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This Modification Report is made pursuant to Rule 8.9 of the Modification Rules and 
follows the format required under Rule 8.9.3. 
 
 
1. The Modification Proposal 

All shippers are required to provide security to support their energy balancing 
activity, namely Letters of Credit "LoCs" from approved banks with an "Aa3" 
or higher credit rating, or cash.  

 
This should be enough to cover all their anticipated exposures. As with the 
BSC, this approach is non-discriminatory as it applies to all market participants 
irrespective of size. Currently, un-rated entities may have a PCG from a parent, 
but if the parent defaults there is no protection from debt accruing. This 
proposal is therefore for all such entities to lodge Letters of Credit. 
 
However, Transco would still need robust systems to immediately act if the 
Letters of Credit or other credit support was insufficient. 

 
2. Transco’s Opinion 

Although Transco has a neutral stance in respect of Energy Balancing Charges, 
it sees the benefit that would be obtained from measures that strengthen the 
financial stability and security of the industry as a whole. It is, however, of the 
opinion that matters such as this should be considered in conjunction with other 
industry developments relating to the credit regime. Transco believes that it 
would be advantageous to consider this proposal in light of the conclusions of 
the Ofgem Consultation; “Arrangements for gas and electricity supply and gas 
shipping credit cover” and while this proposal could provide one solution to a 
particular issue highlighted by recent events, a more comprehensive assessment 
of the total credit requirements could provide a more comprehensive and lasting 
solution. Transco is of the opinion that implementation may reduce the risk that 
energy balancing debts are not recovered in the event of a User failure but, in 
many cases, additional costs would be incurred by Users with no corresponding 
rise in security. 

 
3. Extent to which the proposed modification would better facilitate the 

relevant objectives 

Powergen UK plc has not indicated, and Transco is unclear, how the relevant 
objectives would be better facilitated in the event of implementation. 
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4. The implications for Transco of  implementing the Modification Proposal , 
including 

a)  implications for the operation of the System: 

There would be no implication for the operation of the system. 
 
b) development and capital cost and operating cost implications: 

It is expected that development costs would be incurred but they would be 
minimal. 
 
c) extent to which it is appropriate for Transco to recover the costs, and 
proposal for the most appropriate way for Transco to recover the costs: 

No special cost recovery arrangements are envisaged. 
 
d)  analysis of the consequences (if any) this proposal would have on price 

regulation: 

Transco does not believe that this proposal would have any effect on price 
regulation. 

 
5. The consequence of implementing the Modification Proposal on the level of 

contractual risk to Transco under the Network Code as modified by the 
Modification Proposal 

This proposal deals with security levels for energy imbalances; consequently, 
Transco does not directly face extra contractual risk if the proposal is 
implemented. 

 
6. The development implications and other implications for computer systems 

of Transco and related computer systems of Users 

Implementation would not result in any significant systems development for 
Transco. 

 
7. The implications of implementing the Modification Proposal for Users 

Individual Users would be required to provide financial security by the prescribed 
method. Fewer alternatives would be available in respect of forms of acceptable 
security, and in turn, Users could incur increased costs providing of such security.  

 
8. The implications of  implementing the Modification Proposal for Terminal 

Operators,Consumers, Connected System Operators, Suppliers, producers 
and, any Non-Network Code Party 

The current rules allow Users to provide the required levels of security by a 
variety of means and give Users scope to obtain the most financially efficient 
cover. This proposal prescribes the types of security that can be used and could 
require some Users to source alternative, and more costly, security which could 
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in turn result in increased overheads, which might be expected to, affect 
wholesale and retail gas prices.   

 
9. Consequences on the legislative and regulatory obligations and contractual  

relationships of Transco and each User and Non-Network Code Party of 
implementing the Modification Proposal 

Transco is not aware of any impact on legislative and regulatory obligations. 
 
10. Analysis of any advantages or disadvantages of  implementation of the 

Modification Proposal 

Advantages 
 

The provision of LoC or Cash as security would provide tighter security to the 
energy balancing cash neutrality process. Users, as a group, would be exposed 
to less risk, since generally a Letter of Credit or cash would be regarded as 
easier to recover against compared to a Parent Company Guarantee in the event 
of default. 

 
Disadvantages 

 
Users that currently use Parent Company Guarantees as security may have to 
change the means by which they provide their security, which could in turn 
require them to enter new contractual arrangements.  
 
Currently there are a number of instances where a guarantee is provided by a 
Parent Company with an independent credit rating above Aa3. If implemented, 
the proposal would require these Users to obtain Letters of Credit from entities 
with a credit rating of at least Aa3, the result could be to increase the default 
probability for some Users. This would also be the case where a User has an 
independent credit rating above Aa3 and does not provide any other form of 
security. 
 
The capacity of financial institutions to provide a User with a Letter of Credit 
could be reduced as a result of the additional facilities required by the market. In 
turn, the potential to exceed the maximum acceptable exposure to any counter 
party could be increased. 
 

11. Summary of the Representations (to the extent that the import of those 
representations are not reflected elsewhere in the Modification Report) 

Representation have been received from seventeen Users; J. Aron & 
Company, BG Gas Services Ltd., BP Gas Ltd., British Gas Trading Ltd., 
Chevron UK Ltd., Conoco (U.K.) Ltd., EnMO Ltd., Entergy-Koch Trading 
Europe Ltd., ExxonMobil International Ltd, (representing ExxonMobil 
Gas Marketing Europe Ltd., Esso Exploration and Production Ltd. and 
Mobil Gas Ltd.), Innogy plc, London Electricity Group Plc, Powergen UK 
Plc (proposer), Scottish Power Energy Trading Ltd., Shell Gas Direct, SSE 
Energy Supply Ltd., Statoil (UK) Gas Ltd. and TotalFinaElf Gas and 
Power Ltd. ("TFE"). 
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The balance of views is thirteen representations against implementation and just 
four in favour.   

 
The majority of the representations against implementation of the proposal raise 
the point that this issue should be considered in conjunction with the Ofgem 
Credit Consultation and other Modification Proposals currently under 
discussion in this subject area. Many see the proposal as a "knee-jerk" reaction 
to recent failures, a view typified by SSE Energy Supply; "We need to ensure 
there is a balance struck between ensuring that the appropriate level of credit 
cover provides protection to Transco and shippers without putting in place 
excessive costs on all shippers or deterring efficient entry into the supply 
market." 

 
Nearly all of the representations against implementation raise the point that 
mandatory Letters of Credit to cover Energy Balancing Charges would raise 
industry costs, some pointing out that such increases would be totally 
unjustified since many Users carry Approved Credit Ratings "ACRs" or Parent 
Company Guarantees "PCGs" offering excellent credit worthiness. Typical 
comments were "The provision of Letters of credit will increase costs, both to 
Transco and to shippers." (Scottish Power) and "Companies should be allowed 
more flexibility to obtain the most cost efficient means of cover.  Letters of 
Credit are likely to increase industry costs for provision of security, and in turn 
may raise costs for customers." (BP Gas) 

 
Five of the representations expressed concern that the proposed solution may 
reduce levels of security in certain instances since the bank providing the credit 
may be less credit worthy than the entity, (or the parent), being guaranteed and 
is typified by British Gas Trading's comment "It is our view that the widespread 
use of Letters of Credit may concentrate the energy industry risk upon 
particular areas of the banking industry, which itself may undermine the 
security of cover.   It is also worthy of note that banks may have lower credit 
ratings than a number of the energy industry participants and it would therefore 
be paradoxical for the risk to be underwritten by a body holding a lower credit 
rating." 
 
