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Adriatic LNG

. T i,
Sebastien Bumbolo

General Counsel & Market Unit Manager

Sebastien Bumbolo has overseen the legal function for just over 10 years
and, since early 2019, the commercial function of Adriatic LNG,
designer, builder and operator of the biggest LNG Terminal in Italy
located off shore in the northern Adriatic Sea with a world unique
technology. With a distinct interest in energy matters and regulation,
Bumbolo has spent the entirety of his career in the energy sector and has
worked in a number of regulatory advisory positions. During his
professional career of 25 years, he has been employed by various utility
companies such as EDF (in Paris and Rome), ENEL (Rome) and Terna
(Rome). Bumbolo has impressed peers and colleagues alike with his
involvement on gas and power trading activities in Europe, set up of
energy markets operators, important international transmission
agreements and a number of M&A deals. Bumbolo’s involvement on the
liberalisation of the energy markets by negotiating with energy
regulators and antitrust authorities at nationals and EU level has also
been highly impressive. Within the Global Counsel awards ACC he’s
been awarded in London best counsel in Europe 2019 and in New York
best global counsel 2019 always in the category Regulatory (Non-
Financial Services)

Natural gas and Icarus syndrome

The seminar will provide a brief description of the liberalized
natural gas market in Italy and the world market with particular
reference to the maze of regulation, actors and geopolitics. During
the seminar we will reflect on the good intentions - or perhaps too
much ambition - of the authorities and market operators that can
produce negative effects.
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About the Jean Monnet Centre of Excellence

The objective of the Jean Monnet Centre of Excellence at
DEMM (January 2021- January 2024) is to advance teaching,
research and public engagement on EU Research and
Innovation Policy and its impact on sustainable Services of
General Interest.

The Centre particularly focuses on the socio-economic and
environmental impact of EU Research Infrastructures and
space Infrastructures upon Services of General Interest.

Research Infrastructures are facilities that provide resources and services to conduct
research and foster innovation. https://ec.europa.eu/info/research-and-
innovation/strategy/european-research-infrastructures en

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52016DC0705



https://ec.europa.eu/info/research-and-innovation/strategy/european-research-infrastructures_en
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52016DC0705

Henri Matisse, Icaro, collage (1947)

Natural gas and the Icarus
syndrom — March 2022

Universita degli Studi di Milano
Jean Monnet Centre of Excellence
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Purpose:

With particular reference to the current dynamic of the market,
the seminar aims to illustrate and explain the liberalized natural
gas market in Italy, the world gas market production with
particular reference to the maze of regulations, actors and
geopolitics.

The conclusion is a discussion about the possible cause of the
current situation of price spikes.




The explosive mixture of good
intentions and too much ambition
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What happened?

January 2022, Hellas Diana
LNGc, USA> Asia > U.K.

January 2022, BW Pavilion Leeara
LNGc, USA> UK > Netherlands

December 2021, Minerva Chios LNGc,
USA> India > Turkey




 |s It because :

 of the source of natural gas geographical ‘
(unequal) distribution ? ‘

 the features of the ltalian market gas
supply/consumption ?



Some background to understand the market forces (Where is the natural gas ?) ...

The Reserves-to-production ratio (RPR or R/P) is the
remaining amount of natural gas expressed in time. The
reserve portion (numerator) of the ratio is the amount of
a resource known to exist in an area and to be
economically recoverable (proven reserves).The
production portion (denominator) of the ratio is the
ar?ount of resource produced in one year at the current
rate

Reserves/Production Ratio (2019)
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BP, statistical review of world energy 2020 : Reserves concentrated out of Europe (mainly Russia and Middle
East).
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SOME BACKGROUNDS ON ITALIAN GAS MARKET (we rely on the

others)...

