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Dear Fay

E07-CBT-01-03

Principles on Calculating Tariffs for Access to Gas Transmission Networks

Thank-you for the opportunity to respond to the above consultation document dated 22nd November 2007.

Both the tariff structures and charging levels applicable for Transmission services have been determined from detailed local processes reflecting the interests of affected stakeholders in the light of legitimate expectations. 

The introduction and application of common principles for the determination of tariffs may therefore create redistributive effects between TSOs, network users and consumers that may not be helpful in a period when changes to promote a single European market are being sought. 

The National Grid view is therefore that the case for having principles that might be applied on a pan-European basis has not been made. The development of detailed tariff determination principles should not be pursued unless a demonstrable shortcoming, arising from either the level or structure of tariffs, affecting the development of the single European market has been established. 

Nothwithstanding this National Grid would like to make some high level comments in relation to the content of the consultation document.

Key objectives of TSO allowed revenue and transportation tariff determination should include:

· enabling TSOs to receive the recovery of, and a return on, investments as well as timely recovery of efficiently incurred operating costs

· delivering charges that do not distort competition or artificially constrain cross-border gas flows.  

TSO income streams 

TSO income streams should be consistent with a risk/reward profile sufficiently attractive to attract funds to support the TSO business.

This will be achieved by the TSO being able to secure a return on investment at least as great as its cost of capital rather than “the maximum return on capital that an investor must expect to earn on its investment” (as quoted in the above document). 

This is essential to ensure a favourable investment and operational environment to deliver appropriate infrastructure and services to meet the requirements of properly functioning local and European markets. 

National Grid notes that there may be some inconsistencies in the basis of WACCs in Annex 1. Additionally Nominal pre-tax WACC quoted for the UK relates to the 2001 Transco review and more recent Price Control settlements have been based upon different numbers. 
TSOs should also be incentivised to deliver the services required by the market and both capital and operational efficiency in the delivery of those services.

Promotion of competition and cross-border flows

Subject to the above allowed revenue determination charges should be consistent with promoting effective competition in both local wholesale and retail markets as well as ensuring that there are no unwarranted barriers to cross-border trade. 

Approaches across Europe have developed based upon local requirements and it is not clear whether harmonization via extensive principles would be beneficial at this point in time. National Grid would urge caution in the development of a further regulatory burden, particularly should it undermine the principle of subsidiarity and create other distortions particular those arising from redistributions between market players. 

However where tariff regimes distort competition or cross-border flow patterns then action would be necessary and the design of principles, and their implementation, should be considered.  

Other issues

The consultation documents includes reference to areas beyond the scope of Transmission Tariffs. For example, National Grid believes that issues associated with balancing, particularly imbalance cash-out  price determination (which should be market based and to which,  as a general principle, TSOs should be revenue-neutral) and OBAs should be independent of network access tariff determination.    

Please do not hesitate to contact me if you require any further articulation of National Grid’s views.

. 

Yours sincerely

Nigel Sisman

(sent by e-mail)
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