Exxon raises the point "The cost of security is likely covered more than once in 
the supply chain producer-Shipper-trader-supplier. Allowing PCGs from 
shippers rated 'Aa3' or above will likely eliminate some duplicate costs to the 
consumer." Transco concurs that the imposition of LoCs would increase User 
costs. 

 
Of those representations supporting implementation, three state that if additional 
costs are involved it is better that they are borne by the User than the 
consequential risk being passed to the community. Powergen goes on to state 
that the proposal only relates to energy balancing charges and the cost (about 
1% of the collateral required) would be relatively modest.  

 
TFE states that implementation, even if only as an interim measure, should be 
considered. 
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Powergen supports its stance by stating that implementation would remove risk 
since "..... companies can quickly lose their Approved Credit Ratings status and 
be downgraded from investment to junk status in a very short period of time. 
When a party fails, there is no guarantee of recovery of money under an ACR. 
Even a PCG is no protection as we have seen from recent failures where a 
Parent company also failed." 

 
Transco's response: The possibility for ACRs to be downgraded at short notice 
is not exclusive to Users, or their guarantors, and as such, the risk highlighted 
by Powergen is equally applicable to banks providing LoCs. Implementation of 
Modification Proposal 0598 would remove a large proportion of this risk since 
it would allow Transco to respond promptly to the downgrading of a company 
or Parent. 

 
Powergen further support its proposal by stating that following the failure of 
Independent Energy, provisions in the Balancing and Settlement Code "BSC" 
were tightened by the use of LoCs ".... which meant there were no debts 
incurred ....." 

 
As a supplementary point, EnMO observed that if the proposal was 
implemented, the additional costs that would be imposed on some Users could 
be could be reduced if the settlement cycle time period was reduced. 

 
12. The extent to which the implementation is required to enable Transco to 

facilitate compliance with safety or other legislation 

This modification is not required to facilitate compliance with safety or other 
legislation. 

 
13. The extent to which the implementation is required having regard to any 

proposed change in the methodology established under Standard Condition 
4(5) or the statement furnished by Transco under Standard Condition 4(1) 
of the Licence 

This modification is not proposed as a result of changes to the methodology 
established under Standard Condition 4(5). 

 
14. Programme of works required as a consequence of implementing the 

ModificationProposal 

Implementation would require an amendment to the Energy Balancing Credit 
Rules (which would be carried out by Transco with EBCC approval in 
accordance with Section X2.1.5 of the Network Code). Following amendment, 
Transco would be required to modify its procedures for recording and 
monitoring the types of financial security provided by individual Users. 
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15. Proposed  implementation timetable (including timetable for any necessary 
information systems changes) 

This proposal could be implemented very soon after direction by undertaking 
the work detailed above. The main UK-Link system does not require 
modification and, consequently, no implementation delays for Transco IS 
reasons are anticipated. Transco is not aware of the lead-time required by 
individual Users to secure the alternative forms of security although it is of the 
opinion that implementation could result in an increase to a User’s 
administrative workload since such alternative form of security would need to 
be obtained and maintained.  

 
16. Recommendation concerning the implementation of the Modification 

Proposal 

Although Transco is cash neutral to the effects of this proposal, and is in 
principle supportive of measures that reduce levels of risk, in view of the 
balance of representations, Transco does not recommend implementation. 

 
17. Restrictive Trade Practices Act  

If implemented this proposal will constitute an amendment to the Network 
Code. Accordingly the proposal is subject to the Suspense Clause set out in the 
attached Annex. 

 
 

18. Transco's Proposal  

This revised Modification Report contains Transco's proposal not to modify the 
Network Code but has been prepared following direction from the Gas & 
Electricity Markets Authority.  
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19. Text 

Section X NETWORK CODE SUPPLEMENT: 
Energy Balancing Credit Management 
 
1 GENERAL 
 
1.1 Introductions 
 
1.1.1 This Supplement forms a part of the Network Code Principal Document; and 

references to the Code include this Supplement. 
 
1.1.2 The effect of the provisions of Sections F4.5.3(a)(ii), F6.5.1(a)(ii) and 

P6.3.7(a)(ii) is that if a User fails to make payment of any Energy Balancing 
Charge when due, all other Users may become liable for (in aggregate) an 
equivalent amount (together with an amount in respect of the cost of 
financing such non-payment). 

 
1.1.3 Users have agreed (inter se) to, and requested Transco to implement, the 

provisions of this Supplement with a view to limiting the extent to which they 
will incur the liability described in paragraph 1.1.2. 

 
1.1.4 Nothing in this Supplement shall modify the provisions referred to in 

paragraph 1.1.2. 
 
1.1.5 This Supplement is independent of and shall apply separately from the 

provisions of Section V3 (which relates to indebtedness of Users other than in 
respect of Energy Balancing Charges). 

 
1.1.6 In this Supplement "Energy Balancing Invoice" means an Invoice 

Document in respect of any Energy Balancing Charges or interest thereon. 
 
1.2 Energy Balancing Credit Committee 
 
1.2.1 Subject to paragraph 1.2.2 the "Energy Balancing Credit Committee" is the 

Network Code Committee or any relevant sub-committee. 
 
1.2.2 Where this Supplement provides for any decision by the Energy Balancing 

Credit Committee (including any approval or authorisation of anything 
proposed to be done by Transco) such decision shall be taken by the 
affirmative vote of a simple majority of the members of the committee who 
are appointed to represent Users (and subject to such other procedures as 
the committee may establish); and the representatives of Transco who are 
members of the Network Code Committee or any relevant sub-committee will 
not vote on any matter brought before the Energy Balancing Credit 
Committee pursuant to this Supplement. 

 
1.2.3 Transco may consult with the Energy Balancing Credit Committee in relation 

to any aspect of its functions under this Supplement, and may at any time 
convene a meeting of such committee on any reasonable period of notice. 

 
1.2.4 Where Transco has any reasonable grounds for wishing to consult with the 

Energy Balancing Credit Committee in relation to any step required to be 
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taken under this Supplement, Transco may (where it has convened a meeting 
of such committee for the purposes for the earliest reasonable date) defer 
taking such step until it has consulted with such committee. 

 
1.2.5 Where Transco brings to the Energy Balancing Credit Committee any matter 

relating to a particular User, Transco will not disclose the identity of the User 
to the committee unless: 

 
(i) the User in question agrees to such disclosure, or 

 
(ii) it is not practicable for the matter in question to be considered by the 

committee without the identity of the User being disclosed or 
becoming apparent, or 

 
(iii) Transco has given Termination Notice to the User (but this paragraph 

(iii) shall not of itself require Transco to inform the committee of the 
fact that it has given such notice to any User). 

 
1.2.6 With the approval of the Energy Balancing Credit Committee, Transco is 

authorised, in implementing the provisions of this Supplement as respects 
Users or any particular User, to delay the implementation of any such 
provision or to implement any such provision on a modified basis which is (as 
respects the interests of Users or the User in question) less onerous than the 
provision in the absence of such modification. 

