant to KAP+ for GY 23/24 5/13



TRADING
HUB
EUROPE

Capacity: 50 GW Example:
Nomination (before): 40 GW
Flow (afterwards): 42 GW4SRESUIET

* Congestion between two German TS0s is
resolved by circular flow involving adjacent
foreign TSOs

* The corresponding transportation
capacities are booked and nominated by

Capacity: 10 GW the MAM

Target flow™ 12 GW

Actual flow: 10 GW The gas flow from the German TSO 1 to

the foreign TSO 1 is increased by 2 GW
compared to the initial nomination

* 2 GW of gas flow from the foreign TSO 1to
the foreign TSO 2

Capacity- 45 GW + The gas flow from the foreign TSO 2 to the
Nomination (before) 30 GW German TSO 2 is increased by 2 GW
Flow (afterwards). 32 GW compared to the initial nomination

Figure 1: Graphical representation of third-party network use

VIP wheeling:

VIP wheeling (see Figure 2) involves shipping gas via an adjacent, foreign transmission system outside
the market area at the usual transportation fees in order to eliminate congestion within the market area.
In this case, entry and exit capacities are booked at only one congestion-straddling virtual interconnection
point (VIP). VIP wheeling can only be used if the MAM has actually been awarded the required
transportation capacity in the respective auction.

Capacity: 6 GW Example:
VIP flow split (before): 0 GW

Flow (afterwards): 2 GW * Congestion between two German TSOs is

resolved by involving a foreign TSO

* MAM simultaneously books and nominates
entry and exit capacities at the same
congestion-straddling VIP

Capacity: 10 GW .
Target flow: 12 GW,
Actual flow: 10 GW, « New flow split within the VIP allows
| congestion to be eliminated

* Instead of O GW of gas, 2 GW now flow
Capacity: 6 GW from the German TSO 1 to the foreign TSO
VIP flow split (before): 4 GW

* Instead of 4 GW of 6 GW fl
Flow (afterwards) 6 GW nsead o v’ gas. now riow

from the foreign TSO to the German TSO 2.

Figure 2: Graphical representation of VIP wheeling
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Spread product:

Unlike third-party network use or VIP wheeling, the MBI known as "spread product" cannot directly be
used by the MAM to clear a market area congestion but involves transactions on the exchange by third
parties (see Figure 3). However, the spread product is not an exchange product in its own right. It is a
combination of different simultaneous trades involving the use of the local exchange products suitable
for congestion elimination when there is an MBI demand. For this purpose, the THE market area has been
divided into two so-called "balancing areas" within the H-gas quality zone, which cover the congestion
zones identified. When the locational products in H-gas are deployed to meet MBI requirements, the MAM
simultaneously buys and sells gas in the different balancing areas upstream and downstream of the
market area congestion. i.e. the MAM sells gas in the respective oversupplied balancing area ("upstream
zone") while buying gas in the respective undersupplied balancing area ("downstream zone"). Given that
some entry and exit points in the market area will have a physical effect on both balancing areas, three
different product types ("area products", "cluster products" and "VIP products") have been introduced on
the exchange for spread product trading in order to take account of the fact that the maximum congestion-
serving effect of flow changes at these points is limited (consideration of the so-called "potential"). The
actual "spread" results from the difference between the buying and selling prices of the trades executed
by the MAM. The balancing group managers participating in the trade are obliged to cause a
corresponding physical effect after the respective trade has been executed in order to eliminate the
congestion. The relevant product rules are set out in section 25 of the Balancing Group Contract Terms
& Conditions.

Entry nomination
reduced by 2 GW

Example:

+ MAM sellsto A in the oversupplied
balancing area ("upstream"), and A reduces
1 its entry nomination there by 2 GW

capacity 10 GW * MAM buys from B in the undersupplied
K Target ﬂow: 12 GW balancing area ("downstream"), and B

Actual flow: 10 GW increases its entry nomination there by
2GW

+ Settlement takes place via the exchange,
which is always anonymous

* Penalty for trader A or B if they fail to
Entry nomination comply with the obligation to cause the
increased by 2 GW required physical effect

Figure 3: Graphical representation of the spread product
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Capacity buy-back:

The capacity buy-back option (see Figure 4) is only available if the market area congestion cannot be
eliminated by using MBIs ("last resort"). In contrast to the MBIs, capacity buy-backs are only executed for
the upstream zone. The buy-back is executed via bilateral tenders on the MAM's capacity buy-back portal.
All shippers that have registered on the portal can participate in capacity buy-back tenders. The providers
undertake to reduce their physical entries in the upstream zone in the amount of the awarded capacity.
The details are set out in the "Terms and Conditions for Capacity Buy-backs".

