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1. Introduction

With this concept paper, Energinet wants to initiate the market dialogue on key topics regard-
ing the terms and conditions for Step 2 of the user commitment process. Whereas Step 1, con-
ducted in April and May 2024, was non-binding for the market players, Step 2 forms the bind-

ing part of the user commitment process.

The overall concept for Step 2 is well known from the methane business - known as “Open Sea-
son” - where several European infrastructure projects over the recent years have been decided
based on binding long-term commitments from market players. Here the binding commit-
ments serve as a strong market signal towards which infrastructure projects derived from cen-
tralised planning are truly needed and economic feasible when considering the feedback and

commitments from future market players.

The main purposes of the user commitment Step 2 are:
e To support Energinets business case for the Danish Hydrogen Backbone (DHB), via
binding long-term bookings that secures a certain cash-flow for a long period of time
(10-15 years).
e  To fulfill the booking requirement from the second Danish political agreement related
to financing of hydrogen infrastructure, from April 2024, including which project

scope is economic feasible.

Energinet’s investment decision will both be based on a positive socio-economic business case
during the course of the asset lifetime and an ability to demonstrate a robust financial business
case for the hydrogen company established within the Energinet group. Here the binding ele-
ment is key. The long-term capacity contract(s) must be binding under almost any circum-
stances, as possibility for cancellations will undermine the booking requirement and thereby

jeopardise the financial basis of the project.

However, Energinet is also aware of the risks associated for coming system user with long-term
bookings, taking into account that a hydrogen market is under development. Energinet’s aim



with this concept paper is to work towards a balanced risk sharing between the market and En-

erginet, that secures a sufficient level of long-term bookings, and at the same time supports

the financial and political requirements.

2. Status on preconditions

2.1 Preconditions from the political agreement

The political agreement from April 2024 set up 5 preconditions that must be met, for Energinet

to achieve financing of the DHB from the Danish state:

Precondition

Description

Status

Booking requirement

Agreement with Gasunie
Deutschland

New hydrogen company

within the Energinet group

Economic feasible invest-

ment

Inter-temporal cost alloca-
tion methodology

The political agreement
states that Energinet must
achieve a certain level of
long-term bookings of ca-
pacity (for 10-15 years),
which in practice will be con-
ducted via the user commit-
ment Step 2 process.
Energinet and Gasunie must
sign an agreement prior to
the business case approval,
that mutually obligates both
parties to establish the infra-
structure

Energinet must set up a new
subsidiary, to prevent cross-
subsidisation from power
and methane players

The investment decision
must be economically viable,
and without costs for the
Danish state

The possibility to charge
lower tariffs in the start-up
system (allowed under-re-
covery of costs), which will
be charged later, when
larger volumes are expected

2.2  Method approvals by the Danish Utility Regulator

The specific booking require-
ment will be part of the mar-
ket signal expected before 1
October 2024.

Energinet and Gasunie is in
process to reach such an

agreement.

Energinet is in process with
establishing such an entity.

Will be investigated in 2
steps, via 1) Energinets con-
ditional investment decision
in Q1 2025 and 2) updated
investment decision (after
Step 2) in Q1 2026

The Danish Utility Regulator
is developing the regulatory
framework for the inter-
temporal cost mechanism.
An outline of this framework
is part of Information pack-
age 2.

Besides the preconditions from the political agreement, it is given that parts of the terms and

conditions for Step 2, and several market design topics are subject for method approval by the

Danish Utility Regulator (DUR).



Some of the topics will need approval prior to the user commitment Step 2, as Energinet is
bound to have approval for the relevant methods according to both national and EU legisla-

tion. These topics will be subject to market consultation, prior to the method application.

The following table shows a list of which topics Energinet currently consider subject to ap-

proval by DUR and if the approval is needed prior to the user commitment Step 2, or later:

Topic

Description

Subject to DUR ap-
proval yes/no

Timing

Capacity allocation
methodology for
user commitment
Step 2

General terms and
conditions for user
commitment Step 2

Capacity product def-
inition

Capacity reservation
for short-term capac-

ity

Incentive to bid for
long-term capacity

Connection condi-
tions

How long-term ca-
pacity is offered in
Step 2

General terms and
conditions (other
than the capacity
allocation method-
ology)

Definition of the
overall product(s)
that Energinet will
offer

It must be defined
before Step 2 how
much capacity En-
erginet is allowed
to offer up-front,
and how much
must be reserved
for short-term
products

Lower tariff for
multi-annual ca-
pacity products
than for annual or
short-term capacity
products
Conditions for con-
nections to Ener-
ginet’s infrastruc-
ture (based on le-
gal framework)

Yes

No, but DUR super-

vises that terms and
conditions are trans-
parent and non-dis-

criminatory.

