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Purpose of Request:

To review the principles and establish long-term strategy for the NTS capacity access regime.
Ensuring the regime is appropriate for commercial behaviours experienced today, simplified
and adaptable whilst being consistent with relevant obligations. To make recommendations for
change and addressing short-term problems in accordance with the long-term ambition.

The Workgroup recommends that the Panel now consider this report and whether to
agree the Request should be closed.
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Joint Office ofcas Transporters

1 Request

Why is the Request being made?

The current entry and exit capacity arrangements for Users to access the NTS were built on the
foundations of an expanding gas transmission network. Historically, incremental capacity signals from
long-term auctions would trigger investment on the NTS. Today, this environment has changed and we
are not experiencing the capacity signals requiring expansion of the network we were 10 years ago*.
Therefore, this Request is being raised to review the principles of the capacity access arrangements to
ensure they are aligned to future needs of our customers and allow optimal development of the NTS.

This review will commence at a strategic level, looking at the long-term ambition for the NTS capacity
access regime, including ensuring the regime is appropriate for commercial behaviours being
experienced today, simplified and adaptable whilst being consistent with European obligations. Specific
short-term problems identified by customers will be addressed consistently with the long-term ambition.

Scope

To review the principles of the NTS capacity access regime, understanding issues and developing a
long-term strategy. Making recommendations for change and addressing short-term problems in
accordance with the long-term ambition.

1. Long-term Ambition

= A capacity regime which is;
= appropriate for commercial behaviours being experienced today
= simplified

= adaptable for the impact of ongeing industry change (e.g. Charging Review, Energy Codes Review, Baselines Review) and future developments
of the gas network (e.g. hydrogen future)

= consistent with obligations at an European level (e.g. European Codes)
2. Short-term Problems

Substitution Is the process and the associated fimescales appropriate? (Lead times,
Ofgem approval, treatment of decommissioned sites)

Retainers Are retainers still required with the introduction of PARCA? Are the processes for making capacity
available where it needs to be effective?

BIURLLIBADL)

Trade and
Transfer

Any issues?

Possible alternative solution to substitution and transfer

§ : S S - Are arrangements for utilisation of
3 . . . o
[ e E T B BT - Are Over-run charges appropriate and incentivising “right” behaviour? capacity appropriate?

Appropriateness of fees Are there any issues with the PARCA
C PARCA Embedding and extending the “PARCA light process® embedded with ~ Process? Is there an appetite for further
CLoCC. review of PARCA?
Are the levels of User Commitment ropriate? i
D  User Commitment e . alfﬂ' .D Are the amrangements for the varying ,
Potential links with PARCA and substitution types of User Commitment appropriate?
Any new products required or redundant products?

&SRS TRl | nciuding additional auctions (e.g. duration); conditional products (e.g.

temperature) Are there any new or redundant products
Or processes?

Auctions [

Applications

m Dependent on outcome of network capability work !?rt?he (BT e (LU EL0EE ¢ JETE TR T

Any new processes, redundant processes or refined processes?
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! https://www.ofgem.gov.uk/system/files/docs/2018/12/riio-gt2_sector _annex_0.pdf Page 54

UNC 0705R Page 3 of 20 Version 3.1
Request Workgroup Report 01 December 2021


https://www.ofgem.gov.uk/system/files/docs/2018/12/riio-gt2_sector_annex_0.pdf

Joint Office ofcas Transporters

Impacts & Costs
The key impacts of this Request are currently considered to be:

e Possible changes to systems and business processes required to implement new capacity
access arrangements

e Potential changes to governance documents (UNC and Gas Transporter Licence) to reflect
amended capacity access arrangements

e Possible increase in Competition, Security of Supply and the efficient use of the total system
due to improved arrangements for accessing NTS capacity.

e Anyimprovements to transportation arrangements should result in net benefit to consumers.

Recommendations

The objective of this Request is to explore the long-term needs of the capacity access regime and how
short-term problems can be resolved in accordance with the future ambition. This Request should be
issued to Workgroup for consideration.

2 Impacts and Costs

Consideration of Wider Industry Impacts

Possible wider industry impacts and costs of the output of the Request are highlights below. However,
until more detail is worked through, specific impacts cannot be identified.

