DSR Methodology and Framework Consultation - Summary of Representations 02-Feb-2015

Total R
Received Respondet

Number of respondents 12
End Consumer group representative &
End Consumers 4 BGMC, EIUG, BCC, MEUC

E.On, Energy UK, SSE, BGT Itd, RWE
Shipper 5 Npower Group(Gen, supply & Trading)
DNO 2 NGD, SGN,
Regulatory Body 1 HSE

Consultation Question NELE Number of Respondents Comments Respondents N

Majority viewed that Shipper to End Consumer DSR contractual arrangements should not be prescribed within the DSR Framework and Methodology

Q2: do you consider that the current OCM
provides an appropriate platform to

facilitate th ision of a DSR product? "we consider it is a cost effective means to deliver DSR provision"
acilitate the provision of a product?

"well established platform that shippers are familiar with, which is likely to be important in the run up to an emergency."

Agree 7

"Extending the scope of the existing OCM Locational Market to include the new DSR product would be more cost effective
for end consumers (who ultimately bear the costs) compared to building new, separate DSR Platform"
"While not used extensively, it would be preferable if this market could be retained and a view of the costs involved of SSE, E.On UK, Energy UK,
retaining the existing Locational Market in addition to a revised DSR version would be welcome." RWE, BGMC, MEUC, BCC
"probably the main disadvantage is the potential lack of visibility to National Grid of the bid information until a GDW is
issued....difficult for National Grid to monitor and assess the industry take up of the DSR product",

Comments 1

"a key (and probably over-riding) advantage is the likely low cost of using currently available facilities."
BGT,
No Comment 4 MEUC, HSE, SGN, NGD

Majority of respondents agreed that the current OCM locational market would deliver an effective platform to deliver the DRS Product, however there were concerns expressed regarding visibility of other locational tools which also utilise this market.
Some End Consumers responses considered that they did not have enough knowledge about the OCM to comment.

respondents considered that the proposed DSR product pro y, however y some shippers, the responded, raised concern regar esources required at stressed times to accommodate s
Consumers raised concerns over the difficulties associated with responding to the offer with a specified volume of reduci

Q4: Do the criteria and arrangements set

out within the Framework and Methodology "From the shipper perspective, the requirement to update and/or withdraw offers should be subject to individual contract,
for the posting and processing of DSR Offers Yes 3 rather than seen as a generic feature of the arrangements. Shippers may want to set their own limits on the frequency and
meet your requirements? If not, could you lead-times with which offers may be updated and/or withdrawn, particularly at times of tightening supply and demand, RWE, BGMC, MEUC, EIUG
describe the new issues you would like to be when their focus may be on other matters." ’ / ! !

considered? Energy UK, E.ON UK, SSE,

BGT
"We believe that this minimum volume requirement is too high and rules out a large number of gas-intensive, industrial
Comments 1 sites that might otherwise be willing to offer DSR. BCC strongly believe that a means of aggregating smaller sites (which
individually are each below the threshold) is required to increase participation levels and hence increase the volume of DSR
offered. Adopting such an approach would make the gas DSR product analogous to the electricity Demand Side Balancing
Reserve (DSBR) product." BCC
No view 3 HSE, SGN,NGD,

Most agreed that the criteria and arrangements set out in the framework and methodology meet their requirements, and delivered a 'vanilla' product. Though some shippers, who responded, suggested that through individual Shipper/End Consumer
contractual arrangements, it may be that limits on the frequency of bid updates are agreed in order that shipper's operational resources aren't impacted at time when they are most strained. Some respondents felt that there could be merit in considering
the aggregation of volumes from several small site to make up the required minimum volume.

at they has been given sufficient opp: nity to provide input to the development of the DSR Framewo

Q6: Do you consider that the Draft DSR But ultimately it will depend on the level of interest and uptake by Customers.
Framework and Methodology, the proposed

DSR Mechanism and the suggested "a balance has to be struck between offering new products and the cost of introducing them. So, whilst more flexible

q 5 . Agree 8
Shipper/Supplier to Gas Consumer service e products (than those being offered) might seem desirable by consumers this has to be weighed against the cost of making BGT, SSE, E.On UK, Energy
agreement structure delivers an efficient these products available. We believe that the expected low-cost approach of the current proposals is sensible and will UK, BGMC, EIUG, BCC,
and economic approach, through which Gas provide a proper balance between flexibility of product and the cost of implementation." MEUC

Consumers may provide DSR, that may
otherwise not be available during periods of
acute gas market stress?

