GLNG

8 November 2017

Gas Market Reform Group
c/o Australian Energy Market Commission

PO Box A2449
Sydney South NSW 1235

(via email: enquiries@gmrg.coagenergycouncil.qov.au)

RE: DAY-AHEAD AUCTION OF CONTRACTED BUT UN-NOMINATED CAPACITY &
REPORTING FRAMEWORK — CONSULTATION PAPER

Dear Dr Vertigan,

GLNG Operations Pty Ltd (GLNG) welcomes the opportunity to provide the following
submission in respect of the Day-Ahead Auction of Contracted but Un-Nominated Capacity &
Reporting Framework (the Day-ahead Auction Paper) released by the Gas Market Reform
Group (GMRG) on 10 October 2017.

GLNG acknowledges the rationale for the Day-ahead Auction Paper, which in the East Coast
Review the Australian Energy Market Commission (AEMC) noted that the overarching
objective of the day-ahead auction is fo improve the efficiency with which short-term
transportation capacity is allocated and used. This is to be achieved by making contracted
but un-nominated capacity available on a daily basis to shippers that might value it and aims
to facilitate access on reasonable terms to services provided by transmission pipelines and
compression facilities linking major demand and supply centres (Auction Proposal).

GLNG recommends the following amendments to the processes in the Day-ahead Auction
Paper and processes consistent with the objectives of AEMC set out in Attachment 1,
Stakeholder Feedback Template.

Existing re-nomination rights

GLNG strongly agrees with recommendations of the AEMC and the GMRG where existing
re-nomination rights - including all both firm and reasonable endeavours - should remain
whole. This has been stated and recommended by the AEMC as a required outcome,
covering nominations or renominations by incumbent shippers that occur after the auction is
conducted should be accommodated in full and that the auction product be curtailed prior to
firm capacity.
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The AEMC also expressly mentioned that whilst some renomination rights are reasonable
endeavours there is significant value attached to this right due to the actual gas
transportation requirements vary compared to their forecast requirements made at the
nomination cut-off time.

It should also be noted that in many instances the difference between the contractual term of
“firm” and “reasonable endeavours” is to cover for any operational issues that may occur on
the pipeline or compression facility, certainly not that it is a lower contractual priority. GLNG
notes the clear identification of reasonable endeavours by AEMC, however this is not directly
idenfied by the GMRG hence this raises concern as to retaining the rights of foundation
shippers on both pipelines and compression.

Coverage

GLNG is concerned by the GMRG's recommendation of the Auction Proposal, in particular
with respect to the potential that it apply to pipelines that are subject to no-coverage
determinations or single facility or not fully contracted pipelines, and, on the face of it, the
limited analysis of the material policy and commercial issues associated with the Auction
Proposal.

GLNG makes three submissions that:

a) infrastructure that is the subject of a no-coverage determination under the National Gas
Law (NGL) should not be subject to the Auction Proposal or any reforms implemented
in relation to it. Whilst the GMRG acknowledges this point, GLNG is concerned it did
not recommend directly exempting infrastructure based on no-coverage determination.

b) GLNG supports the GMRG's view that transportation infrastructure that is not available
for third party access should not be subject to the Auction Proposal or any reforms
implemented in relation to it. GLNG notes that the GMRG raised this in the
Consultation paper to be implemented as an exemption by application, rather than a
direct exemption through exclusion in the National Gas Rules (NGR).

c) GLNG supports the GMRG's view that pipeline and compressor infrastructure which is
developed primarily for the purpose of, or is primarily dedicated to, servicing a single
project should not be subject to the Auction Proposal or any reforms implemented in
relation to it. GLNG recognises that the GMRG has identified this rationale in its
Consultation Paper, and GLNG makes observations to support this in Attachment 1.
GLNG notes that the GMRG raised this in the Consultation paper to be implemented
as an exemption by application, rather than a direct exemption through exclusion in the
NGR.
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GLNG considers an auction mechanism which does not exempt these categories of
transportation assets would materially deter efficient investment in pipelines and associated
infrastructure, and adversely impact the value of substantial investments that have already
been made in pipelines and the projects that depend on them.

GLNG strongly recommends exemption is via direct exemption through exclusions captured
in the NGR rather than exemption via application, as currently proposed due to the
considerable administrative burden and lack of investment certainty.

However, exempting these categories of transportation assets, pipelines and compression
infrastructure, would promote the National Gas Objective and be consistent with the AEMC's
terms of reference for the East Coast Wholesale Gas Market and Pipelines Framework
Review.

Priority

GLNG strongly believes that the Auction Proposal as designed, which schedules firm auction
capacity higher than existing foundation shippers capacity, dis-incentivises any foundation
shippers from taking positions to underwrite new pipelines or compression facilities. This will
result in a subsequent negative impact on foundation infrastructure, more acutely
infrastructure with ‘no coverage’ or primarily single facility infrastructure.

GLNG recognises the auction product does need to be of a reasonable quality to make it an
attractive alternative to other non-firm products, however this must not be at the expense of
the current contractual rights of firm shippers, specifically the ability for intraday
renominations (as mentioned above).

Therefore if the reasonable endeavours intraday renomination is retained above the auction
product, then the secondary priority firm (Table 3.1 Option 1) maybe a compromise between
protecting the value of firm capacity and driving change in the non-firm capacity market. If
reasonable endeavours infraday renomination is not retained above the auction product then
GLNG can only support Second Priority Interuptible Auction Product (Table 3.1 Option 3) as
this ensures the foundation shippers remain whole with respect to their existing contractual
rights.

GLNG submitted a response to the initial version drafted by the AEMC of the Day-ahead
Auction of Un-nominated Capacity in April 2016 covering the areas that should be exempt in
response to the AEMC Stage 2 Draft Report: East Coast Review. This contains additional
background on GLNG infrastructure and the potentially unintended consequences of the
Day-ahead auction proposal and the criticality of the appropriate exemptions, refer
attachment 2.
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We would welcome the opportunity to discuss these recommendations ahead of the
conclusion of the GMRG review. Please contact Vanessa Taylor from GLNG via email on

Vanessa.taylor@glng.com or via telephone on (07) 3838 3009.

Yours sincerely,

W

Rod Duke
Chief Executive Officer
GLNG Operations Pty Ltd
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