 
1.3 Liability of Transco 
 
1.3.1 Users acknowledge that the calculation of Energy Balancing Charges and 

other matters to be calculated under this Supplement involves the possibility 
of error; and agree (subject to paragraph 2.7) to make the payments required 
under this Supplement, and that Transco is to take the steps contemplated by 
this Supplement, notwithstanding any such error (on the basis that any 
necessary repayments or additional payments will be made following 
resolution of any such error). 

 
1.3.2 Notwithstanding paragraph 1.3.1 and the provisions of this Supplement, 

where Transco has reasonable grounds for believing that any calculation 
required to be made by it for the performance of its functions under this 
Supplement has been or may have been made erroneously, Transco may 
(but shall not be required to) defer the taking of any step that would otherwise 
be required under this Supplement until Transco has had a reasonable 
opportunity of verifying such calculation. 

 
1.3.3 Without prejudice to paragraph 1.3.4, nothing in this Supplement shall require 

Transco to take any step which Transco believes on reasonable grounds may 
result in its becoming liable to any person in damages or otherwise, whether 
or not the amount of any such liability would be recoverable under paragraph 
1.3.7, but the possibility of a claim being made against Transco shall not of 
itself suffice for the purposes of this paragraph unless Transco believes on 
reasonable grounds that such claim would be well founded. 

 
1.3.4 Each User authorises Transco to take any step contemplated by this 

Supplement, and (without prejudice to Section V8, but subject to paragraph 
1.3.8) agrees that Transco shall have no liability (in contract or tort including 
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negligence or otherwise) to such User for taking any such step, and waives 
any such liability that Transco may have and any claim in respect thereof. 

 
1.3.5 Nothing in this Supplement shall require Transco to take any step which 

conflicts with any Legal Requirement or any order of any court of competent 
jurisdiction. 

 
1.3.6 Transco will act in good faith in implementing the provisions of this 

Supplement but (subject to paragraph 1.3.8) will not be liable (in contract or 
tort including negligence or otherwise) to any User for any failure or delay of 
Transco in doing so or in taking any particular step contemplated by this 
Supplement, and each User waives any such liability that Transco may have 
and any claim in respect thereof. 

 
1.3.7 Subject to paragraph 1.3.8, where any person makes any claim (in 

negligence or otherwise) against Transco in consequence of Transco's taking 
any step contemplated by this Supplement: 

 
(i) Transco will defend such claim and will (subject to any duties of 

confidence) consult with and keep informed the Energy Balancing 
Credit Committee in relation to such claim and the defence thereof; 

 
(ii) the fees, costs and expenses incurred by Transco (other than its own 

internal costs and expenses) in defending such claim, and any 
amounts which Transco may be found liable (or with the approval of 
the Energy Balancing Credit Committee may agree by way of 
settlement) to pay by way of damages or costs or otherwise in respect 
of such claim, shall be additional Monthly Neutrality Adjustment Costs 
in the months in which Transco makes payment thereof. 

 
1.3.8 Nothing in the Code shall exclude or limit Transco's liability, or entitle Transco 

to recover from Users any amount in respect of any liability of Transco: 
 

(i) in respect of any death or personal injury resulting from Transco's 
negligence; 

 
(ii) in respect of a reckless or wilful breach by Transco of this 

Supplement; or 
 

(iii) in any case where Transco has in the exercise of its functions under 
this Supplement acted in bad faith or fraudulently. 

 
1.4 Code Contingencies 
 

Transco will not be required to implement this Supplement in any case where 
and for so long as, by reason of any Code Contingency, it is not reasonably 
practicable for Transco to perform with reasonable accuracy any calculation 
required for such implementation. 

 
2 SECURITY, ENERGY BALANCING INDEBTEDNESS AND CASH 

CALL PRINCIPLES 
 
2.1 Energy Balancing Credit Rules 
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2.1.1 The "Energy Balancing Credit Rules" are the rules established by Transco 
dated 1st March 1996 and so entitled, as from time to time amended in 
accordance with paragraph 2.1.5 and 2.1.6. 

 
2.1.2 The Energy Balancing Credit Rules provide for: 
 

(i) the basis on which a User may provide the guarantee of a person 
("guarantor") in respect of, or security for the User's indebtedness in 
respect of Energy Balancing Charges; 

 
(ii) the basis on which a User or guarantor for whom there is no published 

credit rating (as described in such rules) may choose to have a credit 
rating ("special credit rating") undertaken by a credit rating agency 
designated by Transco; 

 
(iii) the basis on which by reference to Users' and guarantors' published 

credit ratings or special credit ratings (where of investment grade) 
credit limits will be determined for Users and/or their guarantors; 

 
(iiiv) the basis on which, by reference to the credit limits established as 

described in paragraph(iii), and any guarantee  / or security provided 
by the User, a Secured Credit Limit will be established for each User; 

 
(v) subject to paragraph 2.1.3, the basis on which Users will be required 

to reimburse to Transco the costs incurred by Transco in respect of 
special credit ratings. 

 
2.1.3 The Energy Balancing Credit Rules will not require a User to pay the costs 

incurred by Transco in respect of a credit rating which is undertaken 
simultaneously as a special credit rating (for the purposes of this 
Supplement) and a credit rating for the purposes of Section V3, save to the 
extent that what is done (for the purposes of such credit rating) in connection 
with this Supplement exceeds what is so done in connection with Section V3. 

 
2.1.34 Subject to paragraph 2.1.56, and without prejudice to any express 

requirement under this Supplement to comply therewith, the Energy 
Balancing Credit Rules do not form part of and are not incorporated into the 
Code. 

 
2.1.54 With the approval of the Energy Balancing Credit Committee, Transco may 

revise the Energy Balancing Credit Rules upon giving notice to all Users of 
not less than 2 months or such shorter period as may in any particular case 
be approved by the Committee. 

 
2.1.56 For the purposes only of enabling Transco or a User to propose a 

modification pursuant to the Modification Rules, the Energy Balancing Credit 
Rules shall be deemed to be incorporated into and to form part of the Code. 

 
2.2 Secured Credit Limit 
 
2.2.1 Each User shall secure that its Cash Call Limit elected under paragraph 2.4 is 

not greater than 85% of its Secured Credit Limit. 
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2.2.2 For each User the "Secured Credit Limit" shall be: the amount determined 
under paragraph 2.2.3; 

 
(a) subject to paragraph (b), the amount determined under paragraph 

2.2.3; 
 

(b) if the User so elects by notice to Transco, where and for so long as 
the User has a special credit rating of at least the level specified in the 
Energy Balancing Credit Rules for the purposes for this paragraph (b), 
the sum of £50,000. 

 
2.2.3 The amount referred to in paragraph 2.2.2 is the either sum of the following 

amounts: 
 

(a) either: 
 

(i) where the User either has a published credit rating or has 
chosen to have a special credit rating, the credit limit assigned 
to the User in accordance with the Energy Balancing Credit 
Rules; or 

 
(ii) where the User has provided the Guarantee of a guarantor 

who either has a published credit rating or has chosen to have 
a special credit rating, the lesser of: 

 
(1) the credit limit assigned to the guarantor in accordance 

with the Energy Balancing Credit Rules, and 
 

(2) where under the Guarantee the amount for which the 
guarantor may be liable is limited, the maximum 
amount guaranteed; and where the User has provided 
more than one Guarantee, the sum for each such 
Guarantee of the amounts under this paragraph (ii); 
and 

 
(b) where the User has provided Security, the amount for the time being 

of the Security. 
 
