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8th May 2002

Fran Gillon 

Head Of Supplier Failure and Licencing

Ofgem 

9 Millbank

London

SW1P 3GE

Dear Fran,

Thank you for the opportunity to comment on this topic. ExxonMobil International Limited is writing on behalf of its gas shipping entities Mobil Gas Marketing (U.K.) Limited and Esso Exploration and Production UK Ltd. ExxonMobil shares Ofgem’s view that the Independent Energy and Enron failures provide a clear justification for this consultation.        

Fundamentally we believe that arrangements within the Network Code should not expose any shipper or supplier (or its customers) to the debts caused by financial failure of other shippers or suppliers; we would support Ofgem in pursuing changes to credit rules under the Network Code that remove this exposure, and broadly we would support an approach based on cash and letters of credit.                 

Additional comments supporting this overall view are included below. 

Energy Balancing Credit 

· Under the terms of the Balancing and Settlement Code (BSC) in electricity, the smeared debt resulting from the Enron failure was zero, this being a consequence of 

the nature of the arrangements operated under the BSC, including both the formulae for forward indebtedness forecasting (used to adjust  credit requirements and frequency of cash calls) coupled with a restriction in available credit vehicles to those of cash (held in reserve account) or Letter of Credit.

· ExxonMobil would support a change to similar such arrangements in the energy balancing credit rules of the Network Code as it seems to us that such arrangements 

would have (if in place at the time) significantly reduced or eliminated exposure to bad debts associated with the Enron failure without incurring unnecessary additional costs. 

· We would advocate that Ofgem carefully consider retaining the options for shippers to provide a PCG or other form of guarantee when backed by an Approved Credit Rating (say double-A or better) above the typical level of banks providing Letter of Credit for the same sector. This would result in equal or better credit protection than using cash or letters of credit exclusively, avoid unnecessary costs for consumers, and incentivise shippers to improve or maintain their credit standing.

Transportation Credit Under The Network Code

· Ofgem say that it would be desirable for Transco to operate its Transportation Credit arrangements on a more commercial basis and be exposed to some financial risk should it fail to manage shipper credit risk effectively. Ofgem have proposed terms in Transco’s new licence where Transco would need to demonstrate credit arrangements have been operated on a reasonable commercial basis before they are allowed to recover transportation related shipper debts through price control adjustments. 

· The extent to which Transco will move to a more commercial basis depends on the flexibility available to it in terms of commercial discretion and the sanctions it is free to use without regulatory intervention, as well as the real extent of its exposure to financial liability. We could support Ofgem's licence proposals provided it could be shown that these would incentivise Transco to introduce credit arrangements similar to those above that we would support for Energy Balancing, i.e. schemes based broadly around cash and Letters of Credit. We are concerned that there is no detail in the Transco licence that would make us confident that a less (rather than more) relaxed commercial credit scheme would result.                    

We trust that our views will be taken into account and please do not hesitate to contact us if any clarification of our views is required.   

Yours Sincerely

Arrangements For Gas and Electricity  Supply and Shipping Credit Cover










