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	Dear Mr Miller
	


Re: Charging arrangements associated with methodologies for determination of NTS entry and exit capacity prices
Thank you for the opportunity to comment on the above Impact Assessment, the reply below is submitted on behalf of Canatxx Gas Storage Limited.
Our main comment is that we believe Ofgem should have taken the opportunity to set out its views in relation to a number of transportation charging matters that are critical to a successful and competitive gas market, as follows:

· Taking all TO and SO charges into account, we estimate there is now a 35% capacity – 65% commodity split for transporting gas to the NBP

· The majority of costs within the National Grid Gas Transmission business are quite properly fixed, with no relationship to throughput 

· Our view is that the only variable cost relates to compressor fuel, and hence cost reflective charging should be closer to 90% capacity, 10% commodity

· In practice, there do not appear to be any incentives on National Grid to set cost reflective charges.  In the absence of cost reflective charging we do not believe it is possible for National Grid to run an economic and efficient system

· The impact of not having cost reflective charges is that the  NTS is a very expensive system for gas flows, encouraging gas to bypass the UK

· The move towards 100% commoditisation of charges, coupled with no incentives on National Grid to actually flow gas,  is putting the UK out of step with other major gas importation nations which see benefit in encouraging transit

· This is short-sighted and not in the overall interests of consumers and security of supply
· The entry capacity discounts and free day ahead firm capacity reduce incentives to book long term capacity and prevent the establishment of an efficient secondary market in capacity

· The possible introduction of a positive SO Commodity Charge on Storage Users which could also expose Storage Users to having to pay the TO Commodity Charge

· This would be bad for security of supply and undermine the storage market

· It also would mean that new storage users who would have made a long term commitment to pay entry capacity charges would in addition have to pay the TO Commodity. This would be grossly unfair and inefficient.

· The introduction of the capacity transfer auctions is likely to cause charges within entry zones to move together, which could be highly material (eg buying capacity at one entry point to transfer it to another).

We believe that best regulatory practice would have been for this impact assessment to also discuss these critical issues and put the NTS entry/exit charging methodology into the proper context of all charges and the capacity transfer auctions.

In relation to the questions in the consultation, our comments are given below:

CHAPTER: Three

Question 1: 
Do respondents have any views on the appropriateness of the

transportation model given the relevant objectives specified in NGG's gas transporter license?

A1.

We support the introduction of the transportation model.
Question 2: 
Do respondents wish to present any additional analysis that they

consider would be relevant to assessing the proposal?

A2:
We think that Ofgem should have reviewed the present 35% capacity – 65% commodity split in relation to NBP access as this is not related to the costs of National Grid providing the TO/SO services

Question 3: 
Do respondents consider that there are any aspects of the proposal

that have not been fully assessed?

A3:

We believe the income from St Fergus is highly at risk as a result of:

· high St Fergus baseline (far in excess of any credible future forecast gas flow scenarios)

· day ahead free firm capacity product

· increase in St Fergus entry charge due to move to transportation model

· access of Norwegian gas to landing at Easington

The net effect of this is likely to be significant upwards pressure on the TO Commodity charge. We believe that Ofgem should have taken this into account in the impact assessment.

Question 4: 
Do respondents have any specific views on the (i) exclusion of spare

capacity in the model; (ii) inclusion of backhaul into the model; and (iii) inclusion of only a single expansion factor into the model; and given these features of the proposed model whether the proposed model is an improvement compared with the current model (Transcost)?

A4: 
We support the exclusion of spare capacity, as terminals with such capacity gain from the ability to catch up after within day failures which is a material benefit.


We support the inclusion of backhaul.

We support a single expansion factor.

We believe the model is an improvement over Transcost but we have some concerns about the National Grid planning process and transparency in relation to capacity matters. We believe this is an area that should be explored by Ofgem.

CHAPTER: Four

Question 1: 
Do respondents have any views on the additional analysis set out in

this chapter?

A1.
Security of Supply is harmed by not having cost reflective charging, with gas encouraged to bypass the UK NTS.


Best Regulatory Practice would have involved a broader consultation including the highly material and strategic factors discussed above 

Interests of Consumers are harmed by the absence of cost reflective charging with the inevitable reduction in liquidity at the NBP and consequent higher gas prices

Distributional effects – having a high TO Commodity charge represents a cross subsidy from high load factor users – such as transit – to low load factor users such as domestic consumers. As explained above, this is not actually in the interests of consumers who want more gas and lower gas commodity prices.

Question 2: 
Do respondents wish to present any additional analysis that they

consider would be relevant to assessing the proposal?

National Grid should be asked to set out what cost reflective charges would be (in terms of fixed and variable) and explain why these are not being proposed.

Question 3: 
Do respondents consider that there are any aspects of the proposal

that have not been fully assessed?

The risk of collapse in St Fergus income due to decline in flows, very high baseline, free day ahead firm and diversion of Norwegian gas to Easington is an important issue and should be considered.

CHAPTER: Five

Question 1: 
Do respondents consider that we have appropriately outlined the key

environmental impacts of the proposal?

A1:
The greatest environmental impact of gas flows relates to consumption of fuel gas at National Grid’s NTS compressor stations, the majority of which directly relate to flows from St Fergus. Given that the overall charging basis (including the methodology) sends a signal to shippers to bypass the UK market altogether, UK plc will have lower CO2 emissions than would be the case if charges were cost reflective.  This is not really a benefit.

Question 2: 
Do respondents consider that there are other environmental impacts

that should have been assessed?

A2:

No.
Question 3: 
Do respondents have any additional analysis in relation to

environmental impacts that they wish to present?

A3: 
National Grid should be asked to advise on the CO2 savings in the UK resulting from lower NTS throughput.
CHAPTER: Six

Question 1: 
Do respondents have any views on both the process and timetable that

are proposed for taking forward this assessment of the modification  proposal?

A1:
We would like to believe that Ofgem will take forward our broader concerns in relation to National Grid’s overall transportation charges. If this is the case, the timetable proposed for the move to charges based on the transportation model is reasonable.
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