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Background

The supplier of gas to Emile Huchet power station can apply for storage capacity under French rules. The exact capacity that will be assigned is uncertain. Subject to assumptions as outlined below based on the current state of knowledge we have calculated a total cost for that storage. We compare this cost to the cost of using German storage and greater capacity at Obergailbach to create the same flexibility of supply at Emile Huchet.

The two calculations are outlined in the spreadsheet attached. This document is designed to document the spreadsheet calculations and the main assumptions made.

Cost of storage France (F)

The cost of storage France is the regulated tariff that will be charged by Storengy for any capacity allocated. 

Capacity allocated is based on an Annual Reference Consumption (CAR) and a profile for the power station in question. The assessment will be performed by GRTgaz. Given the parameters of Emile Huchet, we estimate that we could be allocated 550 GWh of storage volume and 17 500 MWh/d of maximum withdrawal (P25 profile, 7 TWh CAR). There are different rules surrounding what storage sites would have to be included in order to maximize all allocation rights – we have therefore considered two cases (“high” and “low”) based on EET Front Office assumptions.

High Case:

· Reserve 410.5 GWh of Sediane (at 8.05 €/MWh) and 139 GWh of Saline (at 15.35 €/MWh
) (17500 MWh/d maximum withdrawal)

· Variable injection cost: 0.32 €/MWh, withdrawal cost 0.1 €/MWh

· GRTgaz entry and exit costs 0.45 €/MWh

· Cost of North-to-South transfer of gas going to Saline: 0.48 €/MWh (spread over the working gas volume)

· Average all-inclusive cost for this combination is 11.25 €/MWh

Low Case:

· Reserve 50 % of capacity at Sediane (at 8.05 €/MWh) and 50 % at Serene Nord (9300 MWh/d maximum withdrawal) – cost of reservation 6.575 €/MWh

· Injection cost 0.32 €/MWh, withdrawal cost 0.1 €/MWh

· GRTgaz entry and exit costs 0.255 €/MWh 

· No transfer cost, since both storage sites are in the North

· Average all-inclusive cost for this combination is 7.25 €/MWh

Cost for flexibility in Germany is based on 3.75 €/kWh/h/a (quoted by ERG) for German storage and 90 €/MWh/d/a entry cost at Obergailbach (regulated tariff). 

Main Value Drivers for E.ON 

The value of storage in France to E.ON is defined by the cost savings that it can create for the structuring of gas for Emile Huchet. The main value drivers are taken to be the following:

· Storage in France replaces the equivalent storage in Germany that would be used to structure supply on the German side of the border. We assume that the replacement is exactly one-for-one.

· French storage would also reduce the need for entry capacity at Obergailbach. We assume that the full maximum daily withdrawal rights effectively replace the equivalent transportation capacity at Obergailbach.

· Storage comes with gas in inventory which is sold to the new owner of the storage capacity at an average Zeebrügge summer gas price + 1 €. Assume that storage allocated will be filled at 90 %. The most recent average of the relevant price at Zeebrügge since April (i.e. for the summer months up to and including July) is 10.2 €/MWh. We value this gas against the latest PEG prices quoted for deliveries during the winter months starting in November (from when storage would become available). The margin made on gas in inventory is a one-off associated with the initial booking of the capacity. We have therefore spread it over the three years of the contract period in order to arrive at a per-year profit.

Results
Under the assumptions outlined above, the cost of storage in France (offset by the gain from gas in inventory) is calculated at 295.54 €/MWh/d/a (see also the IC presentation) and exceeds the cost of additional capacity at Obergailbach and storage in Germany (246.25 €/MWh/d/a). 

The first tab on the spreadsheet derives these numbers – it is equivalent to the “High Case” defined above. The second tab derives the equivalent numbers for the “Low Case” – both cost of storage in France and potential gain through inventoried gas rise in that case, since numbers are given in units of €/MWh/d/a and the withdrawal rate per day is lower in that case. All numbers assume that the full working gas volume is turned over once per year. Costs in Germany do not change since there is no working-gas-volume-based cost in that case.

The third tab presents a slightly “alternative” calculation: we have refined the PEG price calculations somewhat but the main difference lies in assigning all the value of inventoried gas to the first year. Under those conditions, storage in France is economic.
Our questions now are:

· Are we missing any value drivers?

· Are any of the estimates and assumptions unrealistic?

Next Steps

· Feedback from EFRE/ERG on assumptions and value drivers as soon as possible

· Alignment on valuation

· Real start of valuation mid September when firm information on storage rights becomes available in order to support a decision on whether to take storage

� Source: www.storengy.com
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