[image: image1.png]Scottish and Southern
" Energy





	
	
	Inveralmond House

200 Dunkeld Road

Perth

PH1 3AQ

	Mrs Fay Geitona

CEER Secretariat
Rue le Titien, 28

B 1000 Brussels, Belgium
	
	

	
	
	Telephone: +44(0)1738 456407

	
	
	Mobile: +44(0) 7767 851717 

	
	
	E:mail: David.Densley@

scottish-southern.co.uk

	Our Reference:
	
	

	Your Reference:  
	
	Date : 9 August 2007


Dear Mrs Geitona,

Re: Calculation of Available Capacities: Understanding and Issues – 

An ERGEG Public Consultation Paper (Ref: C06-CAP-06-03)
Scottish and Southern Energy plc (SSE) is a vertically integrated Energy Company based in Great Britain.  It has interests in gas distribution and supply, electricity generation, transmission, distribution and supply and other non-energy interests such as telecoms, contracting and water.  SSE operates in the highly competitive GB energy market which has evolved over a number of years and features a great deal of transparency in the calculation of available capacity on the gas transmission network.
We therefore have considerable experience of operation in a competitive market and we firmly believe that the market is greatly assisted by having transparent arrangements for the calculation and publication of available capacity together with market based arrangements for buy-back when capacity has to be curtailed.  We also believe that market participants need to be able to signal their need for additional capacity in the future so that gas network operators can make arrangements to construct the necessary pipelines to cater for this requirement.
The consultation covers a number of key areas and the following summarises our views on each of these:

Methodology

The methodology to determine baseline capacity needs to be consistent between TSOs.  While the actual calculation process is complex, a consistent methodology should ensure consistent results in terms of baseline capacity which is particularly important for interconnections between TSOs.  Also, it should be possible to publish a high-level model of capacity calculation which would aid transparency.  Indeed National Grid has recently published such a model for the GB gas transmission network.

Transparency

Whatever the degree of transparency of the calculation itself, it is vitally important that the results of the calculation are published for several years ahead so that market participants can see where there is capacity available for purchase.  Again, a good example of this can be found on the National Grid website where a spreadsheet can be downloaded showing baseline, booked and available capacity for the next 15 years for each entry point.

Firmness

Once firm capacity is sold against this baseline, then it should be commercially firm, so that if capacity has to be curtailed, the TSO has to buy it back.  

Role of NRA

We believe the NRA’s role should be limited to methodology approval, rather than detailed management of the calculation.  Also any refusal of requests for access or other complaints should be referable to the NRA for resolution.

Finally, in responding to this consultation we propose the use of a further term in relation to capacity - “baseline” capacity.  In our usage, this would mean the technical capacity of the network after allowance for operational margin.  This is not quite the same as worst case capacity used in the Annex 1 definition of capacities, since it would involve the TSO making a range of reasonable assumptions about the capacity it could make available.  Long term available capacity (AC) would therefore be Baseline capacity minus booked capacity.  Operationally available capacity would be baseline capacity minus nominated capacity, plus any short term operational capacity available “on the day”.

Specific responses to the questions asked are set out below.  I hope these comments are both timely and useful.  Should you require any further clarification or wish to discuss any of the above, please do not hesitate to get in contact.
Yours sincerely,

David Densley

Head of European Affairs

1. What is your understanding of transparency and how should greater transparency be achieved?
The methodology used to determine available capacity should be accessible.  Any scenarios used and assumptions made should be clearly set out, to the extent that individual parties should be able to compare/analyse information from Transmission System Operators (TSOs) regardless of discretions applied at a TSO-specific or national level.
2. What is your understanding of capacity calculation and how should greater consistency be achieved?
The capacity calculation is specifically the methodology used to determine the baseline capacity (as defined above) that the network is capable of flowing for the agreed supply/demand scenarios.