Yes

Yes

Yes (if applicable)

No, but DUR super-

vises that terms and
conditions are trans-
parent and non-dis-

criminatory.

Public consultation
in Q4 2024, method
application will be
forwarded to DUR by
end-2024. See point
3.1 below for further
description

Public consultation
in first half of 2025

Public consultation
in Q4 2024, method
application will be
forwarded to DUR by
end-2024. Will be
described in Infor-
mation Package 2
Public consultation
in Q4 2024, method
application will be
forwarded to DUR by
end-2024. Will be
described in Infor-
mation Package 2

To be discussed with

DUR

Process expected to
start up in 2026
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General products
and capacity alloca-
tion (normal opera-
tion)

General tariff meth-
odology

Balancing methodol-
ogy

Other relevant meth-
odologies to be in-
cluded in the general
terms and conditions
for hydrogen
transport

Terms and conditions
for hydrogen
transport

Long and short-

term capacity prod-

ucts and how these
are allocated

The overall tariff
methodology,
based on the gen-
eral economic reg-
ulation (including
the inter-temporal
cost allocation
methodology)

The balancing
model methodol-
ogy, based on cur-
rent concept paper
Other relevant
methodologies, to
be defined

The full terms and
conditions

Yes

Yes

Yes

Yes

No (however large
parts of the terms
and conditions are

Process expected to
start up in 2026

Process expected to
start up in 2026

Process expected to
start up in 2026

Process expected to
start up in 2027

Process expected to
start up in 2027

subject to separate
approvals as they are
based on approved
methodologies)

3. Descriptions of concepts for Step 2

In the following section Energinet will present its initial thoughts on the main concepts for the
user commitment terms and conditions.

3.1 Credit limit concept for binding commitments

When Energinet and the network users enter into binding long-term capacity bookings?, the
contracts will be signed as part of the binding commitment process. The payments for the ca-
pacity will be executed via monthly capacity invoices throughout the contract duration, based
on the applicable tariffs at the time of invoicing. This also means that there is expected no up-
front payment for the capacity contract, before the contract enters into force.

As part of the binding commitment process, Energinet will require that network users have a
satisfactory creditworthiness to cover the expected tariff costs based on the booked capacity
throughout the contract duration, and/or security via external credit means. This requirement
must be fulfilled from the time when entering into the long-term capacity contract following
the binding commitment process (expected second half of 2025), and until the capacity con-
tract runs out.

1A long-term capacity booking is defined as an annual capacity contract or a multiple of annual capacity contracts, up to 15 consecu-

tive calendar years.
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When the capacity contract commences, Energinet will start invoicing the capacity, thereby
gradually reducing the remaining total value of the contract. Based on this, Energinet will grad-
ually reduce the credit limit requirement on an annual basis, reflecting the gradually reduction

of outstanding payments.

3.1.1 Main admission requirements criteria

There are 2 main criteria, when considering the creditworthiness, based on the respective
companies’ latest annual report:
A. An equity capital level of minimum 25 per cent of the total value of the long-term ca-
pacity contract

B. A solvency ratio of minimum 15 per cent.

3.1.2 Main credit limit criteria

When a network user meets the main criteria for admission requirements, Energinet will im-
plement a step-by-step approach to cover the credit limit requirements:

1. Gather information about a recommended credit line for the network user from ex-
ternal credit rating agencies (e.g., Dun & Bradstreet). Credit limits should be granted
according to the recommendation from the relevant external credit rating agency.

2. If the first step does not cover the requirement, the network user must provide exter-
nal credit via either a parent company or bank guarantee upon request from a guar-
antor with a minimum rating of BBB-.

3. If the second step does not cover the requirement, Energinet will conduct an individ-
ual assessment of the guarantor.

If a network user does not meet the main criteria for admission requirements, Energinet will
consider how large a part of the total contract value must be covered via external credit, based
on an evaluation of the general risk profile, contracts length, Energinet’s possibility to resell ca-
pacity, etc.

3.1.3 Changes over time

The circumstances for a network user may change over time, due to e.g.:
e Changes in equity capital and/or solvency level over time

e Changes in tariff levels, and thereby contract value over time.

Energinet will regularly check the overall credit status of each network user, and will change
the requirement for external credit, if needed (either reducing or increasing the need, based
on most recent figures).

