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Is this a Self-Governance Modification?

The Modification Panel determined that these are not self-governance modifications.

Why Change?

The current arrangements, whereby AQs for SSPs can only be amended during the
User AQ Review Period, make it impossible for SSPs with erroneous AQs to be
amended in a timely manner during the rest of the year. Suppliers are balanced
against the AQs of the sites they supply; therefore this has a disproportionate impact
on smaller suppliers when they acquire SSPs of this nature from other suppliers and
thus has a knock on effect on their ability to compete effectively as they are less able
than other larger suppliers to cover the costs resulting from this situation. In addition,
erroneous AQs result in misallocation of costs and it should be made easier for
suppliers to correct the most seriously inaccurate of these.

Solution

Modifications 0450 and 0450B

Should this proposal be implemented, shippers with SSP customers in their portfolios
will be given the ability to appeal the AQs of certain SSP meter points, where these
are erroneous, outside of the User AQ Review period, i.e. from 1 October to 31 May. A
20% rule will apply in each case with a minimum permissible amendment of 4000
kWh, unless the SSP’s current AQ is 1, in which case these rules will not apply.
Reporting of SSP appeals will be issued quarterly as part of the UNC378 report. This
will be treated as user pays and charged monthly based on the SSP market share of
each shipper by number of meter points supplied.

Modification 0450A

British Gas’ proposal allows Users to appeal erroneously high or low SSP AQs if the
MPRN is acquired from another shipper organisation, on or between the dates of the
1st September and 31st May. The appeal to amend the newly acquired AQ should
were relevant follow the LSP AQ Appeals process, providing there is a pair of valid
meter readings, demonstrating a consumption change. This should have the desired
outcome for Users to have the ability to appeal erroneous AQs which come into their
ownership. For the avoidance of doubt the SSP AQ appeal will, were relevant, be the
same as the LSP AQ appeal process.

Relevant Objectives

Some participants considered implementation of one of these modifications would

further effective competition between relevant Shippers and Suppliers in line with

objective d) as Shippers would be able to amend erroneous AQs outside the User AQ

Review Period thus counteracting a disadvantage with the current process. Improving

the accuracy of AQs will lead to more accurate and efficient allocation of costs across  0450/0450A/0450B

the market, though some participants were concerned that the benefits of Final Modification Report

implementation have not been demonstrated to offset the cost of implementation. 16 January 2014
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Implementation

Implementation 01 September 2014 decision to implement is received by 31 January
2014

Implementation 01 October 2014 decision to implement is received by 28 February
2014

if a decision to implement is received after 28 February 2014, implementation 180 to
270 day days following the decision to implement.

These modifications cease relevance upon implementation of the Project Nexus
solution.
Development and operational costs for 1 year would be between £160,000 to
£230,000.

2 Why Change?

Shippers may be disadvantaged by the current inability to amend AQs for SSPs outside
of the User AQ Review Period. As Shippers are balanced against their AQs, erroneous
AQs for acquired SSPs create a multitude of issues which directly impact on the ability
of smaller shippers and suppliers to compete on level terms with their larger competitors
who are much more able to bear the cost of erroneous AQs within their portfolios.

Modification 0450 Solution includes insertions in BLUE for
Modification 0450A

Users will be allowed to Appeal an SSP AQ value for MPRNs acquired from other
suppliers, on or between the dates of the 1st September and 31st May, through the
Change of Supply process. This evidence must include a pair of valid meter readings
demonstrating a consumption change.

It is proposed that all Users are given the ability to amend the AQ of a set number of
SSP (AQ<73,200 kWhs) sites outside the User AQ Review Period — between 1st
October and 31st May.

A capacity of SSP Appeals would be 20,000 instances per month for the industry.
These instances mean attempts of Appeals; the count of issued T17 dataflows in the
given month. The outcome of SSP AQ Appeals is going to be AC for Accepted or RJ
as rejected, no RF — referral to manual validation will be available. Xoserve will create
a rejection code for exceeding monthly Appeal allowance in T18 dataflows.

