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Modification Report 
Alternative to Interim Allocation of Unidentified Gas Costs 

Modification Reference Number 0327 
Version 3.0 

This Modification Report is made pursuant to Rule 9.3.1 of the Modification Rules and 
follows the format required under Rule 9.4. 

1 The Modification Proposal 

 To all intents and purposes this proposal is being raised as an alternative to 0317 
and 0317A.  Unfortunately, given the complexities of the issues, the analysis 
provided in this proposal could not be completed within the standard 5 day 
window during which alternative proposals may be raised.  Nevertheless, the 
proposer believes that the analysis contained herein is helpful to the debate on the 
allocation of costs, and considers that it would be particularly helpful to interested 
parties if this proposal could commence its consultation phase at the same time as 
0317 and 0317A.  This course of action would also avoid unnecessary delays in 
the (believed likely) event that Ofgem wishes to decide upon all three proposals in 
parallel.   
Background 

Within Modification Proposal 0317A British Gas stated that ‘we are of the view 
that the LSP Apportionment of £2.75m proposed by 0317 significantly 
underestimates the true volume of unidentified gas which should be attributable to 
the NDM LSP market.’  This Modification Proposal provides an alternative LSP 
Apportionment value, with supporting rationale. 
Modification Proposal 0229, “Mechanism for Correct Apportionment of 
Unidentified Gas”, was raised by Shell Gas Direct in order to provide a 
mechanism through which unidentified gas could be more accurately allocated 
between the Small Supply Point (SSP) sector and Large Supply Point (LSP) 
sector. 

The process through which the new split of allocation between the SSP and LSP 
sectors would be arrived at involved both a tendering process to procure an 
Allocation of Unidentified Gas Expert (AUGE) and subsequent work by that 
AUGE in order to create an Allocation of Unidentified Gas Statement (AUGS) - 
the determination on how unidentified gas should be allocated between the SSP 
and LSP sectors. 

The legal text produced in support of Modification Proposal 0229, clearly states 
that the first AUG year starts from 1 April 2011 and that the reallocation of costs 
between the SSP and LSP sectors will be attributable back to this date, regardless 
of when the AUGE delivers its AUG Statement. 

Modification Proposal 0317 proposes an interim allocation solution which details 
a level of contribution to be made by the LSP sector until such time as the AUGE 
calculates and implements its own statement.  The level of this contribution set out 
in 0317 is derived from an ICOSS commissioned report. 

British Gas has undertaken its own analysis based on Reconciliation by Difference 
(RbD), Reconciliation and AQ data.  The method looks at the LSP market share of 
NDM AQ in consecutive years. 
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As a worked example, taking the 2009 AQ Review, we can see that prior to the 
AQ Review the LSP market was 27.06% of NDM AQ.  
 
LSPs would have been deemed based on this share of AQ over the 2008/09 gas 
year. 
 
Following the AQ Review, the LSP market share changes to 26.33%. 
 
The difference is -0.73%.  This percentage when multiplied by the current (post 
2009 AQ Review) NDM AQ is representative of the difference between LSP 
consumption and allocation, this being 3,555GWh.  Whilst we acknowledge that 
actual annual consumption can differ from the sum of NDM AQ, it is an accurate 
approximation and any variance will be relatively small and subject to later 
reconciliation. 
 
This 3,555GWh volume is 'Genuine Reconciliation'.  This volume only should be 
passed to the SSP market.  The remaining RbD volume should be allocated to the 
LSP market, representing their proportion of unidentified gas, because on initial 
allocation both the SSP and LSP sector are allocated their share of unidentified 
energy, with subsequent LSP reconciliation moving this cost into RbD and onto 
the SSP sector.  
 

 
 
Applying this methodology to previous years would produce the following results: 
 

 
 
In our worked example, for the gas year 2008/2009 the total RbD volume was 
12,042GWh.  3,555GWh represents the Genuine Reconciliation element, leaving 
8,486GWh to be repatriated to the LSP sector (equivalent to c£148m). 
 
The average value to be reallocated to the LSP sector for the last 3 years equates 
to £121m. 
 