Impacts

Impact on Central Systems and Process
Central System/Process

UK Link e None identified

Operational Processes e Work streams identified are likely to have an impact on
Transporter Operational Processes (e.g. potential
amendments to the Substitution and PARCA processes)

Impact on Users
Area of Users’ business

Administrative and operational e Changes may be implemented which impact Users
operational process, for example the introduction of a
within day off-peak / interruptible capacity product would
provide Users with more product diversity which they
may want to adapt operational processes to utilise

Development, capital and operating costs e  Work streams included in this Request could result in
lower costs for Users (e.g. optimising their capacity
bookings through the availability of additional products,
or changes to User Commitment requirements)

Contractual risks e None identified
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Impact on Users

Legislative, regulatory and contractual
obligations and relationships

Impact on Transporters
Area of Transporters’ business

System operation

Development, capital and operating costs

Recovery of costs

Price regulation
Contractual risks

Legislative, regulatory and contractual
obligations and relationships

Standards of service

Impact on Code Administration
Area of Code Administration

Modification Rules
UNC Committees
General administration

DSC Committees

Impact on Code
Code section

TPD Section B

Review of the substitution methodology may introduce
contractual changes (for example, removal of applicant
confidentiality as part of PARCA)

Various changes being considered as part of this
Request may have an impact on Transporters’ system
operation (for example, the development of new
capacity products)

None identified
There are areas being considered in this Request which
may impact the recovery of Transporter costs (e.g. a

discounted within day product could impact the method
by which the Transporter collects its allowed Revenue).

None identified
None identified

There may be changes to the PARCA process
impacting contractual obligations

None identified

None identified.

Potential impact

The focus of the review is on capacity processes and
therefore likely to have future impacts either directly
through this Request or through “spin-off” modifications
to implement specific changes (i.e. UNC Modification
0716 “Revision of the Overrun Multipler”.
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Impact on UNC Related Documents and Other Referenced Documents
Related Document None identified

Network Entry Agreement (TPD 11.3)

General None identified.
Legal Text Guidance Document °

UNC Modification Proposals — Guidance for

Proposers

Self Governance Guidance o

TPD None identified.
Network Code Operations Reporting °

Manual (TPD V12)

UNC Data Dictionary °
AQ Validation Rules (TPD V12) °
AUGE Framework Document °

Customer Settlement Error Claims Process

Demand Estimation Methodology o

Energy Balancing Credit Rules (TPD X2.1)

Energy Settlement Performance Assurance
Regime

Guidelines to optimise the use of AQ o
amendment system capacity

Guidelines for Sub-Deduct Arrangements
(Prime and Sub-deduct Meter Points)

LDZ Shrinkage Adjustment Methodology

Performance Assurance Report Register

Shares Supply Meter Points Guide and o
Procedures

Shipper Communications in Incidents of
CO Poisoning, Gas Fire/Explosions and
Local Gas Supply Emergency

Standards of Service Query Management
Operational Guidelines

Network Code Validation Rules °
OAD None identified.
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Impact on UNC Related Documents and Other Referenced Documents

Measurement Error Notification Guidelines
(TPD V12)

EID

Moffat Designated Arrangements
IGTAD

DSC/CDSP

Change Management Procedures
Contract Management Procedures
Credit Policy

Credit Rules

UK Link Manual

None identified

None identified.

None identified

None identified

None identified

Impact on Core Industry Documents and other documents
Potential impact

Document

Safety Case or other document under Gas
Safety (Management) Regulations

Gas Transporter Licence

Other Impacts
Item impacted

Security of Supply

Operation of the Total System

Industry fragmentation

Terminal operators, consumers, connected
system operators, suppliers, producers
and other non code parties

None identified

Changes to areas such as substitution governance
would require a Licence change. There may also be the
requirement for methodology changes (ECR and EXCR
for User Commitment changes)

Potential impact

Changes to processes could affect security of supply by
affecting the attractiveness of the GB market.

