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Briefing Note to Gas Forum Shippers on Ofgem Consul tation “Review of Entry 
Capacity Operational Buy-back Incentive and Default  Incremental Entry Capacity 
Lead Time  
 
Background to the SO Entry capacity operational buy -back 
 
The Ofgem Consultation says that there are 2 incentives that aim to reduce the costs incurred by 
NGG as a result of constraints: 
 

- Entry capacity incremental buy-back – on new capacity signalled after 31 March 2007 
– Note 1 

- Entry capacity operational buy- back incentive  which covers buying back of all 
other entry capacity  

 
Note 1 – this implies capacity signalled in an auction held after 31 March 2007 but the drafting in 
the Licence seems to indicate it applies to capacity which is to be delivered after 31 March 2007: 
 
“funded incremental obligated entry capacity first released for sale by the licensee after 31 
March 2007 (as included within the term EnCIBBCt (as defined in paragraph 5(a) of this 
condition) until such time as that entry capacity has been delivered to relevant shippers“ 
 
See Appendix 1 (extract from NGG’s Licence) 
 
This would include capacity for Milford Haven, Isle of Grain Phases 2& 3, Canatxx Fleetwood, 
Easington and Cheshire Storage which was signalled in the 2006 auction but not delivered until 
after 31 March 2007. For the purposes of this response it is assume that the capacity associated 
with these projects is not covered by the Operational Buy-back incentive. 
 
This consultation covers the Entry capacity operational buy-back incentive 
 
Briefing – key points 
 
� Ofgem set the incentive at £18M based on the information in the 2005 10 Year Statement, 

consistent with the TPCR review for 2007-12 
 
� Ofgem increased this by £3M in 2008 to reflect higher baselines but did so assuming the 

same data was available as had been to establish the £18 M target. 
 
� NGG are suggesting that the target should remain at the £21M level 
 
� The key issue therefore is ‘what changes have occurred since the NGG forecast in 2005 

which Ofgem used to establish the £18 M target for 2007-8 and 2008-9. Ofgem are saying 
that there have been changes and hence the downwards adjustment proposed to £13M. 
Shippers need to provide evidential support to Ofgem in order to support the reduction of 
£8M per annum. 
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Changes since the 2005 10 Year Statement 
 
1. Reduction in Forecast Gas demand: 
 

 
This is an important factor – with reduced gas flows the risk of constraints is significantly 
reduced, analogous to lower number of traffic jams when there is less traffic. 
 
The NG 2008 10YS forecasts are also prior to the recession, it is likely that demands will be 
even lower despite lower gas prices. 
 
 
2.  Compression Use 
 
When the SO Incentive was established, NGG was still forecasting high use of gas compressors 
to move gas mainly from St Fergus. At this time, NGG were also forecasting the installation of a 
large number of electrically driven compressors as a result of emissions legislation. 
 
In the intervening years there has been a dramatic reduction in the use of compressors on the 
NTS and this is expected to continue. The table below shows the compressor fuel used by the 
compressors below: 
 
� Aberdeen 
� Avonbridge East 
� Avonbridge West 
� Bathgate 
� Bishop Auckland 
� Carnforth 
� Kirriemuir 
� Moffat 
� Nether Kellet 
� St. Fergus 
� Warrington 
� Wooler 
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In relation to new electrically driven compressors, NGG’s latest 10YS indicates only machines at 
St Fergus and Kirriemuir are being built or planned. This compares to the position in the 2006 
10YS which included a further 7 new electric compressors as shown below: 

 
This reduction in compression plant use is highly significant as many examples of buy-back in 
2002- 2005 were believed to be related to constraints arising as a result of compression plant 
(failures or maintenance). Generally, gas pipelines are much more reliable and therefore less 
likely to lead to constraints. 
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3. Impact of new investment 
 
NGG has completed a large investment programme to increase capacities at: 
 

� Bacton - £30M 
� Easington/Aldbrough - £250M 
� Isle of Grain - £??M (Isle of Grain to Gravesend) 
� Milford Haven - £560M 

 
The capex figures are taken from the 2005 10YS (extracts in Appendix 2) NGG no longer 
publishes any project capex figures. It is not known what the actual capex for these projects has 
been. 
 
The Milford Haven and Isle of Grain projects are subject to the new incremental capacity 
incentive and so costs associated with them should not falll to the operational buy-back 
incentive. However, it is believed that the Easington and Bacton investments were related to the 
existing baselines and, as such, an operational buy-back incentive was reasonable and 
necessary to handle any issues associated with their commissioning. 
 
As it happened, the problems in July 2006 in relation to work to connect new gas pipelines in the 
Easington area indicated the type of problem that can arise. In that case >95% of the net £28 
Million constraint management costs were incurred at St Fergus as at that time there were still 
reasonably high St Fergus flows (prior to Orman Lange).  
 
Now that the cross-Pennine link is fully operational, the construction and operational risks have 
been reduced. It is not believed that there are any residual ‘baseline investment’ projects that 
have not been completed and commissioned. This means that a major source of risk (as 
witnessed in July 2006) no loner exists. 
 
4. Decline of UKCS 
 
What has happened since 2005 is that there has been a greater decline in UKCS gas flows than 
was predicted. In effect the Entry Capacity Operational Buy-back incentive covers the entry 
points into the NTS associated with the UKCS with the exception of Bacton. 
 
For new sources of gas, the incentive to NGG is set in the Entry capacity incremental buy-back 
incentive. This covers the following: 
 

- Milford Haven 
- Isle of Grain Phase 2 
- Isle of Grain Phase 3 
- Easington expansion 
- Cheshire Storage 
- Canatxx Fleetwood 
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The 3 entry points highlighted in bold are all now on stream with capacity fully available. 
Together these represent a significant tranche of capacity which has reduced the capacity 
required from the existing entry points, in particular: 
 

- St Fergus 
- Teesside 
- Barrow 
- Theddlethorpe 

 
Bacton has not had any incremental capacity signalled but its capacity remains high as a result 
of investment in earlier years when flows into Bacton were higher. The decline in UKCS gas 
landing at Bacton has been replaced with imports from Interconnector and BBL. 
What this means is that if there are constraints they are more likely to occur as a result of gas 
flowing into the NTS from new flows with the incentive to NGG as a result of the entry capacity 
incremental buy-back incentive. Correspondingly, constraints are less likely as a result of flows 
from the UKCS facing entry points. 
 
The following table shows this, key points are: 
 

- NGG’s forecast for UKCS are 18% lower for 2009/10, 13% for 2010/11 and 7% for 
2011/12 

- The flows from the UKCS are forecast to be 51% lower in the 2009-2012 period 
compared to the average in 2000 0 2005.  
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It can be argued that there is no longer any requirement for an Entry Capacity Operational Buy-
back incentive at all as it has been overtaken in importance by the Entry Capacity incremental 
buy-back incentive together with the capacity benefits from a major NTS expansion programme 
completed in the years 2002-2005 which increased capacity at St Fergus and Bacton. 
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Appendix 1 – extract from GT Licence Special Condit ion C8D(5) 
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Appendix 2 - 2005 10 YS 
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