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Background 
 
On the 11th June, Ofgem published for consultation a Regulatory Impact Assessment (RIA) on 
Offtake arrangements, which includes a consideration of business separation.  Further to this, 
NGT has been requested to provide a paper setting out the degree of existing separation between 
transmission (NTS) and distribution networks. 
 
This paper examines the degree of structural separation that currently exists between NTS and 
distribution.  It highlights a number of functions in which the National Transmission System (NTS) 
has the potential to unduly discriminate in favour of Retained Distribution Networks (RDNs) and 
sets out the incremental separation measures that NGT proposes in order to address the 
concerns that exist. 
 

 
1 Concerns of undue discrimination  
 
Following network sales, Ofgem has to ensure that the new offtake arrangements deliver terms 
that are not unduly discriminatory to each distribution network. 

Discriminatory conduct could potentially occur if Transco were to behave in a way that conferred 
an unfair commercial advantage on its RDN business, without objective reason, without making 
the same benefit available to each independent distribution network (IDN) or vice versa.  Of 
particular concern are any opportunities for unduly discriminatory conduct that could arise when 
NGT makes operational decisions, communicates commercially sensitive information between 
business units, or when it allocates shared costs.  The areas of Ofgem’s concerns are described 
in the table below. 

Operational decisions 

• allocating offtake rights, including Permitted Maximum Daily Quantity and pressure commitments 

• contracting for flow rate flexibility and diurnal storage 

• operational management of flow rate flexibility and diurnal storage 

• contracting for and calling interruption 

• scheduling of maintenance 

Sharing commercial information  

• sharing of commercially sensitive information by the NTS with RDNs 

Cost allocations 

• allocation of RDN costs to the NTS 

 

These concerns have been considered in assessing the appropriate actions for NGT to 
take upon the event of network sales. 

 



 
2 Information Separation between NTS and distribution   
 
Information separation in this context involves ensuring that RDNs cannot access information that 
could potentially confer an undue competitive advantage on their business relative to an IDN 
business and that NTS refrains from communicating such information to RDNs.   
 
Below we have outlined the existing degree of information separation between the NTS and the 
DNs and the separation measures that NGT proposes in order to remove the potential for undue 
discrimination in this area. 
 
Although substantially separate from an operational perspective, as an integrated transmission 
and distribution company, Transco currently has no requirement for information separation.  Some 
incidental information separation exists where, for example, employees do not have access to 
certain systems because the information is not required in order to perform their job.  Obviously, 
there has not been to date any deliberate information separation, as there has been no need for 
this.  Recognising that this is a new requirement, arising from network sales, NGT has considered 
in some detail what the requirement will be and how this will be achieved. 

2.1 Current access to information systems 
An initial review of the set of systems that are currently shared between NTS and the DNs has 
been completed.  Based on this review, approximately 20 systems have been identified which are 
used jointly by these entities. This list of systems is attached hereto as Appendix 1 and contains a 
description of the systems as well as an assessment of their potential for undue discrimination, 
based on: 

• whether the information on the system is made available equally to RDNs and IDNs, and 

• whether the information could confer an undue competitive advantage on the RDNs. 

The attached list illustrates that: 

• Access to most of the systems would not confer an undue competitive advantage on the 
RDNs or NTS; 

• Many of the systems do not hold any commercially sensitive information; 

• NGT will continue to provide the IDNs access to many of these systems under the 
proposed Front Office Managed Service Agreement (FOMSA) for a period of 18 months 
after completion of the sale, at which time IDNs are expected to migrate onto their own 
systems. The FOMSA exit arrangements will ensure that IDNs have enduring access to all 
relevant data; 

• There are also a number of smaller applications that hold asset data and attributes used 
for HSE and regulatory compliance and copies of these are used in NTS and DNs.  It is 
proposed that copies of these will be shared with all DNs and NTS. 

 

2.2 Proposed level of incremental information separation 
Our review has also found 4 systems areas where work is envisaged to remove the potential for 
undue discrimination between RDNs and IDNs: 

• SAP/SAP Offline Systems – because NTS and DNs are currently part of one legal entity, 
current back office systems are shared between NTS and the DNs. It is proposed that 
NTS back office data will be separated from RDN data in a similar way to that proposed for 
the IDNs and to separate out NTS data from the offline back-office systems. 



• Desktop and Shared Drive Areas – this is currently shared across NGT.  It is proposed 
that NTS and RDN shared storage areas be segregated and appropriate access 
restrictions implemented. 

• HPMIS – a database holding high pressure metering site and quality data.  It is proposed 
that access to commercially sensitive data is restricted to the DN to which it relates 

• Intranet – Both NTS and RDNs will have access to NGT’s corporate Intranet.  Restrictions 
to commercially sensitive areas will be applied to NTS and RDN users. 