2.2.4 A User may apply to increase its Secured Credit Limit by giving notice to 

Transco specifying the basis (in accordance with paragraph 2.2.3) for the 
increased limit and (if the User wishes) the increased limit sought, and where 
any new or revised Guarantee or Security forms or forms part of such basis, 
submitting such Guarantee or Security. 

 
2.2.5 Where a User applies to increase its Secured Credit Limit: 
 

(i) where the basis for the increased Secured Credit Limit includes a 
request for a special credit rating or revised special credit rating of the 
User or an existing or new guarantor, Transco will (subject to the 
User's confirmation of its willingness to make the reimbursement 
referred to in paragraph 2.1.2(v), where required) arrange for such 
special credit rating; 

 
(ii) Transco will revise the User's Secured Credit Limit in accordance with 

the Energy Balancing Credit Rules and paragraph 2.2.2 as soon as 
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reasonably practicable after the User's application; or (as the case 
may be) completion of the special credit rating under paragraph (i); 

 
(iii) where the revised Secured Credit Limit determined under paragraph 

(ii) is less than that specified by the User, Transco will notify the User 
as soon as reasonably practicable after Transco becomes aware 
thereof. 

 
2.2.6(a) A User’s Secured Credit Limit may also be revised, in accordance with 

the Energy Balancing Credit Rules, save where paragraph 2.2.6(b) 
applies, on notice of not less than 30 Days (or any lesser period 
agreed by the User) to the User: 

 
(i) at intervals of approximately 12 months; 

 
(ii) where any published credit rating of a provider of security the 

User or any guarantor is revised downwards; 
 

(iii) where (but without prejudice to any requirement of the Energy 
Balancing Credit Rules) any Guarantee or instrument of 
Security expires or is determined; 

 
(iv) where at any time Transco has reasonable grounds to believe 

that the effect of the review will be to reduce the User’s 
Secured Credit Limit 

 
provided that nothing in this Supplement shall require Transco to 
undertake a review under paragraph 2.2.6(ii) or 2.2.6(iii). 
 

2.2.6(b) Where any published credit rating of a provider of security the User or 
any guarantor providing security for the User is revised downwards to 
the extent that the said credit rating following such revision is less than 
the minimum prescribed credit rating as set out in the Energy 
Balancing Credit Rules, a User’s Secured Credit Limit may be 
immediately reviewed and revised by Transco in accordance with the 
Energy Balancing Credit Rules, on notice to the User. 

 
2.3 Guarantee and Securitiesy 
 
2.3.1 For the purposes of this Supplement: 
 

(a) "Guarantee" means a guarantee of a User's indebtedness for Energy 
Balancing Charges, substantially in the form set out in the Energy 
Balancing Credit Rules, given and duly authorised and executed by 
an eligible guarantor in accordance with those rules; 

 
(b) "Security" means security for a User's indebtedness for Energy 

Balancing Charges, in one of the forms specified in, and provided and 
documented in accordance with any applicable requirements of, the 
Energy Balancing Credit Rules. 

 
2.3.2 Where a User proposes that any Guarantee or Security be given not 

substantially in accordance with the requirements of the Energy Balancing 
Credit Rules, Transco will table the User's proposal at the first meeting of the 
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Energy Balancing Credit Committee convened not less than 10 Business 
Days following the User's proposal; but Transco will not be required to accept 
the User's proposal unless and until such Committee shall have approved 
such proposal. 

 
2.3.3 Any reference in this Supplement to the amount of any Guarantee or Security 

shall be to such amount: 
 

(i) in the case of Security, as determined in accordance with the Energy 
Balancing Credit Rules; and 

 
(ii) as reduced by the amount of any payment made pursuant to such 

Guarantee (except where the Guarantee is unlimited in amount) or (as 
the case may be) of any the application of such Security. 

 
2.3.4 A User who has provided a Guarantee or Security may request Transco to 

release such Guarantee or (in whole or in part) Security (in whole or in part) 
or (in the case of a Guarantee) to agree to a reduction in the amount 
guaranteed; and following such a request, provided that the requirement in 
paragraph 2.3.5 is met, Transco will, as soon as reasonably practicable and 
(except where paragraph 2.3.6 applies) in any event within 10 Business Days 
after such request, comply with such request. 

 
2.3.5 The requirement is that at the date 2 Business Days before the date of such 

release or reduction the amount of the User's Outstanding Relevant 
Balancing Indebtedness does not exceed 90% of the lesser of: 

 
(i) the amount of the User's Cash Call Limit; and 

 
(ii) the amount of the User's revised Secured Credit Limit established (in 

accordance with the Energy Balancing Credit Rules and paragraph 
2.2.2) on the basis of the reduced or released Guarantee or Security. 

 
2.3.6 Where the User's request includes a request for a special credit rating or 

revised special credit rating of the User or an existing or new guarantor 
Transco will (subject to the User's confirmation of its willingness to make the 
reimbursement referred to in paragraph 2.1.2(v), where required) arrange for 
such special credit rating. 

 
2.3.67 A Guarantee or instrument An instrument of Security shall not be a part of the 

Code nor an Ancillary Agreement; and no provision of or modification of the 
Code, nor any inconsistency between the Code and any such Guarantee or 
instrument, and nothing done by Transco pursuant to the Code, shall 
prejudice or invalidate any such Guarantee or instrument. 

 
2.4 Cash Call Limit 
 
2.4.1 For each User the "Cash Call Limit" is the amount, not exceeding 85% of the 

User's Secured Credit Limit, elected by or assigned to the User in accordance 
with this paragraph 2.4 as the limit on its Outstanding Relevant Balancing 
Indebtedness. 

 
2.4.2 Each User shall, on or before the User Accession Date, notify Transco of the 

initial amount of its Cash Call Limit. 
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2.4.3 A User may by giving notice to Transco of not less than 7 Business Days 

revise its Cash Call Limit provided that its revised Cash Call Limit is not 
greater than 85% of its Secured Credit Limit. 

 
2.4.4 Where a User notifies Transco of a revised Cash Call Limit, or a User's 

Secured Credit Limit is reduced, and as a result its Cash Call Limit is or 
would be greater than 85% of its Secured Credit Limit, it shall be assigned a 
Cash Call Limit which is equal to 85% of its Secured Credit Limit. 

 
2.5 Calculation of Outstanding Relevant Balancing Indebtedness 
 
2.5.1 In relation to each Gas Flow Day (the "relevant Day"), as soon as reasonably 

practicable after the Day on which (pursuant to Section E2.1.2) initial Entry 
Allocation Statements are required to be submitted to Transco, or in 
accordance with paragraph 2.5.6 or 2.7.6, Transco will calculate for each 
User: 

 
(a) the amount of the Relevant Balancing Charges for the relevant Day; 

and 
 

(b) the amount of the Outstanding Relevant Balancing Indebtedness. 
 

