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Dear Eddie 
 
Modification Proposals to the Gas Transmission Transportation Charging Methodology  
NTS GCM 05: Re-Consultation, NTS Exit (Flat) Capacity & Exit Reform 
 
There are key elements of these proposals that E.ONUK does not support.   In particular we do not 
see the need to consider changes to exit commodity charges at this time.  Our comments are 
limited to the elements of these proposals that we consider most inappropriate.   
 
Although we accept that it reasonable to remove the interruptible credit with the eventual removal of  
interruptible status it is important to note its replacement with the Off-Peak Daily NTS (Flat) Exit 
Capacity service does not come into effect until 1 October 2012.   We therefore do not understand 
why National Grid is seeking to establish a TO Exit Flat Commodity charge at this stage as 
application of the charge (or rather rebate) should only be relevant as a result of receipt daily 
capacity auctions revenue generated after this date. 
 
Unfortunately the analysis in the GCM05 paper doesn’t in our view consider real cost reflectivity and 
instead seems to focus on the labels that happen to be placed on different pots of money National 
Grid is allowed to recover under its Licence.   Whether activities are deemed to be TO or SO, do or 
do not form part of an agreed baseline are not necessarily relevant to the setting of cost reflective 
charges.    
 
A reasonable cost reflective principle is to assume that fixed costs should be recovered through 
capacity charges and variable costs through commodity charges.   This concept is well understood 
in the analysis that led to the recent implementation of new levels of capacity and commodity 
charges under the charging methodologies for gas distribution networks.    It is true that activities 
that are categorised as TO will be predominantly fixed and those that are considered to be SO are 
likely to be variable, but TO should not be used as a shorthand for fixed cost nor should SO be used 
to relate to variable costs. 
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It is also important to understand that the Off-Peak Daily NTS (Flat) Exit Capacity service has been 
design to use spare capacity that may be available on the network.    As such shippers that use this 
service would not be expected to drive investment in the transmission system and it is these costs 
that make up lion’s share of fixed cost.   In evidence to the Competition Commission in relation to 
the UNC 116V and UNC 116A appeal (see attachment A) we demonstrated that at least 81% of exit 
capacity costs were fixed and some no more than 19% were variable.    At the time about a third of 
costs were recovered from commodity so it can be argued that even existing interruptible users pay 
more than they should.    The suggested proposals would shift even more costs onto Off-Peak 
users (for a lower quality service) and this is entirely inconsistent with the marginal pricing principles 
that this analysis.  We would therefore regard that aspects of this proposal run counter to the 
principles for network access tariffs set out in EC Regulation 1775/2005.    
 
The “revenue forgone” concept is  also rather confusing.   Either National Grid is allowed to recover 
revenue or it is not.  The statement “increase in SO allowed revenue is cancelled out by an effective 
reduction in TO allowed exit revenue” seems particularly irrelevant.   Why should a change to the 
label applied to a particular cost drive a fundamental change in the charging methodology – this is 
illogical. 
 
In reality the revenue foregone concept seems to be one of giving National Grid allowed revenue for 
past “over-investing” in its system.   Allowing this revenue may be appropriate if it was based on 
reasonable assumptions at the time, but it is certainly not something that it is right to ‘blame’ future 
Off-Peak capacity users for.   Let us remember that this service is only available when spare 
capacity is available and there is no limit on the number of days that it may be interrupted.  The 
availability Off-Peak capacity is also likely to reduce over time with the eventual move to nodal 
capacity release and National Grid seek make better use of any slack in parts of the system.    We 
also do not expect that there would be a ‘flight to firm’ as seems to be suggested.      
 
We consider that firm capacity charges should be set to recover the firm exit capacity costs and that 
the commodity charges should be set to recover exit variable costs.   Overall these proposals 
appear to introduce charges that are likely to be less cost-reflective than the current arrangements.   
We therefore do not believe it is appropriate for National grid to pursue many of the GCM05 
changes at this time.   We would therefore urge Ofgem to veto it if GCM05 goes forward in its 
current form. 
 
Yours sincerely 
 
 
 
 
Peter Bolitho 
Trading Arrangements Manager 



 

 

  

Appendix A 
 
Evidence submitted to the Competition Commission with respect to the split between fixed 
and variable exit costs and the level of charges paid by interruptible users 
 

 

 
 



 

 

  

 

 
 
 
 
 
 
 



 

 

  

 

 



 

 

  

 

 



 

 

  

 


