
 

Excelerate Energy L.L.C. 1330 Lake Robbins Drive Suite 270 The Woodlands, Texas 77380 TEL 832.813.7100 FAX 832.813.7103 

22nd December 2006 
 
 
Mr. Julian Majdanski 
Joint Office of Gas Transporters  
Ground Floor Red  
51 Homer Road  
Solihull   
West Midlands  
B91 3QJ  
enquiries@gasgovernance.com 
 
Re: Urgent Modification Proposal 0128: Amendment of Entry Capacity Baselines 
 
Dear Mr Majdanski, 
 
I wanted to send a detailed letter regarding the fact that Excelerate Energy does not support the 
implementation of Modification Proposal 0128. 
  
Although National Grid (NG) has accepted in principle Ofgem’s final  Transmission Operator 
price control proposals, we do not agree that the revised ASEP baseline quantities should be 
offered for sale in the forthcoming AMSEC auctions in February 2007. We believe adopting this 
Modification would represent an unfair re-allocation of risk from NG to users at Teesside, a 
situation that we do not believe was envisaged when Ofgem published their final proposals in 
early December 2006. 
 
NG could have raised a non-urgent mod at any time in the last year to align the level of AMSEC 
capacity sales in February 2007 with the new baselines effective 1 April 2007 (whether higher or 
lower), but they chose not to do so. The baselines proposed by Ofgem for the new Licence 
include a significant reduction at Teesside, around 25% below the level of flows forecast for this 
winter and less than 50% of the existing baseline. It is unreasonable for NG to aim to shift the 
balance of risk in this way after seeing Ofgem’s final proposals.  In addition, in the Mod proposal, 
NG have not provided any evidence that a significant buy-back risk exists in relation to Teesside 
and experience over the last 4 years suggests that there is no such risk (see Appendix 2). 
 
Excelerate launched its project to bring additional volumes of LNG to the UK in May 2006, with 
the aim of flowing gas in January 2007, responding to the market signals generated by the 
competitive UK gas market. Given this timetable, Excelerate Energy has had no opportunity to 
purchase capacity for winter 07/08 and, with the implementation of this modification, such 
capacity would no longer be available given that existing flows this winter have already exceeded 
the proposed Teesside baseline. 
 
We do not believe NG needs to make such an urgent modification that was not signalled in any of 
its documents or in network code or price control discussions, for example its Statement of 
Transportation Charges published in September 2006 (Appendix 1).  A reasonable person will 
have assumed that the AMSEC sales in the February auctions are based on the licence in place at 
that time, in the same way that prices are based on the prices in force at that time.  
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We do not believe that there is any evidence of significant buy-back risk from “Northern 
Triangle” (St Fergus-Glenmavis-Teesside-Bacton) entry points in the past 4 years during the 
winter period as shown in the report from NG in December 2005, elements in relation to entry 
buy-back are in Appendix 2. 
 
Going forward to winter 2007/8, we would have expected there to be a reducing risk of Northern 
Triangle buy-back as a result of a number of factors: 

o Flows have declined from the 2003/4 peak 

o Additional NTS capacity has been built (from St Fergus) and is being built (cross-pennine 
pipeline linking  the NTS south of Teesside with Barrow) 

o New UK sources of gas are landing at Easington (Ormen Lange), Bacton (BBL and IUK), 
Isle of Grain (Phases 1 and 2) and Milford Haven (Dragon and South Hook) with investment 
of > £1 billion. This should significantly reduce the pressure on Northern Triangle capacity. 

 
The above is further discussed in Appendix 3. 
 
The latter point is a key one in that the decline of UKCS flows at St Fergus, Teesside and Barrow 
is attracting new supplies to the UK, substantially all of which are landing in the South of the UK, 
close to demand and south of any Northern Triangle constraints.  To our knowledge, the only 
material incremental source of gas within the Northern Triangle is the Excelerate gas landing at 
Teesside, the volumes of which return Teesside flows to those of 2002/3. It is possible that 
additional Norwegian gas may flow into St Fergus but this will be utilising existing offshore 
infrastructure and onshore processing that has capacity as a result of significant declines in flows 
fro the giant UKCS gas fields developed in the 1980’s and 90’s. 
 