"Voluntary commercial interruption contracts can currently be signed, but a market has not developed for a number of
reasons. One of the stated reasons is that end-users would prefer National Grid as counter-party and the current Draft DSR
Framework and Methodology creates a proxy for this by limiting the DSR offers to be exercised only by National Grid for
Comments 1 National Balancing Purposes and post declaration of GDW and up to the end of GDE stage 1. From this perspective, the
Draft DSR Framework and Methodology may facilitate DSR volumes. However, it must be noted that shippers/suppliers still
retain the central role in the contracting for, delivery of and liability for non-delivery of any DSR volumes. This will create

additional risks for shippers/suppliers that are likely to be reflected in any premium for facilitating the service." RWE

No Comment 3 HSE,SGN, NGD

Most respondents agreed that the proposed DSR arrangements may deliver an efficient and economic approach, however it was caveated that this was dependant on Consumers participation uptake, the true cost of development and concerns associated
with the Shipper/Consumer contractual agreement particularly in the context of Liabilities.

Respondents that commented agreed that the Framework and Methodology should set out NG gas procurement arrangements with only high-level reference to Consumer/Shipper contracts




Q8: Do you consider that the proposed DSR

Fr k and Methodology satisfies the G
eligibility criteria set out in the Licence
condition SC81.4 (b)? If not, do you have
any views on how to better satisfy this
principle?

Agree

No Comment or
N/A

General view was that the proposed arrangements met th

RWE commented that "The eligibility Criteria is based upon the UNC definition of a DMC Supply Point. Subject to meeting BGT, SSE,RWE, E.On UK,
the minimum OCM offer quantity (100,000kWh/day), there are no further restrictions on participation." Energy UK, MEUC

BGMC, EIUG,BCC, HSE,
SGN, NGD

Agreed that

ly low cost approach

Q10: Do you consider that this proposed
DSR Fr k and Methodology satisfi
the principle set out in Licence condition
SC81.4 (d) which requires all DSR Offers to
be treated as ‘Eligible Balancing Actions’
and included in System Clearing Contracts
and the calculation of Cash-out prices? If
not, could you provide details of any
compatibility issues that you feel would
conflict with this principle?

Agree 5

No Comment or
N/A

All respondents that commented, to varying degrees, agreed that the DSR product may pro

BGT, SSE,RWE E.On UK,
Energy UK

BGMC, MEUC, EIUG,BCC,
HSE, SGN, NGD

'w was that the proposed arrangements met th

e a 'route to market', however some respondents caveated this by

Q12: Does the proposed DSR Framework
and Methodology provide a ‘route to
market’ for a DSR product that you would
be interested in providing?

Comment 5
No 1

Yes 2

No comment 4

d views were expressed to Q12: some respondents noted that appetite for u

Q14: Do you foresee any distortions or
unintended consequences that the
introduction of the DSR Fr kand
Methodology may have on the existing gas
market or gas supply contract
arrangements and the principle of parties
bal their own p in the
wholesale gas market?

No issue
foreseen

e volumes.

BGT commented that 1."Our interest in facilitating this route to market will depend on the contractual terms that can be
agreed with suppliers/ consumers." BCC stated

BCC commented "very few ceramic manufacturing sites that would be able to meet the 100,000 kWh/meter point/day
minimum offer size. We believe that aggregation across smaller sites is required to increase participation levels" EIUG
stated

EIUG commented "It is not clear to what extent the proposed DSR Framework and Methodology will succeed in providing a
route to market that EIUG members would be interested to provide. This will depend on the contractual terms available.
Nevertheless, we understand that a number of EIUG members are potentially interested in discussing terms with
shippers/suppliers."

