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Version 2.0

This Modification Report is made pursuant to Rule 7.3 of the Modification Rules and follows the
format required under Rule 9.6.

1.

The Modification Proposal
The Proposal was as follows:

"The Authority decision on the sale of gas distribution networks by National Grid Transco
concluded that NTS offtake arrangements required reform to be introduced in two phases:

e “Interim Arrangements” to establish the new commercial framework recognising the
new NTS/DN interface; and

e “Enduring Arrangements” (by September 2005) to introduce more market based
arrangements effective from Gas Year 2008/09 consistent with the Authority’s
November Final Impact Assessment with regard to NTS exit capacity reform.

The Uniform Network Code (UNC) was therefore developed on the basis that the Interim
Arrangements would expire on 30 September 2008 and sunset clauses were introduced
associated with the arrangements for

a) Firm Capacity Applications for NTS Exit Points (under TPD Section B3.9); and

b) NTS Offtake Capacity registration for NTS/LDZ offtakes and provision of the
Offtake Capacity Statement (under TPD Section B6.2 and B6.3).

It was envisaged that the Enduring Arrangements would be introduced shortly after
completion of the DN sales process, facilitated by a UNC Modification Proposal, to define
the NTS exit regime to apply in respect of booking and utilisation of NTS exit capacity for
the period from 1st October 2008. However, on 24 June 2005 the Authority announced the
delay to the implementation of the Enduring Arrangements until September 2007 for
release of capacity rights from Gas Year 2010/11 to permit more time to consider and
refine the detail of these arrangements. Transitional Arrangements are therefore required
to cover the two intervening years between the end of the Interim Arrangements and the
commencement of the Enduring Arrangements.

Transco NTS therefore proposes the following changes to the UNC: -
a) Firm Capacity Applications

It is proposed that the current arrangements for Firm Capacity Applications be extended to
continue until 30 September 2010. This will allow Shipper Users to continue to request
increases in Firm Capacity or redesignation of an Interruptible Supply Point as Firm for
utilisation over 2 further Gas Years.

b) NTS Offtake Capacity Registration Process

In accordance with current UNC provisions, DNO Users have NTS Offtake Capacity
allocations for each of its NTS/LDZ offtakes for each Gas Year up to and including Gas
Year ending 30 September 2008. These allocations are contained in the Offtake Capacity
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Statement. DNO Users are able to request an increase or decrease to these allocations
during June/July each year (“the Application Window”). Transco NTS then informs the
DNO User whether its application has been accepted in whole or in part, or rejected,
through issuing a revised Offtake Capacity Statement (OCS) by 30 September following
the Application Window. The Offtake Capacity Statement contains the allocated NTS
Offtake (Flat) Capacity and NTS Offtake (Flexibility) Capacity for each of its NTS/LDZ
offtakes with the Assured Offtake Pressure.

It is proposed to extend these arrangements over the period of the Transitional
Arrangements such that DNO Users are able to apply on an annual basis for initial amounts
of NTS Offtake Capacity at each of its NTS/LDZ offtakes beyond 30 September 2008 - this
would be for one further Gas Year ahead each year. For 2005, it is proposed that the
Application Window for such capacity requests for Gas Year 2008/09 would be the first
two weeks after implementation of this Proposal i.e. 15 October 2005. For 2006, it is
proposed that DNO Users would apply for initial amounts of NTS Offtake Capacity for
Gas Year 2009/10 during the normal June/July Application Window.

Amendments to previously allocated NTS Offtake Capacity amounts are proposed to
continue on the same basis as the current arrangements over the transitional period. This
would mean, for example, that DNO Users would be able to apply for changes to existing
allocations for Gas Years 2006/07, 2007/08 and 2008/09 in June/July 2006.

Transco NTS will make determinations of any request to amend capacity allocations or for
an initial amount of capacity in accordance with the Incremental Exit Capacity Release
(IExCR) Methodology Statement. Transco NTS intends to consult on the changes to the
current interim [EXCR to extend its applicability beyond 30 September 2008 up to 30
September 2010 in parallel with the consultation on this Proposal. This will include an
approach for treatment of applications for the release of incremental capacity that require
NTS investment and thus require consideration as to when it is appropriate to investment in
the NTS and/or contract for demand management to enable increases in the availability of
capacity within the NTS.

Transco NTS will inform DNO Users whether its application for amendment to its
allocated capacity or an initial capacity amount has been accepted in whole or in part, or
rejected, through issuing a revised Offtake Capacity Statement (OCS). For 2005, it is
proposed that applications for initial capacity amounts for 2008/09 are responded to by six
weeks after implementation of this Proposal by update of the September 2005 OCS i.e. 12
November 2005. For 2006 to 2009, it is proposed that the OCS is issued by 30 September
each year.