3.2 Delay scenarios — concept for terms and conditions

As a general introduction to the delay scenarios, it should be noted that Energinet’s hydrogen
subsidiary is expected to be established with a limited level of equity and to be financially sepa-
rated from other subsidiaries within the Energinet group and is thus limited in its ability to miti-
gate especially financial risks in the hydrogen value chain as a consequence of delays. This pre-
condition should be considered, when investigating and suggesting possible ways of mitigating
commercial risks via the terms of the binding commitments.

In the following sections, three different delay scenarios are described, and how Energinet
plans to integrate these scenarios into the terms and conditions for user commitments.
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3.2.1 Energinet project delay

Energinet is fully aware of the significance that timing has for the competitiveness of Danish
hydrogen in a European and global context and must at the same time provide a timeline that is
realistic and robust. If the DHB’s commencement is delayed compared to the signed capacity
contracts, it may be possible for market players to source hydrogen from somewhere else to
fulfill their offtake agreements, but this is uncertain in an immature market. Therefore, Energinet
proposes postponing the start date of the capacity contracts in case of project delay, to follow

the delay in DHB’s commencement.

Energinet will incorporate specific timelines for communicating delays, and the reasoning be-
hind, depending on how long a delay is foreseen. For example, a delay of less than 1 year should
e.g. be announced at least 6 months in advance, a delay between 1-2 years should e.g. be an-
nounced at least 1 year in advance, etc.

Energinet expects that some offtakers may wish to require penalties (compensation) if deliveries
of hydrogen are delayed, which DHB'’s users would understandably want covered by Energinet.
It is important to note that Energinet would have to recover any penalties via its tariffs (subject
to approval by the Danish Utility Regulator), which would be charged towards the users of the
system, thus the same users that experiences a delay would fully or partly pay for such compen-
sation. True compensation for a delay would therefore require state financing, subject to a na-
tional political agreement.

3.2.2 Gasunie project delay

In this situation, the interconnection project towards Denmark (Hyperlink 3) would be delayed
while DHB was commenced on time or both projects would be delayed, but Hyperlink 3 more
so than DHB. Energinet should allow for postponing the start date of the capacity contract to
follow the delay in Hyperlink 3’s commencement, based on request by the market player(s).

3.2.3 Market player delay

Energinet expects that most future users of the DHB will have ties to (if not ownership of) elec-
trolysis plants and thereby dependencies further back into the value chain. Construction of these
electrolysis plants is not expected to be finalized by the time the first capacity contracts are
signed, which means that there is a risk that the electrolysis plants experience unforeseen delays
and cannot flow hydrogen from the start date of their capacity contract. If this risk is not miti-
gated, the market player would be obligated to start paying for the capacity contract without
receiving any income on the other side of it. It may be possible for the market player to sell the
unused capacity to another market player, but this is uncertain in an immature market.

Energinet proposes allowing market players to postpone the start date of their capacity con-
tracts (maintaining the same duration) up to, e.g., 1 year, if this does not have significant eco-
nomic consequences for the hydrogen infrastructure company and does not entail discrimina-
tion. Rather than requiring payment for such postponement, Energinet proposes that there will
be a pre-determined lead time for the market player to forward such a request, including an
explanation of the reason behind the delay, e.g., 6 months before. The explanation is needed to
ensure that the necessity for postponement is project related and is not based on commercial
optimisation. When considering the economic consequence, Energinet will consider all requests
for postponement at the same time, to avoid a case-by-case approach, with potentially different
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outcomes for each market player. Energinet will also consider if a postponement creates a scar-
city of capacity in one or more years. Energinet is also open to consider allowing longer post-
ponements with longer lead times (e.g., 1-year lead time and 2-year postponement) - again as
long as it does not have significant economic consequences for the hydrogen infrastructure com-
pany. Energinet’s concern is that if there is a general tendency that several market players are
delayed, the hydrogen infrastructure company could experience cash-flow issues related to in-
terest rates and discounting in which case it may be most prudent to delay the DHB’s commence-

ment date in coordination with Gasunie.

For Ellund specifically, it should be noted that if capacity is offered in a joint process (see point
3.5 below), the terms of market player delay must be aligned between Energinet and Gasunie
specifically.

3.3 Termination scenarios — concept for terms and conditions

As indicated in the introduction, the long-term capacity bookings need to be truly binding, to
use them as a signal for investment, both in terms of the business case and the financing of the
project (by living up to the booking requirement). This precondition is reflected in the scenar-
ios described below.

In the following sections, three different overall termination scenarios are described, and how
Energinet plans to integrate these scenarios into the terms and conditions for user commit-
ments.

