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Dear Fran,

Arrangements for gas and electricity supply and gas shipping credit cover

Thank you for the opportunity to comment on this Ofgem consultation document.  BP’s response is not confidential and may be placed in the Ofgem library.

The consultation document discusses the costs to which parties are exposed when a supplier or shipper fails, but the industry should also consider the risk and likelihood of such an event happening in the light of additional costs which will be incurred in changing current practices.  Whilst the events of Independent Energy and Enron should not be ignored, and lessons should be learnt, we should question how realistic it is to change existing arrangements in response to these events.  The frequency and scale of such failures, in particular that of Enron, may be rare and it is debatable whether the additional costs resulting from Ofgem’s proposals are thus justified on an ongoing basis.

Customer protection is, without doubt, a key issue and this needs to be balanced against the increased costs which are likely to be passed on to customers.  Ofgem states its aim to protect customers from higher than necessary costs resulting from inefficient arrangements, yet its own assessment of its proposals indicates an additional £5 - £7.5 million will be incurred across the industry.  BP remains to be convinced in this case that there are sufficient benefits to outweigh the extra costs.  Ofgem recognises in the document that whatever arrangements are in place the customers ultimately pay the cost of credit cover.  BP believes that the industry has a duty to minimise this cost wherever possible.

BP is strongly in favour of retaining the option of Parent Company Guarantees (PCGs) on the basis that this is a lower cost option from which our customers ultimately benefit in terms of lower contractual prices.  Whilst this may be seen by some as an advantage arising from our company structure, it is fair to say that other companies with different frameworks will have advantages in other areas, and no two suppliers or shippers will be evenly matched in all areas.  This reflects a variety of commercial perspectives and competitive individuality in the market.

Furthermore, BP is concerned that in its consultation document Ofgem appears to have already rejected PCGs in advance of the industry’s responses.  This view fails to distinguish between the creditworthiness (and reputation) of system users and implies that a letter of credit from a bank provides more secure cover than a PCG.  This may not necessarily be the case.

Regarding the other points on which Ofgem seeks comments;

· BP does not see the option of removing credit cover altogether, and the addressing of all bad debts resulting from shipper or supplier failure within the Network Operator price control framework, as a viable solution.  A combination of this measure alongside provision of credit cover, through the current variety of mechanisms, may be acceptable as long as incentives to minimise bad debt are in operation.

· BP supports Ofgem’s view that a robust modification process is essential for changes to the credit cover requirements of industry codes, and that the current arrangements for change to Transco’s Code Credit Rules (for gas transportation credit cover) should be brought within the Network Code Modification procedure.

Ofgem also refers to a number of other issues which impact upon the allocation of credit risk and the management of bad debt – invoicing cycles, escalation procedures, consistency of payment terms, delays in the appointment of a SoLR, accurate calculations of the level of cover required and the ability of Network Operators to de-energise customers.  BP agrees that these issues need consideration and would welcome having an input to these discussions when they are to be examined in more detail.  However, there is a case for a more holistic approach in which these issues, which clearly impact on the credit cover framework and mechanism options, should be considered simultaneously in order to better inform the debate.

BP has not in this response given estimates of additional costs which would be incurred for provision of credit cover via letters of credit or cash, but would be willing to share these figures and other relevant information with Ofgem on a confidential basis outwith this response.

If you have any questions regarding this response or would like to further discuss any of the issues raised, please do not hesitate to contact me.

Yours sincerely,
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