As there are no agreed Assured Offtake Pressures for Gas Years beyond 30 September
2008, it is proposed that such values are set for each NTS/LDZ offtake at the same level as
specified for the previous Gas Year, subject to any revisions agreed in accordance with
existing mechanisms under TPD Section J2.5.

Table 1. Proposed Timetable for NTS Offtake Capacity Registration over the transitional
period

© all rights reserved Page 2 Version 2.0 created on 23/09/2005



Joint Office of Gas Transporters

Application Window Requests for Requests for Initial Transco NTS
Amended Capacity Capacity Response to
— Relevant Gas — Relevant Gas Year Capacity Request
Years
Two weeks after 2008/09 Six weeks after
implementation of implementation of
Proposal Proposal
June/July 2006 2006/07 2009/10 30 September
2007/08 2006
2008/09
June/July 2007 2007/08 30 September
2008/09 2007
2009/10
June/July 2008 2008/09 30 September
2009/10 2008
June/July 2009 2009/10 30 September
2009

It is recognised that Shipper Users at NTS Supply Points and NTS CSEPs can only
formally register NTS Exit Capacity requirements under the current UNC provisions for
shorter periods and closer to the gas flow day compared to the proposals set out above for
DNs. However, Shipper Users and/or developers are able to “reserve” future capacity
requirements that would require investment in the NTS via the execution of an Advanced
Reservation of Capacity Agreement (ARCA) as explained in Transco NTS’s statement of
“Principles and Methods to be used to Determine Charges for National Transmission
System Connection Services” (available on Transco’s website). An ARCA obliges
Transco NTS to accept Shipper User applications for firm capacity (or load increase or
transfer) in respect of the relevant NTS Exit Point up to the level in the ARCA over a
specified period. Transco NTS therefore considers that the current arrangements in place
for NTS Supply Points and NTS CSEPs allow Shipper Users, where NTS investment is
required, to obtain the required rights, although indirectly, for capacity ahead of and for
longer periods than the formal UNC registration process allows and is thus comparable to
the proposals put forward in this Modification for DNO Users. This therefore allows, in
Transco NTS’s view, to delay fundamental changes in the Shipper User UNC registration
processes until the Enduring Arrangements are implemented, in accordance with the
Authority’s November Final Impact Assessment, when it is envisaged that common
capacity products and registration processes would be introduced across all NTS Exit
Points.

If this Proposal were not implemented in the indicated timescales, there would be no
mechanism for DNO Users to apply for, and Transco NTS to confirm, NTS Offtake
Capacity requirements beyond September 2008, such that Transporters are able to finalise
its respective investment plans and ensure compliance with its Licence and Safety Case
obligations."

2.  Extent to which implementation of the proposed modification would better facilitate
the relevant objectives
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The Proposer considered that "this Proposal would, if implemented, better facilitate the
following Relevant Objectives as set out in its Gas Transporters Licence:

¢ in respect of Standard Special Condition A11 paragraph 1(a), the Proposal would enable
DNO Users to register its NTS/LDZ Offtake Capacity requirements beyond September
2008, which would allow Transco NTS to undertake better informed investment
decisions and thereby better facilitate the efficient and economic operation of the NTS
pipeline system;

¢ in respect of Standard Special Condition A11 paragraph 1(b), the Proposal would enable
Transco NTS and DNO Users to formally confirm NTS/LDZ Offtake Capacity levels to
support their respective investment decisions beyond September 2008 and thereby
better facilitate the co-ordinated, efficient and economic operation of the combined
pipe-line system; and

¢ in respect of Standard Special Condition A11 paragraph 1(c) (the efficient discharge of
the licensee’s obligations under this licence), the Proposal would also promote the
economic and efficient development and operation of the system which might be
expected to facilitate the relevant objective of compliance with Licence obligations."

Seven respondents (BGT, SGN, SSE, CIA, WWU, GdF, NGD) suggested that the
proposals should better facilitate the relevant objectives as detailed in the draft
modification report.

Four respondents (BGT, CIA, NGN, NGD) suggested that implementation of this proposal
would further the relevant objectives in providing the necessary information in support of
planning processes required within Transporters’ licences in developing their networks in a
co-ordinated, economic and efficient manner. Further to this, NGD commented at length on
how in its view, the proposal would better facilitate the relevant objectives of a DNO.