. , 0450/0450A/0450B
For the avoidance of doubt the SSP AQ appeal will, where relevant, be the same as
Final Modification Report
the LSP AQ appeal process
16 January 2014
At initial implementation the number of Appeals available for each Shipper will be
. Version 2.0
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1. Each Shipper with less than 50 Meter Points in their portfolio will be allocated
the number of meter points in their portfolio as at snapshot date.

2. Each Shipper with more than 50 Meter Points in their portfolio will be allocated
50 Appeal opportunities as the minimum.

3. Deducting the sum of the Appeal in point 1 and 2 from the total 20,000
instance per month will be the basis of the Small Supply Point (defined as
AQ< 73,200kWhs) count based market share percentage allocation. This
percentage allocation to be defined to one decimal point.

As an example:

- Shipper A has 24 Meter Points in their portfolio at the time the snapshot is
taken, therefore 24 Appeal opportunities will be allocated for each month
during the predefined period the snapshot was taken for.

- There are 15 shippers (as at March 2013) with fewer than 50 supply points, as
total they have 540 Meter Points, so they will be allocated 540 instances of the
20,000.

- There are 30 Shippers (as at March 2013) with more than 50 Meter Points in
their portfolio, so each will be allocated 50 instances, adding up to a total of
30*50=1500.

- The remaining pot equates to 20,000-540-1500=17960.

- Shipper B has 450,000 Meter Points, which equates to 2.1% of the number of
SSP Meter Points in the market, so they will have 17960* 2.1%=377 AQ
Appeal opportunities on top of the allocation of 50, so the total is 427 each
month for Shipper B.

The above described calculation will be carried out twice a year by Xoserve.
A snapshot of the portfolio will be taken on

- 1st working day of September, to calculate the monthly allocation for the period
of 1st October to 31st January

- 1st working day of January, to calculate the monthly allocation for the period of
1st February to 31st of May.

Between 1st June and 1st October the Shippers will utilise the AQ amendment
process, for the new AQs to be effective and therefore available for AQ Appeals from
1st October

0450/0450A/0450B
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10 working 10 working
days days

Xoserve to confirm
allocation of
Appealsto Shippers

Xoserve to confirm
allocation of
Appealsto Shippers

Xoserve will notify the relevant members (contacts on the Xoserve AQ distribution list)
of Shippers of the number of monthly Appeals allocated, within ten working days of the
shapshot dates via e-mail.

If the Shipper was not to utilise the appeal allowance for the month, the remaining
number of appeal opportunity is lost, and cannot be rolled over to the following month.

Shippers will be able to challenge SSP outside of the AQ amendment window: 18
October to 31% May. A 20% rule will apply in each case with a minimum 4000 kWh
amendment. No AQ amendment less than these for any SSP may be carried out
unless the Meter Points current AQ is 1, in which case the above describe tolerance s
are not applicable, and the Shipper can Appeal the AQ to any other volume but 1. As
an example, AQ of 1 can be appealed to AQ of 2,000, however AQ of 4,000 can be
appealed to AQ of 9000 as the change is greater than 4,000 kWHs and the change is
more than 800 kWhs - 20% of the original 4,000 AQ This is to ensure only erroneous
AQs are corrected.

As the proposed number of extra SSP amendments allowed to take place outside the
User AQ Review Period would amount to up to 240,000 extra amendments per gas
year and these will be staggered over the whole year.

The process will utilise the existing AQ Appeals process. Once the new AQ is agreed,
the Shipper will need to re-confirm the MPRN with the new AQs.

Following Distribution Workgroup discussion, Xoserve has conducted a ROM
assessment which indicated that a system solution was most cost effective.

The assessment was based on 400 appeals by 20 Shippers monthly; the cost
estimate over two years is the below:

- Manual solution would cost an estimated £855k - £1.09m for the industry
- Systemised solution would cost an estimated £150k - £210k for the industry.

Reporting of SSP Appeals will be issued quarterly as part of the MOD378 report.
Timescales and content as described in MOD378. The report will be sent to the
relevant contacts held on AQ related and MOD378 related Xoserve distribution lists.
Xoserve will monitor and report monthly that there are no inter-shipper transfers. This
is subject to performance evaluations, to be confirmed as part of the ROM.