 
2.5.2 For the purposes of this Supplement: 
 

(a) "Relevant Balancing Charges" means the Daily Imbalance Charges, 
Scheduling Charges, Basic Balancing Neutrality Charges and 
Physical Renomination Incentive Charges which would (on the basis 
set out in paragraph 2.5.3) be payable, and the Market Balancing 
Action Charges and other charges in respect of Eligible Balancing 
Actions taken pursuant to Contingency Balancing Arrangements 
which are payable, by or to each User in respect of the relevant Day; 

 
(b) "Basic Balancing Neutrality Charges" are the amounts that would 

be determined as Balancing Neutrality Charges in accordance with 
Section F4 on the basis that the Unit Daily Neutrality Amount (under 
Section F4.3) is calculated on the basis of the Basic Net Neutrality 
Amount only, and disregarding the Adjustment Neutrality Amount; 

 
(c) "Anticipated Balancing Indebtedness" for each User is an amount 

calculated, in respect of all Days in the relevant period (each such day 
('i')), in accordance with the following formula: 

 
 
 
 

ABI ADSAPi∗
DIj
10--------

j i n– 9–=

i n–

∑
 
 
 

i d n–=
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∑=
 

 
 
 

 
where: 
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ABI   is the Anticipated Balancing Indebtedness; 
 
ADSAPi  is the Adjusted System Average Price for a Day, ‘i’, 

being any Day falling during the relevant period, which 
shall be the System Average Price for that Day 'i'; 
except where either: 

 
(i) the SAP the Day ‘i’, is greater than the mean of the 

SAPs for the previous 10 days plus 1.96 times the 
standard deviation of the SAPs for the previous 10 
days ("the Upper Limit"), in which case the ADSAP 
shall be equal to the Upper Limit; or 

 
(ii) SAP the Day ‘i’, is less than the mean of the SAPs for 

the previous 10 days minus 1.96 times the standard 
deviation of the SAPs for the previous 10 days ("the 
Lower Limit"), in which case the ADSAP shall be 
equal to the Lower Limit. 

 
DIj  is the User's Daily Imbalance for the Day 'j' falling 

during the Imbalance Period (being a positive or (as 
the case may be) negative amount in accordance with 
Section E5.1.2), 

 
d   is the relevant Day 

 
n   is the number of days in the relevant period, 

 
"relevant period" is the period from (and including) the 7th Business 
Day preceding the relevant Day, d, until (and including) the Day 
preceding the relevant Day (‘d-1’); 

 
"Imbalance Period" is the period from and including nine Days 
preceding the day ‘i-n’ until (and including) the day ‘i-n’ 

 
(d) "Outstanding Relevant Balancing Indebtedness" for each User 

means (subject to paragraph (g)) the sum of: 
 

(i) the net aggregate amount (payable by or to the User) of the 
Relevant Balancing Charges for each Day of the Uninvoiced 
Period; 

 
(ii) the Net Invoice Amounts in respect of all Energy Balancing 

Charges under each Energy Balancing Invoice which has 
been submitted for which the Invoice Due Date is on or after 
the calculation Day; 

 
(iii) the Net Invoice Amounts in respect of all Energy Balancing 

Charges under each Energy Balancing Invoice which has 
been submitted for which the Invoice Due Date is before the 
calculation Day and which have not been paid by the User; 

 
(iv) the User's Anticipated Balancing Indebtedness, less the 

amount (excluding any interest earned thereon) of any Cash 
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Call which has been paid by the User and not for the time 
being applied in or towards payment of any Invoice Amount 
under paragraph 2.8; 

 
(e) the "calculation Day" is the Day on which Transco makes the 

calculation under paragraph 2.5.1; 
 

(f) for the purposes of paragraph (d)(i) the "Uninvoiced Period" is the 
period from the first Day of the earliest Billing Period in respect of 
which no Energy Balancing Invoice has been submitted to the User up 
to and including the relevant Day; 

 
(g) in determining the amount of a User's Outstanding Relevant 

Balancing Indebtedness, Transco will make an appropriate allowance 
for any material unpaid amount which may be payable to the User 
pursuant to Section F1.4; 

 
(h) in determining Outstanding Relevant Balancing Indebtedness, 

amounts payable by the User shall be positive, and amounts payable 
to the User shall be negative; and where Outstanding Relevant 
Balancing Indebtedness would otherwise be negative it shall be 
deemed (for the purposes of this Supplement only) to be zero. 

 
2.5.3 The Relevant Balancing Charges and a User's Anticipated Balancing 

Indebtedness will be calculated in respect of each Gas Flow Day on the basis 
of the amounts determined as the User's UDQIs on the basis of initial Entry 
Allocation Statements, applying (where relevant) the provisions of Section 
E2.1.8 or E2.1.9, and on the basis of the User's UDQOs determined in 
accordance with Section E3. 

 
2.5.4 Users acknowledge that: 
 

(i) subject to paragraphs 2.5.6 and 2.7.6, the calculation of Relevant 
Balancing Charges and a User's Anticipated Balancing Indebtedness 
will disregard any revision of initial Entry Allocation Statements 
pursuant to Section E2.1.3; 

 
(ii) the calculation of Outstanding Relevant Balancing Indebtedness takes 

no account of Energy Balancing Charges which either may become 
payable by Transco to a User, or may become payable by a User to 
Transco, in respect of Days after the relevant Day and up to the 
calculation Day. 

 
2.5.5 For the avoidance of doubt paragraph 2.5.4 is without prejudice to the 

subsequent determination of Energy Balancing Charges for the purposes of 
submission of an Energy Balancing Invoice. 

 
2.5.6 Where: 
 

(a) any Entry Allocation Statement submitted in respect of any Day in the 
Uninvoiced Period has been revised (in compliance with the 
requirements of Section E2.1.3) so as to reduce the UDQI of any 
User, and 
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(b) any User so requests Transco by notice given not less than 5 Days 
before the Entry Close-out Date, and 

 
(c) the amount by which such UDQI was so reduced exceeds whichever 

is the greater of: 
 

(i) 2,000,000 kWh (68,260 therms), and 
 

(ii) an amount determined as 10% of the aggregate of the User's 
UDQIs (determined as at the time of such request) for all 
System Entry Points for the relevant Day, 

 
Transco will as soon as reasonably practicable recalculate the amount of all 
Users' Outstanding Relevant Balancing Indebtedness on the basis of the 
revised UDQIs under all of the revised Entry Allocation Statements for the 
relevant Day. 

 
2.6 Cash Calling 
 
2.6.1 Where the amount of a User's Outstanding Relevant Balancing Indebtedness 

exceeds the amount of its Cash Call Limit, Transco will as soon as 
reasonably practicable on or after the calculation Day submit to the User a 
Cash Call. 

 
2.6.2 The Cash Call shall be for an amount calculated as the sum (rounded up to 

the nearest £1,000) of: 
 

(i) the amount by which the User’s Outstanding Relevant Balancing 
Indebtedness exceeds the amount of its Cash Call Limit, and 

 
(ii) an amount equal to 10% of the User’s Cash Call Limit. 

 
2.6.3 For the purposes of this Supplement: 
 

(i) a "Cash Call" is a notice, in the form set out in the Energy Balancing 
Credit Rules, requiring the User to make payment to Transco of the 
amount stated in the notice; 

 
(ii) where the context requires, a reference to a Cash Call includes the 

amount required to be paid and the requirement to pay such amount. 
 
2.6.4 Subject to paragraph 2.6.5, where a Cash Call is given on a Day which is not 

a Business Day, or after 15:00 hours on a Business Day, it shall be treated as 
having been made on the next following Business Day. 

