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Draft Modification Report
Revised Ratchet Regime for Breaches of Provisional Maximum Capacity
Modification Reference Number 0684
Version 2.0

This Draft Modification Report is made pursuant to Rule 8.9 of the Modification Rules and follows
the format required under Rule 8.9.3.

1.  The Modification Proposal

BP's Proposal

This proposal addresses two areas: the incentivisation of shippers to book an appropriate SOQ for
Firm DM Supply Point Components that breach their Provisional Maximum Capacity (PMC) and
to replace this incentivisation where a shipper is seeking to book an appropriate SOQ, but is
constrained by other industry processes over which he has no control — the assessment of the
network to support the additional capacity requested, the development of a site works quotation
where appropriate and the lead time and construction time associated with the site works quotation.

Ratchet Incentivisation Regime

Any Firm DM Supply Point Component that consumes more than its Provisional Maximum
Capacity (PMC) on any day during a calendar month during the period 1st October to 31st May
will be subject to this ratchet regime.

In any month within the relevant period where gas is consumed in excess of the PMC on any day or
days at a Firm DM Supply Point Component the shipper shall be liable for a ratchet charge. Where
the SOQ of the Firm DM Supply Point Component is below the PMC the SOQ of the Firm DM
Supply Point Component shall be set to the PMC for the gas day following the breach. The charge
shall be the product of the Ratchet Charge and a multiplier. The Ratchet Charge shall be the
difference between the annual capacity charge for the SOQ at the maximum daily usage in that
month and the annual capacity charge for the SOQ on the 1st of the month in question. The
multiplier is [1] (one).

Requesting SOQ Increase

A request for an increase in SOQ above the PMC of a Firm DM Supply Point Component will
require an assessment to be carried out to determine that the network is capable of supporting this
load under the applicable design criteria. This currently takes 12 working days. During this period
the shipper can not manage their exposure to additional breaches of the PMC. The application of
an incentive where the person being incentivised can not act on that incentivisation is not
appropriate or reasonable. However, as the Firm DM Supply Point Component is making use of
the additional capacity the shipper should be charged for the use of the system. A Premium Daily
Charge relating to the normal daily capacity charge for the SOQ requested by the shipper uplifted
by [10%], less the daily charge for the SOQ of the Firm DM Supply Point Component should be
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levied during this period. This charge should be waived for any day in this period which coincides
with a day covered by the Ratchet Incentivisation Regime.

Where the result of the assessment of network capacity is that the requested SOQ is available the
PMC and SOQ for the Firm DM Supply Point Component should be set to the requested SOQ for
the gas day following the result of the analysis — 13 Days after the request for an increase in SOQ is
submitted. Where this occurs within a month covered by a payment under the Ratchet
Incentivisation Regime, daily capacity charges at the new rate based on the revised SOQ will
commence from the 1st of the month following.

Where the result of the assessment of the network capacity is that site works will be needed to
provide the additional capacity the shipper needs a short period in which to assess the long-term
requirements of the site in which the Firm DM Supply Point Component is contained. The service
level for production of a quotation for site works of this nature is 12 days. Such quotations are
valid for acceptance for 90 days. Therefore, a reasonable tightly constrained period for obtaining
authorisation to proceed with the appropriate site works would be 36 Days (comprised of 2 Days to
determine requirements after notification that site works are required, 12 Days for the production of
the quotation, 22 Days to obtain authorisation to proceed from the end consumer {equivalent to 30
calendar days}). During this period the shipper is working to manage their exposure to the Ratchet
Incentivisation Regime charges and as such should not be exposed to these charges. Rather, they
should be exposed to the Premium Daily Charge.

In summary, where a request for an SOQ increase is made and approved the shipper should be
charged at the Premium Daily Charge until the Firm DM Supply Point Component SOQ is reset,
allowing for days already covered by a Ratchet Incentive Regime charge; and where a request for
an SOQ increase is made and requires site works, the Premium Daily Charge should be applied for
48 Days, allowing for days already covered by a Ratchet Incentive Regime charge.

Acceptance of Site Works Quotation

Once a shipper accepts a site works quotation to carry out site works to make the necessary
capacity available under the applicable design criteria, they have discharged their responsibilities to
the best of their ability and from this point should no longer be subject to charges under the Ratchet
Incentivisation Regime, but should be subject to the Premium Daily Charge for any remaining
relevant period until completion of the site works.