» Injection of gas (National 2015 -1.12I

production vs import) into

the grid in 2019 and 2020 2000% |.1.121

(ARERA, Annual report 2021)

Consumption in 2021: 76.11 BCM

(Source : Ministry of Ecological Transition)

» Import of gas in 2019 and
2020 by country of origin

(ARERA, Annual report 2021)

Importation in 2021:72.5 BCM

(Source : Ministry of Ecological Transition)
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Dilemma of liberalization while almost all the gas is produced out of Europe




Is it because of the structure of the liberalized gas

market in Europe (and U.S.A) ? ‘




How to build a liberalized energy market : the essential facilities concept

3 basics of antitrust law on dominant position : relevant market, domination & abuse.

Relevant market definition and its 2 elements applied to gas market :

Products : the relevant product market is made of all products/services which the consumer considers to be a s
other due to their characteristics, their prices and their intended use.

ach

Markets for the sale (supply) of gas distinguishes between markets for gas sales to wholesalers and end cus . Within
these groups, it defined, two separate markets for wholesales and one to smaller distributors and for the supply of gas to end
customers, further distinguishing between large industrial customers and to smaller customers(household and small commercial
customers).

Infrastructure-related markets : services offered by Transmission System Operators (TSO) which is separate from the ga
distribution market offered by Distribution System Operators (DSQO) which are different from the services offered b
regassification terminal operators and different from the Storages (Comp/M1383 - Exxon/Mobil, 1999) but sometimes all theses

COMP/M.3696EDP/ENI/GDPCOMP/M.5602.

Geography : the relevant geographic market is an area in which the conditions of competition for a given product are homogenous.

For Supply markets : national (Case COMP/39.315 — ENI)

infrastructures are incorporated in one category : gas imports infrastructures, high/low pressure networks, storages in |
For infrastructure market : the national territory (eg. Italy) or grid-wide (COMP/39.402 — RWE Gas Foreclosure, 18 March 2009)

The domination : Market shares, but if a company has a market share of less than 40% it is unlikely to be dominant (ECJ, United Brands,
1978). Other factors : the ease with which other companies can enter the market, size of the competitors or special scenario (legal
monopoly or essential facilities).

The abuse : in EU to be in a dominant position is not in itself illegal. A dominant company has a special responsibility to ensure that its
conduct does not distort competition. Examples of abuse : refusal of access, requiring that buyers purchase all units of a particular
product only from the dominant company (exclusive purchasing); setting prices at a loss-making level (predation); refusing to supply
input indispensable for competition in an ancillary market; charging excessive prices. ‘



How to build a liberalized market
Abuse of domination and essential facilities, the beginning, the concept.

« Legal source in EU: TFEU Treaty art. 102 on abuse of domination
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An USA concept : the origin of the doctrine is laid down by US
Supreme Court in United States v. Terminal Railroad
Association (1912)...then Associated Press (1945) , Aspen Skiing
(1985), Hecht v. Pro Football (United States Court of Appeals,
District of Columbia Circuit, 1977)

— European Court of Justice first dealt with refusal to deal in Commercial Solvents (1974) then ECJ
and EU Commission applied it to United Brands (1978), BP (1978), Sea Containers / Stena Sealink
(1994), Port of Radby (1998), Oscar Bronner (1999), GVG (2001), Gaz de France (2006), ENI (2010)...



How to build a liberalized market
Third party access concept

Concept of Third Parties Access (TPA) : Some gas
infrastructures (among which LNG regasification terminals,
transportation, storages) are considered essential facilities then
access to them shall be granted on a non discriminatory basis at
reasonable, transparent and objective conditions. Some
exceptions are possible (sc. Exemption from TPA).

Concept of TPA has triggered the develop
of ad hoc regulation on tariff and transparency,
capacity allocation rules and access code (to
transportation grid, storage and LNG regasification
terminals).

TPA regulation’s aim is to balance interests of
the market participants (making money on the
free market), the investors in regulated activities
(reasonable ROI) and social welfare (low price of
the commodities)




The usual 3 main kind of (essential) facilities in the gas sector

» Transportation grid : Boundaries of National Grid are defined by art. 9 of Letta
Decree n.164/00, MAP Decree dated 29 september 2005 and Resolution RAEG n.120/01.