 
2.6.5 Paragraph 2.6.4 shall not apply to a revised Cash Call made pursuant to 

paragraph 2.7.3. 
 
2.7 Cash Call Appeals 
 
2.7.1 Where: 
 

(i) a Cash Call (the "relevant" Cash Call) has been submitted to a User; 
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(ii) the amount of the relevant Cash Call, alone or in aggregate with any 
other Cash Calls made to the User in the same calendar month, 
exceeds whichever is the lesser of £1,000,000 and 20% of the User’s 
Cash Call Limit, and 

 
(iii) the User considers that the amount of the relevant Cash Call has 

been calculated erroneously, 
 

the User may, not later than 12:00 hours on the Business Day on which the 
relevant Cash Call is (in accordance with paragraph 2.8.1, disregarding 
paragraph 2.7.8(i)) due for payment, so notify Transco, specifying in as much 
detail as is possible the User’s reasons for so considering. 

 
2.7.2 Where a User gives a notification under paragraph 2.7.1: 
 

(i) the relevant Cash Call (and the obligation of the User to make 
payment thereof) will be suspended, subject to paragraph 2.7.3; 

 
(ii) Transco will review the details provided by the User and will review 

the calculations made of the User's Outstanding Relevant Balancing 
Indebtedness; 

 
(iii) if requested by Transco the User shall provide by telephone or 

facsimile any further details or explanation of its view. 
 
2.7.3 Following its review under paragraph 2.7.2(i) Transco will as soon as 

reasonably practicable (and wherever possible within 24 hours after the 
User's notification under paragraph 2.7.1): 

 
(i) where it is reasonably satisfied that there has been or may have been 

such an error, withdraw the relevant Cash Call or revise the relevant 
Cash Call accordingly and submit the revised Cash Call to the User; 

 
(ii) otherwise, notify the User that the original Cash Call remains valid 

(and is no longer suspended); 
 

and any such revised Cash Call or notification shall be substantially in the 
form set out in the Energy Balancing Credit Rules, and if given on a Day 
which is not a Business Day or after 17:00 hours on a Business Day shall be 
treated as having been given on the next following Business Day. 

 
2.7.4 A User may not give a further notification under paragraph 2.7.1 to Transco in 

respect of the relevant Cash Call (whether or not revised under paragraph 
2.7.3). 

 
2.7.5 Where: 
 

(a) a Cash Call (the "relevant" Cash Call) has been submitted to a User; 
 

(b) the amount of the relevant Cash Call, alone or in aggregate with any 
other Cash Calls made to the User in the same calendar month, 
exceeds whichever is the lesser of £1,000,000 and 20 % of the User’s 
Cash Call Limit, 
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(c) any Entry Allocation Statement submitted by or on behalf of the User 
in respect of any Day in the Uninvoiced Period has been revised (in 
compliance with the requirements of Section E2.1.3) so as to increase 
the User’s UDQI, and 

 
(d) the amount by which such UDQI was so increased exceeds 

whichever is the greater of: 
 

(i) 500,000 kWh (17,060 therms), and 
 

(ii) an amount determined as 5% of the aggregate of the User’s 
UDQIs (determined at the relevant time) for all System Entry 
Points for the Day referred to in paragraph (c), 

 
the User may, not later than 12:00 hours on the Day on which the Cash Call 
is (in accordance with paragraph 2.8.1, disregarding paragraph 2.7.8(i)) due 
for payment, by notice to Transco request Transco to recalculate the amount 
of the User’s Outstanding Relevant Balancing Indebtedness on the basis of 
such revised UDQI. 

 
2.7.6 Where a User makes a request under paragraph 2.7.5 Transco will as soon 

as reasonably practicable (and wherever possible within 24 hours after such 
request) withdraw the relevant Cash Call or revise (on the basis of the 
recalculated Outstanding Relevant Balancing Indebtedness) the relevant 
Cash Call and submit the revised Cash Call to the User. 

 
2.7.7 Without prejudice to paragraph 2.5.6, Transco will not be required to 

recalculate the Outstanding Relevant Balancing Indebtedness of any other 
User by reason of a request under paragraph 2.7.5. 

 
2.7.8 Where a User gives a notification under paragraph 2.7.1 or request under 

paragraph 2.7.5, further references in this Supplement: 
 

(i) to the date of a Cash Call are to the Day of Transco's revised Cash 
Call under paragraph 2.7.3(i) or 2.7.6 or notification to the User under 
paragraph 2.7.3(ii), and 

 
(ii) to the amount of a Cash Call are to any revised amount under 

paragraph 2.7.3(i) or 2.7.6. 
 
2.7.9 A notification under paragraph 2.7.1 or notice under 2.7.5 shall be given: 
 

(i) by facsimile, or 
 

(ii) by telephone confirmed by facsimile given not later than 17:00 hours 
on the same Day. 

 
2.8 Payment of Cash Calls 
 
2.8.1 A User shall, subject to paragraph 2.7, make payment of the full amount of a 

Cash Call on the Business Day following the Day on which the Cash Call was 
made. 
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2.8.2 Sections S3.2.1 and S3.3 shall apply in respect of the payment of a Cash 
Call. 

 
2.8.3 Where a User pays an amount ("Cash Call Payment") in respect of a Cash 

Call: 
 

(i) where there is any amount (in respect of Energy Balancing Charges) 
unpaid by the User under an Energy Balancing Invoice for which the 
Invoice Due Date was before the date on which the Cash Call was 
paid, Transco will apply the Cash Call Payment in or towards payment 
of such unpaid amount; 

 
(ii) except as provided in paragraph (i) Transco will (unless it required 

payment by the User to be made to such account) as soon as 
reasonably practicable after receipt thereof pay the Cash Call 
Payment (or the balance thereof after application under paragraph (i)) 
into a Cash Call Account. 

 
2.8.4 In relation to each User a Cash Call Account is a separately designated sub-

account of a general interest bearing account in the name of Transco at any 
branch in the United Kingdom of a bank at which Transco maintains accounts 
other than pursuant to this paragraph 2.8 (which account may be the account 
to which the User is to make payment pursuant to and in accordance with 
Section S3.2.1). 

 
2.8.5 The moneys (including interest) for the time being standing to the credit of a 

Cash Call Account shall belong beneficially and absolutely to Transco and 
(without prejudice to paragraph 2.8.6) there shall be no implied or 
constructive trust in respect thereof in favour of the User, and Transco shall 
be under no obligation to repay any of such moneys to the User. 

 
2.8.6 Subject to paragraph 2.8.7, where at any time: 
 

(i) there is any amount standing to the credit of a User's Cash Call 
Account, and 

 
(ii) the User's Outstanding Relevant Balancing Indebtedness is less than 

90% of the User's Cash Call Limit, 
 

Transco will if requested by the User pay to the User an amount equal to the 
amount standing to the credit of the Cash Call Account or (if less) to such part 
thereof as will, after repayment to the User, result in the User's Outstanding 
Relevant Balancing Indebtedness being approximately equal to 90% of the 
User's Cash Call Limit. 

 
2.8.7 A User may not make a request pursuant to paragraph 2.8.6 less than 5 Days 

before the Invoice Due Date in respect of any Energy Balancing Invoice, and 
Transco shall be entitled to disregard any such request purportedly so made. 