Changes on the exit side of the regime could result in
impact on the operation of the Total Gas System (e.g.
NTS and DN'’s)

None identified

Changes identified could reduce shipper’s costs which
may be passed onto end consumers
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3 Terms of Reference

Topics for Discussion

. Agree “Scope” of Capacity Access Review
o Understand the future long-term ambition for a capacity regime
. “No regrets” solutions to meet short-term problems consistent with the

long-term strategy

. Development of Solution (including business rules if appropriate)
o Assessment of potential impacts of the Request
. Assessment of implementation costs of any solution identified during

the Request
Outputs

Produce a Workgroup Report for submission to the Modification Panel, containing the assessment and
recommendations of the Workgroup including a draft modification(s) where appropriate.

Composition of Workgroup
The Workgroup is open to any party that wishes to attend or participate.

A Workgroup meeting will be quorate provided at least two Transporter and two User representatives
are present.

Meeting Arrangements

Meetings will be administered by the Joint Office and conducted in accordance with the Code
Administration Code of Practice.

4 Request Workgroup Assessment

Part One - Request Update October 2020

The following paragraph is designed to update the reader as to what has happened in the time that
0705R has been under consideration at Workgroup.

Request 0705R NTS Capacity Access Review was raised on 17 October 2019 and has been actively
discussed at the Transmission Workgroup meetings and National Grid have conducted offline
meetings with key stakeholders. An interim presentation was presented at the March 2020 UNC panel,
providing an update. This update covered the following areas

e Scope of Review
e Long-Term Strategy including Consultation feedback

e Short-Term Issues (Grouped by Workstreams (detailed below)
The short-term issues, which formed the initial scope of the Request, have been refined
following the conclusion of a consultation in January 2020. As a result, the following work
streams are currently in flight under the umbrella of 0705R NTS Capacity Access Review,
more detail is provided on each of these work-streams in this section.

e Overrun Charges

e Entry User Commitment
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e Exit User Commitment
e  Substitution
e Secondary Capacity Assignments

e Capacity product development

The approach for the first year of the Request has been to focus on immediate problems being faced
by industry (including some capacity consequences of the soon to be implemented UNC Maodification
0678A) in October 2020. This approach has inevitably meant making adjustments to the existing
regimes. If sanctioned by Panel, the proposal would be in Year 2 of the Capacity Access Review to
look at the reform required from a principles basis outlined in the ‘Future Work and Timescales’
section below.

Overrun Charges

Consequentially to the introduction of UNC Maodification 0678A ‘Amendments to Gas Transmission
Charging Regime’, a significant increase in the average Overrun Charge for both Entry and Exit was
foreseen due to reserve prices increasing from 15t October 2020. A solution was put forward by
National Grid (UNC Modification 0716 — ‘Revision of Overrun Charge Multiplier’) to lower the level of
Overrun charges by reducing the Overrun multiplier from x8 to x3 for Entry and from x8 to x6 for Exit. It
was developed on the principle that these multipliers would maintain the status quo in terms of
revenue created by Overruns, therefore maintaining the same incentive on Users to book capacity
according to their flows meaning there would be no worsening of capacity booking behavior could be
assumed. An alternative Modification 0716A was developed which introduced the multiplier of 1.1 on
both Entry and Exit points. Ofgem’s UNC Notice of implementation on 18" September implemented
Modification 0716 — Revision of Overrun Charge Multiplier with effect from 15t October 2020 and also
issued a notice of non-implementation for Modification 0716A. Ofgem noted that Modification 0716
suggestion to review the overruns following the experience of how UNC 0678A impacts user
behaviour was welcomed

Entry User Commitment

This work stream is about amending the current Entry User Commitment baseline capacity
requirement to trigger Substitution and Obligated Funded Incremental capacity. Industry suggested
that the baseline capacity requirements were too onerous, could prevent access to the market and
could sterilise capacity which is not required. In response, National Grid have proposed an
amendment to the baseline capacity commitment required to trigger substitution and obligated funded
incremental to reduce this from 16 quarters to 4 quarters in a 32-quarter period. This change requires
an amendment to the Entry Capacity Release methodology statement which National Grid are
currently progressing.

