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Final LDZ Shrinkage Proposal for Formula Year 2009/10

1 Purpose of Proposal

The purpose of this paper is to present our final LDZ Shrinkage Proposals for the
Formula Year 2009/10 as required under Uniform Network Code Section N 3.1.7.

The Shrinkage Quantities proposed are consistent with those published in our LDZ
Shrinkage Initial Proposals Formula Year 2009/10 issued on 1 January 2009.

2 Summary of Proposal

We propose to apply the Shrinkage Quantities outlined in the tables below for the
Formula Year 2009/10 effective from 06:00 hrs on 1 April 2009.

LDZ Leakage (GWh) | OUG (GWh) | Theft (GWh) | Total (GWh)
Eastern 230 5 10 245
East Midlands 336 8 15 359
North Thames 345 7 13 364
North West 432 9 17 458
West Midlands 381 6 11 399
National Grid 1724 36 65 1824

Table 1. Proposed LDZ Shrinkage Quantity values for the 2009/10 Formula Year

LDZ Leakage (KWh) | OUG (KWh) | Theft (KWh) | Total (KWh)
Eastern 628,891 14,698 26,724 670,314
East Midlands 919,721 22,504 40,917 983,143
North Thames 944,343 18,890 34,345 997,578
North West 1,184,841 24,956 45,374 1,255,171
West Midlands 1,044,851 16,773 30,496 1,092,120
National Grid 4,722,648 97,821 177,857 4,998,325
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Table 2. Proposed LDZ Daily Shrinkage Quantity values for the 2009/10 Formula Year

Basis of Proposal

The proposed LDZ Shrinkage Quantities for Formula Year 2009/10 are based on the
data and methodologies outlined within our LDZ Shrinkage Initial Proposals Formula
Year 2009/10 issued on 1 January 2009.

The leakage in these proposals has been based on the Leakage Model, which is now
controlled under Special Condition E9 of the GDN Licence. The version of this model
used contained two improvements designed to capture actual within year leakage
reductions that would not have been included in previous versions of the model. The
impact of these changes equates to a leakage reduction of 6.3GWh for National Grid,
which equates to 0.3% of the proposed Shrinkage Volume. National Grid believes that
these improvements represent real within-year reductions in leakage and that the
Leakage Model should incorporate them. It had been anticipated that the revised
Leakage Model would be approved by the time the Shrinkage Quantity Proposals were
due to be published. However, although Ofgem recognize that there are merits to the
proposed changes and support improvements to the model so that it more closely
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reflects reality, further assurance that the changes do not lead to windfall gains against
the Shrinkage and Environmental Emissions baselines is required before approval.
National Grid believes that these assurances can be delivered and that the inclusion of
the benefits of these improvements in the proposed Shrinkage Quantities is justified.
However, National Grid will be using the approved Leakage Model® for the Assessment
and Adjustment process in respect of the 2009/10 Formula Year, i.e. the year for which
these proposals apply; this will be carried out in July 2010. UNC Modification 0203V
modified the Assessment and Adjustment process such that all relevant changes to the
Leakage and Shrinkage calculations would be included. Therefore, should approval for
the proposed improvements not be obtained, this would be reflected in the Assessment
process and any necessary financial adjustment would be taken into account.

3.1 Leakage

Leakage from the low and medium pressure systems accounts for the majority of
overall leakage within an LDZ. The leakage estimate has been derived from information
obtained from the 2002/03 National Leakage Test programme combined with
measured Monoethylene Glycol saturation levels, annual average system pressures
and mains and services population data.

In addition, we have taken into account the leakage and operational venting from
Above Ground Installations (AGls). The magnitudes of these losses have been
determined from the 2003 leakage survey of these sites.

National Grid is embarking on a programme of installing pressure management
equipment on a number of its low-pressure networks. It is anticipated that this
investment will deliver a reduction in leakage that would not be picked up in the normal
application of the leakage model. Therefore, additional leakage reduction associated
with this has been included in these proposals. These were detailed within our LDZ
Shrinkage Initial Proposals Formula Year 2009/10 issued on 1 January 2009.

Leakage, in terms of cubic metres of gas, is converted into energy by use of flow-
weighted average CVs (measured in MJ/mS) that are detailed within the Initial
Proposals.

3.2 Operational Usage (also known as Own Use Gas)

Under the new UNC regime for Shrinkage, Own Use Gas is treated differently to the
previous regime in that, rather than being considered as a factor of daily throughput to
be procured on a daily basis it is treated as a consolidated Quantity, calculated as a
factor of 17 year seasonal normal annual LDZ consumption, to be procured on a flat
daily basis.