Given the interconnection between Member States, we believe that greater consistency with regards to capacity calculation would be essential.  Carefully drawn up Guidelines at a European-level could help to alleviate some of the present inconsistencies and enable the most efficient use of the capacity that is available.
3. What is your understanding of transportation capacity maximisation and how should greater network efficiency be achieved?
Once baseline capacity has been determined, capacity “on the day” may exceed this value due to nominations being below the booked level and/or operational capacity being available.  In our view, transportation capacity maximisation would place an obligation or incentive on the TSO to ensure that the maximum amount of capacity is available.
4. The network simulation model used by the TSO to simulate network scenarios for capacity calculation should be adequate and accurate.  Is there a need to validate these network models by an independent organisation?  What should be the role of the NRA?  What about any responsibilities and liabilities?
We do not believe that network models should be independently validated as this would be an additional regulatory burden for little benefit.  Instead, we believe there should be greater transparency in publishing network details and simplified network simulations.
5. Would capacity buy-back be an option that TSOs may apply in order to guarantee the effective availability of capacity when requested (see also §(51))?  This option will influence the capacity calculation process.  Buy-back of capacities is only one of the options of TSOs to actively guarantee network stability.
We believe that capacity buy-back is an essential feature of a well-constructed market as it encourages the TSO to consider the value of the capacity being made available and to ensure that capacity is made available where it is valued the most.  It is also the only feasible means to compensate users if, for any reason, “firm” capacity has to be curtailed.
6. Are the following requirements adequate?  Each TSO should make its OM values and calculation methodology available to the NRA.  The OM should be reviewed by the NRA and appropriate updates must be made.  What about any responsibilities of the NRA?  What type of reviewing process is feasible and reasonable?  Is it right to stipulate that the NRAs investigate when there is a refusal of capacity request or a complaint but does not approve network scenarios nor calculation methods?  Is it right to stipulate that adequate calculation of available capacities must remain one of the core responsibilities of TSOs?
It would appear reasonable that each TSO should notify the National Regulatory Authority (NRA) of its operational margin (OM) values and calculation methodology.  This will help to avoid capacity being withheld under the guise of OM gas.   It would also be helpful to have incentive arrangements on the TSO to maximise capacity above the baseline and so make maximum economic use of OM capacity.
7. Are the following requirements adequate?  Network scenarios for calculating available firm capacity must meet at least EU security of supply criteria (see e.g. Directive 2004/67/EC concerning measures to safeguard security of gas supply).  This implies that legislative standards as the “1 in 20 winters” rule for households have to be translated in practical criteria.  Any more critical constraints for network scenarios for calculating firm capacity than for which EU legislation exists, have to be reviewed by the NRA and communicated to the market?  What about any responsibilities of the NRA?  What type of reviewing process is feasible and reasonable?  Is it right that NRAs investigate when there is a refusal of capacity request or a complaint but do not approve network scenarios nor calculation methods?  Is it right that adequate calculation of available capacities must remain one of the core responsibilities of TSOs?
We believe that the 1 in 20 criteria needs to be translated into more practical measurable criteria, such as minimum temperature and duration that has to be catered for.  This is more easily converted into the volume of gas that needs to be flowed to meet the customer requirements.
In terms of the NRA’s responsibilities, we believe that the NRA should investigate when there is a refusal of capacity request or a complaint.  However, we also consider that the NRA’s role should be limited to methodology approval, rather than detailed management of the calculation.