Entry nomination Example:

reduced by 2 GW

« Shipper A wins the MAM’s capacity buy-
back tender and reduces its entry
nominations in the oversupplied balancing
area ("upstream”) accordingly

« Settlement takes place via the MAM's
Capacity: 10 GW bilateral capacity buy-back (CBB) portal
CBB portal K Target flow: 12 GW

Actual flow: 10 GW

« Penalty for Shipper A if it fails to comply
with the obligation to cause the required
physical effect

* Shipper A is also subject to a renomination
restriction both in the oversupplied
balancing area (“upstream”) and in the
undersupplied balancing area
("downstream").

Renomination
restriction

Figure 4: Graphical representation of the capacity buy-back mechanism

3 MBI use in GY 23/24

THE GmbH will publish a demand for MBIs as a demand range in accordance with section 27(1) (b) (aa)
of the Balancing Group Contract Terms & Conditions. As a rule, this will be done no later than three and
a half hours before the required start of delivery?. Publication of the demand comes with a request for
potential providers to place bids on the exchange for the physical trading products envisaged as part of
a spread product deployment. Continuous trading via the MAM can then occur until the three-hour lead
time on the exchange has expired. If the prices offered on the exchange indicate that third-party network
use or VIP wheeling are more cost-effective than the use of spread products, THE GmbH will participate
in the corresponding capacity auctions on the PRISMA booking platform in parallel to the trades on the
exchange in order to purchase the required capacities at auction. THE GmbH will subsequently report on
its website2 which of the MBls were actually used (incl. quantity and costs).

The following diagram is a simplified flow chart for the use of MBIs starting at 6 a.m.

1 https://www.tradinghub.eu; > Publications > MBI and capacity buy-back > MBI demand
2 https://www.tradinghub.eu > Publications > MBI and capacity buy-back > MBI usage
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From 6:00 hrs.:
- Physical execution of
spread product by

Continuous trading of the spread product providers
- Trader bid - Execution of third- party
- THE confirmation network use and VIP

wheeling by THE

N . From 6:00

02:00 hrs. to 02:29 hrs. > 02:30 hrs. to 02:59 hrs. ) > 03:00 hrs. to 05:59 hrs. i

. approx. 0231 hrs:
) Publ\lcgtéﬂa o bMEl demand Result of capacity auction
E)Ltj'rzitq‘al'w-ery)rs- efore start (third-party network use and VIP wheeling

- Call for bids for the spread

product 02:26 hrs.:

Participation in auctions for
third-party network use and VIP
wheeling (submission of bid)

Figure 5: Process flow for MBI use

Once again, no demand for MBIs was identified in the THE market area in GY23/24, so no MBIs have
been used to date.

In view of the networks’ predominant transportation status and allowing for the fact that the
transportation situation is hard to predict, not least because construction of the additional LNG import
terminals is still underway, estimates of MBI demand for GY 23/24 were based on the assumption that
the status quo in GY 22/23 would continue into the following year.

In actual practice, the operational situation in the networks continued to allow for higher gas exchanges
between the individual network areas (on an interruptible basis). Operational flexibilities, e.g. swaps with
adjacent network operators or a distribution of flows at VIPs to facilitate network operation also helped
in avoiding the need for MBIs for operational purposes.

3.1 Test call orders in GY 23/24

MBI test call orders play an essential role in testing and optimising market mechanisms and
communication processes between the various players. As no MBIs have been used since they were
introduced and the last test call orders were already issued two years ago, it was decided to once again
issue some test call orders at the beginning of July. The aim of these tests was not only to test third-party
network use, but also VIP wheeling and the spread product for the first time.

As part of the test call orders on 4 July 2024 and 5 July 2024, THE GmbH simulated two north-south
congestions in which the spread product, VIP wheeling and third-party network use via the Netherlands
and Belgium as well as via the Czech Republic were tested on the live system. The test of the spread
product and VIP wheeling went smoothly, but there were a few minor communication issues during third-
party network use, which, however, did not jeopardise the actual process and were quickly resolved.

The test call orders, which were for 1 MW each, resulted in total costs of €214.19, which can be broken
down as follows: €48.22 for VIP wheeling, €64.34 for the spread product and €101.63 for third-party
network use.

