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Dear Frances,

Re: The regulation of Independent Gas Transporter charging – Consultation document

Thank you for the opportunity to comment on and contribute towards the regulation of Independent Gas Transporter (IGT) charging. The following comments represent the views of TXU Energy (TXU) regarding the issues raised in the document.

TXU agrees that the promotion of competition where possible is vital in benefiting consumers. However, TXU believes there are limited competitive pressures on IGTs and few incentives on them to be consistent and transparent in their charging. It is important that all natural monopolies are formally regulated to enable customers on such networks to see the full benefits of competition among suppliers. Equally, it is important that customers on these networks are able to share in any efficiency gains. Inconsistent charging methodologies and high transportation charges across IGTs mean that some suppliers do not effectively compete for customers on these networks. Ultimately, because of the lack of suppliers competing for their business, it is the consumers who end up paying the price. This is caused by a number of issues and these are set out below. 

Competition between Connection Providers

It is not clear to us that effective competition exists between IGTs in securing contracts for new connections. There appears to be an incentive for IGTs to offer their services to developers at a lower than cost price, knowing that this can be recovered through higher transportation charges over the life of the asset. We believe this is distorting competition in the connections market and having a knock-on effect on competition between suppliers. Consequently, competition in connections has only served to benefit the developers at the expense of the consumers. 

Similarly, because the 10m and 23m rules mean that charges for connections at the request of the customer are not cost-reflective, those GTs who are laying the main infrastructure are able to gain a competitive advantage in securing connections. Transco’s proposal of a ‘standard allowance scheme’ to provide financial support for those requiring a gas connection without benefiting any particular GT seems reasonable.  

Competition between Gas Shippers and Gas Suppliers

TXU agrees that a lack of transparency and consistency in IGT charging methodologies and statements can distort competition. It is true that the wide range of charging across IGTs and the methodologies used make it difficult to forecast future charges. Therefore some suppliers choose not to manage the additional costs and risks relating to customers on independent networks.

Other inconsistencies include IGTs charging different amounts for different housing developments on the same network. The IGTs tend to charge more for transportation when the network is first being developed. However, as the network is extended and the marginal cost of connecting to the network falls, those properties on the newer sections of the network pay lower transportation charges. The IGTs appear to have no consistent method of applying charges across the whole network and this makes the validation of invoices difficult.

Efficiency of IGTs

As mentioned, where competitive pressures are not sufficient it is important to regulate the IGTs and provide incentives for them to operate. Without incentives to drive down costs,  IGTs may pass inefficient costs on to customers. Similarly, IGTs will not have incentives to improve services. For example, there are currently no incentives for the IGTs to invest in IT systems required to ease and speed up the change of supplier process. 

Efficient use of gas through cost reflective charges

TXU believes that formal price regulation is the most effective way to encourage IGTs to charge a cost-reflective price for both connection and transportation. This form of regulation will ensure that IGTs have incentives to perform efficiently and more importantly, pass those efficiency gains through to customer. This is discussed in more detail below.

TXU’s preferred Option

TXU believes that Option C would provide the best incentives to reduce costs efficiently. Option A may encourage those operating the network to take a short term view, ignoring the longer term interests in the network, especially towards the end of the tender. These concerns combined with the difficulties in implementing the legislative changes required mean that this Option might not be as effective as the other options. Option B would provide no incentive to minimise costs and there is scope to ‘gold-plate’ assets. This form of regulation would not really address the concerns that suppliers are not competing on independent networks because of the inconsistency in the charging. In reality, there would not be much difference between this option and the current arrangements. Option E would be the easiest to implement but the licence conditions may not be sufficiently robust to achieve the objectives set out in the document and it would be difficult to harmonise the different charging methodologies between IGTs.

As mentioned, we believe that formal price regulation is the most effective way to incentivise efficient behaviour in natural monopolies. This form of regulation has been proven to work effectively for Transco, the National Grid Company and the Distribution companies in the electricity industry over the years. However, we are concerned over the time and resources required to pursue such a process. It is also important that this is used effectively in conjunction with quality of supply regulation ensuring that consumers get a satisfactory service.

Given the potential cost of this approach, it may be more efficient to apply some form of relative price regulation. The downside of this approach is that there would be an incentive to target sites where the relative price cap was above the cost of connection while ignoring others. However, this Option would provide the most efficient frontier IGTs with the rewards they deserve while providing a transparent pricing regime for suppliers and consumers alike. 

Conclusion

Therefore, TXU believes that the most effective solution would be Option C. Formal Price Regulation ensures that the true cost of connections and transportation are reflected in the IGT’s charges and allows customers to benefit from these efficiency gains. However, it is important that the costs involved in collecting the information and consulting do not outweigh the benefits. Alternatively, Option D may prove to be more efficient as the cost involved is likely to be significantly lower. Consequently, TXU consider some analysis of the costs involved in implementing either Options C or D as the next step in establishing which method will be the most appropriate. 

Should you wish to discuss anything in more detail, please do not hesitate to contact me.  

Yours sincerely,

Matthew Williamson

Regulatory Economist

TXU Europe Group plc Registered Office: The Adelphi, 1-11 John Adam Street, London. WC2N 6HT.  Registered in England No. 3247622