EON however suggested that the continued application of a sunset clause would
“perpetuate regulatory uncertainty which in turn undermines competition in the shipping

and supply of gas”

3. The implications of implementing the Modification Proposal on security of supply,
operation of the Total System and industry fragmentation

The Proposer considered that implementation of this Proposal "would benefit security of
supply by ensuring DNO Users are able to request NTS Offtake Capacity requirements and
Transco NTS is able to confirm allocations to DNO Users for Gas Years beyond September
2008. This will support Transporter’s undertaking investment decisions in a co-ordinated
manner and ensure sufficient transportation capability is available to meet the peak
demand."

NGN expressed support for the views put forward by the Proposer.

SSE considered that “implementation of the proposal would be beneficial to security of
supply and the operation of the Total System as the Transporters will be able to make
planning and investment decisions on their respective networks. This will enhance their
ability to meet all reasonable demand for gas thereby satisfying their licence (Standard
Special Conditions A17 and A9) and statutory obligations”.
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CIA also commented that implementation of the proposal would “benefit security of supply
by ensuring DNO Users are able to request NTS Offtake Capacity requirements beyond
September 2008, which will aid Transco's investment planning decisions, and help to
ensure adequate capacity is available into the future”

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

a) implications for operation of the System:

The Proposer did not believe this Proposal, if implemented, would adversely affect the
operation of the System.

b) development and capital cost and operating cost implications:

The Proposer believed "this Proposal, if implemented, would facilitate the efficient and
economic formulation of each Transporter’s investment programmes, thereby allowing
investments to be undertaken in a more cost effective and efficient manner."

¢) extent to which it is appropriate to recover the costs, and proposal for the most
appropriate way to recover the costs:

The Proposer did not believe this Proposal, if implemented, would require it to recover any
additional costs.

d) analysis of the consequences (if any) this proposal would have on price regulation:

The Proposer did not believe this Proposal, if implemented, would have any consequences
on price regulation.

5. The consequence of implementing the Modification Proposal on the level of
contractual risk of each Transporter under the Code as modified by the Modification
Proposal

The Proposer did not believe this Proposal, if implemented, would have any consequences
on the level of contractual risk of each Transporter.

6. The high level indication of the areas of the UK Link System likely to be affected,
together with the development implications and other implications for the UK Link
Systems and related computer systems of each Transporter and Users

The Proposer did not envisage any impact on the UK Link System if this Proposal were to
be implemented.

7. The implications of implementing the Modification Proposal for Users, including
administrative and operational costs and level of contractual risk

The Proposer commented that nothing had been brought to its attention "to suggest that
Users would incur additional costs or risks under the Uniform Network Code to implement
the Proposal.”

SSE stated that “We do not believe that there are any additional risks or costs for Users
associated with implementing the proposal.”
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8.  The implications of implementing the Modification Proposal for Terminal Operators,
Consumers, Connected System Operators, Suppliers, producers and, any Non Code
Party

SSE stated that “Implementation of the proposal ought to provide greater certainty for all
parties as they will have the ability to signal their NTS Exit Capacity needs out to 30
September 2010.”

9. Consequences on the legislative and regulatory obligations and contractual
relationships of each Transporter and each User and Non Code Party of
implementing the Modification Proposal

EON suggested that the continued application of a sunset clause would “perpetuate
regulatory uncertainty which in turn undermines competition in the shipping and supply of

2

gas

10. Analysis of any advantages or disadvantages of implementation of the Modification
Proposal

The Proposer identified the following advantages of implementation:

e It would "allow DNO Users to apply for NTS Offtake Capacity requirements and
Transco NTS to confirm capacity allocations to DNO Users for Gas Years beyond 30
September 2008. This will support Transporter’s undertaking co-ordinated, efficient
and economic investment decisions and ensure sufficient transportation capability is
available to meet the peak demand; and

e allow for the extension of the Interim Arrangements until the Enduring Arrangements
without fundamental changes to Shipper User capacity registration processes."

The Proposer was "unaware of any disadvantages."

SSE stated that it agreed with the advantages advocated by the proposer for the
Transporters.

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

Representations have been received from the following 13 parties :

Association of Electricity Producers AEP

British Gas Trading BGT
Chemical Industries Association CIA
EDF Energy EDF
E.ON UK EON
Gaz de France GdF
National Grid Distribution NGD
Northern Gas Networks NGN
RWE Npower RWE
Scottish and Southern Energy SSE
Scotia Gas Networks SGN
Transco NTS TNTS
Wales & West Utilities WWwWU
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All respondents provided support for the Modification Proposal, with four of these (AEP,
EDF, GdF, EON) adding qualification to their support.