Transco's Alternative Proposal

Where in a month(l) a Supply point offtakes more in a day than the Provisional Maximum Supply
Point Capacity, ("PMSOQ"), the ratchet charge will be waived except for day of the month on
which the maximum breach occurred.

1 . : . :
. applied, as now, only during for months October to May inclusive.
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2.  Transco’s Opinion

Transco's proposal was raised as an alternative to Modification Proposal 0684, raised by BP
Gas Marketing Ltd ("BP").

Both proposals propose solutions to the issue of repeat ratchet charges for Firm DM Supply
Points offtaking in excess of their Provisional Maximum Supply Point Capacity, ("PMSOQ",
referred to in BP's proposal as "PMC").

Transco's view is aligned with BP's in so far that the current drafting of the Network Code has
the potential to generate significant charges where the circumstances described above occur.
The principal difference between the proposed solutions lies in the information flows and
procedures required to implement.

Transco's proposal is to levy a monthly charge equal to the highest daily ratchet charge in a

month(l) where there is a daily offtake of gas above the Supply Point Capacity, (frequently
referred to as "SOQ"), where the SOQ is greater than or equal to the PMSOQ. This provides a
simple charging mechanism that generates realistic charges that are higher than would be
applied for a simple SOQ-increasing ratchet but fall short of the aggregate charge that would
be generated by the application of the repeat ratchet rule for breaches of PMSOQ. Transco
believes that the monthly charge, while more severe than an SOQ-increasing ratchet charge, is
appropriate bearing in mind that the Supply Point is operating in excess of the pre-agreed
maximum daily offtake. In such circumstances, Transco may be required to deploy additional
resources to ensure the security of the gas network is not being prejudiced. For the avoidance
of doubt, in the event that the Supply Point offtake was having a detrimental effect on the
network, Transco would isolate the Supply Point using its rights under the Gas Act or use
Network Code rights to interrupt Supply Points in the localised area.

Transco's principal concern with BP's proposal, and its associated complexity, is that it
endorses the premise that breaches of PMSOQ can only be managed retrospectively. Transco
is of the opinion that, if managed proactively, the incidence of repeat ratchet charges could be
significantly reduced or avoided altogether.

To illustrate this point, the majority of the Supply Points identified as at-risk of incurring
repeat ratchet charges during this current Winter, discussion of which prompted the
development of Modification Proposal 0652, have not had SHQ or SOQ increase requests
submitted subsequent to its implementation. Transco believes that where site-works are
required, the intervening months would have presented an ideal window of opportunity to
initiate SHQ or SOQ increases at these Supply Points. However, the anticipated activity has
not been evident to date.

Transco is of the opinion that its proposal should be implemented in preference to BP's as it
offers a less complex solution.
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3.  Extent to which the proposed modification would better facilitate the relevant objectives

The purpose of both proposals is to provide a solution to the issue of repeated breach of a
Supply Point PMSOQ and the associated financial consequences.

Transco's proposal provides a pragmatic solution to the issue of repeat ratchet charges which
maintains an incentive-based charging structure while retaining the ratchet mechanism with
moderated charges, thereby maintaining an incentive for Users to resolve individual Supply
Point issues.

BP's proposal, similarly, provides a method of moderating repeat ratchet charges but
introduces additional complexity by linking them to the siteworks process.

Transco is of the opinion that implementation of either proposal would solve the problem of
excessive charges being levied on a shipper. Hence both proposals would serve to maintain an
incentive structure that would provide a competitive and commercially sound environment for
shippers to operate.

4. The implications for Transco of implementing the Modification Proposal , including
a) implications for the operation of the System:
Transco does not believe that implementation would affect the operation of the system since
implementation would simply revise the charges applied for use of system above PMSOQ. As
mentioned above, in the event that such offtakes of gas were affecting the operation of the

system, Transco would have at its disposal a number of contractual rights and statutory
powers.

b) development and capital cost and operating cost implications:

Transco believes that implementation of either proposal would result in only minor system
development costs since the current proposed implementation plan for each of the proposals
results in very low levels of systematisation. In terms of operating costs, Transco believes its
proposal would result in lower operating costs than BP's proposal since it (Transco's proposal)
would require lower volumes of information having to be processed manually.

c) extent to which it is appropriate for Transco to recover the costs, and proposal for the
most appropriate way for Transco to recover the costs:

Transco accepts that any costs associated with implementation would be part of its opex and,
consequently, no special provision for cost recovery would be required.

d) analysis of the consequences (if any) this proposal would have on price regulation:

Implementation would not have any effect on price regulation.
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5.  The consequence of implementing the Modification Proposal on the level of contractual
risk to Transco under the Network Code as modified by the Modification Proposal

Transco believes that implementation of either proposal would reduce its contractual risk,
since the scope for challenge to the appropriateness of repeat ratchet charges would be
reduced significantly.

