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The Regulation of Independent Gas Transporter charging. 

Ofgem have highlighted a number of problems in relation to Independent Gas Transporter (IGT) charging, and I am pleased to set out our response as below.

To promote efficient operation, Ofgem have proposed a number of broad options for regulating IGTs in the future, and our comments on each are given below.  In deciding on the most appropriate mechanism we believe that there must be a balanced approach, since excessive regulatory intervention could stifle the growth in competitive connections, and reduce benefits to customers.

Option A: Increase competitive pressure on IGTs.

This option would lead to an increased complexity and would be a significant change for the industry.  It would also lead to uncertainty and higher risks for IGTs and might result in reduced entry to the IGT market.  We would not therefore support this option.

Option B: Rate of return regulation for IGTs’ gas transportation charges.

Rate of return regulation has been debated in the context of network charges for monopoly providers in price control reviews, and has largely been discredited for the reasons given by Ofgem.  Again we would not support this.

Option C: Formal price regulation for IGTs’ gas transportation charges.

While this mechanism is widely used for monopoly network providers, we do not believe that the complexity of carrying out a formal price control review for each IGT can be justified.

Option D: Relative price regulation for IGTs’ gas transportation charges.

This option has the benefit of simplicity and is more closely aligned with the “light touch” regulation expected to apply to those activities subject to competitive pressures.  It also provides a transparent and simple methodology that would benefit customers and provide a stable framework for IGTs.

Option E: A revised approach to enforcing the existing licence conditions

This option would amount to “site specific regulation”, would not be transparent and would as be difficult to administer.  We do not support this approach.

Of the options proposed, we believe that relative price regulation of IGTs use of system charges with respect to the monopoly provider (Transco) would provide a transparent and simple methodology, which would benefit customers and provide a stable framework for IGTs.

However, while regulation by relative pricing would resolve some of these problems, there would be some issues to resolve such as second comers onto IGT networks.  In addition, we believe that retrospective introduction of direct regulation could lead to some problems with existing private networks.

Whatever the final solution adopted in gas, it would be unacceptable for there to be any differences with the regime in electricity connections.

More fundamentally, however, we are very concerned that after introducing competition in connections, Ofgem believe that direct regulation of that market is now necessary.  We are therefore unclear about Ofgem’s policy in the area of contestable connection work.  Is it to foster competition or return to direct regulation of monopoly service providers?

As a consequence, we would welcome a high level policy statement from Ofgem to clarify its policy on connections.  Indeed, we believe that Ofgem will in the future face similar issues in other “contestable” markets that are being opened to competition.  In particular, we believe that metering competition will produce similar issues of local monopolies in future, which will impact on supply competition.  We would therefore urge Ofgem to provide clarity on its policy in this area also.

If you would like to discuss any of the above, please give me a call.

Yours sincerely,

Rob McDonald

Group Regulation Manager
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