The majority of respondents expressed support for the Proposal on the basis that it provides
a pragmatic means of managing NTS Exit and Offtake Capacity following the Authority
decision to delay implementation of the enduring arrangements until 2008/9. Many
respondents commented that the Proposal extends the interim arrangements for a further
two years, with SGN suggesting that “the proposals put forward by UKT, ...., are
pragmatic and simple to implement.”, and BGT stating that “this proposal represents a
pragmatic solution to the arrangements for the transitional period.” WWU stated that it is
“firmly of the view that the interim arrangements are valid for an extended period,
providing the industry with a period of stability and permitting emphasis to be placed on
developing the long-term, enduring arrangements.”

Seven respondents (BGT, SGN, SSE, CIA, WWU, GdF, NGD) suggested that the
proposals should better facilitate the relevant objectives as detailed in the draft
modification report (detailed points are provided in Section 2).

“Sunset" Clauses

The four respondents offering qualified support stated that their reservations with the
proposal reside with the use of extending end-dated clauses. They expressed opposition to
the use of sunset clauses as it “forces” a later reform of the exit capacity arrangements
when the current arrangements may be adequate, a view that was also expressed by CIA
who suggested “that this simple process could be developed into the enduring offtake
regime” and EON who stated that “this proposal offers a viable model for the so called
“enduring offtake arrangements””. GAF “does not consider that there is a need for further
reform over and above the current “Interim Arrangements””. RWE stated that “we very
much hope that Ofgem keep an open mind to the possibility of making the interim
arrangements currently contained in the UNC (which this modification now seeks to
extend) the basis for an enduring solution to the NTS exit regime.” AEP commented that
the use of sunset clauses “assumes that further changes to the arrangements are
necessary”. Both AEP & GdF suggested that any further changes would need to be
considered on their own merits and would need to better facilitate the relevant objectives
over and above the current arrangements. EON argued that this approach forces parties to
bring forward proposals because an “arbitrary end-date” has been included in the Uniform
Network Code. It further suggested that Transco NTS amends its proposal to ensure it can
continue to apply post 30 September 2010.

GdF stated that “our preferred approach would have been to see a rolling end-date for this
modification rather than the firm date of 30 September 2010”. GdF and AEP commented
that further modification(s) may be necessary to extend or remove the sunset clauses if the
interim arrangements are to be extended for any other reason.

AEP & EDF observed that the modification does not allow the signalling of exit capacity
beyond 30 September 2010, and that this could be important if Transco were to extend the
lead times associated with Specific Reinforcement in the ARCAs beyond three years.

EDF further suggested that “there is nothing to say that the sunset clauses could not be
extended for 10 or 15 years or that DNs could be required to use the ARCA’s based system
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indefinitely for signalling their capacity requirements as NTS shippers currently do. This
would seem to be the least complicated and discriminatory form of enduring arrangements
going forward.”

EON provided a number of comments expressing concern at the further use of sunset
clauses, suggesting that parties do not have any certainty as to what arrangements might be
in place after 30 September 2010. EON further stated that “- the delay is welcome but the
inclusion of this date perpetuates regulatory uncertainty which in turn undermines
competition in the shipping and supply of gas. It is wrong in principle to create this
unnecessary uncertainty especially where a code baseline is supposed to set out the terms
and conditions for gas transportation on an ‘evergreen’ basis.” EON also commented that
it is inappropriate to deem the proposed arrangements as transitional (by the use of an end-
date) in those circumstances where the enduring arrangements are not yet defined. The
removal of the licence condition, EON added, that requires Transco NTS to use best
endeavours to implement the enduring offtake arrangements by 1 September 2005 means
Transco should no longer feel obliged to “pursue” reforms that as EON understands it,
“Transco does not fundamentally believe in”. Thus, it suggested, Transco should remove
the ‘end-date’ from its proposals.

A number of respondents argued that the extension of the interim arrangements will
facilitate further discussion on any necessary further developments towards any enduring
regime, with NGD stating that “The structure of the modification is good in that it
minimises change and makes use of existing processes by extending the sunset dates in the
code.”

Arrangements at Direct Connects and DN Offtakes - ARCAs

GdF expressed support for the proposal that the current registration process for NTS
directly connected sites and also the ARCA process for incremental capacity requirements
remain unchanged.

SGN commented on the comparisons in the Draft Modification Report between capacity
booking arrangements for NTS Direct Connects and DNOs. SGN noted that Shippers
normally signal capacity requirements on shorter timescales than Transporters and stated
that, in its view, there are many reasons why this is appropriate. SGN explained that
ARCAs however allow Shippers and Developers to reserve capacity over a longer
timeframe, outwith the capacity registration process.