3.3.1 Energinet termination of capacity contract

DHB relies on external permit and decisions, but if the Danish Ministry of Climate, Energy and
Utilities approves the updated business case that Energinet will submit after Energinet’s own
updated investment decision in Q1 2026 following Step 2, then the risk of termination is low.
Market players may have a claim against Energinet if termination happens due to serious fault
on the part of Energinet (gross negligence or intentional). However, Energinet acknowledges
that the capacity contract is only a fraction of the total consequences for the market player es-
pecially if a late termination is announced, compared to the stranded assets for the electrolysis
plants.

Energinet should be able to terminate the capacity contract if the specific permits are not com-
pleted within certain dates. Also, Energinet should be able to terminate if Gasunie is signifi-
cantly delayed (e.g. 5 years). Energinet will also include Conditions Precedent on e.g. ministry
approval, but these will be placed shortly after the business case decision, whereas the termi-
nation clauses relate to later activities. E.g. the terms should include a possibility to terminate,
if Gasunie terminates their project (see next point).

3.3.2 Gasunie termination of the Hyperlink 3 project

If Gasunie terminates the interconnection project towards Denmark (Hyperlink 3, or relevant
subsections hereof), Energinet must also be able to terminate capacity contracts in the DHB.
There could be large consequences for market players, in terms of stranded assets, however
no claims towards Energinet can be made in this case.
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3.3.3 Market player termination of capacity contract

Capacity contracts in the DHB must be binding for the market players to support both the
DHB'’s business case and the booking requirement in the national political agreement about fi-
nancing. If Energinet allows for the possibility to terminate, this could jeopardise both. On the
other hand, completely ignoring the market risk may also jeopardise the DHB if the economic

risk is considered too high by the market players.

Initially, Energinet therefore suggests that market players will only be able to terminate the ca-
pacity contract, if Energinet is significantly delayed (e.g. more than 5 years). Energinet may also
consider including a clause on termination, where the market player has the possibility to ter-
minate up to a certain date (e.g. 3-4 years before), but at a significant penalty, that restores

the economic balance for Energinet to a satisfactory level.

Energinet will also consider including a Conditions Precedent for market players, that allows for
terminating the capacity contract shortly after the contracts has been signed (e.g. 1-2 months),
to ensure that market players can conclude necessary back-to-back agreements in the value
chain.

Any possibility to terminate the capacity contract may be subject to approval by the Danish
Utility Regulator.

3.4 Capacity allocation mechanism for Step 2

Energinet expects to offer a capacity level of some 2.7 GWh/h/year? in the user commitment
Step 2, for the time period from the commercial start date of the DHB and 15 years ahead. Ca-
pacity will be offered as single annual capacity contracts, meaning that Energinet will offer ca-
pacity in 15 separate years. This gives market players the possibility to freely book the needed
capacity per year, e.g. ramping up capacity over time in line with expected production.

Energinet’s initial suggestion for a capacity allocation model is based on both trying to keep the
model as simple as possible, but also being prepared for different scenarios. In that sense, En-
erginet suggests a 2-phase model, where an auction is only held (phase 2), if over-demand oc-

curs.

Phase 1: market players forward their capacity bookings to Energinet.

In this first phase, Energinet specifies:
e the formal requirements for participating (terms and conditions for user commit-
ments),
e aspecific deadline for receiving capacity bookings, and
e the means to how and where the binding capacity bookings should be forwarded to
Energinet.

If there is no over-demand in any calendar year, and all preconditions are met (e.g. that the rel-
evant booking requirement are met) all market players are granted capacity equal to their ca-
pacity bookings, and the user commitment Step 2 is completed. If, however, there is an over-
demand in one or more calendar years, Energinet will add a second phase before allocating the
capacity:

2 The total capacity in the start grid is expected to be 3 GWh/h. Energinet expects to offer 90 per cent of the total capacity, as (at least)

10 per cent must be reserved for short-term contracts (subject to DUR approval).
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Phase 2: allocation based on auction (if relevant).

Energinet will open an auction to ensure the most efficient allocation of capacity. Energinet
suggests using an “ascending clock” auction, which has been used for many years in the me-
thane sector, when allocating long-term capacity at border points. In this auction type, the

price gradually increases with a predefined factor, each round where there is over-demand,

until the total demand is lower than the offer, and all remaining bidders pay the same price.

For more information on how this mechanism works, please see the Network Code on Capacity
Allocation Mechanisms, binding for methane only, (NC CAM, Clause 17: Regulation - 2017/459
- EN - EUR-Lex (europa.eu).