AQ amendment window
and implementation of
new AQs
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Modification 0450B

It is proposed that all Users with at least one Smaller Supply Point in their customer
portfolio be given the ability to amend the AQs of a set number of SSP (AQ<73,200
kWhs) meter points each month outside the User AQ Review Period, i.e. between 1
October and 31 May each year.

Xoserve has carried out preliminary analysis and estimates that an industry wide total
of 20,000 SSP AQ appeals could be accommodated each month outside of the User
AQ Review Period. Attempted appeals will be carried out by means of the T17
dataflow, with Xoserve confirming acceptance or rejection of each. A separate T18
dataflow rejection code will be created in relation to any User exceeding its monthly
appeals allowance. For the avoidance of doubt the SSP AQ appeal will, where
relevant, be the same as the LSP AQ appeal process.

At first implementation the number of appeals available to each User will be calculated
as follows:

i) A snapshot of each shipper SSP portfolio will be taken by Xoserve on:

a) The 1* working day of September, in order to calculate that shipper’s
monthly appeal allocation for the period from 1 October to 31 January
inclusive;

b) The 1% working day of January, in order to calculate that shipper's
monthly appeal allocation for the period from 1 February to 31 May
inclusive.

ii) Each shipper with 1 or more but less than 50 SSP meter points in its customer
portfolio on the date when the snapshot is taken by Xoserve will be
allocated a number of monthly SSP AQ appeals outside of the User AQ
Review period equivalent to the number of SSP meter points in that
portfolio.

iii) Each shipper with equal to or more than 50 SSP meter points in its customer
portfolio on the date when the snapshot is taken by Xoserve will be
allocated 200 monthly SSP AQ appeals outside of the User AQ Review
period.

iv) Once a number of monthly appeals has been allocated to each shipper as
described in points i) — iii) above, any residual monthly appeal capacity
will be allocated to each shipper on the basis of its share of the SSP
market by the number of meter points it supplies. The percentage
allocation shall be defined to one decimal place.

v) Xoserve will notify each qualifying shipper of its allocated monthly number of
SSP AQ appeals for the relevant period by email within ten working days
of each snapshot date.

vi) For each appeal, a 20% rule will apply with a minimum 4000 kWh
amendment. No amendment may be carried out unless it fulfils these two
rules, except in the case where the current AQ of the appealed SSP meter
point is 1 in which case neither rule applies.

vii) Appeals will be use it or lose it, i.e. they cannot be traded, sold or reallocated
to another shipper and cannot be rolled over or reallocated to another
month.

0450/0450A/0450B
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viii) From 1 June to 30 September inclusive, shippers will make use of the User

AQ amendment process as part of the User AQ Review period as laid out
in the UNC.

As an example upon initial implementation (all numbers are for illustrative purposes):

Shipper A has 24 SSP meter points in its customer portfolio on 1 September
when the snapshot is taken by Xoserve. It is therefore allocated 24 SSP AQ
appeals each month for the period from 1 October to 31 January inclusive.

15 shippers have fewer than 50 SSP meter points in their customer portfolios
on 1 September, with a total for all 15 shippers of 540 SSP meter points. This
gives these 15 shippers a total of 540 SSP AQ appeals during each relevant
month (October — January).

30 shippers have more than 50 SSP meter points in their customer portfolios
on 1 September, so each is assigned 200 SSP AQ appeals during each
relevant month (October — January). The baseline total for all 30 shippers is
6,000 SSP AQ appeals for each relevant month.

Xoserve estimates that it can accommodate 20,000 monthly SSP AQ appeals
outside of the User AQ Review Period. In the examples above, 6,540 monthly
SSP AQ appeals have already been assigned. 20,000-6,540 = 13,460
residual unassigned monthly SSP AQ appeals.

Shipper B has 450,000 SSP meter points in its customer portfolio, which
translates to a 2.1% share of the SSP market by number of meter points.
13,460%0.021=282.66 which is rounded up to 283. This means that Shipper B
receives an additional 283 monthly SSP AQ appeals in addition to its baseline
allocation of 200 monthly SSP AQ appeals, giving Shipper B a total of 483
SSP AQ appeals during each relevant month (October — January).

