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We believe this proposal to be sufficiently developed for it to proceed to consultation. While
UNC parties may wish to raise issues in general relating to the commercial arrangements for
System Entry Points connected to LDZs, we believe that the co-located DN exit / entry
arrangement at Holford to be of sufficient potential value as to warrant a prompt consultation
on the proposed commercial arrangement detailed below. This proposal reflects our response
to Chapter 5 of the Recent Ofgem Consultation; “New Entry Arrangements for Connecting to
the Gas Distribution Network”

Nature and Purpose of Proposal (including consequence of non implementation)

Current Arrangements

In accordance with UNC TPD paragraph B1.2.8, where an Aggregate System Entry Point
(“ASEP”) is connected to an LDZ, Users delivering gas at that point are deemed to have
utilised capacity in the NTS and, consequently, would have to apply for and hold NTS Entry
Capacity to avoid capacity over-runs. At present there are a small number of such
connections which account for a relatively small proportion of the gas entering the UK gas
network. These entry points are either on-shore gas fields or LNG boil-off connections. Since
these entry points are deemed to have used the NTS, they are listed in the NTS Entry
Capacity Statement, included in NTS’s Transporter Licence Condition [xxx], in exactly the
same way as actual NTS connections, such as the beach terminals and the Interconnector.
Accordingly, all the provisions of UNC TPD Section B, including commercial activities such as
capacity auctions and capacity buy-backs apply at these DN System Entry Points. To
summarise, whilst physically being attached to the Distribution Network, from a regulatory
perspective and contractually, they are treated as being attached to the NTS.

This proposal concerns the development of contractual arrangements for, what is at present,
a unique type of system connection point known as Holford. Holford is characterised by being
both a combined System Exit and System Entry Point connected to the North West
Distribution Network. It is intended that shipper(s) would use the facility as short-term storage
which could require the storage facility to be filled and emptied frequently throughout the year.
Under the current licensing and UNC arrangements, during its emptying cycle Holford storage
facility would be classified as a System Entry Point and shippers wishing to export gas to the
Total System would need NTS Entry Capacity. As with other System Entry Points connected
to the DN, the quantity of capacity available would be specified in NTS’s transporter’s licence,
(although in this case baseline capacity would be zero as the entry capacity would be fully
interruptible).

Proposal

In recognition of the physical situation, it is proposed that the UNC is modified to exclude
System Entry Points connected to a DN, not specified in the NTS's Licence Capacity
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Statement, from being deemed to have used the NTS. In this way, much of the complexity of
including Holford in the NTS Entry Capacity commercial arrangements would be removed.
The connection would still be categorised as a System Entry Point and, as such, gas entering
from the connection would still be allocated to a shipper and would form part of its aggregate
UDQI and, as such, would still be available for trade at the NBP.

For the avoidance of doubt, with respect to the exit arrangements, (Holford’s fill cycle), it is
proposed that the facility is treated as a DM CSEP, and would observe all the UNC terms
associated with such exit points.

The System Entry Point would be required to have a Storage Connection Agreement,
(incorporating Network Entry Provisions), which would deal with the inter-operator
arrangements such as restrictions to flow rates and interruption of filling and emptying cycles.
It is anticipated that, at least for a transitional period up to 30th September 2007, the System
Entry Point at Holford would have no firm capacity rights in respect of both the filling and the
emptying parts of the operating cycle.

It is understood that other similarly connected System Entry Points may wish to migrate away
from the current commercial arrangement in the fullness of time, but to de-link other such
System Entry Points from NTS Entry Capacity would require more significant UNC and
transporter licence modifications, particularly if the migration involved the transfer of firm
capacity obligations between transporter licences.

We believe that a simple, specific, temporary dis-application of Section B2 (NTS Entry
Capacity), as advocated in the proposal, is the appropriate way forward, given the nature of
the physical operation occurring at this system point.

Consequences of non implementation

For gas to be able to enter the Total System, Holford would need to be included as a System
Entry Point in NTS licence capacity statement and would be given baseline entry capacity.
Since it is proposed that the Holford operation is fully interruptible, in terms of both exit and
entry, the baseline capacity would be zero.