The analysis clearly demonstrates that there is a significant difference between the 
LSP Apportionment value of £2.75m proposed by 0317 and the value of £121m, 
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being the average of the last 3 years that has been calculated as detailed above and 
is proposed by this Modification Proposal. 

It is therefore evident that LSP Shippers should pay for a volume of gas far in 
excess of £2.75m.  We are confident that our recent analysis provides a fair 
apportionment and we recognise that until such time as the AUGE delivers its 
AUG Statement a definitive figure will be unknown. 

British Gas therefore proposes that under this proposal, the volume of gas initially 
attributable to LSP Shippers be equivalent to £121m (this being the average figure 
recorded in the last 3 years and gives an expected outcome for future years). 
Ultimately the effects of any of 0317, 0317A or this proposal will be temporary in 
nature, with any values paid under any interim arrangements subsequently being 
reconciled back to 1 April 2011 following implementation of the AUG Statement. 

With this in mind it is essential that the LSP sector ensures that appropriate 
financial provisions are made to ensure that future liabilities from the introduction 
of the Modification Proposal 0229 arrangements from 1 April 2011 can be 
covered.  We believe that it would be inappropriate for any financial provision to 
be formulated based upon the value proposed within Modification Proposal 0317 
and that it would be appropriate to make provision for the value as set out in this 
proposal. 
 

The Proposal 
It is proposed that the Transition Document be modified such that, if values have 
not been established in accordance with the UNC to populate Table E1 in Section 
E of the Transportation Principal Document, for the AUG Year commencing 1 
April 2011, an interim value will be applicable. 
It is proposed that the values detailed within the table below will apply from 1 
April 2011 until such time as the AUGE publishes and implements its AUG 
Statement.  It should be noted that under this proposal all values paid under these 
interim arrangements will ultimately be reconciled back to 1 April 2011 following 
delivery of the AUG Statement regardless of the date on which this occurs, 
resulting in a subsequent debit/credit reconciliation to the LSP sector as 
appropriate. For the avoidance of doubt the AUG Statement will be applied back 
to 1 April 2011. 
 

AUG Table beginning AUG Year 2011 
 
LSP Apportionment: £121m 
 
DM 
 

£0 

NDM 
 

£121m 
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 Suggested Text 

 Legal text should be consistent with that of 0317A, with amendment of the LSP 
Apportionment figure as detailed within this proposal. 

2  User Pays 

a)   Classification of the Proposal as User Pays or not and justification for 
classification 

 Provision of the xoserve elements of this service will be on a User Pays basis as 
provided for in 0229. No change to this will be introduced by the Proposal, which 
therefore, is not a User Pays Proposal. 

b) Identification of Users, proposed split of the recovery between Gas 
Transporters and Users for User Pays costs and justification 

 No User Pays charges applicable. 

c) Proposed charge(s) for application of Users Pays charges to Shippers 

 No User Pays charges applicable to Shippers. 

d) Proposed charge for inclusion in ACS – to be completed upon receipt of cost 
estimate from xoserve 

 No charges applicable for inclusion in ACS. 

3 Extent to which implementation of the proposed modification would better 
facilitate the relevant objectives 

 Standard Special Condition A11.1 (a): the efficient and economic operation of 
the pipe-line system to which this licence relates; 

 Implementation would not be expected to better facilitate this relevant objective. 

 Standard Special Condition A11.1 (b): so far as is consistent with sub-
paragraph (a), the coordinated, efficient and economic operation of  
(i) the combined pipe-line system, and/ or 

(ii) the pipe-line system of one or more other relevant gas transporters; 

 Implementation would not be expected to better facilitate this relevant objective. 

 Standard Special Condition A11.1 (c): so far as is consistent with sub-
paragraphs (a) and (b), the efficient discharge of the licensee's obligations 
under this licence; 

 Implementation would not be expected to better facilitate this relevant objective. 
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 Standard Special Condition A11.1 (d): so far as is consistent with sub-
paragraphs (a) to (c) the securing of effective competition: 

(i) between relevant shippers; 
(ii) between relevant suppliers; and/or 

(iii) between DN operators (who have entered into transportation 
arrangements with other relevant gas transporters) and relevant 
shippers; 

 Implementation of this proposal would allocate costs more accurately between 
shippers/suppliers to the relevant LSP and SSP market sectors. As such, this could 
reasonably be assumed to facilitate effective competition and therefore in the 
interests of consumers. 
EDF Energy agrees with the Proposer that Proposal 0327 facilitates this relevant 
objective by reducing the cross subsidy that currently occurs from the domestic to 
I&C market, which would be beneficial for competition in these two sectors. 