 
2.8.8 The amount standing to the credit of a User's Cash Call Account together 

with interest accrued thereon (after deducting an amount equal to any 
payment to the User under paragraph 2.8.6) will be applied by Transco in or 
(pro rata) towards payment of the Invoice Amounts in respect of Energy 
Balancing Charges under the Energy Balancing Invoice(s) for which the 
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Invoice Due Date(s) next follows the date of payment of the relevant Cash 
Call Amount. 

 
2.9 Failure to pay Cash Call 
 
2.9.1 Where a User has not paid the whole of a Cash Call by the Business Day 

following the Day on which the Cash Call was made, and irrespective of the 
amount of the User's Outstanding Relevant Balancing Indebtedness as at 
any Day after the calculation of the Cash Call, Transco shall be entitled to, 
and as soon as reasonably practicable after such Business Day will, submit 
to the User a notice substantially in the form set out the Energy Balancing 
Credit Rules, notifying the User that Transco will give Termination Notice to 
the User if the User does not pay the amount of the Cash Call in full by the 
3rd Business Day after the date of such notice. 

 
2.9.2 Where Transco has given notice to a User under paragraph 2.9.1, and until 

the Cash Call is paid in full Transco will not pay, and (irrespective of the 
Invoice Due Date) shall be entitled to withhold payment pursuant to any 
Energy Balancing Invoice in respect of, any amounts payable to the User in 
respect of Energy Balancing Charges. 

 
2.9.3 Where Transco has given notice to a User under paragraph 2.9.1 and the 

User has not paid the amount referred to in the notice in full by the 3rd 
Business Day following the date of such notice, Transco shall be entitled to, 
and as soon as reasonably practicable after such 3rd Business Day will, give 
Termination Notice (for the purposes of Section V4.3.3) to the User to the 
effect that the User shall cease to be a User with effect from the Day 
following the date of the Termination Notice. 

 
2.9.4 Transco will send a copy of any notice given under paragraph 2.9.1 or 2.9.3 

to the Director. 
 
2.9.5 For the avoidance of doubt, Transco will not call upon any Guarantee or 

realise and apply any Security in respect of any Cash Call (the basis on 
which a Guarantee would be called or Security realised and applied being set 
out in paragraph 3.3). 

 
2.9.6 Where Transco has given a Trading Participant a Termination Notice 

pursuant to this paragraph 2.9 it shall promptly inform the Trading System 
Operator. 

 
3 PAYMENT OF ENERGY BALANCING INVOICES 
 
3.1 Resolution of queries after payment in full 
 

It is agreed that, notwithstanding Section S4.2.2, Users shall pay the Net 
Invoice Amount under each Energy Balancing Invoice in full on the Invoice 
Due Date, notwithstanding any Invoice Query (and accordingly that Section 
S4.3 will apply in respect of any such Invoice Query). 

 
3.2 Failure to make payment 
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3.2.1 Where a User does not pay the Net Invoice Amount under an Energy 
Balancing Invoice in full on the Invoice Due Date, notwithstanding Section 
V4.3.1(a) Transco shall be entitled to, and as soon as reasonably practicable 
after the Invoice Due Date will, submit to the User a notice, substantially in 
the form set out in the Energy Balancing Credit Rules, notifying the User that 
Transco will give Termination Notice to the User if the User does not pay the 
outstanding amount of the Net Invoice Amount in full by the 5th Business Day 
after the date of such notice. 

 
3.2.2 Where Transco has given notice to a User under paragraph 3.2.1 and the 

User has not paid the outstanding amount of the Net Invoice Amount in full by 
the 5th Business Day following the date of such notice, Transco shall be 
entitled to, and as soon as reasonably practicable after such 5th Business 
Day will, give Termination Notice (for the purposes of Section V4.3.3) to the 
User to the effect that the User shall cease to be a User with effect from the 
Day following the date of the Termination Notice. 

 
3.2.3 Transco will send a copy of any notice given under paragraph 3.2.1 or 3.2.2 

to the Director. 
 
3.2.4 Where Transco has given notice to a User under paragraph 3.2.1, and until 

the Net Invoice Amount under the relevant Energy Balancing Invoice is paid 
in full, Transco will not pay, and (irrespective of the Invoice Due Date) shall 
be entitled to withhold payment pursuant to any Energy Balancing Invoice in 
respect of, any amounts payable to the User in respect of Energy Balancing 
Charges. 

 
3.3 Guarantees and Securitiesy 
 
3.3.1 Transco may make a call upon a Guarantee or take any step to enforce and 

realise any Security at any time after Transco has given notice to the User 
under paragraph 3.2.1 at which any part of the Net Invoice Amount under any 
Energy Balancing Invoice remains outstanding. 

 
3.3.2 It shall not be a condition to Transco's giving Termination Notice under 

paragraph 3.2.2 that Transco shall first have made any call upon any 
Guarantee or taken any steps to enforce or realise any Security. 

 
3.4 Enforcement and recovery steps 
 
3.4.1 For the purposes of this paragraph: 
 

(a) "Transportation Debt" means unpaid indebtedness of a defaulting 
User in respect of any amount payable under the Code other than 
Energy Balancing Charges; 

 
(b) "Energy Balancing Debt" means unpaid indebtedness of a defaulting 

User in respect of Energy Balancing Charges; 
 

(c) "Recovery Steps" are any steps (including any proceedings in any 
court, and including the defence of any counterclaim or other claim, 
proceeding or application made or brought by the User or a provider 
of security or a guarantor in connection with any such step taken by 
Transco) taken by Transco to recover any Energy Balancing Debt or 
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Transportation Debt from a defaulting User or any guarantor of the 
defaulting User, or to enforce or realise any security (including 
Security) provided by a defaulting User, or to enforce any judgment 
against a defaulting User, or to make any claim in any insolvency 
proceedings relating to a defaulting User; 

 
(d) "Recovered Amounts" means amounts recovered (by way of 

payment of debt or damages or otherwise) by Transco as a result of 
taking Recovery Steps; 

 
(e) "Recovery Costs" means all fees, costs and expenses (including any 

payments Transco may be required to make by way of damages or 
costs or otherwise by any court) incurred by Transco in taking 
Recovery Steps (but not including amounts in respect of Transco's 
own internal costs and expenses); 

 
(f) Recovered Amounts or Recovery Costs are: 

 
(i) "energy balancing exclusive" where such amounts or costs 

were recovered or incurred: 
 

(1) in respect of or pursuant to Recovery Steps relating 
wholly or substantially wholly to a Guarantee which 
secures only Energy Balancing Debt or Security, or 

 
(2) after Transco has informed the Energy Balancing 

Credit Committee that Transco has decided not to take 
further Recovery Steps in respect of Transportation 
Debt; 

 
(ii) "transportation exclusive" where such amounts or costs 

were recovered or incurred: 
 

(1) in respect of or pursuant to Recovery Steps relating 
wholly or substantially wholly to an instrument 
guarantee or security which secures only 
Transportation Debt, or 

 
(2) after Transco has been requested by the Energy 

Balancing Credit Committee not to take further 
Recovery Steps in respect of the relevant Energy 
Balancing Debt; 

 
and otherwise are "shared"; 

 
(g) the "energy balancing proportion" and the "transportation 

proportion" are the aggregate amounts of a defaulting User's Energy 
Balancing Debt or (as the case may be) Transportation Debt 
outstanding at the User Discontinuance Date, and before the 
application of any Recovered Amounts in or towards satisfaction of 
such amounts, each as a proportion of the sum of such amounts; 

 
(h) particular Recovered Amounts and Recovery Costs are "associated" 

where such amounts are recovered pursuant to Recovery Steps in 
taking which such costs are incurred. 
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3.4.2 Transco agrees that it will, subject to the further provisions of this paragraph 

3.4, take all reasonable steps to recover Energy Balancing Debt from a 
defaulting User, and to make calls upon and enforce payment under the 
Guarantee(s) of a defaulting User and to enforce and realise the Security 
provided by a defaulting User; provided that nothing in this Supplement shall 
require Transco to initiate or continue any Recovery Steps where to do so 
would in Transco's reasonable opinion expose Transco or any representative 
of Transco to any material risk or liability against which Transco is not 
adequately protected by virtue of paragraphs 3.4.4 and 3.4.6. 

