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Richard Miller
Manager, Gas Transmission Policy
Ofgem 

70 West Regent Street
Glasgow
G2 2QZ
12 April 2007
Dear Richard
Re: 40/07 Charging arrangements associated with methodologies for determination of NTS entry and exit capacity prices
Statoil UK (STUK) welcomes this impact assessment to allow a more in depth evaluation of the potential impacts of implementation of the proposed Transportation model, as detailed in the conclusions report to the Authority: Modification proposals to the gas transmission transportation charging methodology NTS GCM 01.
STUK would like to the offer the following additional comments to our response to GCM01.
STUK would strongly urge that an economic test of entry charges is undertaken, where there is believed to be spare capacity at a terminal.  In the consultation document, consideration of spare capacity has primarily focused on including it explicitly within the transportation model.  We do not, however, consider that the option of the economic test has been fully assessed; yet, this appears to provide an appropriate mechanism for identifying spare capacity, through considering whether the difference in entry prices is greater than the estimated cost of an offshore pipeline between the terminal and the next terminal.
Incorporating an economic test as an additional feature of the Transportation model, rather than explicitly including spare capacity within the Transportation model should avoid some of the issues previously identified, for example, single year modelling of transportation charges could remain, alongside the economic test of entry charges, where spare capacity has been identified.  

STUK believes that identifying spare capacity as part of an economic test would maintain the correct locational signals in order to reduce the risk of underutilised use of the network, which would be included in the RAV and paid for by shippers, through encouraging users to utilise spare capacity through a lower price, ultimately avoiding the potential for stranded assets. 
STUK sympathises with the argument that inclusion of spare capacity might result in a shortfall of NGG auction revenue, however, we consider that this risk is far outweighed by the greater risk of underutilised use of network assets, which is of increasing concern with the declining production from the North Sea fields.
We accept that it is difficult to identify ‘permanent’ spare capacity, however, as noted in GCM 01, ‘supplies are declining at the northern triangle NTS entry points and hence the reduced LRMCs generated by Transcost suggest that spare system capacity may be sufficiently stable in relation to these entry points’.  Whilst removing spare capacity may simplify the charging process, this should not be at the cost of penalising users through an increased TO Commodity charge, resulting from underutilised assets.
It is worth noting that a significant concern for STUK is the considerable uncertainty, associated with the many proposed changes to the gas entry regime, which are currently under consideration.  For the benefits of GCM 01 to be properly assessed and realised, we would recommend extreme caution in implementing any further changes, which interrelate with such fundamental reform of the UK gas entry regime.

Please do not hesitate to contact me if you wish to discuss any of the above.

Yours sincerely
Christiane Sykes
UK Regulatory Affairs Manager

Statoil (UK) Ltd
*Please not that due to electronic transfer this letter has not been signed.
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