Reporting of SSP appeals will be issued quarterly as part of the UNC378 report.
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User Pays
Classification of the modification as User Pays or not and justification for classification
These modifications are classified as User Pays as the changes proposed would introduce new User

Pays services.

Identification of Users of the service, the proposed split of the recovery between Gas Transporters and
Users for User Pays costs and the justification for such view.

100% cost to Users with a Small Supply Point portfolio.

Proposed charge(s) for application of Users Pays charges to Shippers

An ACS is to be published

Proposed charge for inclusion in the Agency Charging Statement (ACS) — to be completed upon receipt
of a cost estimate from Xoserve.

The charging basis for User will be an allocation of the development costs plus the ongoing costs for
2014/15 to each User based upon each User’s number of Smaller Supply Meter Points in proportion to
the total number of all Users’ Smaller Supply Meter Points as measured on the date of the
implementation of the modification, excluding Unique Sites
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4 Relevant Objectives

Impact of the modification on the Relevant Objectives:

Relevant Objective Identified impact
a) Efficient and economic operation of the pipe-line system. None
b) Coordinated, efficient and economic operation of None

(i) the combined pipe-line system, and/ or

(ii) the pipe-line system of one or more other relevant gas

transporters.
c) Efficient discharge of the licensee's obligations. None
d) Securing of effective competition: Positive

(i) between relevant shippers;

(i) between relevant suppliers; and/or

(iii) between DN operators (who have entered into
transportation arrangements with other relevant gas
transporters) and relevant shippers.

e) Provision of reasonable economic incentives for relevant None
suppliers to secure that the domestic customer supply
security standards... are satisfied as respects the availability
of gas to their domestic customers.

f)  Promotion of efficiency in the implementation and None
administration of the Code.

g) Compliance with the Regulation and any relevant legally None
binding decisions of the European Commission and/or the
Agency for the Co-operation of Energy Regulators.

Some participants considered implementation of one of these modifications would
further effective competition in line with objective d) as Shippers would be able to
amend erroneous AQs outside the User AQ Review Period thus counteracting the
current disadvantage with the current process. More accurate AQs will lead to more
accurate and efficient allocation of costs across the market.

Some participants consider Modification 0450A offers additional advantages, as
Modifications 0450 and 0450B require Users to participate in the process to maintain
their overall position in terms of allocation. However, as Modification 0450A only
applies to new customers in a Users portfolio, it will not require Users to administer the
process over the proposed 8 months review period and will therefore keep operational
costs to a minimum and furthering relevant objective d) Securing of effective
competition.

0450/0450A/0450B
Final Modification Report

Some participants consider implementation of Modification 0450B would facilitate
effective competition between shippers and suppliers in line with relevant objective d)

as it will result in more appropriate allocation of costs and reduce the 16 January 2014
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User AQ Review Period result in for smaller shippers.

Some participants were concerned that the benefits of implementation for these
modifications have not been demonstrated to prove that allocation will be significantly
improved to offset the cost of implementation.

British Gas is concerned that none of the modifications meet the relevant objective to
secure effective competition between Shippers. Their concern is that should one of
these modifications be implemented, allocation of costs between shippers will not
improve if every shipper participates in the process. Or it will disadvantage non-
participating shippers and impact on their ability to compete in the market. Some
shippers suggest the proposals should be considered regarding the Commodity and
Credit risk and these are the real benefits to this proposal. British Gas have analysed
this argument and believe the benefits will be marginal and they will not offset the
costs of delivering this change.

E.ON noted that no evidence of the market-share related disproportionate effect of
erroneous AQs for SSPs was provided to the workgroup, therefore it is difficult to say
how the modification will facilitate the relevant objectives.

National Grid Distribution believe that the ‘link’ to relevant objective d) Securing of
effective competition, is tenuous as they believe that it is (in part) a failure to adhere to
existing UNC obligations which causes erroneous AQs in the first place.