Given this, we do not believe that NG and hence the shipping community generally, has 
significant buy-back exposure in winter 07/08 and winter 08/09 and hence there is no need for 
reduction in baselines for these winters. 
 
If there is evidence of buy-back risk as a result of the existing Teesside baseline in summer 07 
and summer 08, then we believe that is best mitigated by reduction to the volumes of capacity 
that NG has to make available at Teesside during these summer months. 
 
Below we set out our general views about the inapplicability of the proposed urgent modification 
and identify an alternative way forward to protect the interests of NG and Shippers without 
damaging winter competition in gas supply. 
 
Alternative Proposal 
 
Excelerate Energy believes that the sales of capacity in the AMSEC auctions in February 2007 
should be based on the current baseline volumes. This would cover sales from 1 April 2007 to 31 
March 2009.  If NG is able to demonstrate a significant buy-back exposure during the summer 
periods (1 April 2007 to 30 September 2007 and the same period in 2008), then a lower level of 
sales could be adopted for this period. That would be reasonable.  
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If the Ofgem – NG Licence/Price Control process means that it is not possible to adjust the 
Teesside baseline upwards to reflect actual gas flows, then there should at least be an undertaking 
from NG to introduce arrangements to allow firm capacity transfers between entry points, with St 
Fergus capacity worth significantly more than 1 unit of Teesside capacity given its geographical 
position and forecast excess capacity over actual gas flows.   
 
Extent to which implementation of the Proposed Modification would better facilitate the 
Relevant Objectives 
 
Gas Transporter Licence Standard Special Condition A11.1 
 
(a) the efficient and economic operation of the pipe-line system to which this licence relates; 

 
Mod 0128 does not facilitate the efficient and economic operation of the NTS as NG has 
not identified the level of risk from having AMSEC sales based on the current Teesside 
baseline and historic experience since 2002 indicates that there is not a material risk. 
 
If approved, the Modification will also be running counter to the need of the UK to 
encourage new sources of gas to come to the UK: 
 
“The UK economy faces a major challenge; our indigenous gas supplies are in decline and 
we are moving towards increasing dependence on gas. To manage this challenge, new gas 
supply infrastructure is needed to increase Great Britain’s capacity to import, store and 
transport gas efficiently. A regulatory environment that enables the development of timely 
and appropriately sited infrastructure projects is therefore vital.”  
 
Ministerial Energy Statement of Need for Additional Gas Supply 
Infrastructure, 16th May 2006 
 

(b) so far as is consistent with sub-paragraph (a), the coordinated, efficient and economical 
operation of (i) the combined pipe-line system, and/ or (ii) the pipe-line system of one or 
more other relevant gas transporters; 
 
If implemented, Mod 0128 may encourage Teesside gas to flow directly into the North of 
England DN to avoid NTS capacity constraints, this is not in the interests of a liquid NBP 
market and is counterproductive to an efficient overall system. 
 

(c) so far as is consistent with sub-paragraphs (a) and (b), the efficient discharge of the 
licensee's obligations under this licence; 
 
Such an Urgent Modification is not necessary to efficiently discharge NG’s obligations 
under its licence.  NG could have raised a modification to align AMSEC sales in 
February 2007 to the new licence baselines but chose not to do so until it had seen 
Ofgem’s final proposals. The decision to leave consideration of this until that time was a 
decision freely made by NG and it should bear the consequences. 
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(d) so far as is consistent with sub-paragraphs (a) to (c) the securing of effective 

competition: 
 

(i) between relevant shippers; 
 
In respect to Teesside, by having a baseline less than forecast flows during winter 
07/08, this will be highly damaging to a functioning market and to competition 
amongst shippers. 
 

 (ii) between relevant suppliers; and/or 
In respect to Teesside, Excelerate Energy is bringing a new source of gas to the 
UK market to support competition between gas suppliers. Excelerate Energy has 
had no opportunity to buy firm entry capacity for winter 2007/8 since it approved 
its project (May 2006). As such, the reduction of capacity proposed will reduce 
the volumes of Excelerate Energy gas able to come to UK in winter  07/08 and, 
as a result, be harmful to competition between suppliers. 
 