ScottishPower considers the implementation of this Proposal would facilitate this 
objective by ensuring costs are more appropriately allocated between the SSP and 
LSP market sectors. Hence, this will help facilitate effective competition between 
shippers. 

Statoil does not believe that this Proposal furthers the relevant objectives as 
suggested. 

 Standard Special Condition A11.1 (e): so far as is consistent with sub-
paragraphs (a) to (d), the provision of reasonable economic incentives for 
relevant suppliers to secure that the domestic customer supply security 
standards… are satisfied as respects the availability of gas to their domestic 
customers; 

 Implementation would not be expected to better facilitate this relevant objective. 

 Standard Special Condition A11.1 (f): so far as is consistent with sub-
paragraphs (a) to (e), the promotion of efficiency in the implementation and 
administration of the network code and/or the uniform network code; 

 This proposal seeks an early introduction of a temporary framework that facilitates 
better-informed decision taking with regard to the allocation between market 
sectors of unidentified gas. We believe that this Proposal achieves this objective 
and ensures that the level of contribution by the LSP and SSP sectors respectively 
is set in a fair, transparent and non-discriminatory manner. 

EDF Energy considers this Proposal facilitates this objective as it ensures a more 
accurate allocation of energy than under the current arrangements. 

ScottishPower consider the implementation of this Proposal will ensure that 
interim arrangements are put in place to apportion a level of contribution from 
LSP shippers to unidentified gas until the solutions detailed within 0229 are fully 
implemented. Such interim arrangements will ensure that the levels of contribution 
made towards unidentified gas by both SSP and LSP shippers are set in a fair, 
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transparent and non-discriminatory manner. 
Statoil does not believe that this modification furthers the relevant objectives as 
suggested. 

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

 No implications on security of supply, operation of the Total System or industry 
fragmentation have been identified. 

5 The implications for Transporters and each Transporter of implementing the 
Modification Proposal, including: 

 a)  Implications for operation of the System: 

 No implications have been identified. 

 b) Development and capital cost and operating cost implications: 

 No costs are anticipated as a result of this Proposal, which utilises the mechanism 
introduced by 0229. 

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

 Not applicable. 

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

 No such consequences identified. 

6 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 

 No such consequence is anticipated. 

7 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 

 None for this proposal, which utilises the mechanism introduced by 0229. 

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

 Administrative and operational implications (including impact upon manual 
processes and procedures) 

 As a result of implementing 0229, some Users are likely to face small 
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administrative and operational costs to manage additional bills from Gas 
Transporters and the requirement to pass through these costs to consumers. 
Implementation of this Proposal has the potential to bring forward the time at 
which such costs are first incurred. 

 Development and capital cost and operating cost implications 

 No changes beyond the requirements for 0229 are anticipated. 

 Consequence for the level of contractual risk of Users 

 None identified. 

9 The implications of implementing the Modification Proposal for Terminal 
Operators, Consumers, Connected System Operators, Suppliers, producers 
and, any Non Code Party 

 There will be a fairer interim allocation of charges to consumers in the LSP and 
SSP sectors with variances from this value subject to reconciliation following the 
AUG statement. 

10 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 

 No such consequences have been identified. 

11 Analysis of any advantages or disadvantages of implementation of the 
Modification Proposal 

 Advantages 

 This proposal seeks to provide an interim framework for the determination of 
unidentified gas values that the market must account. The benefits of this proposal 
are that it will: 

• reduce the current cross-subsidy between the LSP and SSP sectors in a 
clear and simple interim mechanism that allows costs to be allocated at the 
right level until such time as the AUGE produces a statement in line with 
0229. 

• introduce interim arrangements which will ultimately result in values being 
reconciled back to 1 April 2011, providing clarity to all parties. 

• allows NDM LSP market participants to ensure that appropriate financial 
provisions are made in readiness for reconciliation back to 1 April 2011. 