Energy UK concurred with SSE that "From a gas —fired generation perspective, where plant owners / operators are closely
aligned with the supplier/ shipper it is likely that these arrangements would not be attractive. Rather existing internal

arrangements would facilitate a route to market for any demand side response when considered on a portfolio basis." BGT, BCC, EIUG, SSE,

Energy UK
"THEIR LOGIC BEING IF, AS OFGEM SAY IN THEIR FINAL POLICY DECISION DOCUMENT ON PAGE 19 “THEREFORE THE
LIKELYHOOD OF THE MECHANISM BEING UTILISED IS EXTREMELY LOW” THEY FEEL IT WOULD BE A WASTE OF THEIR TIME
NEGOTIATING ADDITIONAL CONTRACT TERMS WITH THEIR SUPPLIER AND CONSIDERING THE LEVEL OF BID TO SUBMIT,
OR IN OFGEM TERMS THE COST BENEFIT OF BEING INVOLVED IS NOT JUSTIFIED."

MEUC

BGMC stated "Yes, it is likely that some glass sector companies will be interested in discussing DSR offers with their
supplier / shipper.""

E.On UK stated "As a Shipper/supplier, we are happy to facilitate customer participation in this process.
BGMC, E.On UK

RWE, HSE, SGN, NGD
ng the product depended on the contractual arrangement: pating and perhaps aggregato

ngements could be considered.

some suggested that the m d put consumers off pa

t the product would not impact the emergence of commercial

terruption

SSE concurred with Energy UK that "No — however the issue of non---delivery of exercised contracted volumes will need to
be addressed in customer — supplier contracts and if this occurs could give rise to shipper imbalance."

BGT commented "We do not foresee any distortions or unintended consequences. However, contract negotiations may
prove to be more difficult especially until such a time as experience is gained by shippers, suppliers and consumers in
formulating contractual terms and conditions pertaining to the provision of DSR Offers"

RWE noted that "The design of the DSR Framework and Methodology retains the focus on shippers balancing their own
positions, with the DSR arrangements only deployed in clearly defined circumstances. We agree with National Grid that the
proposals are unlikely to reduce liquidity."
BGT, SSE, Energy UK



Comment
No Comment or
N/A

Respondents highlighted concerns associated

E.ON UK
RWE, IEUG, BGMC, BCC,
MEUC, HSE, SGN, NGD

racts and the consequences this may have hey noted that these risks would need to be addressed as part S|

Consumer Contract

DNO raised concerns over associated with the operation of the pipeline system in terms of information provision associated with sites, within their LDZ, that may reduce offtake through DSR arrangement and having an offer accepted on the locational

Q16: Do you consider that the proposed
DSR Framework and Methodology would
provide an imp to theii

on the gas suppliers to secure the domestic
customer supply security standard?

Yes

Comments
No comment or
N/A

market.

SSE and Energy UK commented "Provided appropriate contractual arrangements can be put in place between customers
and suppliers and all parties have confidence in these then this framework may assist suppliers in meeting the domestic
security standard."

RWE Stated that "Implementation of a DSR mechanism will introduce the risk of VoLL into the calculation of cash-out prices.
Coupled with the strengthened pricing signal from the reformed cash-out arrangements that will be implemented, this will
provide strong incentives on shippers to take appropriate action to avoid an emergency occurring or at least being short
during the emergency."
SSE, RWE, BGT, Energy UK

"BCC's long-standing position is for investment in measures that improve the physical availability of gas, principally
additional gas storage, rather than complex market-based instruments (e.g. cash-out) that offer limited potential for our
sector."

E.ON UK commented ".... in our view this product is unlikely to deliver sufficient volume in itself to avert a Gas Deficit
Emergency. To potentially achieve this, CCGTs would have to be included in the scope of the product; which they are not."
E.ON adds "In addition, we have no reason to believe the current domestic supply standard is not already being met and
therefore “incentivising” anything above this, in an attempt to “gold plate” the standard, will come at a cost; ultimately to
consumers." E.ON UK,BCC
IEUG, MEUC, BGMC, HSE,
SGN, NGD

Although most shippers, that responded, broadly agreed that the proposed DSR arrangement would improve the incentive on security of supply, other respondents suggested that the DSR product might be too complex and unlikely to attract sufficient

volumes to improve incentivise on the security of supply.