In its response, ScottishPower indicates that it believes that implementation of any of
these Modification would have a detrimental impact on relevant objective (d). They
believe that all SSP Shippers face similar issues in relation to erroneous AQs acquired
through the change of Supplier Process. In their opinion if all SSP Shippers are given
equal opportunity to appeal SSP sites and these are done in a consistent manner
across all parties there are no perceived cost benefits to be gained by introducing
these Modifications. ScottishPower also believes that limiting the number of appeals of
some SSP Shippers introduces a potential cross-subsidy between Shippers and their
Suppliers. ScottishPower suggest it is wrong to assume that all larger
Shippers/Suppliers can absorb additional gas volumes and costs allocated through the
energy balancing mechanism and RbD. Ultimately these additional costs are reflected
in customer tariffs and bills. ScottishPower would also question why customers who
are supplied by one of the larger Shipper/Suppliers should subsidise customers of
smaller Shipper/Suppliers?

ScottishPower believes that all Shipper/Suppliers (large and small) can be afforded
increased protection from incurring addition costs over and above what they believe
their customers are consuming. Whilst ScottishPower recognise the inherent issues
with the current AQ Review process and RbD, they believe that having more rigorous
controls surrounding the AQ Review process and by collective engagement by the
Industry within the data cleansing exercise, would go some way to assuring increased
accuracy in cost allocations.

0450/0450A/0450B
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Implementation 01 September 2014 if a decision to implement is received by 31
January 2014

Implementation 01 October 2014 if a decision to implement is received by 28 February
2014.

If a decision to implement is received after 28 February 2014, implementation 180 to
270 day days following the decision to implement as Xoserve have estimated that
development would take between 6 and 9 months. However, it should be noted that
an implementation date by 01 September may still be acehivable should a decision be
made after 31 January 2014.

Attempts have been made in the past to amend the AQ process for SSPs but these
have often encountered delays and cost barriers due to the large amount of work that
could be required on Xoserve's systems to implement far-reaching changes. The
proposer is hopeful that limiting the amount of SSP amendments allowed outside the
User AQ Review Period to 20,000 per calendar month should support the
implementation of this change.

It has been confirmed by Xoserve this change will not impact/delay the development
of Project Nexus. This Modification would support Shippers to prepare to Nexus on a
small scale by having to manage a number of mid-year small supply point AQ
changes. The implementation of this Modification is recommended to be the earliest
possible time, so the industry and all Shippers take maximum advantage of it.

Development and operational costs for 1 year would be between £160,000 to
£230,000. The operational costs are to be included with the development cost as the
implementation of Project Nexus during 2015 would make these proposed changes
redundant and there service would only be operable for 1 year.

In its response, British Gas predicts that their costs associated with the changes
required to its central systems and processes would be greater than £500,000, with
ongoing costs equivalent to 2 full time FTEs. Furthermore, they believe that they
require a minimum of 6 months to implement the change.

In its response, National Grid Distribution questions whether or not adequate analysis
has been carried out to justify that the projected £160,000 - £230,000 spend is
economically efficient, whilst ScottishPower remains concerned that the proposed
solutions for these modifications have the potential consequence of introducing a
cross subsidy between SSP Shippers/Suppliers and their customers.

In their respective responses, Corona Energy, Co-Operative Energy, DONG Energy
Sales UK, E.ON, First Utility, Gazprom Energy, Opus Energy, RWE npower, SSE and
Winchester Gas believe that the cost impacts would be relatively small with lead times
varying between 1 and 3 months.

Gazprom also noted that the facility provided by the modification (0450B) would be
potentially superseded by the functionality delivered through Project Nexus, which is
currently scheduled for delivery in October 2015 and therefore believe that
implementation inline with the service being available from October 2014 is critical in
maximising benefits of it introduction.

0450/0450A/0450B
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Winchester Gas also suggests that should 0450A be implemented, it would expect
costs to be higher due to the fact that it would become part of the change of supplier
process.

6 Legal Text

Text

The text for these modifications has been prepared by National Grid Distribution at the
request of the Modification Panel and is published alongside this report.
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Representations were received from the following parties:

Company/Organisation Support Implementation or not? Stated
Name 0450 0450A 0450B Preference
British Gas Not in support Not in support Not in support 0450A
Corona Energy Support Qualified Support 0450B
support
Co-Operative Energy Qualified Qualified Support 0450B
support support
DONG Energy Qualified Not in support Support 0450B
support
E.ON UK Support Qualified Not in support 0450
support
First Utility Support Qualified Support 0450B
support
Gazprom Qualified Not in support Support 0450B
support

National Grid Distribution Notin support Not in support Not in support -

Opus Energy Support Not in support Support 0450B
RWE npower Support Not in support Not in support 0450
ScottishPower Not in support Not in support Not in support 0450A
SSE Support Support Support 0450
Winchester Gas Neutral Not in support Support 0450B
0450

Of the 13 representations received 6 supported implementation, 3 offered qualified
support, 1 remained neutral and 3 were not in support.

