Joint Office ofcas Transporters

UNC Workgroup 0920 Minutes
PARCA Security Amount
Wednesday 07 January 2026
via Microsoft Teams

Attendees

Rebecca Hailes (Chair) (RHa) Joint Office

Amenah Imran (Secretary) (Al) Joint Office

Alex Barnes (AB) Alex Barnes Associates

Alex Neild (AN) Storengy UK

Chris Wright (CW) Exxon Mobil

Anna Shrigley (AS) ENI

Christiane Sykes (CS) Shell Energy

Christopher McCartney (CM) Gas Market Operator for NI

Freya Dobson (FD) Ofgem

Hannah Reddy (HR) Corella on behalf of Xoserve

Helen Wallace-Fisher (HWF) | Interconnector

Josie Lewis (JL) CDSP

Julie Cox (JOC) Energy UK

Nick Wye (NW) Waters Wye Associates

Nicola Lond (NL) National Gas Transmission (NGT)

Ofordi Nabokei (ON) National Gas Transmission (NGT)

Olivia Down (OD) Ofgem

Paul Ocholla (PO) Grain LNG

Richard Fairholme (RF) Uniper

Ritchard Hewitt (RHe) Hewitt Home and Energy Solutions

Shiv Singh (SS) Cadent Gas

Shona Watt (SW) NESO

Simon Harris (SH) CDSP

Stephen English (SE) Gas Market Operator for NI

Xuefei Zheng (X2) RWE Supply and Trading
The Workgroup Report is due to be presented at the UNC Modification Panel by 18 December 2025.
This Workgroup meeting will be considered quorate provided at least two Transporter and two Shipper User
representatives are present.

Please note these minutes do not replicate/include detailed content provided within the presentation slides, therefore
it is recommended that the published presentation material is reviewed in conjunction with these minutes. Copies of
all papers are available at: https.//www.gasgovernance.co.uk/0920/070126.

Introduction and Status Review

Rebecca Hailes (RHa) welcomed all parties to the meeting and confirmed that the meeting was
quorate.

1.1. Approval of minutes (06 November 2025)
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The minutes of the previous Workgroups were approved.

1.2. Approval of Late Papers

There were no late papers for approval.

1.3. Review of Outstanding Actions

There were no outstanding actions for review.

Modification Assessment
Nicola Lond (NL) presented an update on the PARCA Security Amounts Modification Proposal.
For full details, please refer to the published slides:

https://www.gasgovernance.co.uk/0920/070126.

Problem
NL explained that the arrangements were put in place based on a different charging regime.
PARCA Security Data re-visited

NL highlighted the figures and summarised that the entry Weighted Average Price (WAP) was
eight times greater than it had been previously. Shona Watt (SW) queried the extent to which
Workgroup Participants believed that the figures demonstrated causation rather than correlation
- specifically, whether the change in methodology had been the primary driver for the change in
PARCA activity, or whether other external factors had been more influential. Julie Cox (JC)
believed that the changes had largely been attributable to other factors.

Alex Barnes (AB) noted that, when considering PARCASs, a wide range of issues had needed to
be considered, and that the PARCA Security Amount represented only a small part of the overall
picture. AB added that the discussion related solely to entry and highlighted that there were two
cases where the PARCA process had been started but not progressed because Shippers had
been unable to proceed. NL agreed with AB.

Principles

NL highlighted the principles from previous discussions. JC queried whether a partial hand-back
mechanism could be introduced. JC explained that if a party had reserved 200 units of capacity
but subsequently required only 100, there should be a means for the unused portion to be
returned so that it could be allocated elsewhere. NL responded that it had been possible to
reduce the quantity requested; however, once capacity had been assigned, a minimum security
amount requirement still applied.

Scenarios for consideration

NL explained that the solutions used to meet a PARCA differed for several reasons, including
project size and commitment duration. NL highlighted that the associated termination risk
depends on multiple variables and on the nature of the project concerned. NL noted that a wide
range of scenarios could exist and outlined the four most common examples.

NL added that a single method is currently used to assess all scenarios. NL emphasised that
this method is applied across a variety of different circumstances and asked the Workgroup
Participants to bear this in mind when considering the available options.

SW commented that the illustration provided demonstrated the wide spectrum of application
types. SW noted that, within the table, the first four columns represented parameters of the
application, while the final column reflected an overall risk score assessed by National Gas
based on those parameters. SW suggested that, in terms of terminology, it would be helpful to
distinguish between probability of termination and risk. SW queried how termination risk was
determined, given that it depended on commercial factors. NL answered that it had not been
possible to determine termination risk accurately due to commercial factors. RHa commented
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that the wording “termination risk” may need amending. JC agreed. NL also agreed and
explained that the intention had been to demonstrate that the same methodology was being
applied, even where different risk factors could apply.

JC highlighted that projects could comprise elements of both substitution and new-build. JC
explained that, in any case where different security amounts were being applied, it needed to
be assessed how much of the project related to substitution and how much related to new-build.
NL acknowledged the point and noted that the solution could involve all three options. NL added
that this did not occur often, but it remained possible.

PARCA Examples

NL noted that using the current WAP approach, PARCA security is allocated equally across four
years, resulting in 25% being the security in each year up to the maximum four-year period.

NL explained that Stage 2 security and associated costs in a build scenario covered activities
such as detailed design, project development, and any proprietary activities required prior to
construction. As such, Stage 2 of a PARCA placed the project in a pre-construction phase,
meaning that a cost risk existed at that stage in a build scenario.