3.3 Theft of Gas

The responsibility for Theft of Gas is split between Gas Transporters and Shippers.

The Uniform Network Code Section N 1.3.2 states that LDZ Shrinkage shall include,
and National Grid is therefore responsible for, gas illegally taken upstream of the
customer control valve and downstream where there is no shipper contract with the
end-user.

Historically, unidentified theft has been assumed to be 0.3% of LDZ Consumption.

As with Own Use Gas, Theft Of Gas will also be treated as a consolidated Quantity
procured on a flat daily basis.

® This model will include the proposed improvements only if they have been approved by Ofgem.
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3.4 Summary of proposed Shrinkage Quantities

The proposed Shrinkage Quantity values per day and per annum applicable for the
2009/10 Formula Year are shown in Table 3 below:

LDZ Daily (KWh) Annual (GWh)
Eastern 670,314 245
East Midlands 983,143 359
North Thames 997,578 364
North West 1,255,171 458
West Midlands 1,092,120 399
National Grid 4,998,325 1824

Table 3. Proposed LDZ Shrinkage Quantity values for the 2009/10 Formula Year

4 National Grid’s Opinion

We believe that it is appropriate to implement the proposed Shrinkage Quantities in
respect of LDZ Shrinkage for the period from 1 April 2009 to 31 March 2010.

The LDZ Shrinkage Quantities have been determined by utilising the best information
and data available and by application of robust methodologies, which are consistent
with those used in previous proposals.

5 Extent to which the Proposal would better facilitate the relevant objectives

The proposal provides National Grid's best forecast of the level of LDZ Shrinkage for
the Formula Year 2009/10. The proposal is based on robust methodologies and the
best information available to National Grid.

This proposal is intended to further the efficient and economic operation of the system
through more appropriate cost targeting.

6 The implications for National Grid of implementing the Proposal

Including:
a) implications for the operation of the System:

National Grid is unaware of any such implications that would result from
implementing this proposal.

b) development, capital cost and operating cost implications:
The proposed LDZ Shrinkage Quantity values lead to a fair allocation of
operating costs between LDZ systems.

c) extent to which it is appropriate for National Grid to recover the costs, and
proposal for the most appropriate method for National Grid to recover the
costs:

It is appropriate for each LDZ to incur a share of the overall Shrinkage Energy
dependent upon the actual shrinkage in that LDZ.

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

None identified.
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7 The implications of implementing this Proposal for Users

This proposal improves the equitability and accuracy of cost targeting for Users.

8 Analysis of any advantages or disadvantages of implementation of the Proposal

e Advantages: Better reflective of the actual system usage and losses with
improved cost targeting.
e Disadvantages: National Grid is not aware of any disadvantages.

9 User Representations

Users have had the opportunity to comment upon these proposals. Only one
representation was received:

9.1 Representation from E.ON UK plc

E.ON raised a concern that National Grid's efforts to reduce the environmental
emissions through pressure reduction may cause associated supply problems to,
primarily, industrial and commercial premises’™.

National Grid is investing in an extensive programme aimed at reducing leakage from
its low-pressure gas supply system via the installation of pressure management
profiling equipment. This equipment ensures that the low-pressure systems operate at
optimal pressure by adapting to changing demand conditions. As such, installation of
this type of equipment should lead to instances of poor pressure being less likely.

All instances of reported poor pressure are responded to immediately and customer
supply issues dealt with as a matter of priority.

10 Programme of works required as a conseguence of implementing the Proposal

The only required modification is for xoserve to enter daily LDZ Shrinkage Quantities
into Gemini.

11 Proposed implementation timetable (including timetable for any necessary
information systems changes)

Under Uniform Network Code Section N 3.1.8, Users have until the 15 March 2009 to
request that Ofgem issue a Standard Special Condition A11 (18) disapproval of this
proposal.

If the disapproval is not given, the revised LDZ Shrinkage Quantities detailed in this
proposal will be implemented at the start of the Gas Day on 1 April 2009.

12 Recommendation concerning the implementation of the Proposal

We recommend that the proposed LDZ Shrinkage Volumes be implemented with effect
from 06:00 hrs on 1 April 2009.

13 National Grid’s Proposal

This report contains our proposal for the LDZ Shrinkage Volumes for the Formula Year
2009/10. In summary, we propose that the LDZ Shrinkage Quantities should be set at
the levels indicated in the tables on page 2 of these proposals.

* E.ON UK's full representation may be found on the Joint Office web site, www.gasgovernance.com
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