 
3.4.3 Transco will consult with the Energy Balancing Credit Committee and keep 

such committee reasonably informed as to the Recovery Steps it takes in 
relation to Energy Balancing Debt, and circumstances in which Transco does 
not consider it commercially worthwhile to take or continue to take such 
Recovery Steps in relation to Transportation Debt; and will and shall be 
entitled to discontinue taking Recovery Steps (other than any steps 
necessary for such discontinuance) where the Energy Balancing Credit 
Committee has authorised it to do so. 

 
3.4.4 Transco shall be entitled to apply any Recovered Amounts first in or towards 

payment of the associated Recovery Costs. 
 
3.4.5 Subject to Section V4.4.2, the balance (after application in accordance with 

paragraph 3.4.4) of any Recovered Amounts will be applied as follows: 
 

(i) in the case of energy balancing exclusive Recovered Amounts, as to 
the whole of such balance, as an additional Monthly Neutrality 
Adjustment Revenue (by way of application towards the relevant 
Energy Balancing Debt) in accordance with Section F4 in the month in 
which Transco receives payment in respect of the Recovery Amount; 

 
(ii) in the case of transportation exclusive Recovered Amounts, as to the 

whole of such balance, in or towards satisfaction of any 
Transportation Debt; 

 
(iii) in the case of shared Recovery Amounts, as to the energy balancing 

proportion thereof (but not exceeding the amount of unpaid Energy 
Balancing Debt), as an additional Monthly Neutrality Adjustment 
Revenue (by way of application towards the relevant Energy 
Balancing Debt) in accordance with Section F4 in the month in which 
Transco receives payment in respect of the Recovery Amount, and as 
to the transportation proportion thereof, in or towards satisfaction of 
any Transportation Debt. 

 
3.4.6 Where the amount of Transco's Recovery Costs exceeds the amount (if any) 

of the associated Recovery Amounts: 
 

(i) in the case of energy balancing exclusive Recovery Costs, the whole 
of the excess will be an additional Monthly Neutrality Adjustment Cost 
in accordance with Section F4 in the month in which Transco pays 
such amount; 

 
(ii) in the case of shared Recovery Costs, the energy balancing 

proportion of the excess will be an additional Monthly Neutrality 
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Adjustment Cost in accordance with Section F4 in the month in which 
Transco pays such amount. 

 
4 APPOINTMENT OF RECEIVER 
 
4.1 Subject to paragraph 4.2, where Section V4.3.3(b) applies, Transco shall, as 

soon as reasonably practicable, give Termination Notice (for the purposes of 
Section V4.3.3) to the User to the effect that the User shall cease to be a 
User with effect from the Day following the date set out in the Termination 
Notice. 

 
4.2 4.2.1 Before Transco shall take the action envisaged by paragraph 4.1, 

Transco shall convene a meeting of the Energy Balancing Credit Committee 
as soon as reasonably practicable following the failure of the receiver, 
administrator, trustee-in-bankruptcy or foreign insolvency practitioner (as 
appropriate) to provide those assurances referred to in Section V4.3.3(b) and 
shall consult with the Energy Balancing Credit Committee to determine 
whether Transco should be obliged to issue the Termination Notice, pursuant 
to paragraph 4.1, or whether Transco should defer taking such step. 

 
4.2.2 Subject to paragraph 1.3, Transco shall be entitled to take such action 
as the Energy Balancing Credit Committee recommends pursuant to the 
meeting referred to in paragraph 4.2.1 as soon as reasonably practicable. 
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Signed for and on behalf of Transco. 

 

Signature: 

 
 
 
 
Steve R Phillips 
Director of Shipper Services 

Date: 
 
Gas and Electricity Markets Authority Response: 

 
In accordance with Condition 9 of the Standard Conditions of the Gas 
Transporters' Licences dated 21st February 1996 I hereby direct Transco that the 
above proposal (as contained in Modification Report Reference 0572, version 
7.0 dated 15/01/2003) be made as a modification to the Network Code. 

 

Signed for and on Behalf of the Gas and Electricity Markets Authority. 

 

Signature: 

 

 

 

The Network Code is hereby modified with effect from, in accordance with the 
proposal as set out in this Modification Report, version 7.0. 

 

Signature: 

 
 
 
 
Process Manager - Network Code 

Transco 

Date:
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Annex     
 
 1. Any provision contained in this Agreement or in any arrangement of which 

this Agreement forms part by virtue of which The Restrictive Trade Practices 
Act 1976 ("the RTPA"), had it not been repealed, would apply to this 
Agreement or such arrangement shall not come into effect: 

 
 (i) if a copy of the Agreement is not provided to the Gas and Electricity 

Markets Authority ("the Authority") within 28 days of the date on 
which the Agreement is made; or 

 
 (ii) if, within 28 days of the provision of the copy, the Authority gives 

notice in writing, to the party providing it, that he does not approve the 
Agreement because it does not satisfy the criterion specified in 
paragraphs 1(6) or 2(3) of the Schedule to The Restrictive Trade 
Practices (Gas Conveyance and Storage) Order 1996 ("the Order") as 
appropriate 

 
 provided that if the Authority does not so approve the Agreement then 

Clause 3 shall apply. 
 
 2. If the Authority does so approve this Agreement in accordance with the 

terms of the Order (whether such approval is actual or deemed by effluxion 
of time) any provision contained in this Agreement or in any arrangement of 
which this Agreement forms part by virtue of which the RTPA, had it not 
been repealed, would apply this Agreement or such arrangement shall come 
into full force and effect on the date of such approval. 

 
 3. If the Authority does not approve this Agreement in accordance with the 

terms of the Order the parties agree to use their best endeavours to discuss 
with Ofgem any provision (or provisions) contained in this Agreement by 
virtue of which the RTPA, had it not been repealed, would apply to this 
Agreement or any arrangement of which this Agreement forms part with a 
view to modifying such provision (or provisions) as may be necessary to 
ensure that the Authority would not exercise his right to give notice pursuant 
to paragraph 1(5)(d)(ii) or 2(2)(b)(ii) of the Order in respect of the 
Agreement as amended.  Such modification having been made, the parties 
shall provide a copy of the Agreement as modified to the Authority pursuant 
to Clause 1(i) above for approval in accordance with the terms of the Order.  

 
 4. For the purposes of this Clause, "Agreement" includes a variation of or an 

amendment to an agreement to which any provision of paragraphs 1(1) to (4) 
in the Schedule to the Order applies. 
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