 (iii) between DN operators (who have entered into transportation arrangements with 
other relevant gas transporters) and relevant shippers; 
 
No comment 
 

(e) so far as is consistent with sub-paragraphs (a) to (d), the provision of reasonable 
economic incentives for relevant suppliers to secure that the domestic customer supply 
security standards (within the meaning of paragraph 4 of standard condition 32A 
(Security of Supply – Domestic Customers) of the standard conditions of Gas Suppliers’ 
licences) are satisfied as respects the availability of gas to their domestic customers; and 

 
 Excelerate Energy has agreed to co-operate fully with the DTI in relation to emergency 

arrangements for winter 07/08. If no NTS capacity is available then the UK market’s 
reputation will suffer and it may not be possible to take the risk of bringing LNG to 
Teesside.  Domestic consumers would suffer increased risk as a result of Excelerate ships 
being unable to offload gas into the NTS. 
 

(f) so far as is consistent with sub-paragraphs (a) to (e), the promotion of efficiency in the 
implementation and administration of the network code and/or the uniform network code.  

 No comment 
 
The implications of implementing the Modification Proposal on security of supply, 
operation of the total system and industry fragmentation 
 
The Modification will be harmful to security of supply in sending a signal to Excelerate Energy 
that its gas is not wanted in the UK market. This would also damage the reputation of the UK 
market in terms of regulatory stability. 
 

“….we continue to believe that well-functioning markets are the most effective 
mechanism for ensuring adequate investment in gas infrastructure”  
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DTI Consultation on Security of Supply, 16th October 2006 
 

The implications for Transporters and each Transporter of implementing the Modification 
Proposal, including 
 

a)  implications for operation of the System: 
 
By reducing the baseline at Teesside, there will be lower volumes of gas able to enter the 
NTS at Teesside which is not in the interests of efficient system operation given the 
generally favourable location of Teesside as a gas entry point (compared to St Fergus 
which is not seeing any baseline reduction). 
 
b) development and capital cost and operating cost implications: 
 
No implications 
 
c) extent to which it is appropriate to recover the costs, and proposal for the most 
appropriate way to recover the costs: 
 
No comment 
 
d) analysis of the consequences (if any) this proposal would have on price 

regulation 
 
No comment 
 

The consequence of implementing the Modification Proposal on the level of contractual risk 
of each Transporter under the Code as modified by the Modification Proposal 
 
The risk to NG would reduce as a result of the >50% reduction in capacity that would have to be 
offered in the 2007 AMSEC auction at Teesside compared to the level of capacity expected to be 
offered under the present UNC auction rules.  
 
The high level indication of the areas of the UK Link System likely to be affected, together 
with the development implications and other implications for the UK Link  Systems and 
related computer systems of each Transporter and Users 
 
No implication 
 
The implications of implementing the Modification Proposal for Users, including 
administrative and operational costs and level of contractual risk 
 
NG has not demonstrated any significant increased risk to Users as a result of the existing 
baselines at Teesside being used in the February 2007 AMSEC auctions, particularly taking into 
account the following factors: 
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o Decline of Northern Triangle flows since the 2003/4 peak 

o Additional NTS capacity has been built (from St Fergus) and is being built (cross-pennine 
pipeline linking  the NTS south of Teesside with Barrow) 

o New UK sources of gas are landing at Easington (Ormen Lange), Bacton (BBL and IUK), 
Isle of Grain (Phases 1 and 2) and Milford Haven (Dragon and South Hook) with investment 
of > £1 billion. This should significantly reduce the pressure on Northern Triangle capacity. 

 
Whilst there may be a theoretical increased risk, this has to be weighed against the benefit of 
additional volumes of gas in 07/08 which may not be available if there is no NTS capacity 
available. In addition, by reducing the baseline to less than forecast utilisation in 06/07 winter, the 
modification will create a great deal of confusion in the February 2007 auctions in respect to 
Barrow, St Fergus, Glenmavis and Teesside entry points. This is particularly so because the rules 
for capacity transfer and exchange rates have yet to be agreed and the proposed February 2007 
prices are to be based on the existing ‘Transcost” prices. This will be harmful to the efficient 
functioning of the market. 
 
The implications of implementing the Modification Proposal for Terminal Operators, 
Consumers, Connected System Operators, Suppliers, producers and, any Non Code Party 
 
Terminal Operators at Teesside will see a dramatic reduction in their ability to bring forward the 
gas supplies that the UK market needs.  There will also be adverse consequences for Teesside 
industry which has grown up on the back of gas landed at Teesside. 
 