6. The development implications and other implications for computer systems of Transco
and related computer systems of Users

Implementation of either proposal would require some changes to Transco's computer
systems although the degree of systematisation would be reviewed depending on the volume
of sites to which the new rules would apply and the current expectation is that either proposal
could be implemented manually. Should Transco opt to systematise, it is of the view that a
systematised implementation of BP's proposal would present significant difficulties due to the
high interdependence to the siteworks process. A systematised solution to Transco's proposal
would require a relatively minor modification to the system to suppress daily charges in
favour of monthly charges.

Transco is not aware of any implications for User systems.

7. The implications of implementing the Modification Proposal for Users

Implementation of either proposal would reduce the exposure faced by the Register User at a
Supply Point offtaking gas at a daily rate above PMSOQ.

8.  The implications of implementing the Modification Proposal for Terminal
Operators,Consumers, Connected System Operators, Suppliers, producers and, any
Non-Network Code Party

No such implications have been identified.

9.  Consequences on the legislative and regulatory obligations and contractual
relationships of Transco and each User and Non-Network Code Party of implementing
the Modification Proposal

No such implications have been identified.

10. Analysis of any advantages or disadvantages of implementation of the Modification
Proposal

Advantages:
Both

e Both proposals serve to moderate the transportation charges associated with repeat
breaches of PMSOQ.
Transco
e Transparent charging structure that would be straightforward to administer.
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e Encourages shippers to be proactive in managing SHQs and SOQs.
BP
e Varies the level of charge depending on the actions taken by the shipper to resolve the
problem.

Disadvantages:
Both
e Both proposals reduce the financial incentive to resolves problems associated with the
accuracy and appropriateness of the SHQ and SOQ recorded against a firm DM supply
points persistently breaching its PMSOQ.

BP
e Administratively complex requiring information to be passed between Transco's
transportation business and Fulcrum.
e Reinforces the view that instances of PMSOQ breach and potential PMSOQ breach can
only be managed retrospectively.

Summary of the Representations (to the extent that the import of those representations
are not reflected elsewhere in the Modification Report)

Representations are now sought.

The extent to which the implementation is required to enable Transco to facilitate
compliance with safety or other legislation

Implementation is not required to facilitate such compliance.

The extent to which the implementation is required having regard to any proposed
change in the methodology established under Standard Condition 4(5) or the statement
furnished by Transco under Standard Condition 4(1) of the Licence

Implementation is not required to facilitate such change.

Programme of works required as a consequence of implementing the
ModificationProposal

Bearing in mind the limited number of sites (circa 20) that it is expected that the new rules
would apply, it is expected that the system changes would be limited to output reports to
identify PMSOQ transgressions, and hence relatively minor. It is expected that practical
implementation of either proposal, that is the revision to transportation charges, would
involve primarily the development of non-systematised procedures, which could be developed
prior to 1st Oct 2004.
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Proposed implementation timetable (including timetable for any necessary information
systems changes)

This proposal could be implemented to take effect immediately following the expiry of
Modification Proposal 0652, although it would have not any practical effect until 1st Oct
2004.

Recommendation concerning the implementation of the Modification Proposal

Transco recommends that its proposal should be implemented in preference to BP's.

Text

Section B - System Use and Capacity

Amend paragraph 4.7.1(b) as follows:

subject to paragraph 4.7.11, the User shall pay a charge...

Amend paragraph 4.7.7 as follows:

Subject to paragraph 4.7.11, the Supply Point...

Add new paragraph 4.7.11

Where on any Day(s) in any relevant Billing Period, on the occurrence of a Supply Point
Ratchet the User’s Registered DM Supply Point Capacity is greater than or equal to the
Provisional Maximum Supply Point Capacity (the “Relevant Day(s)”), only the highest
Supply Point Ratchet Charge incurred on the Relevant Day(s) in such relevant Billing Period

shall be invoiced and payable in accordance with paragraph 4.7.7.

Representations are now sought in respect of this Draft Report and prior to Transco
finalising the Report
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Signed for and on behalf of Transco.

Signature:

Peter Rayson
Commercial Manager

Support Services

Date:
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