AB queried whether an indicative estimate of pre-construction costs could be provided. NL
responded that this was difficult because each project differed and there had been limited
experience with build scenarios. NL added that she had some understanding of such costs but
was unsure whether any figures could be shared due to their project-specific nature and the
limited dataset available. NL further noted that cost requirements varied depending on the asset
solution. AB further queried whether there was an order-of-magnitude comparison, for example,
whether the costs were approximately double. Nick Wye (NW) advised that published figures
were available in Ofgem’s determination for the National Grid Project to increase the capacity
at Milford Haven and that these figures could be used for comparison. AB sought clarification
as to whether the published figures related to planning and design costs. NW confirmed that
they reflected the full costs for delivering the increased capacity. AB observed that, given those
published figures included construction, it could be inferred that Phase 2 costs were likely to be
significantly lower than the security amounts shown on slide 5. NW added that the Project had
delivered two outcomes: improving the availability of capacity throughout the year with the
existing baseline and providing additional incremental capacity.

Termination Risk considerations

NL noted that the key point was that a PARCA applicant was able to terminate the agreement
at any stage, subject to payment of a termination fee calculated on the basis of the security
provided.

Options — initial thoughts for discussion

e (As is with no Weighting/ simplified)
e Solution based (cost based)
e Sub options:

o Cap and Collar

o Fixed rates

o Variation for exit/entry/risk

NL presented the two main options and the three sub options. NL highlighted that capacity price
had historically been viewed as the appropriate metric to link security to; however, that view had
been based on a different regime. NL confirmed that a “no security” or “do nothing” option had
not been considered appropriate as change was required. NL discussed the cost-based option,
observing that in a new-build scenario, costs were not as reflective or predictable as the
underlying logic assumed. It was highlighted that project costs were always estimates and varied
across projects.
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SW stated that the slide was a good starting point for discussing the options. SW noted that one
missing option related to opportunity cost considerations, which linked back to the principle of
discouraging hoarding. SW understood that this was harder to calculate but still considered it
important. SW suggested that while assessing different risks might be difficult, the issue of
whether the chosen solution discriminated between types of solutions (such as new build and
substitution) deserved inclusion. NL agreed and referenced an earlier point made by JC
regarding whether changes in quantity should reflect into the level of security required. SW
added that hybrid solutions created additional complexity.

JC noted that there was always a hierarchy, with “no-build” options typically considered first.
NL referenced the substitution methodology, confirming that a hierarchy already existed.

NW commented that the current WAP/entry capacity related method had caused the greatest
difficulties in recent years. When entering the process, applicants needed clarity on costs;
therefore, applicants should be able to calculate their total costs upfront. NW believed this
pointed towards a fixed-cost approach which could be based on National Gas’s average costs.
NW commented that although this would not necessarily be cost-reflective for each project, it
would be an improvement on the current arrangements, which were not cost-reflective. NW
believed that this approach could also be applied to projects where additional capacity was not
required. NW believed that if different fixed prices were needed, that could be explored;
however, NW viewed a fixed-price solution as the correct decision. NW added that creating
additional entry capacity and entry flows provided a wider industry benefit. NW summarised that
applicants needed to be able to calculate costs upfront without waiting for National Gas to update
calculations; the mechanism should be simple and fixed. NW further clarified that references to
capacity prices should not be considered, as he did not believe they were relevant for PARCAs.

AB added that the assessment related only to the planning stage as capacity charges were
designed to recover investment in steel on the ground, so using them as a measure of
termination risk did not appear appropriate. AB also noted that where security of supply was
required in the event of a loss of a particular flow source, additional entry capacity would be
needed beyond what was used on an average day. This reinforced the need for a mechanism
that ensured sufficient diversification.

RHa asked Participants which option they considered most suitable. NW expressed a
preference for the fixed-rates option.

SW clarified that there were trade-offs involved in fixing the rate. SW agreed that the rate did
not necessarily need to be absolutely fixed but should follow a formula that developers could
rely upon. RHa queried whether the fixed rate could be linked to CPI or RPI once set. SW
responded that the answer would depend on whether the underlying principle was cost-reflective
or opportunity-cost reflective. SW believed that in terms of socialisation and security-of-supply
arguments, the counterargument would be that if the barrier to entry were set too high, it could
prevent future projects that might deliver superior security-of-supply benefits.

NL agreed that applicants needed clarity on the costs they were committing to. Once a PARCA
had been signed, the applicant was locked into that security obligation. NL added that having a
fixed rate that was periodically reviewed would not remove this certainty.

NL proposed that costs in a new build scenario could be shared in the next Workgroup meeting.
NW requested that if an indication of average costs could be provided, the Workgroup could
then assess how those costs might fit into a security-type arrangement. NW noted that he did
not know what costs were typically incurred in the early years of the PARCA process. NL
acknowledged the limited availability of data. NL confirmed that SW and NL would discuss the
opportunity costs further.

Next Steps

The following steps were confirmed:

Page 4 of 5



Joint Office ofcas Transporters

— NL to provide an update on the approximate costs for a new build scenario.

Any Other Business

None

Diary Planning

Transmission meetings are listed at: https://www.gasgovernance.co.uk/TX

All other Joint Office events are available via: www.gasgovernance.co.uk/events-calendar/month

Paper Publication

02 April 2026

Time / Date Deadline Venue Workgroup Programme
;Zi:;::r;d;g% 2821628 January !\I_A;(;r:;?ft Standard Workgroup Agenda
;gsﬂoal:u;d;y 2821624 February !\r/leic;rrie;oft Standard Workgroup Agenda
10:00 Thursday 5pm 24 March 2026 Microsoft Standard Workgroup Agenda

Teams
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