* Nine companies, the main one is Snam Rete Gas (32.339km of pipelines in 2014 on a
totalof 34.628km).

v The local distribution companies

 Gas Storage is used to meet load variations. Gas is injected into storage (depleted

gas reservoirs, aquifer reservoirs and salt cavern reservoirs) during periods of low
demand and withdrawn from storage during periods of peak demand.

« Five companies (one JV), total national capacity (2021) : 17,7 BCM

 LNG Regasification terminals

* LNG Regasification terminal means a structure for liquefied natural gas to store and
convert it into gaseous state to be redelivered into the grid

« Total national capacity (2021) : 15,15 BCM3. The companies are Adriatic LNG, OLT
Offshore and GNL ltalia

delivery of natural gas it is uneconomical to built a pipeline : LNG is the solution.




The - almost not regulated or relatively regulated only - market players

« Sellers/Traders : 759 companies registered in 2020 (active only around 530). Only
wholesale is free, supply to end users shall be authorized by MSE (Letta Decree n. 164/00,
art. 17)

v Importation of gas produced in Non EU countries shall be authorized ex ante by MSE,
if produced in EU only communicated to MSE.

« National Producers 4BCM produced in 2020 (ARERA, Annual report 2021) by 14
companies (group). Authorization of research and concession of production are regulated
by D.P.R. N.484/94, Law decree 25 november 1996, n. 625, and Law dated 23 august
2004 n. 239.

« End users (great industrial consumers and domestic consumers).




What TPA ? TPA Tariff & Regulated Access Code

* Regulated tariff regime is provided in national and EU laws for each of the regulated services (transportation, storage, regassification,
distribution).

- To secure a minimum level of investment in the import facilities (eg. LNG Regas terminal) , the tariff regulation provides al
“guarantee factor” where the capital remuneration + amortization are paid up of the equivalent remuneration of 64 % of capaci
used (eg. terminal of GNL Italia). RAEG grants the guarantee factor for 20 years and for a limited amount of capacity av
national market : max 95 million Scm/Day for all terminals authorized to operate.

- new Weighted Average Cost of Capital (WACC) defined by RAEG in the Testo Integrato WACC (TIWACC) for 2022 - 2027 (eg. r
regasification, 5.7% for transportation. Premium for new investments); - TPA tariff applies on 28.8% of Adriatic LNG’s regasification
capacity.

« Art. 18 Directive 2009/73/EC, Art. 23.2 Law Decree 164/2000 (Decreto Letta), RAEG so called “Regolazione Tariffaria per il servizio di
rigassificazione del GNL per il quinto periodo di regolazione 2020-2023” (RTRG) adopted in 2019 and amended in 2020.

Process to define the maximum regulated tariff (to be discounted subject to conditions):

Tariff Tariff Discussion )
framework Proposal by with RAEG, Website

defined by Company to approval or publication
RAEG RAEG not

* Regulated Codes : the Terms and Conditions of regulated Services are defined in a Code (eg. Transportation Code, Regasfication Code,
Distribution Code). The Code is develloped by the operator and submitted for approval to RAEG. Provision such as scheduling, use it or loose it,
timing of service allocation, guarantees are provided in the code. The amendement to the Regas Code shall follow a regulated process which
entails a public consultation fase (i.e. no possibility to amend it unilaterally or bilaterally) as per resolution n.11/07 of RAEG.

Website Public Sending to RAEG |

publication by Consultation @iy eals e Decision of RAEG Code amendsd or

" PC and opinion of i ; not according to CDNTM
Company of the Consultation Company Within (possible hearings) RAEG final cT &

proposed Committee/Other
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When the market fails : Security of natural gas supply

Adoption of the second Internal Gas Market Directive 2003/55/EC and dynamic gas market development increased the
izr?);)oor}gnce of security of gas supply triggered the adoption of first EU Directive on security of gas supply i.e. Directive
4/67.