SGN provided further comments on the appropriateness of ARCAs when extended to
DNOs, which in the SME’s view are outside the scope of this Modification Proposal and
the subject of a separate Transco NTS consultation (“Consultation on Distribution Network
ARCA and Direct Connect ARCA”).

EON suggested that “the legal drafting should make clear that all Advance Reservation of

Capacity Agreements should be subject to UNC governance and oversight by the UNC
Panel”

EON commented further that the ARCA terms could either be included in the UNC, or the
form of these ancillary documents should be subject to approval by the UNC Network
Code Committee from time to time (as per modification proposal 730 “Extending
established Network Code governance arrangements to relevant Transco documents”). It
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further suggested that to avoid undue discrimination between NTS connectees it is
particularly important that ARCAs remain standard documents, and any future changes to
ARCA terms are properly consulted on and are visible to all market participants. These
documents, it added, should not be allowed to evolve into bilaterally negotiated agreements

The SME would observe that the Transco NTS consultation on DN ARCAs and DC ARCAs
seeks to provide a common ARCA framework for all DNOs and shippers and developers at
Direct Connects. Although any new DN or DC ARCAs would contain elements specific to
the particular NTS Exit Point, it is the SME’s understanding that they would all be based
on the proposed generic ARCA.

Consultation Exercise on related Transco NTS statements

A number of respondents (NGD, SGN, EDF, AEP) made reference to the separate
consultation exercises that Transco NTS has initiated (Standard Condition 4b statement ;
the Interim and Transitional IexCR methodology statement ; the DN ARCA and DC
ARCA)

NGD suggested that “Whilst these supporting changes are required, they will not alter this
modification and therefore it is possible for users to recommend implementation before
consultation on these changes has been completed”.

AEP took an alternative view, stating that “The Association is also concerned that this
modification is linked to a number of other documents” and observed that the other
statements are “subject to concurrent consultation but subject to different governance
arrangements”. While suggesting that the outcome of these consultations may not have a
material impact on the modification itself, as arguably this stands alone, AEP argued that
this could impact participants’ perception of this modification and the effect of the legal
text, which could in turn affect their support for the proposal.

It is the SME’s understanding that there is an interaction between this modification
proposal and the other Transco NTS statements that are out for consultation, but that the
final outcome of whether the Transco NTS Licence statements are approved should not
affect whether this modification can be implemented. For example, a non-approval of the
Interim/Transitional lexCR methodology statement may hinder Transco NTS’ ability to
meet requests for incremental exit capacity from October 2008 onwards, but would not
prevent the processes put forward in this modification proposal being introduced.

Calorific Value (CV) data

NGN commented that the proposed timeframe for passing of capacity information between
the July — October window from 2006 onwards, is likely to result in DNs utilising CV data
provided from the previous October, whereas in its view, historically DNs have utilised
equivalent data provided in May/June of the current year. NGN suggested that, having
examined both sets of data, decisions based on October data are likely to be no less or more
accurate than those based on the previously used May/June data. NGN further suggested
that consistency in the approach in this area may well be best served by Transporters
referencing this approach in the Offtake Communications Document.

The SME can advise that this topic was discussed at the Offtake Arrangements Workstream
on 7 September 2005, and in particular whether there would be merit in all DNOs using a
common set of CV data, or whether DNOs could use their commercial discretion. It was
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agreed that a proposal for an Industry Standard on which CV data to be used for network
planning would be developed for consideration to be incorporated in the Olfftake
Communications Document.

Comments on Legal Text

NGD proposed two minor changes to the legal text, the first of which in its view improves
clarity but does not change the effect of this proposal, the second change being due to an
error :

e The sunset date should be a defined term rather than being repeated in several clauses.
This structure would then simplify drafting.

The SME has discussed this suggestion with the Proposer, who wishes leave the text
unchanged since the suggested change would not reduce the extent of repetition and would
not substantially simplify the legal drafting.

e Section B - 3.9.1 (b) (ii) should read 3.9.3 (b) (ii)
SSE proposed the following amendments :
e Section B - 3.9.1 (b) (ii) should read 3.9.3 (b) (ii)
e Section J 2.5.4(b) should read “in relation to”
(Section J2.5.4 (a) has also been similarly amended for consistency)
e SectionJ 2.5.7 - should the word “is” in line 4 read “are”
e Transition Document
o  1.6.1 —suggest the last line should read “in accordance with this Section B6”

o 1.6.3 — after “2009” , suggest the words “in relation to each NTS/LDZ offtake”
are inserted

o  1.7.2 — should the word “is” read “are”
SGN proposed two amendments :

e Section B - 3.9.1 (b) (ii) should read 3.9.3 (b) (ii)

e Transition Document : 1.6.3 — suggest information will be provided for each DNO User
“by NTS/LDZ Offtake” for each Gas Year

The SME welcomes the clarificatory comments provided by respondents on the Legal Text
which have been considered and discussed with the Proposer and incorporated into the
Legal Text in this Modification Report in order to better reflect the intent of the Proposal.