8. The co-existence of different capacity models may not jeopardise the proper and consistent calculation of AC across networks.  Are there any likely bottlenecks to guarantee consistency?  How could any bottlenecks be remedied?
We believe that the co-existence of different capacity models will jeopardise the proper and consistent calculation of AC across networks.  We therefore consider it key that models and methodologies are consistent.
9. Are the following requirements adequate?  Should each TSO make its linepack values and calculation methodology available to the NRA?  Should the flexibility requirements be reviewed by the NRA and must appropriate updates be made?  What about any responsibilities of the NRA?  What type of reviewing process is feasible and reasonable?  Is it right to stipulate that the NRAs investigate when there is a refusal of flexibility services request or a complaint but do not approve the calculation method of linepack and flexibility needs must remain one of the core responsibilities of TSOs?
In the UK, linepack is already calculated in accordance with a methodology that is approved by the NRA and the TSO is required to notify the NRA of its linepack values.  This is largely because linepack is subject to incentive regulation, although this may be under review.
In terms of the NRA’s responsibilities, again we believe that the NRA should investigate when there is a refusal of flexibility services request or a complaint, but it should not approve the calculation method of linepack and flexibility.  We believe a light regulatory touch should be all that is necessary.
10. Are following requirements adequate?  Should each TSO make its reliability values and calculation methodology available to the NRA?  Should the reliability requirements be reviewed by the NRA and must appropriate updates be made?  What about any responsibilities of the NRA?  What type of reviewing process is feasible and reasonable?  Is it right that NRAs investigate when there is a refusal of capacity request or a complaint but do not approve the reliability requirements nor calculation methods?  Is it right to stipulate that adequate calculation of available capacities must remain one of the core responsibilities of TSOs?
Given that the reliability of a particular TSO is, to a large extent, dependent upon that TSO’s approach to risk and therefore within its control, it would seem reasonable that TSOs are required to make their reliability values available to the NRA.  This would enable any capacity that is being unnecessarily withheld to be identified, thereby ensuring that all available capacity is brought to market.  However, again, we support a light regulatory approach.
11. ERGEG seeks views whether there are elements which can be agreed within the EU for enhancing the consistency of risk management and liabilities.
Before identifying elements of risk management that could be harmonised across the EU, it is necessary to identify what is an acceptable level of risk.  A completely risk-averse TSO will tend to offer more reliable available capacity, but less of it.  In contrast, a TSO that is prepared to take greater risks will tend to offer more available capacity, but on a less reliable basis.  A more consistent basis for scenario development, so that there is a more common understanding of the risks would be one way of addressing this.  An alternative would be to design an incentive mechanism that allowed TSOs to take a more balanced and consistent view of risk. 
12. Is there a need for more evidence and consistency of incident management?
13. Is there a need for more evidence and consistency of ‘Force Majeure’ clauses?

In both of these areas we believe that greater transparency in these arrangements would allow market participants to take appropriate measures to manage the risk.
14. What about any contractual clauses going beyond the standard legal definition of force majeure?  How to deal with e.g. planned maintenance?  Should TSOs provide back-up capacity for firm contracts and guarantee that the network users can reorganise themselves without bearing extra costs or are contracts still considered firm if contracts may be interrupted for maintenance as specified in the contract?  What about the reasonable durations for maintenance?  What about incidences due to negligence of the TSO, including lack of investment?
In our view, “firm” should mean financially firm against a set of pre-defined events.  Should any of these events occur, then the TSO would be obliged to buy-back capacity.  For example, pre-planned maintenance on the main infrastructure should be managed through buy-back, if necessary.  However, maintenance on an individual customer’s connection would not normally qualify for buy-back but the arrangements for carrying out such work should be set out in the connection agreement. 
15. May financial commitments improve network efficiency?  Firm should be firm but what might happen if firm capacity sold cannot be honoured for some reason?
In our view, capacity sold as “firm” can only be commercially firm.  In other words, if firm capacity cannot be honoured (other than as a result of a force majeure event), it would have to be bought back.
16. Generally, there is a risk that TSOs opt for the very worst network scenario to hedge themselves against problems of liabilities.  On the other hand, very worst network scenarios may dramatically drop the AC.  How should guidance on this hedging behaviour of TSOs look like?  How can an appropriate equilibrium between liabilities and levels of AC be found?  How should failures of commitments to nominate on TSO’s request be dealt with?  How should the circumstances where a shipper cannot provide anticipated gas flow that have been relied upon in capacity calculations by the SO (cf. operational options see section 3.2) be dealt with?  Is there a possibility to release TSOs responsibility?
As discussed above, the baseline capacity should be determined through a transparent process and published.  Failure of a shipper to deliver nominated flow should be dealt with by the market arrangements.
17. There exist various ways of how TSOs may simulate network scenarios by using their computer network models to calculate the available capacity at an interconnection point (entry and exit) and how AC are updated.  This section seeks ideas on how these procedures may be designed.  Would it be possible to specify a common procedure, or at least steps within the procedure, applicable throughout the EU?  Are there any other options to guarantee adequate calculation procedures?
In our view, the models currently in place across the EU are unlikely to be capable of being easily harmonised.  The emphasis should therefore be on making sure that these models are as transparent as possible and that the assumptions that drive them are clearly set-out.
18. Could periodical recalculations be an option?
It is important to distinguish the periodic recalculations that are carried out daily for optimising the network from the one-off ex-ante calculation that should be carried out for a set period ahead for the purpose of determining baseline capacity.  The baseline capacity should not be recalculated.  This depends largely on the physical characteristics of the network and is important as the basis for selling firm capacity.  Operational capacity does vary and can be recalculated, but this would involve maximising the available capacity day-ahead or on the day.
19. In the case of periodical recalculations, there may be room to harmonise the period and therefore the dates of AC recalculation (network simulation) throughout the EU.  What time period would be reasonable and practically feasible?  Annual, quarterly, monthly recalculations?

