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Dear Richard,

RE- Ofgem Impact Assessment 40/07: "Charging arrangements associated with methodologies for determination of NTS entry and exit capacity prices"
Thank you for the opportunity to comment on this Impact Assessment.

British Gas Trading are generally supportive of the methodology change but have a number of concerns about the manner in which these prices have been amended, adding to the risks and uncertainties for those making upstream investment decisions or planning downstream business activity.  In particular the new Troll line is of strategic importance to the UK and the proposed increase in entry charges at St. Fergus puts the decision of bringing this line to the UK at risk of going against us. 

We recognise that the Impact Assessment has been raised because of the importance of the proposed changes to the methodology used by National Grid to determine NTS entry and exit prices.  However, we have concerns both about the magnitude of some of the changes being made to the fixed exit and reserve entry prices by this method and the timing of the implementation of these changes.
Through the Price Control discussions and debates at the Transmission Charging Methodology Forum, the industry has been taken to the point where a number of significant changes are being implemented simultaneously.  These changes include exit reform, entry capacity baseline changes, transferability of entry capacity, methodology used to determine prices and the possibility of increases to the reserve prices used in daily auctions.  It is almost impossible to assess the impact of one change isolated from others.

Turning to the specific questions asked in the Impact Assessment:

3.1  As discussed in Section 3.28 of the Impact Assessment the traditional flows from St. Fergus/Bacton have been, or will be replaced, by a more spread out set of inflows, including Easington and Isle of Grain as well at Milford Haven. Some of this change has come about because of a response to price signals and the Transportation Model may well produce more cost reflective prices but there seems to be a very sharp discontinuity between the old methodology and the proposed one.  There is, however, no independent check of this and changes to the price signals as the network evolves may give a confusing message, making the UK a less attractive place for new supplies, such as Troll.

Historically the majority of NTS entry capacity revenue has come from St. Fergus, where proportionately less capacity gets allocated through DSEC auctions.

The entry capacity baseline reserve price changes and NG revenue comparisons are in one sense meaningless, they will only apply to unsold capacity and future LTSEC auctions.  In practice the effect of changes to (higher) NTS entry charges will not be felt for some time to come, most capacity required for the next few years has been allocated through the LTSEC auction process at current prices.  This could be a discriminatory effect as they act as a barrier to entry for new supplies at some locations.   As noted above there are other changes proposed which may be expected to reduce the volume of capacity to be allocated through DSEC auctions at very low prices.  When the effects of the proposed methodology change were seen originally, however, it was without knowing the changes to baseline volumes.  Furthermore the potential for entry capacity substitution could change the impact and if current discussions regarding the removal of DSEC auction reserve price discounts lead to a Modification being approved this would have further impact. 

We believe that consideration should have been given to phasing the implementation of the whole package of changes or delayed until the full impact of all the proposed changes can be assessed at the same time.

3.4 We have a number of minor comments:

· Table 1 (p 17), note 12. Applying a TO commodity charge for a whole year does not imply that the figure needs to be doubled to compare with previous figures, it would be nearer to 1.5 times given the seasonal pattern of gas flows. 

· Section 3.21. The principle of back-haul needs to be applied consistently across charging methodologies, particularly with regard to storage exit flows at or close to entry points.

· Appendix 3.  In the interests of transparency it would have been useful if the tables of entry and exit prices had also included columns to show unadjusted negative prices in addition to the minimum 0.0001 p/peak day kWh/day or p/kWh/day which would apply in practice.

In summary, we believe that this consultation is not an appropriate manner in which to amend the methodology for determining prices and that a smooth transition is required rather than a series of large step changes.

Please contact me if you require any further information.

Yours sincerely,

Clive Woodland

Planning & Analysis Manager
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