First gas crisis Russia Ukraine in March 2005 on gas price and cost of transit. In January 2006 first complete disruption of gas
supply from Russia. A solution was found in a week. In late 2008 the relations became tense again. The Russia-Ukraine crisis in
January 2009 brought an unprecedented disruption for the gas supply in Europe (18 countries hit by supply drop). It also
exposed the fragilities of the hitherto first Directive on security of gas supply with regards to the broad margin of discretion of
Member States to determine the measures for safeguarding the security of gas supply. As a response, the EU Regulation no.
994/2010 then substituted by EU Regulation 2017/1938 have been adopted.

EU Regulation 2017/1938 aims to strengthen EU energy security by helping prevent potential supply disruptions — and to
respond to them when they occur — to ensure that households and other vulnerable consumers are always supplied.

The main elements of the regulation are:

 better cooperation and coordination between groups of EU countries in regional groups to assess common supply risks
together and to develop and agree on joint preventive and emergency measures;

» introduction of the solidarity mechanism through which EU countries must help each other to always guarantee gas supply
to the most vulnerable consumers — even in severe gas supply situations — under fair compensation conditions by the
country receiving solidarity; minimum storage obligations on natural gas suppliers (Case C-226/16, Eni SpA and Others v
Premier Ministre and Ministre de 'Environnement, de I'Energie et de la Mer)

* improvement of transparency thanks to the obligation placed on gas companies to notify to their national authority their
major long-term gas supply contracts that may be relevant for security of supply;

« the European Network of Transmission System Operators (ENTSOG) will carry out a 4-yearly EU-wide simulation of gas
supply and infrastructure disruption scenarios.

Implemented in Italy through numerous laws and regulation, especially Ministerial Decree n. 93 dated 29 June 2011 and 30
september 2020,



Conclusion(s)




The view of the Organization of ‘
exporting country (GECF) on
current gas spikes

The Doha declaration (February 2022) “ Acknowledging (...) the
negative impact of extreme market volatility on natural gas
demand and its affordability(...) Reiterating (...) the importance of
long term of gas and LNG contracts ”



Why has it happened ?

Limited number of
sources of gas for
Europe

Drought in South
America which
reduced
hydroelectricity
production

Need to first fill the Maintenance on LNG
Russian storage production unit

Reduction of
investments in 2020
for the C19 pandemic

Psychological factor
on gas exchanges

LNG high demand in
Asia

Indexation of some
long-term contracts
on spot prices

Unelastic demand Others ?

Bad weather in the
Gulf of Mexico that
delays US LNG

War in Ukraine
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DISCLAIMER “These information are provided by its author (and not his employer) "As
they are" and without warranties of any kind, whether express or implied, to the fullest
extent permissible pursuant to applicable IaW the author (and its employer) disclaims all
warranties, express or implied, including, but not limited to, implied warranties of
merchantablllty and fitness for a particular purpose and non- lnfr/ngement the author
(and its employer) does not make any warranties or representations regarding the use of
contents of this documentation in terms of their correctness, accuracy, adequacy,
usefulness, timeliness, reliability or otherwise. Some jurisdictions do not allow exclusion
of implied Warrant/es so the above limitations and exclusions may not apply to you. the
author (and its employer) shall not be liable to you or any other party for any
compensatory, punitive, special or consequential damages that result from the use of, or
the inability to use, the contents on this documentation, even if the author (and its
employer) has been advised of the possibility of such damages Applicable law may not
allow the limitation or exclusion of liability or incidental or consequential damages, so the
above limitation or exclusion may not apply to you.”

All rights reserved.




Comparison of transportation costs between pipelines and LNG

Due to its cost structure being around 80% fixed, the LNG supply chain is competitive against pipeline gas when transported beyond
approximately 4,000 km, as illustrated below.

Transportation Cost
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Back up - the market functioning

THE MARKET, OVERALL...
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