The inclusion of these points, which have no effect on either NTS SO or TO operations, would
seem to be purely a bureaucratic exercise resulting in no benefit to the NTS business.
Accordingly, we would see the adoption of such a regime for the Holford scenario, as being
inefficient from both a commercial and a regulatory perspective.

Proposed Charging Methodology

At present, distribution transportation charges are based primarily on the Supply Point Offtake
Quantity, Annual Quantity and actual throughput offtaken for a Supply Point or Connected
System Exit Point (“CSEP”). There are no distribution transportation charges relating to the
entry of gas into the distribution system. Hence, the charging regime may be summarised as:

° Connection Charge: payable by the developer, reflecting the cost of the physical
connection to the existing system and any immediate reinforcement
requirements or additional NTS exit capacity required. This is similar in principle
to the arrangements for new gas demand. In the case of Holford the physical
connection assets already exist.

. Exit Charge: for gas exiting the DN at Holford it is proposed to apply existing DN
CSEP charges. For an interruptible customer (who does not pay capacity
charges), this would only be the LDZ CSEP commodity charge.

. Entry Charge: at present no charges exist for gas entering the DN and it is not
proposed to introduce one, for the proposed transitional period, where the entry
arrangement is wholly interruptible.
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Basis upon which the Proposer considers that it will better facilitate the
achievement of the Relevant Objectives, specified in Standard Special Condition
Al1.1 & 2 of the Gas Transporters Licence

Arrangements that allow the offtake and short term storage of gas on a Distribution Network
provide an additional tool for shippers to balance their portfolios. Although the service
proposed here is wholly interruptible, such an arrangement would have the potential to deliver
gas to the Total System at times of high demand and, generally, would provide an additional
source of gas to shippers depending on the facility’s operating cycle.

It is our opinion that the additional balancing tool, created largely by utilising existing
transportation assets at marginal cost, would further relevant objectives SSCA11.1(a) and (d)
of a gas transporter’s licence. We believe that introducing the new DN Entry service would
enhance the efficient and economic operation of our pipeline system and the additional
balancing tool offered to Users would assist in securing effective competition between
relevant shippers and suppliers.

Any further information (Optional), likely impact on systems, processes or
procedures, Proposer's view on implementation timescales and suggested text

We do not anticipate any changes to systems.

Gemini is capable of handling DN entry points at present and further such entry points could
be set up, as required. Shippers would be able to make input nominations against Holford
entry in the same way as they would for any other existing system entry point.

Indicative Preliminary Legal Text

Transition Document Part lIC

Insert the following as new paragraph 1.1.6:

“1.1.6 TPD Section B2

The provisions of TPD Section B2 shall not apply to any LDZ System Entry Point (a
“‘New LDZ System Entry Point”) that is not listed in [Special Condition xx] of the
National Grid NTS’s Transporter’s Licence. In respect of any New LDZ System Entry
Point, the type and quantity of entry capacity that will be offered, the method by which
such capacity will be offered and subsequently allocated, and the rules relating to the
use of that capacity will be set out in a separate agreement (a “Bilateral
Agreement’) between the relevant Transporter and the operator of the Delivery
Facility connected to the System at the New LDZ System Entry Point. The relevant
Transporter may make it a condition of any User being allocated or holding capacity
at a New LDZ System Entry Point that such User enter into or accede to an Ancillary
Agreement setting out the terms of the use of the relevant System for the purposes of
delivering gas at the New LDZ System Entry Point.

Any references in the Code to Section B2 shall, for the purposes of a New LDZ
System Entry Point, be deemed to be references to this paragraph 1.1.6, the
provisions of the relevant Bilateral Agreement and/or the relevant Ancillary
Agreement as the case may be.
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For the purposes of the Code, the Available Firm NTS Entry Capacity in respect of a
New LDZ System Entry Point shall be zero (0).

The provisions of this paragraph 1.1.6 shall cease to apply at 06:00 hours on 1
October 2007.”

Code Concerned, sections and paragraphs

UNC TPD B1.2.8 and a new provision inserted in to UNC Transition Document Part IIC.
Proposer's Representative

Alan Raper (National Grid)

Proposer

Phil Lawton (National Grid)

Signature
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