0450A

Of the 13 representations received 1 supported implementation, 4 offered qualified
support and 8 were not in support.

0450B

Of the 13 representations received 8 supported implementation and 5 were not in
support.

Of the 13 representations received 3 expressed a preference for 0450.

Of the 13 representations received 2 expressed a preference for 0450A.

Of the 13 representations received 7 expressed a preference for 0450B.
0450/0450A/0450B

Of the 13 representations received 1 did not express a preference for any of the ] o
Final Modification Report
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Summary Comments

British Gas voiced their concern that all three proposals create an environment where
shippers have to participate in SSP AQ Appeals process or receive higher costs due
to other shippers reducing their allocation. In their view, if all shippers participate to
the maximum extent allowed, no allocation improvements will be realised, unless to
the adverse impact of the non-participating shippers. Furthermore, they believe that to
implement the proposal and participate in the AQ Appeals process cost would be
incurred by shippers when developing and managing the system and process
changes. As this modification is an interim measure and it will add unnecessary cost
to the industry, without the corresponding benefit, they do not support the
implementation of any of these proposals.

In its response, RWE npower notes that Modification 0450 provides a good
opportunity to test processes prior to the implementation of Project Nexus, enabling
any potential issues to be addressed before hand.

ScottishPower recognises the inherent issues with the current AQ Review process
and RbD. However, they do not believe that implementation of any of these
modifications would do anything to address the underlying problems associated with
the accurate and timely allocation of settlement costs against market sectors. All SSP
Shippers face similar issues in relation to erroneous AQs acquired through the change
of Supplier Process. Modification 0099, which was raised to look at the same, was
implemented with the intention to address SSP sites acquired through the change of
supplier process, which have erroneously high AQ values.

SSE is concerned that Modification 450A does not allow amendments to all meter
points that are due to change of supplier because it only allows amendments to those
gained between 1st September and 31st May. Meter points gained outside of these
dates with erroneous AQs may not be able to be amended during the AQ review
because it may not become apparent that at an AQ is erroneous until the next actual
read is obtained, which may be some months later.

Additional Issues Identified in Responses

In their responses, both E.ON and ScottishPower have raised concerns that nothing in
any of the proposals requires parties to ensure that corrections occur in both
directions — i.e. increasing or decreasing AQs. Their concern is that whilst the
proposal(s) would potentially result in a reduction in AQ values, sites with erroneously
low AQs may not be corrected. This leads to concerns that the current drafting of the
business rules does not go far enough to protect the integrity of the settlement
process.

First Utility believe that during the development of the three proposals, it has been

suggested by a larger shipper that smaller shippers may be disadvantaged by the

implementation of 450 or 450b as the potential resource requirements may constrain 0450/0450A/0450B
these shippers from utilising its availability. First Utility does not concur at all with this  Final Modification Report

view. As a smaller shipper raising the proposal they believe that they are best placed 16 January 2014

to know the operational impact of the proposal and therefore recommend 450B as Version 2.0

their preferred Modification out of the three being considered.
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RWE npower believes that unidentified gas should be distributed across all suppliers
fairly and should not penalise anyone based on their respective portfolio size. They go
on to suggest that the modifications would effectively realign market share on a
monthly basis and that this would impact the energy smeared through RbD and the
apportionment of Unidentified Gas. They believe that Modification 0450 provides all
Shippers with the capability to realign a proportional amount of AQs to a more
accurate position whilst ensuring that no parties are disadvantaged through the
process.