 
2.3 Employees who have access to commercially sensitive information on the NTS / DN 
interface 
Recognising that network sales creates a new human interface between NTS and DNs, in 
addition to addressing access to IS systems (above), NGT also proposes to implement a Code of 
Conduct, which will restrict the communication of information from NTS to all DNs.  This Code of 
Conduct would apply to all NTS employees who operate at the NTS/DN interface (which is a small 
group of people) and to all ‘support services’ staff that are shared between NTS and RDNs, and 
would be reinforced with guidance, briefings and a robust compliance regime.  The focus of the 
code will be on instilling non-discriminatory behaviours in all aspects of employment and 
emphasising the particular need to operate to agreed protocols on what information can be 
communicated, to who and at what times.  

Transco has in the past demonstrated successful implementation of such Codes of Conduct, for 
example with the separation of supply and distribution. 
 
2.4 Impact of rule and market based solutions 
 
An important consideration in identifying business separation arrangements is the extent to 
which other solutions remove or reduce the concern that is being addressed.  The Offtake 
arrangements RIA considers various proposals for offtake arrangements and diurnal 
storage and the “preferred” solution for each would remove most of the concerns of undue 
discrimination by reducing the potential for NTS to discriminate at the planning or 
investment stage.  The extent of separation proposed should be set after taking account of 
other mitigation actions. 

 
3 Operational Separation   
 
There is a substantial degree of organisational and operational separation in place today between 
Transmission and Distribution, which has existed since the merger between NGC and Lattice in 
2002.  In particular: 

• They each have a separate CEO and separate Directors who are responsible for all core 
business activities; 

• All staff, with the exception of support functions (outlined above) are operationally and 
organisationally aligned to one of the two businesses; 

• Each entity is planned and operated as a separate entity. 
 
There are a number of non-core functions or “support” services that are shared, as this provides 
the most efficient platform for delivery under the current NGT structure.  These support services 
are set out below (they exclude services provided by the corporate centre such as tax, treasury, 
audit, public affairs, investor relations, etc.). 
 
3.1 Support functions shared between NTS and distribution 
 
Below is an overview of support services and a description of the services they provide. 



 
Shared support 
function 

Outline of service 

Finance 
 

Claims Handling 
Banking Services and Controls (incl. set up of new contractors in SAP) 
Purchase to Pay – Procurement 
Purchase to Pay – Accounts Payable 
Debt collection process 
Miscellaneous Billing 
Public Liability Claims Handling 
Employers Liability Claims Handling 
Company Property Claims Handling 
Management of Motor Own Damage Claims 
Motor Third Party Claims Management 
General Claims Handling 
Placement of Insurance 
Period End Routines 
Central Journals 
SAP Processes 

Procurement & 
Logistics 

Procurement planning 
Tender processes 
Post tender negotiations/contract award 
Contract management and implementation 
Supplier contact 
Logistics services 
Stock Management  
Material and other requests 
Fleet management commercial vehicles / services 
Management of company car scheme 

Legal 
 

General litigation, employment litigation, and dispute resolution 
Legal support for commercial and construction agreements 
Property advice 
Gas industry agreements and uniform network code 
Competition, regulation and procurement 
Health Safety and Environment 
New road and street works act 
Intellectual property 

Regulation  
 

Project and operational support 
Regulatory support 
Compliance support 
Regulatory Operations, co-ordination & communication 

NGT UK Property 
 

Facilities management 
Repair and maintenance of company office premises 
Estates management 

Human Resources 
 

General HR services 
HR consultancy services 
Learning and development 

Communications 
 

External Communications 
Internal Communications 

Information 
Systems 

Back office system support services 
Data centre and application servers 
Application management 
Help desk 
Security management 

Safety, Health and 
Environment 
(SHE) 

SHE strategy / standards 
SHE support 
SHE Assurance 
SHE Performance 
SHE contacts 

 
It can be seen from the above that support services are ‘indirect’ support and not surprisingly 
therefore, support services staff in most cases see very little commercially sensitive information 
and not for example the kinds of operational information about NTS and DNs that would be 
germane to offtake arrangements. 
 



Recognising however, that network sales introduces a step change from the existing company 
structure and to address any residual concerns that support services staff have access to some 
information about NTS and RDNs in order to perform their duties, NGT expects to apply the Code 
of Conduct to Support Services staff requiring that NTS and RDN information is used only for the 
purpose of providing the service and is not communicated to any other part of the company.  In 
practice many of these functions are professional or quasi professional in nature where part of the 
job requires a high degree of observance of confidentiality (particularly lawyers, accountants, 
human resources professionals and communications experts) and a high degree of integrity on 
confidentiality can be expected. 
 
In addition all support services staff would continue to be governed by existing Licence conditions, 
which will encourage appropriate conduct in areas such as not sharing commercial information 
and cost allocations. 
 
NGT has also considered services that NTS and DNs provide to each other and these are 
considered below. 
 
 
3.2 Services provided between NTS and DN businesses 
 
There are a limited number of areas where NTS and RDNs do and to a lesser extent will continue 
to provide services to each other. The table below summarises these activities, and defines how 
these will be treated following network sales. 
 

