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30 August 2002

Dear Kyran

Consultation on Section 23 Notice of Proposed Modifications to Transco’s Gas Transporters Licence

Statoil (UK) Limited (“STUK”) welcomes the opportunity to comment on Ofgem’s proposed modifications to Transco’s Gas Transporters licence. As you will be aware STUK is responsible for the marketing of potential supplies of its parent company’s Norwegian equity gas and the Norwegian State’s equity gas in the UK market. Due to its size, its proximity to Norway and its prospective gas supply shortfall in the next few years, the UK market is of great natural interest to us. 

STUK welcome the decision by Ofgem to consult further on the proposed licence changes to Transco’s Gas Transporters licence. Many of the changes in the Change Log are acceptable as they correct previous errors in drafting of the licence proposals. However, below are some of the sections of the licence that are of concern to STUK.

Section 28

In change proposal 55 in the change log Ofgem have changed the wording of 14(5)(b)(vi) of part 2 of Special condition 28b to better define the process for agreeing proposals for incremental entry capacity through the Incremental Entry Capacity Release statement (IECR). In the paragraph the licence states that Transco need to apply in writing to Ofgem to gain consent for any proposal. However, in the most recent version of the IECR statement Transco have included terms that would imply they do not have to do this, as meeting the criteria outlined within the IECR will provide Transco with automatic Ofgem consent to build capacity.

It is essential that the GT licence, the auction methodology and the IECR all fit together to provide a logical framework for the Long term Auctions. If there are any discrepancies between these documents then it creates uncertainty for Shippers who will be participating in the auctions. If shippers are uncertain of the outcome of the rules they are unlikely to be able to provide the long term signals that Transco need to provide incremental entry capacity and plan appropriate investment.

Ofgem have changed the date for Transco’s reasonable endeavours obligation to offer for sale all long-term baseline capacity from 1 October 2002 to 1 November 2002 (Change number 60). STUK welcome the move to postpone the auctions, however, we feel that the delay is not sufficient to enable shippers to develop a sufficiently complete understanding of the regime, once all the proposals are decided upon, to participate in the Long-term auctions.

At present there are still to many variables in the design of the long-term auctions, the structure of the licence, the form of the supplementary statement (IECR, Procurement Guidelines etc.) to enable any participant to formulate a strategy. The levels of expenditure which a shipper could commit itself to over the 15 year period of the auctions will, in most cases require clearance at a very senior level within the company which can take some time. Furthermore such authorisation of these funds needs to be made on facts about the regime not possible outcomes.

It is therefore STUK’s proposals that either Ofgem move the reasonable endeavours obligation on Transco to 1 April 2003 or allow Transco to pass the 1 November 2002 deadline for Long-term auctions and enable them to hold them at a later date without breaching their licence.

STUK are aware that there is a great deal of complexity and detail within the licence proposals and would welcome a seminar to cover the content of the licence and its implications on the current regime, especially details on Transco pricing and transportation charges, and the relative interaction of the supplementary documentation and the final auction methodology.

Exit Capacity Incentive proposals
Change 125 relates to the registering of interruptible exit capacity. STUK believe that there should not be a choice for Transco to define the methodology through agreement with Ofgem but must define this methodology through the Network Code only, thereby giving shippers access to the methodology which relates to their customers.

STUK remained concerned about the implications within the licence relating to the proposed changes to the Exit capacity regime. In particular the nature of the changes, which will occur after 1 April 2004, the date set for Transco’s reasonable endeavours obligation to achieve universal firm registration. There has been very little debate on this issue since the original licence consultation and further clarity and development is required. STUK would like to see further explanation of Ofgems intentions for this area of Transco’s business and how this will affect Shipper, Suppliers and End Users.

STUK remain of the opinion that the licence proposals are extremely complex and would benefit from simplification. It is this complexity, along with the interaction of the licence proposals and the structure of the long-term auctions, which require a delay to the auctions themselves to enable sufficient time for bidding strategy to be developed.

STUK trust that our comments will be given due consideration, should you wish to discuss any of these issues further, please contact me on the above number.
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