12. The extent to which the implementation is required to enable each Transporter to
facilitate compliance with safety or other legislation

NGN stated that “The absence of a UNC proposal in this area may result in Transco NTS
having insufficient time to complete any required reinforcement to provide the required
capacity in sufficient time. As a consequence DNs are at risk of being in potential breach of
their Safety Case requirements.”
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NGN further stated that “The likelihood of such eventualities may appear small however
NGN believe the implementation of this proposal would negate this risk and provide the
required certainty around the required processes for the transitional period”.

NGD stated that “If this Code Modification is not available for implementation in October
2005 then such a delay may result in UKT not completing the necessary reinforcement to
enable the provision of capacity in sufficient time. Consequently in such event there would
be a material risk that a DNO will then be in breach of its Safety Case requirements and
would also be unable to demonstrate that it had developed its pipeline system to satisfy the
security standards prescribed in standard special condition A9 of its licence”.

WWU “believes that implementation of this modification enables the Transporter to
comply with Safety Case obligations with respect to 5 year planning certainty and is
consistent with the time periods Transco NTS requires to ensure that DN Offtake
Requirements can be delivered.”

13. The extent to which the implementation is required having regard to any proposed
change in the methodology established under paragraph 5 of Condition A4 or the
statement furnished by each Transporter under paragraph 1 of Condition 4 of the
Transporter's Licence

No such requirements have been identified.

14. Programme for works required as a consequence of implementing the Modification
Proposal

No programme of works has been identified.

15. Proposed implementation timetable (including timetable for any necessary
information systems changes)

The Proposer suggested an implementation date of 1 October 2005.

NGN stated that the planned implementation date of the proposal “should forecast any
signals received around October 2005, which may necessitate major capacity requirements
beyond October 2008, therefore most likely to require system reinforcement and a 36
month timeframe to enable its delivery”.

NGD stated that “this proposal should be implemented before October 2005 to ensure that
if major capacity requirements are identified beyond October 2008, and this is likely to
require system reinforcement, the necessary investment can be completed within the
associated 3 year planning timescale. If this Code Modification is not available for
implementation in October 2005 then such a delay may result in UKT not completing the
necessary reinforcement to enable the provision of capacity in sufficient time.
Consequently in such event there would be a material risk that a DNO will then be in
breach of its Safety Case requirements and would also be unable to demonstrate that it had
developed its pipeline system to satisfy the security standards prescribed in standard
special condition A9 of its licence”.

WWU noted that the proposed timetable for NTS Offtake Capacity Registration over the
transitional period appears challenging but in its view is feasible.
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16. Implications of implementing this Modification Proposal upon existing Code
Standards of Service

No such implications have been identified.

17. Recommendation regarding implementation of this Modification Proposal and the
number of votes of the Modification Panel

At the Modification Panel meeting held on 23 September 2005, of the eight Voting
Members present, capable of casting ten votes, ten votes were cast in favour of
implementing this Modification Proposal. Therefore, the Panel recommended
implementation of this Proposal.

18. Transporter's Proposal

This Modification Report contains the Transporter's proposal to modify the Code and the
Transporter now seeks direction from the Gas & Electricity Markets Authority in
accordance with this report.
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19. Text

UNIFORM NETWORK CODE — TRANSPORTATION PRINCIPAL DOCUMENT
SECTION B - SYSTEM USE AND CAPACITY
Amend paragraph 3.9.1(a) to read as follows:

“(a) to—inerease—thefor an amount (or increased amount) of its NTS Offtake
Capacity at an NTS/LDZ Offtake pursuant to paragraph 6.3;"

Amend paragraph 3.9.3(b) (ii) to read as follows:

"(ii))  the period (commencing on the date specified under paragraph (i) and
ending not later than 30 September 20682010) for which it applies for
the relevant amount or increased amount of System Capacity or (as the
case may be) redesignation of the Interruptible Supply Point as Firm;

Amend paragraph 6.2.1 to read as follows:

"6.2.1 Transco NTS will issue to each DNO User, not later than 30 September in each Gas
Year, a statement ("Offtake Capacity Statement") specifying, for each DNO
User, for each of the Gas Years (each a relevant Gas Year) up to and including the
Gas Year ending 30 September 26082010, in relation to each NTS/LDZ Offtake:

(a) an amount of NTS Offtake (Flat) Capacity;

(b) an amount of NTS Offtake (Flexibility) Capacity;

(©) Assured Offtake Pressures (in accordance with Section J2.5)."
Amend paragraph 6.2.4 to read as follows:

"6.2.4 The Offtake Capacity Statement issued in any Gas Year will, as respects each
relevant Gas Year, contain the same details as were specified in the preceding year's
statement for that Gas Year, subject to any revision pursuant to paragraph 6.3 or, in
the case of Assured Offtake Pressures, Section J 2.5."

Amend paragraph 6.3.2 to read as follows:
“6.3.2 A DNO User may apply :
(a) to increase its NTS Offtake Capacity at an NTS/LDZ Offtake:

(1) in relation to any relevant Gas Year (year Y) or any relevant Gas
Year after Year Y by submitting an application to Transco NTS
during the period (the Application Window) 1 June to 31 July in
Gas Year Y-1;

(1)  in relation to any relevant Gas Year (year Y) or the remaining part
thereof where the DNO User might otherwise be unable to comply
with the relevant conditions of its Transporter's Licence, by
submitting an application to Transco NTS at any time after the end
of the Application Window in Gas Year Y-1;
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(b) for an amount of NTS Offtake Capacity at an NTS/LDZ Offtake in relation
to any relevant Gas Year (year Y) by submitting an application to Transco
NTS during the Application Window 1 June to 31 July in Gas Year Y-4;

subject to and in accordance with this paragraph 6.”
Amend paragraph 6.3.3 to read as follows:

"6.3.3 An application for-inereased-an amount of NTS Offtake Capacity or for an increase
in NTS Offtake Capacity at an NTS/LDZ Offtake shall specify:

(a) the identity of the User;
(b) the relevant NTS/LDZ Offtake;

(©) the relevant Gas Year or Gas Years (or parts thereof) in respect of which the
application is made;

(d) the amount or increased amount of NTS Offtake (Flat) Capacity and/or the
amount or increased amount of NTS Offtake (Flexibility) Capacity applied
for.”

Amend paragraph 6.3.4 to read as follows:

“6.3.4 Transco NTS may reject, or accept in part only, an application for rereased-an
amount of or an increase in NTS Offtake Capacity in respect of an NTS/LDZ
Offtake where, or (as the case may be) to the extent that, Transco NTS determines
that it would not be feasible to make gas available for offtake at the NTS/LDZ
Offtake on the basis of such amount or increased_amount of NTS Offtake Capacity
throughout the period for which the application is made.”

Amend paragraph 6.3.5 to read as follows:

“6.3.5 In making any determination under paragraph 6.3.4 in relation to applications made
within an Application Window, Transco NTS will take into account all applications
received by Transco NTS within the Application Window from DNO Users for
iereased—an amount of or an increase in NTS Offtake Capacity and from any
Shipper User for an _amount of or an increase in NTS Exit Capacity at an NTS Exit
Point other than an NTS/LDZ Offtake (and where relevant the provisions of
paragraph 3.9).”

Amend paragraph 6.3.6 to read as follows:
“6.3.6 Transco NTS will:

(a) in the case of an application under paragraph 6.3.2(a)(i) or (b), by 30
September following the relevant Application Window-Perted; and

(b) in the case of an application under paragraph 6.3.2 ¢(b)(a)(ii), as soon as
reasonably practicable after receiving the application;

notify the User whether its application is accepted in whole or in part, or rejected,
specifying (where the application is accepted in part) the amount of NTS Offtake (Flat)
Capacity and/or NTS Offtake (Flexibility) Capacity for which the application is accepted.”

Amend paragraph 6.3.8 to read as follows:
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“6.3.8 Where Transco NTS accepts an application (in whole or in part) for inereased-an
amount of, or an increase in, NTS Offtake Capacity, or where a DNO User
decreases the amount of its NTS Offtake Capacity, Transco NTS will issue a
revised Offtake Capacity Statement reflecting the-such amount, or such increase or
decrease.”