 



 
The above table illustrates that: 

• Many of the services provided between NTS and DNs are non-sensitive and should not 
raise any concerns for undue discrimination: they are mostly the result of NGT aiming to 
perform work on the most efficient basis; 

• Existing Licence conditions and the proposed regulatory and commercial framework 
(UNC, Offtake Code) will in most cases provide a robust framework for removing potential 
risks of undue discrimination; 

• In other cases NGT is proposing to adopt additional measures to prevent undue 
discrimination including the application of transparent arrangements (e.g. SOMSA), the 
transfer of staff, offer of service provision to IDNs and implementation of the Code of 
Conduct where appropriate. 

 
 

4 Existing separation of office accommodation and costs of further separation 
 

In view of the fairly high degree of separation in organisational design, employees are almost 
invariably grouped in areas that are dedicated to NTS, distribution or support services.  However, 
as there is currently no requirement to do so, there has been no intentional access controlled 
segregation of employees within NGT buildings. 
 
The table below provides an overview of the four offices that are currently shared by NTS and 
Distribution staff. It indicates the numbers of staff from the DNs, NTS and support functions in 
each and also states what functions they are performing so that the degree of sensitivity can be 
observed.  
 

 
 

A few observations can be made on the above table: 

• Transco is currently planning to consolidate its three Area Control Centres and relocate 
them to HOC Hinckley by Q2 2006: at such time Distribution will no longer share the 
Killingworth and Gloucester sites with NTS.  It should also be observed that the 
Distribution staff in both sites are involved in call centre and work dispatch activities which 
should not raise any concerns for undue discrimination; 

• This effectively leaves two buildings that will be shared by NTS and DNs, namely the 
Hinckley and Warwick sites. In assessing the implications of physical separation, we have 
therefore focused on these buildings only. We are currently doing further work to 



understand the current level of separation between the relevant departments in each of 
those 2 sites, which is actually focused on a relatively small group of people in Operations 
& Trading and Network Strategy. 

 
The impact of further physical separation would involve either of the following: 

• restricting access to NTS and DN staff in different parts of the above buildings (e.g. 
through separate security access to different parts of the buildings); or 

• separate buildings for NTS and DN staff. 
 

Based on an initial analysis, we have estimated the property related costs for the Hinckley and 
Warwick offices for each of the above options. A comprehensive property restructuring study 
would need to be undertaken to develop a full picture of the feasibility, cost and timescales of 
physical separation.  
 
Physical separation 
option 

Upfront property 
costs 

Annual operating 
property costs 

Notes 

Physical barriers within 
existing buildings 

£2m  £1m p.a. • Upfront costs include partitions, 
security access, and minor IS related 
relocation costs. 

• Operating costs include incremental 
property rental costs resulting from 
sub-optimum utilisation of existing 
property. 

Separate buildings 
 

£4-5m  £2-3m p.a. • Upfront costs include staff relocation 
costs, minor IS related relocation 
costs, and preparation of new office 
space. 

• Operating costs include incremental 
property rental costs resulting from 
sub-optimum utilisation of existing 
property. 

 
Additional costs not included in the above 
In addition to the property related costs outlined above, a number of additional costs will be 
triggered if physical separation were required. Further work is required to quantify these. These 
costs would apply under both physical separation options although a significantly higher cost is 
likely to be incurred under the separate buildings option: 

• Additional upfront costs would be incurred in the following areas: 
o Major building modifications such air conditioning to suit the new offices layout; 
o Major work associated with re-configuring desktops, network and telephony 

configurations and IT networks; 
o Costs associated with losing and re-hiring staff that choose not to relocate (mainly 

applicable to separate buildings option) 
• Currently office space is designed in a way that recognises work and communication 

patterns between support functions and the core business departments. If physical 
separation is introduced, additional operational inefficiencies are likely to be introduced 
(especially if separate buildings are required), as important support functions such as 
finance, HR, legal and regulation risk being physically removed from some of their key 
customers.  

 



5 Shared Costs 
It has been suggested that there might be an opportunity for NGT to allocate shared costs to NTS 
rather than its RDN business and by doing so, enhance the performance of its RDN business.   It 
is not clear that there is any incentive to do this since costs inefficiently incurred by NTS would not 
be allowed.  Further, this is not something that NGT is allowed to do under existing licence 
conditions and in any event, the licence requires that any change in the allocation of costs triggers 
notification to Ofgem. 

 
Summary  
 
NGT has put significant effort into assessing the current degree of business separation 
between transmission and distribution and scoping the work that will be required to 
address the potential for undue discrimination following network sales. 
 
As set out above, information, organisation and physical separation have been considered 
and adequate measures proposed. 
 
Business separation should only be undertaken where there are significant risks and there 
are inadequate alternative controls.  This is on the basis that business separation can 
create significant direct costs in addition to the indirect consequences arising from the 
disruption of efficient working practices.  Business separation measures should therefore 
be in response to a clearly defined problem and must be carefully targeted, proportionate 
and fit for purpose.



Appendix 1 : List of systems currently shared between NTS and distribution 
 

 
 
 
 
 



 

 

 
 


