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Dear Frances

The Regulation of Independent Gas Transporter Charging

Scottish Power Energy Retail welcomes the opportunity to respond to the Ofgem consultation on the regulation of iGT charging. Scottish Power are an active participant in the new build market and as such have signed up to all of the iGT Network Codes and currently supply customers on most tranporters’ networks. 

As a Supplier in this market we have shared our concerns over both cost and processing differences, between the iGTs and Transco, with Ofgem. In trying to resolve the processing issues ScottishPower took over the Chair of the iGT/Supplier Workgroup under the Gas Forum in October 2001. We believe that with the co-operation and focus of all those involved, a number of these issues have been resolved or are close to being resolved e.g. AQ Reviews, compensation for loss of supply and standard address format. That said there is a growing list of areas where improvements can be made to better facilitate competition and improve service to consumers. 

The workgroup has tackled one aspect that ScottishPower believes to be contributing to a reduced service to iGT customers and will hopefully address some of commercial cost exposures, however it does nothing to address the underlying cost of transportation for these supplies. It is this area that particularly concerns our business, as presently ScottishPower absorbs costs in relation to these supplies.

If costs on iGT networks continue to go unchecked, then all Suppliers may chose to introduce differentiated pricing and the customer will be unable to control this turn of events and will be unable to do anything to change their circumstances. 

ScottishPower has a number of concerns over the costs for iGT supplies and notes these concerns below. It is however worth noting at this time that on analysis of a sample of our cost information that SP Gas and SSEP have historically mirrored Transco’s charges.

Payment for infrastructure

We believe as set out in the consultation document that there are possibly excessive payments being charged for infrastructure. However, what we are unsure of is whether these payments are being made to builders. It may well be the case that the payments are being made to the Infrastructure Service Provider (ISP) who has installed the pipework on behalf of the builder, with no great reduction to the builder himself. 

With some organisations the ISP and the iGT are sister companies and therefore it becomes difficult to see if the iGT is paying market rate for the assets that they are purchasing. It could be the case that the iGT is merely paying an arbitrary rate and giving the ISP money to use in procuring future business from builders or creating increased profit for their group. 

It would appear that the only party who would be able to establish what payments were being made to whom and for what would be Ofgem. In tandem with this, it is only Ofgem who can investigate the costs being charged to Shippers and whether or not these are a true reflection of the service and product that the customer is receiving.

Visibility of Costs

There are currently ten iGT companies with twelve Gas Transporter Licences and twelve charging methodologies. Within each iGT there is a charge per development per house type or AQ banding. In addition to this each CSEP is charged individually by Transco per Shipper on the basis of iGT updates (Logical Meter Point updates).

Transco relies on the iGTs providing weekly updates to them by logical meter point to allow them to assess RbD invoicing for all supplies less than 2,500 Therms and to be able to charge iGT Suppliers for usage. 

As a Supplier it is impossible to be able to validate the iGT invoicing, as the volumes invoiced by Transco do not match that invoiced by the iGT. The iGTs are supposed to carry out weekly updates to Transco, therefore there are recognised timing differences, however it has come to light that at least one iGT only updates Transco monthly. This has obviously caused unknown RbD misallocations and has affected energy balancing throughout all RbD Shippers. This highlights the impacts that iGT market can have on all Shippers and not just those active in the iGT market.

In addition as all of the costs are development specific Suppliers would require electronic details of all costs to be able to perform validation, but currently this is not provided by all iGTs. Even if this were available due to the different methodologies, a different verification model would be required to check costs for all iGTs and all developments. 

At present Suppliers can carry out a high level check of the number of meter points that they believe to be registered to themselves, but all other details must be taken on a good faith basis, as there is too little information available and too much complexity involved to be able to validate costs fully.

Cost differences

On sampling iGT costs, ScottishPower has found that on one development domestic costs are £56/supply point/annum more expensive than Transco. On two other developments sampled, it was found that costs were £21/supply point/annum and £49/supply point/annum more expensive. The process of gathering this information was very cumbersome and difficult, but deemed necessary to substantiate our chosen option of effective regulation going forward. It should be noted these were over three different iGTs chosen at random.

If Ofgem are keen to see further details of our analysis, then we would be happy to discuss this with you.

In our opinion the above demonstrates that there is something awry within the iGT market when at least two iGTs can match Transco charges and others are charging as much as or possibly even more than £56 per customer per annum. As you will appreciate if Suppliers chose to increase tariffs to reflect these values, then customers in new build housing would see substantial increases to their energy costs. We do not believe that there is either increased service for this cost or a better product serving their needs.

The way forward

ScottishPower believes that the best way to tackle the problems with both the level of iGT pricing and visibility is to implement option D and for Ofgem to look into the relationships between iGTs and ISPs. 

In addition to this incorporating Ofgem’s decision on cost of capital and a review of allowable depreciation should be considered to be able to show the inherent differences between the business of a large monopoly player and small developing businesses.

In addition an initiative to bring about visibility in charging methodologies, which would stand up to Ofgem, Supplier and customer scrutiny, similar to that of the Transco Blue Book should be considered. We would however not expect a level of detail that would allow competitors information that could prejudice transportation competition.

We do not propose the continuation of the current method of Ofgem vetting costs on a development by development basis. Our reasoning behind this is that we do not believe that this is working, as Ofgem are being shown overall AQ values and example make up of developments by house type, but there is no audit that this is what is being applied in Shippers/Supplier invoicing. Indeed there is a disconnection between the design AQs set out in the NExA and those used by certain iGTs for banding their pricing to Shippers. 

Finally, ScottishPower welcome this review and are willing to work with Ofgem, iGTs and other Suppliers to ensure that customers are protected from spiralling costs in the future. We would however be interested to know what Ofgem’s intentions are in respect of the those historic customers who do attract costs much in advance of Transco’s.

Yours Sincerely

Angela Love

Energy Commercial Manager