The Panel Chair summarised each of the modifications as follows:

Modification 0450 - Users with Small Supply Point (SSP) customers in their portfolios
will be given the ability to appeal the Annual Quantities (AQs) of certain SSP meter
points (where these are erroneous) outside of the User AQ Review period, i.e. from 01
October to 31 May. A rule requiring a minimum amendment of 20% of the AQ
equalling at least 4000 kWh will apply, unless the SSP’s current AQ is 1, in which case
these rules will not apply. Reporting of SSP appeals will be issued quarterly as part of
the UNC378 report. This will be treated as User Pays and charged monthly based on
the SSP market share of each shipper by number of meter points supplied.

The market will be restricted to a maximum of 20,000 SSP appeals per month and
these appeals will be allocated to Users on the following basis:

1. Users with less than 50 Meter Points in their portfolios will be allocated the
number of Meter Points in their portfolio per month. A snap shot is to be taken
to identify the total number of appeals available each month to Users in this
category.

2. Users with more than 50 Meter Points in their portfolios will be allocated 50
appeals each.

3. The number of appeals set out in 1 and 2 above will be deducted from the
20,000 monthly appeals allowed and the remainder will be allocated to Users
based on their market share percentage of the SSP market.

Modification 0450A - proposes to follow the allocation of appeals set out in
Modification 0450. However, it restricts Users to SSP appeals only where the MPRN is
recently acquired from another shipper organisation, on or between the dates of the

01 September and 31 May. In addition the modification requires the Transporters
Agent to monitor and to report that there are no inter-shipper transfer of allocated
appeal capacity.
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SSP meter points in that portfolio.

2. Each User with equal to or more than 50 SSP meter points in its portfolio will be
allocated 200 monthly SSP AQ appeals.

3.  Once a number of monthly appeals has been allocated to each shipper as
described in points 1. and 2. above, any residual monthly appeal capacity will
be allocated to each shipper on the basis of its share of the SSP market by the
number of meter points it supplies.

Members recognised that the intention of these modifications is to deliver more
accurate cost allocations and acknowledged that appropriate (cost reflective)
allocations are a fundamental underpinning of a competitive market and may further
effective competition in line with objective d).

Some members noted that Modification 0450A does not require Users to participate in
the process proposed by Modifications 0450 and 0450B to maintain their overall
position in terms of allocation. However, as Modification 0450A only applies to newly
acquired SSPs in a Users portfolio, it will not require Users to administer the process
over the proposed 8 months review period.

Some members noted implementation of Modification 0450B may result in more
appropriate allocation of costs and reduce the disproportionately increased and non-
reflective credit and commodity purchase costs for smaller Users arising due to
inaccurate SSP AQs and their current inability to amend these outside of the User AQ
Review Period.

Members identified a number of concerns; that the benefits of implementation for
these modifications have not been demonstrated to prove that allocation across User
portfolios will be significantly improved to offset the overall cost of implementation; that
no evidence of the market-share related disproportionate effect of erroneous AQs for
SSPs has been demonstrated; that limiting the number of appeals of some SSP
Shippers introduces a potential cross-subsidy between Users and therefore it is
difficult to agree these modifications will facilitate the relevant objectives.

Some members also noted that this modification was an interim solution until Project
Nexus modifications are implemented and, as such, the total benefits will be limited.

Members noted that

With 4 votes cast in favour, Members failed to determine to recommend that
Modification 0450 should be implemented.

With 1 vote cast in favour, Members failed to determine to recommend that
Modification 0450A should be implemented.

With 4 votes cast in favour, Members failed to determine to recommend that
Modification 0450B should be implemented.

Members then considered which of the three modifications, if one were to be
implemented, would be expected to better facilitate the relevant objectives. Of those
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expressing a preference, with 1 vote preferring Modification 0450, 1 vote preferring
Modification 0450A and 4 votes preferring Modification 0450B, Members determined
that, of the three, Modification 0450B would be expected to better facilitate the
relevant objectives.

9 Recommendation

Panel Recommendation

Having considered Modification Report 0450 0450A 0450B, the Panel recommends:

* that proposed Modification 0450B better facilitates the Relevant Objectives than
proposed Modifications 0450 and 0450A.

* that proposed Modification 0450 should not be made;
* that proposed Modification 0450A should not be made, and

* that proposed Modification 0450B should not be made.
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