Exit User Commitment

For Exit User Commitment, the Enduring Annual NTS Exit capacity product allows users to book
capacity between 4 and 6 years ahead of the gas day. Users then remain the registered User in
respect of any Enduring Annual NTS Exit Capacity for 4 years from the date the increased capacity
allocation becomes effective (unless paid off early if indicative prices are different to reserve prices).
Users have identified the difficulty faced in forecasting capacity requirements 4 years ahead and then
not being able to release any capacity which is subsequently no longer required due to User
Commitment requirements. This could lead to overbooking and sterilisation of that capacity.
Conversely, Users can not increase their capacity bookings without resetting the User Commitment

period. The alternative would be to buy capacity in the annual auction but this creates a risk of the
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capacity at the exit point that the User is active at, being used to fulfil a substitution request. This is
particularly pertinent for Distribution Networks who have 1 in 20 demand obligations to meet and are
the predominant Users of Enduring capacity.

Users indicated that a “quick fix” would be desirable in this area to reduce the level of User
Commitment prior to the next Enduring Annual Application window in July 2021.Therefore, this work-
stream is looking at amending Exit User Commitment requirements for capacity within baseline
purchased through the Enduring Annual NTS EXxit application. However, National Grid are concerned
that a reduction to User Commitment may lead to inefficient network planning, substitution and
investment decisions being made and may adversely impact the operation of the network. National
Grid and Distribution Networks (predominant advocate for the change) are working closely together to
quantify benefits, assess related risks and analyse different options as potential solutions. After
several discussions, National Grid is currently going through internal processes to make a decision on
which option National Grid can support before communicating this to Transmission Workgroup.

NGN, SGN and WWU were strongly of the view that there should be no Exit User Commitment for
Enduring Capacity bookings below baseline where no investment is required. Their view was that NG
has an obligation to provide this capacity and if the baseline capacity is not available then this is due
to a commercial decision by NG and that DNs should not have to pay NG’s decision not to meet their
obligations.

NGN'’s, SGN'’s and WWU's views were that when exit capacity charges reflected the marginal cost of
providing capacity and demand was increasing, User Commitment may have, in the round, been a
rough way for recovering costs of reinforcing the NTS even though a case-by-case assessment as
used by DNs would have been more accurate. From 1st October 2020 NTS charges no longer try to
reflect the cost of providing capacity and demand on the NTS is generally declining meaning that
reinforcement is less likely to be required. The blanket application of a four-year User Commitment
requirement cannot be defended in relation to providing Economical connections to the NTS in relation
to NG’s obligations under section 9 of the Gas Act”

National Grid recognise that User Commitment is not solely required for investment purposes or to
enable NG to fulfil our obligations to meet baseline capacity requirements. Moreover, User
Commitment is required for Users to provide an ongoing level of commitment to that capacity, be that
baseline or incremental. National Grid requires that commitment to baseline capacity as network
management decisions are based on levels of capacity committed to which could be undermined if no
commitment is provided.”

Substitution

Feedback relating to the substitution process was received as a part of the consultation in January
2020. It was highlighted that when substitution is triggered as part of the auctions (QSEC and
EAFLEC), no notice is given to the industry to be able to respond; when substitution is triggered
through the PARCA (Planning and Advanced Reservation of Capacity Agreement) process. Whilst a
notice is provided. this notice is not specific enough in terms of geographical location which results in
capacity being used to fulfil the substitution requirement when it may have still been required by the
party active at the donor point, albeit not booked. This could result in Users not being able to access
capacity in the shorter-term auctions that they require (for example, in the case of DN’s to book
capacity according to their 1 in 20 obligations for security of supply purposes).

This work-stream has looked at whether a “quick fix” could be found. One option considered was to
provide “first refusal” to a User active at the identified donor point. Although this option was supported
by industry, National Grid could not support this due to the risk of a perpetual cycle of analysis which
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this created. Furthermore, National Grid thought this could undermine the principle of capacity being a
competitive product (a concept which warrants a review in its own right). Further options being
assessed in this work-stream include channelling all Entry and Exit capacity signals to be met by
substitution via the PARCA process as this would provide notice of the signal to industry and removing
the confidentiality around the PARCA project location. Options are being considered by Transmission
Workgroup. Next steps are to continue to investigate some further possible options (i.e. the removal of
confidentiality of PARCA applications). Following this, workgroup will be asked to make a decision in
November 2020 as to which, if any option(s) would be worthwhile pursuing in the immediate future or
whether this is a topic which should be considered alongside the development of the principles of the
exit regime.