SECTION J - EXIT REQUIREMENTS
Amend paragraph 2.5.3 to read as follows:

“2.5.3 For the purposes of Section B6.3, in connection with an application for inereased an
amount or an increase in NTS Offtake Capacity, Transco NTS will not determine that it
is feasible to make gas available for offtake on the basis of such increase to the extent that
the 0600 and 2200 pressures at which it expects that, under normal NTS operating
conditions, gas would (if such application were accepted) be available for offtake at the
NTS/LDZ Offtake on any Day during any relevant Gas Year would be reduced below the
prevailing Assured Offtake Pressures”

Amend paragraph 2.5.4 to read as follows:

“2.5.4 A DNO User may, at the times at which it may apply (in accordance with B6.3.2)
for :

(a) an increase in NTS Offtake Capacity, apply to increase the Assured Offtake
Pressures in relation to an NTS/LDZ Offtake for a relevant Gas Year;

(b) an _amount of NTS Offtake Capacity, apply for the Assured Offtake
Pressures in relation to an NTS/LDZ Offtake for a relevant Gas Year.”

Amend paragraph 2.5.5 to read as follows:

“2.5.5 Subject to paragraph 2.5.7, Transco NTS may reject, or accept in part only, any
application for-inereased, or an increase in, Assured Offtake Pressures in respect of
an NTS/LDZ Offtake in a Gas Year where, or (as the case may be) to the exent that,
Transco NTS determines (having regard, inter alia, to the amounts of NTS Offtake
Capacity and NTS Exit Capacity held by Users) it would not be possible (under all
credible NTS operating conditions) to make gas available for offtake at the
NTS/LDZ Offtake on any Day during that Gas Year at the increased Assured
Offtake Pressures applied for.”

Add new paragraph 2.5.7 to read as follows:

“2.5.7 For the purposes of paragraph 2.5.5, where a DNO User has applied for Assured
Offtake Pressures at an NTS/LDZ Offtake for a relevant Gas Year in accordance
with paragraph J2.5.4(b), then where the Assured Offtake Pressures specified in the
Offtake Capacity Statement for the preceding year are:

(a) greater than or equal to the Assured Offtake Pressures applied for, such
application will be accepted; or

(b) less than the Assured Offtake Pressures applied for, the Assured Offtake
Pressures accepted will be not less than the values specified in the Offtake
Capacity Statement for such preceding year.”

UNIFORM NETWORK CODE — TRANSITION DOCUMENT
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PART IIC — TRANSITION RULES
“1.1 TPD Section B : SYSTEM USE AND CAPACITY

Amend the following new paragraphs to paragraph 1.1.1:
1.1.2  TPD Section B6.3.2(b)

A DNO User may apply for an amount of NTS Offtake Capacity at an NTS/LDZ
Offtake in relation to the relevant Gas Year ending 30 September 2009 by
submitting an application to Transco NTS no later than 15 October 2005 subject to
and in accordance with TPD Section B6.

1.1.3 TPD Section B6.3.6

In the case of an application under paragraph 1.1.2, Transco NTS will notify the
DNO User by no later than 12 November 2005 whether such application has been
accepted in whole or in part, or rejected, specifying (where the application is
accepted in part ) the amount of NTS (Flat) Capacity and /or NTS Offtake
(Flexibility) Capacity for which the application is accepted.

1.1.4 TPD Section B 6.2.1

Transco NTS will issue to each of the DNO Users not later than 12 November 2005
a revised Offtake Capacity Statement specifying the amount of NTS Offtake (Flat)
Capacity, NTS (Flexibility) Capacity and Assured Offtake Pressures for each of the
DNO Users for each of the Gas Years up to and including the Gas Year ending 30
September 2009 in relation to each NTS/LDZ Offtake.”

“1.2  TPD Section J : EXIT REQUIREMENTS

Add the following paragraphs to paragraph 1.2.1 :
1.2.2 TPD Section J2.5.4(b)

A DNO User may, at the time at which it may apply for an amount of NTS Offtake
Capacity (in accordance with paragraph 1.1.2) apply for Assured Offtake Pressures
in relation to each NTS/LDZ Offtake for the Gas Year ending 30 September 2009.

1.2.3 TPD Section J2.5.7

Where an application has been made in accordance with paragraph 1.2.2 then where
the Assured Offtake Pressures specified in the Offtake Capacity Statement for the
preceding year are:

(a) oreater than or equal to the Assured Offtake Pressures applied for, such
application will be accepted;

(b) less than the Assured Offtake Pressures applied for, the Assured Offtake
Pressures accepted will be not less than the values specified in the Offtake
Capacity Statement for such preceding vear;

and in either case Transco NTS will notify the DNO User accordingly by no later
than 12 November 2005.”
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Subject Matter Expert sign off:

I confirm that I have prepared this modification report in accordance with the Modification
Rules.

Signature:

Date :

Signed for and on behalf of Relevant Gas Transporters:

Tim Davis
Chief Executive Officer, Joint Office of Gas Transporters

Signature:

Date :
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