Consequences on the legislative and regulatory obligations and contractual relationships of 
each Transporter and each User and Non Code Party of implementing the Modification 
Proposal 
 
The Modification will send a signal that the NTS capacity regime is highly unstable and 
unattractive for new gas supplies which will damage the UK market. 
 
Analysis of any advantages or disadvantages of implementation of the Modification 
Proposal 
 

We have identified the following advantages: 

o Reduces risk to NG in respect to NTS operations in the Teesside area. 

o Reduces the possible buy-back risk from gas flows at Teesside by a >50% reduction in 
Teesside baseline 

 
We have identified the following disadvantages: 

o Reduces the baseline at Teesside to significantly below the expected flows during 06/07 
and 07/08 

o Sends a signal that the UK market does not want new sources of gas and in particular, 
cannot accommodate the Excelerate volumes in winter 07/08 

o Increases risk to Teesside users in a way that could not reasonably have been predicted 
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o Creates the likelihood of enormous market confusion in the February 2007 AMSEC 
auctions as a result of: 

o Insufficient capacity at Teesside 

o Potential to trade capacity between St Fergus, Glenmavis, Barrow and 
Teesside at unknown prices and exchange rates 

o Sales in February 2007 based on existing prices at St Fergus Teesside and 
Barrow, all of which are expected to increase significantly if the new 
‘transportation model’ basis of charging is implemented 

 
The extent to which the implementation is required to enable each Transporter to facilitate 
compliance with safety or other legislation 
 
No implication, save for the adverse consequences to safety as a result of increased security of 
supply risk by discouraging new gas at Teesside 
 
The extent to which the implementation is required having regard to any proposed change 
in the methodology established under paragraph 5 of Condition A4 or the statement 
furnished by each Transporter under paragraph 1 of Condition 4 of the Transporter's 
Licence 
 
No comment  
 
Programme for works required as a consequence of implementing the Modification 
Proposal 
 
No comment 
 
Proposed implementation timetable (including timetable for any necessary information 
systems changes) 
 
No comment 
 
Implications of implementing this Modification Proposal upon existing Code Standards of 
Service 
 
No Comment  
 
Further Comments/Summary 
 
Excelerate suggests that an alternative modification is developed which reduces the risk of buy-
back without reducing the winter capacity baseline and, in addition, NG brings forward proposals 
for capacity transfers. 
  
In May 2006, we launched our project to bring gas to the UK in January 2007. It is disappointing 
that the proposed capacity reduction has come at us via an urgent modification within a few days 
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of NG seeing Ofgem’s final proposals for new baselines. We do not believe this had to be the 
case and hope that a compromise can be reached that continues to make the UK an attractive 
place to bring gas. 
 
Yours faithfully, 

 
Rob Bryngelson, 
Executive Vice President and Chief Operating Officer 



Appendix 1  
 
National Grid Statement of Gas Transmission Charges September 2006 
 

 

 
 
 
 

 
 
 
 



Appendix 2 – Entry Capacity Buy-back Performance 2002/3 to 2004/5 
 
Taken from National Grid December 2005 Report (on Ofgem website) 
 

 
 

 
 
 
 



 
 

 
 
 



 
 
  
 
 
 
 
 
 
 
 
 
 
 
 



 
 
 
 
 
 



Appendix 3 
 
Northern Triangle  
 
1. Background 
 
The following is taken from National Grid’s 2006 Ten Year Statement published on 15 
December 2006: 
 

 
 



 
 
National Grid identifies that the flows within the Northern Triangle need to be considered 
together as they share common infrastructure. 
 
2. Northern Triangle – Historic Flows 
 
Hence, in relation to baselines at St Fergus, Barrow and Teesside it is necessary to consider 
the flows at these entry points, both historic and forecast, together with investment made in 
recent years in order to increase the physical capability of the NTS to move Northern Triangle 
gas. 
 
First, what have the flows been in the past 3 years for which published data exists (from Ten 
Year Statements). These are set out below and in a summary table, with the forecast and actual 
flows during the current winter. 
 