• incentivise a timely resolution of the ongoing industry discussions 
regarding the AUGE appointment process under 0229. 

 Disadvantages 

 • Introduces some additional implementation costs to the industry, although it 
is not envisaged that these will be in addition to those already accounted for 
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in approval and implementation of 0229.  

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

 Representations were received from the following parties: 

Organisation  Position 

British Gas Support 

Corona Not in Support 

E.ON UK Support 

EDF Energy Support 

First Utility Not in Support 

Gazprom Not in Support 

GDF Suez Not in Support 

RWE npower Support 

SSE Support 

Scottish Power Support 

Shell Not in Support 

Statoil Not in Support 

Total Gas and Power Not in Support 

In summary, of the 13 representations received, 6 support and 7 oppose 
implementation of the Proposal. 
 
Corona raised a number of issues within the representation stating that they have 
no confidence in the values proposed in UNC0327. As the Proposal creates an 
expectation that significant sums must be paid by I&C consumers to domestic 
suppliers rather than to solve the unidentified energy problem. 

Corona Energy disagrees that after the AQ review, every site’s future consumption 
for the year is accurately determined. There are examples where AQs will be 
rolled over from the previous year due to a lack of meter reads, calculation 
problems or due to the cap that exists in the SSP sector. Additionally in the LSP 
sector the reconciliation process and the use of the meter read ensures actual 
evidence of a sites demand is used for charging the customer. 

Corona Energy is concerned that Modification 0327 makes a broad assumption 
that unallocated energy is uniformly spread based on volume and they dispute the 
evidence provided to the various UNC workgroups. 
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First Utility believe that the proposer’s calculations appear to be built on the 
assumption that there is a direct correlation between the amount of capacity held 
by the NDM LSP sector and unallocated gas volumes – essentially, that this 
volume is evenly spread across the market. As yet, this has not been proven to be 
the case although hopefully the appointment of the AUGE and the work carried 
out by it will shed more light on the matter.  They are concerned that the very 
large sum of money suggested by the proposer as an interim payment by the NDM 
LSP sector prior to the AUGE making its determination as to the scale of the issue 
could have a detrimental effect on the ability of the I&C community to compete 
effectively in the LSP market.  The I&C sector has accepted that it should 
contribute its fair share to the cost of unallocated gas but First Utility feel it would 
be appropriate to wait until the AUGE has made its determination rather than 
allocate very large interim unallocated gas volumes to the NDM LSP sector prior 
to this determination on the basis of analysis which has not been subject to 
independent third party oversight. 
Gazprom noted that the methodology set out in Proposal 0327 which proposes an 
interim payment of £121m attempts to link to completely separate and unrelated 
processes the AQ Review and RbD. They also note that this value is three times 
the average RbD reconciliation amount that was ascertained by Ofgem in the RbD 
review in 2006. 

Statoil does not support the retrospective element of this proposal believing it 
creates unwelcome uncertainty for consumers. Statoil accepts that until the AUGE 
report is published a definitive figure for unidentified gas costs will not be known 
and the appropriate interim values will be a subject of constant debate. However, 
Statoil believe that in keeping with the intent of the original proposal it would be 
preferable to use an interim figure calculated in a method in keeping with the spirit 
of the original proposal (0229) ie, calculated by an independent expert, rather than 
the views of an individual shipper. 

Total believe the methodology that has been provided to calculate the value is 
flawed and somewhat incomprehensible, unallocated gas has nothing to do with 
the RbD Volume flowing between the LSP and SSP sectors, but is a consequence 
of the SSP sector not being reconciled to actual consumption.  They expressed 
concern about the retrospective charges which should they be adjusted 
retrospectively means a great deal of economic uncertainty for both the supplier 
community and I&C consumers.  Further, it is clear that I&C suppliers have never 
historically factored unidentified gas provisions into their pricing whilst, as a 
matter of course, domestic ‘tariffs’ have been inclusive of such risks. It is also 
reasonably clear that operating within a tariff based regime typically allows 
domestic suppliers to adjust tariffs to ‘make good’ historical under-recoveries as 
required without overly distorting their competitive positions relative to others. 
The contract based regime of I&C suppliers often offers no such economic 
remedy.  