3.5 Capacity allocation process in relation to Germany

The Danish and German process for hydrogen infrastructure is different from each other, in
terms of timings and basis for the decision. In Denmark, the decision is highly market driven,
through the booking requirement, whereas in Germany the decision is mainly driven by coordi-
nated planning, through the core grid and network planning processes, with all these processes
involving the public (including market participants) and the regulator. However, booking re-
quirements also play a central part in Gasunies investment decision.

Energinet and Gasunie are in close dialogue on how to offer capacity at the border point be-
tween Denmark and Germany, considering the differences in timings and processes in each
country. At this stage Energinet and Gasunie sees 2 possible options:

1. A coordinated but separate capacity offer, where Energinet offers the capacity first on
the Danish side, and Gasunie offers the capacity later on the German side of the bor-
der.

2. Ajoint capacity offer, where the capacity is offered and sold as a bundled capacity
product, where the market player books the capacity instantly on both sides of the
border in the same direction (with separate capacity contracts with each entity).

It is Energinet’s and Gasunie’s working assumption that the market would prefer option 2,
even though it may lead to a later capacity offer on the Danish side. However, Energinet and
Gasunie anticipates that a joint capacity offer would be possible in late 2025, so still within the
original timeframe for Step 2 on the Danish side.

3.6 Other relevant topics

With this concept paper, Energinet focuses on what is considered the most relevant topics to
discuss up-front, both based on previous experience and on recent market input, but also
based on which topics potentially includes the largest dilemmas and tradeoffs. However, the
terms and conditions for the binding commitments will include several further topics, that are
not discussed in this paper, that will be subject to public consultation later.

Energinet expects that the terms and conditions for the binding commitments will include (but
are not limited to) the following topics (besides what is described in this paper):
e  Formal requirements for the participant, e.g.:
o Documentation
o Timings
o Signatures
e  Registration procedure

e  Bidding process


https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1503060564207&uri=CELEX:32017R0459
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1503060564207&uri=CELEX:32017R0459
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o Submission of capacity bookings
o Verification of bookings

e Amendments

e Communication

e Liabilities

e Conditions precedent

e Legal venue and choice of law

Further topics may be added later, based on internal needs and/or market indications. Market
participants are welcome to add suggestions for further potential topics in the coming market

dialogue.

4. Expected timeline and activities

Energinet assumes the following timeline and activities for the user commitment process and
related activities:

e April/May 2024: The user commitment Step 1 was conducted.

e 19 June 2024: The information package 1 was released: Hydrogen market dialogue

(energinet.dk

e 16 September 2024 (now): The concept paper for user commitments Step 2 (this pa-

per) is released as part of information package 2, with deadline for written comments
on 31 October 2024.

e September-October 2024: Energinet encourages market players to book bilateral or
trilateral (including Gasunie) meetings, to discuss the concept paper for Step 2.

e Q3 2024: the market signal on hydrogen infrastructure is expected to be released.

e 8 October 2024: Energinet hosts a market meeting on relevant topics, where also
Gasunie will participate.

e Q4 2024: Energinet will perform a public consultation on the required method appli-
cations in relation to Step 2.

e Q1 2025: Energinet will forward the method applications for Step 2 towards the Dan-
ish Utility Regulator (DUR).

e Q1 2025: Conditional investment decision by Energinet.

e Q1/Q2 2025: Energinet will perform a market consultation of the general terms and
conditions for the binding commitments, together with Gasunie.

e (2 2025: Information Package 3 (concrete topics will follow) and final terms and con-
ditions for the binding commitments are released, prior to Step 2.

e (Q3/Q4 2025: User commitment Step 2 is conducted.

e Q1 2026: Updated investment decision by Energinet.

Physical market
meeting

Information F;] Megﬁss LS F] Info;mat;); User commitment,
package #2 Sl Step 2
(e ”Long-term capacity”

2024 2025

AUG SEP OKT NOV DEC X Q2 Q3

User commitment, Market consultation:
“Development of terms Terms and conditions
and conditions for Step 2, for Step 2
and market consultation
of draft methods”



https://en.energinet.dk/hydrogen/hydrogen-market-dialogue/
https://en.energinet.dk/hydrogen/hydrogen-market-dialogue/
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5. Market feedback

Energinet invites market participants to request for bilateral meetings during the coming pe-
riod, and to submit written feedback to this concept paper by 31 October 2024. Please submit
your request and written feedback to Christian Rutherford (cru@energinet.dk) and Sofie Marie
Skov (sem@energinet.dk).
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