Annual Monitoring Report pursuant to KAP+ for GY 23/24 9/13



TRADING
HUB
EUROPE

The test call orders provided valuable insights that justify the costs incurred. The tests not only confirmed
the proper functioning of the MBIs, but also identified a number of potential weaknesses in the
communication channels, which have since been addressed in a targeted way. The test call orders serve
as a preventative measure to ensure that all processes run smoothly, especially if MBls are actually used.
THE GmbH is therefore planning to issue further test call orders at regular intervals in future.

£l Capacity buy-backs in GY 23/24

If there is a demand for MBIs and the available MBls (see chapter 3) are not sufficient to eliminate the
market area congestion underlying the MBI demand, THE GmbH will launch a tender on its bilateral
capacity buy-back portal at short notice. The capacity buy-back demand will be published in the form of a
demand range on the THE website at least three and a half hours before the start of the contract period
in accordance with section 27 (1) (b) (bb) of the of the Balancing Group Contract Terms & Conditionss.
The providers admitted to the capacity buy-back process will automatically receive an e-mail telling them
about the launch of the tender and they can then submit their bids. The winning bids will be published
anonymously on the THE website on the following day?.

The following diagram shows an example of the process for a contract period starting at 7 a.m.

Renomination carried out by
Submission of bids by the the providers From 07-:00 hrs_-

providers - Physical execution of the
r L VT . \ CBB by the providers
0300hrs 00329 s > 0330hrs 100369 hrs. 0400 hrs_ t0 0459 hrs. 0500 hrs to 0659 hrs. » F1OT 9700
L J L J
T T
approx. 04:15 hrs.
- Publication of the CBB Tender for the CBB (= bidding Contract award
demand (until 3.5 hours period) Result is sent to the providers

before the start of the
service)
- Call for bids for the CBB

Figure 6: Process flow for capacity buy-backs

As already explained in chapter 3, it was not necessary to use MBIs in GY 23/24. As there was no MBI
demand, there were no capacity buy-backs.

3 https://www.tradinghub.eu > Publications > MBI and capacity buy-back > Capacity buy-back requirement message
4 https://www.tradinghub.eu > Publications > MBI and capacity buy-back > Capacity buy-back usage
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5 Curtailment of firm capacities in connection
with market area congestion in GY 23/24

If a market area congestion cannot be eliminated by the use of MBls or a capacity buy-back, the relevant
TSOs must reduce their firm transmission capacities in the market area in the required direction as
necessary as set forth in section 16 (2) of the Energy Industry Act (EnWG).

As there was no market area congestion within the meaning of KAP+ in GY 23/24 (see chapter 3), there
were no reductions in firm capacities in this context during this period.

6 Summary/conclusion for GY 23/24

The merger of the GASPOOL and NCG market areas into the Germany-wide THE market area on 1 October
2021 coincided with the introduction of the MBIs and the capacity buy-back option as instruments for the
elimination of market area congestion in accordance with KAP+ (cf. chapter 2 for details on the
background and functioning of the MBIs and the capacity buy-back system).

The overall entry situation in GY 23/24 has not changed or changed only insignificantly compared to the
previous gas years (GY 21/22 and GY 22/23). Even so, there was still no market area congestion as
provided for in the KAP+ decision, so neither MBIs nor capacity buy-backs had to be used in the THE
market area in GY 23/24 (see chapters 3 to 5).

The end of GY 23/24 also marked the end of the ‘test phase’ for the KAP+ system. The following chapter
provides an outlook on the situation from the GY 24/25 onwards.

7 Outlook: ANIKA to replace KAP+ from GY
24/25

Following the ANIKA ruling on the recognition of market-based instruments to increase capacity (Ref.:
BK7-23-043) adopted on 21 March 2024, the new process is set to replace the KAP+ system from GY
24/25 onwards. The market-based instruments will remain essentially unchanged and will be continued
as explained in KAP+ and in chapter 2 of this report. ANIKA allows for the possibility of redefining the
existing congestion zones, thereby providing scope for future adjustments in response to changing
network requirements. However, the congestion zones will not be redefined in GY 24/25, so the layout of
the zones will remain unchanged for the time being. At the same time, there will be steps to examine the
extent to which a reorganisation of the congestion zones could have positive effects for the market and
the network in the future.
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One major change introduced by ANIKA relates to capacity buy-backs: from the start of GY 24/25 it will
be possible to not only use nominated entry capacities for capacity buy-backs, but also exit capacities
that have not yet been fully nominated.

With the switch to ANIKA, a revised process description® was also published, providing further details.
The monitoring report will continue to be published even after the introduction of ANIKA and will continue
to provide annual information on the use of and changes related to MBI as well as capacity buy-backs.

5 https://www.tradinghub.eu/en-gb/; > Download > Download center THE > Capacity buy-back
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