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30 August 2002

Dear Kyran,

Transco Price Control and System Operator Incentives 2002-7 – Proposed licence modifications

Thank you for your letter of 1 August 2002, with various attachments, regarding the further consultation on the proposed changes to Transco’s Gas Transporter Licence.  British Gas welcomes the opportunity to consider the further changes necessary following the original consultation.

We concur with your view that many of the changes being consulted upon are typographical amendments and/or corrections to errors in the formulae which in themselves may have constituted a material change but have not altered the overall intent or sense of the document.

We note that you have specifically requested respondents not to reiterate their comments and concerns raised in the original consultation. In accord with your wishes we have not included these points here.  However, in light of the fact that there has been little substantive change in the intent of the licence modification since our earlier comments, many of the concerns expressed in our previous response still remain and we believe that Ofgem should reconsider their position and consider amending the proposed Transco Licence in the manner previously indicated, particularly in respect of information release and the ability of non-Users to amend the Transco Network Code.

However, there is a specific area where we believe that there has been a substantive change which does relate to a concern which has been raised previously.

In our response to the Initial Proposals paper in November 2001 we commented upon the proposal that Ofgem have an obligation to sanction or veto Transco’s investment plans for provision on Incremental Entry Capacity. 

The re-drafting of Section 28(B) Part 2 paragraph 14(5)(b)(iv) to (x) puts in place a mechanism where the investment plans are not only subject to scrutiny against the Incremental Entry Capacity Requirement statement, but are effectively approved by the Regulator as Obligated Incremental Capacity, following a period of consultation if necessary.  This additional stage appears to remove the risk borne by Transco and affords a guarantee of attracting the higher rate of return in the situation where the decision to invest Is made.  We have always been of the opinion that Transco must be exposed to some risk in respect of their decisions to invest and that for a scenario with a 

guaranteed return (which is what Ofgem’s proposals have created) a higher rate of return is inappropriate.

With regard to the Allocation of Firm Capacity, we note that the date for Transco’s obligation to offer for sale all Firm Capacity for the period of the price control has been revised from 1 October to 1 November.  Although this is an “all reasonable endeavours” obligation, it will have a bearing on the conduct of the allocation process for long term capacity rights.  We are of the opinion that there needs to be certainty of the product being offered in this process.  Although the licence amendments themselves may be implemented by early September, we are pessimistic that all necessary processes will be in place at this time.

The licence requires the provision of a series of supplementary statements to be in place in order to define the framework against which Transco will operate in responding to it’s incentives.  These include the Incremental Entry Capacity Requirement (IECR) and System Management Principles (SMPS) statements.  It is our view that these two statements must be published in final form in order for users to have the opportunity to assess their impact upon Transco’s operation in respect of the management of capacity.  To date, these documents have only been seen in first draft, which was far from acceptable.  Revised drafts are to be discussed this week but it may well take a number of weeks before an acceptable final format is reached.

In addition, the Final Modification Report for Modification 500 has been issued in the last few days, therefore users have not yet had any opportunity to consider the legal drafting which governs this process.

There have also been a number of additional modifications raised in recent weeks which would have an impact upon the valuation of capacity holdings if implemented.

It is only when these unknowns are resolved that Users will be able to make an objective assessment of the requirement for capacity in the long term set against the risks of making such a substantial investment over the 13 year period being offered.  It is on this basis that we consider that there needs to be a period of at least two months between the resolution of these uncertainties and the conduct of the Allocation process.  This would facilitate the required analysis, seek financial authority for the commitment of the funding of the acquisition of capacity rights and to ensure that appropriate credit cover is in place, commensurate with the requirement.

Should the industry be required to carry out the process in a constrained manner there it’s a possibility that not all parties will be able to participate, which will have consequential implications for the individual players and for the market due to the reduced probability of investment signals occurring.

With this specifically in mind, we would ask for your consideration of a further relaxation of the requirement upon Transco to offer for sale all firm capacity in this timeframe.

Finally, we note your reference to the possibility of a seminar in September held by Transco to understand the new regime.  Due to the intense complexity of the proposals and the difficulty that Shippers will have in monitoring Transco’s performance, we welcome this initiative and would wish to attend such an event.  We would recommend that should this seminar be held, that it be a joint initiative between Ofgem and Transco to ensure that all the relevant issues are addressed in an appropriate manner.

I trust that these comments are of value to the consultation and in reaching a decision on the implementation of the licence amendments.

Please contact me if you require any further information.

Yours sincerely

Simon Goldring

Transportation Manager
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