However EDF Energy believe whilst the figures contained within 0327 are a 
significant increase on those proposed in 0317 and 0317A that they are more 
reflective of UAG costs that will be apportioned through the UNC as modified by 
0229. Further 0327 contains a mechanism to correct any mis-allocation compared 
to the UAG methodology, although they believe that this will have less of an 
impact than were 0317 or 0317A implemented. 
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E.ON UK in their response	
  to	
  UNC0317	
  and	
  0317A	
  have	
  highlighted	
  their	
  concerns	
  
that	
   the	
   suggested	
   interim	
   figure	
   of	
   £2.75m	
   is	
   not	
   sufficient	
   provision	
   for	
   the	
   LSP	
  
sector.	
   	
  They	
  believe	
   that	
   the	
   figure	
  of	
   £121m	
  presented	
   in	
  0327	
   is	
  more	
   realistic.	
  	
  
However	
  they	
  are	
  strongly	
  of	
  the	
  view	
  that	
  the	
  0229	
  AUGE	
  appointment	
  process	
   is	
  
completed	
  without	
  delay	
  in	
  order	
  that	
  proper	
  evaluation	
  can	
  be	
  carried	
  out	
  and	
  firm	
  
figures	
   be	
   made	
   available	
   for	
   April	
   2011	
   thus	
   removing	
   the	
   need	
   for	
   an	
   interim	
  
allocation.	
  	
  

RWE npower believe that a prudent course of action is to follow the UNC0327 
proposal then reconcile to the amounts dictated by the AUGE once the analysis 
has been completed. Nevertheless their preferred route through the entirety of this 
process is that the Transporters appoint an AUGE and therefore make this interim 
allocation redundant.  This will pose the least risk to the Shipper Users and allow 
for proper provisioning throughout customer contracts. 

Scottish Power also believe that UNC0327 is a much more robust estimate to use. 
SSE believes that UNC0317 significantly underestimates the true volume of 
unidentified gas which should be attributable to the LSP sector. The intention of 
modification proposal 0229 was that the first AUG year starts from 1st April 2011 
and that the reallocation of costs between the SSP and LSP sectors will be 
attributable back to this date. Only modifications 0317a and 0327 will achieve this 
via a reconciliation mechanism back to this date.   SSE believe that the allocation 
of unidentified gas that the AUGE will reallocate back to the LSP sector will be 
significant and much closer to the amount identified in modification 0327.  
 

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

 Implementation is not required to enable each Transporter to facilitate compliance 
with safety or other legislation. 

14 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 

 Implementation is not 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. 

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

 No programme of works would be required as a consequence of implementing the 
Modification Proposal. 
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16 Proposed implementation timetable (including timetable for any necessary 
information systems changes and detailing any potentially retrospective 
impacts) 

 To follow the timescales of 0317 and 0317A. 

17 Implications of implementing this Modification Proposal upon existing Code 
Standards of Service 

 No implications of implementing this Modification Proposal upon existing Code 
Standards of Service have been identified. 

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

 At the Modification Panel meeting held on 21 October 2010, of the nine Voting 
Members present, capable of casting eleven votes, two votes were cast in favour of 
implementing this Modification Proposal.  Therefore the Panel did not recommend 
implementation of this Proposal. 
 
The Panel Chairman summarised that, recognising that not all unallocated gas 
should be attributed to the SSP sector, the Proposal seeks to allocate additional gas 
from the SSP sector to the LSP sector. However, this would be a “payment on 
account” with subsequent reconciliation based on an independently commissioned 
assessment, in accordance with Modification 0229. This would be expected to lead 
to a more accurate allocation of costs and, through increased cost reflectivity, 
would be expected to facilitate the achievement of effective competition. 
Members recognised that the initial allocation from the SSP to LSP sector was 
greater than under Proposal 0317. There was less confidence that the amount 
suggested would deliver a more accurate allocation and hence a concern that 
implementation may reduce cost reflectivity and so not facilitate the achievement 
of effective competition. 

19 Transporter's Proposal 

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

20 Text 

For and on behalf of the Relevant Gas Transporters: 

Tim Davis 
Chief Executive, Joint Office of Gas Transporters 
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Appendix II 
MOD81 Data 

Threshold Crossers 

 