See above re: fixing baseline capacity and the sale of firm capacity rights.
20. No matter whether there are automatic or periodical AC recalculations, should network scenarios be set according to the movement of the year, for instance different sets of network scenarios in summer than in winter; in spring than in autumn?
Different flow patterns can arise at different times of year and, to the extent that this applies, they should be factored into the baseline capacity calculation. 
21. In a capacity calculation regime where AC are not indicative, how can a situation be avoided where the TSOs chooses the very worst network scenario that may lead to a dramatic drop in the level of AC?  Could guidance on parameter values in the critical scenario be an adequate option?  For instance, parameters in the network scenario for which (national) legislation, directives, rules, guidelines, etc. exist are set equal to these values and may not have more critical values (for the calculation of available firm capacity).  Secondly, parameter values for network scenarios should be consistent with values in other areas such as network planning, congestion management, security of supply, etc.  This parameter setting may avoid that more critical values are used than for which rules exist.
Guidance on parameter values could guard against TSOs adopting an overly cautious approach and reducing the level of AC.  See also the answer to question 1 regarding consistency of approach and transparency of methodology.
22. Is it feasible to consider the published AC for each point as binding to the TSO?  Or should the published AC for individual point be considered as binding but not necessarily the sum of all AC at all points?  How should we deal with the risk that under a binding regime of published AC, TSOs may choose the most critical network scenarios which lead to a dramatic drop of AC?
It would seem reasonable that the TSO is held accountable for its stated available capacities and, once available capacity is sold as “firm” should be subject to the usual buy-back obligations.
23. How to achieve consistency of AC calculation across networks?  How can coordinated network planning and operation solve network inefficiencies like under-utilisation of facilities?  How can coordinated network operation lead to a “network service concept” that crosses borders with maximum assistance between TSOs?
Greater transparency of the methodologies and assumptions used to determine AC across the various networks would allow TSOs and other market players to identify where there is AC and perhaps equip the market with the information needed to ensure that this capacity is used more efficiently.
24. How to deal with the potential of shippers themselves to provide capacity by means of signing contracts of the “operational options” type?
Without knowing in more detail the background to this question, it would appear that anti-hoarding measures such as “use it or lose it” and secondary trading arrangements should ensure that this type of additional capacity can reach the market.
25. Is there a need for such kind of web-based simulator?  Should it be designed for the whole EU grid?  Is such a tool feasible and practical?  Should GTE be requested in particular to put forward such a tool to calculate available capacities on a case-by-case basis?  Who is liable for this capacity?  Which information does the published AC provide if shippers can calculate different values?  Is the system blocked while one shipper calculates?
In our view, it should be possible for a simplified simulator model to be made available to the market.  Indeed National Grid already makes their gas and electricity load flow models available.  This would help to build confidence in the published AC figures.  However, such a model can only be an indicator and it would be up to the TSO to justify any refusals of AC that the model indicated to be available.
26. How can consistency be achieved between network design criteria, the capacity calculation method and the definition of congestion?  Convergence of planning and capacity calculation criteria must be an objective, e.g. it would be inconsistent with the applicable planning criteria to evaluate a transmission service request using more extreme events than planned for.  Consistency would mean for instance that if the network is designed according to the “1 in 20” winters rule, the networks scenario for firm capacity calculation must also use this rule and not for instance a more stringent temperature according to a “1 in 40” winter.
Transparency of the methodology would be a starting point.  More specific assumptions about the 1 in 20 scenario would also be helpful.  For example, minimum temperatures and duration since these would be different in each MS and open to interpretation.  
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