 

 
 



 
 

 
 
 

Terminal Current 
baseline 

Proposed 
baseline 
From 1 April 07 

 
Maximum gas flows MCM 

 Gwh/d MCM Gwh/d MCM 03/04 04/05 05/06 06/07 
     Actuals Forecast 
 

    

   Winter 
To 
date 

Base Max 
 
 

St Fergus 1,677 154 1,671 154 139 145 131 117 118 145 
 

Glenmavis 99 9 29 3       
Teesside 761 70 361 33 40 37 34 35 31 44 
Barrow 712 66 309 28 45 35 30 25 23 23 

 
Northern 
Total 3,249 299 2,370 218 

 
224 

 
217 

 
195 177 

 
172 212 

 
For 06/07, the Base flow is as defined in the NG 2006 10 YS. The Max represents the maximum 
flow including imports.  
 



The Winter to Date figures are taken from National Grid’s EOD Reports (Teesside on 5th Oct, St 
Fergus on 12th Dec, Barrow on 13th Nov). 
 
3. Northern Triangle - Forecasts for 06/07 
 
The following is taken from National Grid’s 2006/07 Winter Outlook Consultation Report 
published in September 2006. 
 

 
 
 
Given the winter 05/06 total of 131 MCMD at St Fergus, it is reasonable to assume that flows of 
Norwegian gas were around 33 MCMD (131 MCMD – UKCS max of 98 MCMD).  This would 
imply a St Fergus max of around 127 MCMD in 2006/7 if there was no change in the level of 
Norwegian flows (ie all Langeled was incremental Norwegian), based on 33 MCMD in addition 
to UKCS total of 94 MCMD.   
 
In addition to UKCS flows, National Grid identified that there would also be imports of gas at St 
Fergus and Teesside, as follows: 
 
 
Norwegian gas – St Fergus and Easington 
 



 
 
Gas from Excelerate Energy GasPort at Teesside 
 

 
 
 
 
Observations on historic flows and forecast for 2006/07 
 
The maximum flow recorded from System Entry Points in the Northern Triangle of the NTS 
appears to have been in year 2003/04. Whilst insufficient data is in the public domain to identify 
if these flows were on the same date it is reasonable to assume that there is less ‘stress’ in the 
Northern triangle as a result of the decline in UKCS flows coupled with increased NTS 
investment and the decision of the Norwegian producers to land gas from Ormen Lange at 
Easington rather than St Fergus. 
 
Based upon experience so far this winter and the expected flows from GasPort at Teesside, the 
following is a reasonable assessment of maximum flows during winter 06/07: 
 
St Fergus 125 MCMD 
Teesside 46 MCMD 
Barrow  25 MCMD 
Total  201 MCMD 
 
This is significantly below the maximum flow recorded in 2003/04.  
 



 
4. Northern Triangle - Forecasts for 07/08 
 
 
St Fergus flows are expected to remain broadly flat  as a result of the start of Ormen Lange 
flows to Easington, around 20% below the baseline 
 

 
 
For winter 07/08, Barrow flows are forecast to decline slightly and the proposed baseline of 23 
MCMD may be close to the likely flows. 
 

 
 
 



Teesside flows are expected to remain broadly in line with Teesside forecasts for 2006/07 as 
Excelerate would be able to flow slightly higher volumes due to the installation of onshore gas 
heating which allows higher flows (around 14 MCMD). 
 

 
 
 
 
5. Northern Triangle - Capacity Investment 
 
In addition to declining Northern Triangle flows, National Grid has made significant investment in 
additional physical capacity to move Northern triangle gas, as follows: 
 
 
Project Cost £M Completion Comments 
Avonbridge 
compressor station 

63.4 2005 Purpose to increase entry 
capacity and replace old plant 

Aberdeen to 
Lochside pipeline 

58.1 2005 Purpose to increase summer 
capacity not winter 

Uprating projects 11 2004  
Nether Kellett 
compressor station 

22.9 2004  

Total Investment 155.4   
Data from Ofgem TCPR Website 
 
It is clear that this investment has acted to significantly reduce the buy-back risk from terminals 
within the Northern triangle, though even before this investment there was little buy back 
(Appendix 2). 
 
If National Grid believes that the risk of capacity buy backs is greatest in the summer when 
capacity is reduced due to lower local demand, then a more appropriate solution would be to 
have lower baselines/capacity sales in the period 1 April to 1 October with the existing higher 
baselines in place during winter months. 