Secondary Capacity Assignments

The secondary capacity work stream has only recently been incorporated into the Capacity Access
Review and is still in its infancy. Born out of a discussion within the NTS Charging Methodology
Forum, this topic has been explored in a number of informal workgroups, within which industry have
established a set of requirements which have been drawn together in a scoping document.

National Grid are supportive of the general theme of the requirements, a desire to develop the existing
Exit Assignments process and introduce the concept of Assignments to the Entry market. At this
stage, there are no firm timelines and no decisions have been made on what, if anything, would be
included in any potential modification. National Grid are in the process of internally considering each of
the industry requirements established in the scoping document before making any further steps
towards a modification and more formal workgroup development. National Grid will then return to
Transmission Workgroup with a position on which industry requirements in this area, can be
supported. Industries preferred implementation timescale of October 2021 is recognised by National
Grid.

Capacity Product Development

In this work stream, the potential for two new capacity products is being developed. Firstly,
development of a shorter-term exit product which enables Users greater flexibility to interact with the
electricity market. Secondly a within day off-peak / interruptible product. The later stems from changes
being introduced as a result of UNC Modification 0678A where there is a discount of 10% from reserve
prices for the current day ahead off-peak / interruptible product. Users would like to have the flexibility
to book this product, and therefore receive this discount, within day.

National Grid’s belief is that this would undermine the current within-day firm product, particularly due
to the relatively low levels of scaleback seen historically of the off-peak / interruptible day ahead
product. This would essentially mean that some User’s would effectively be getting a pseudo firm
product as a discounted price which would have an impact on wider Users charges. National Grid has
considered options relating to reducing the quantity of capacity available for this product, however, no
suitable solution has been found which wouldn’t undermine the existing within-day firm product.
Therefore, National Grid’s attention will be on developing a shorter term flexible product as requested
by industry.

This work stream will also develop options around a shorter-term flexible product to allow Users to
respond swiftly to rapid changes within the electricity market. As illustrated on the timeline below, it is
hoped that an option can be found to meet the requirements of Industry and National Grid by the end
of the calendar year. NGN'’s and WWU'’s views were that this flexibility needs to be made available to
DNs so they can provide the same flexibility to electricity generators connected on their networks.
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Review of the Exit Regime

Throughout 0705R NTS Capacity Access Review discussions, NG have committed to reviewing the
exit capacity regime in its entirety. This review will include a high-level consideration of more general,
principles based questions around the Exit regime such as;

- What does the exit capacity regime need to deliver to which industry participants?

- What are the principles that need to underpin the exit regime? This is including, but not limited
to understanding whether different rules or their interpretation is due given the needs of
different market participants explored as part of the first question.

- How does the regime need to change to facilitate this?

This will combine with more specific consideration of particular elements of the regime. Work carried
out to date under 0705R NTS Capacity Access Review, has begun this process. As outlined in the
paragraphs above this has included;

- Consideration of the User Commitment requirements
- Substitution process and methodology

- PARCA arrangements

- Capacity product developments

Further development of these specific areas (along with consideration of the impacts of the Enhanced
Obligation Framework, how the facilitation of information exchange is better facilitated and reviewing
the flex and pressure processes currently available for DN’s), combined with the resolution of the
higher-level general principles questions, will enable National Grid and Industry to understand what
further, possibly more fundamental, solutions may be required.

As shown in the timeline below, it is anticipated that changes can be identified by May 2021 with their
implementation after that. Leading up to that will be developing an understanding of the needs of
different exit industry participants by November 2020. The aim would then be to identify and agree the
principles that should underpin a future regime by January 2021.

Long term regime

The Long-Term review is focusing on the development of the Capacity Access Regime out to 2030
and is being conducted as a joint project alongside the Gas Markets Action Plan (GMaP), Balancing
Regime Review https://futureofgas.uk/balancing/. This collaboration seeks to establish economic and
efficient market mechanisms to facilitate the transition to a low carbon energy system over the next 10
years. The four largest likely physical changes to the energy networks over this period have been
outlined in order to assess the requirements of a new regime.

These are:
e increased reliance on renewable power generation
e large volumes of biogas entering both the GDNs and the NTS

¢ small volumes of hydrogen being blended into the NTS and regional difference in energy use
beginning to emerge across the networks.

An external work group has been established to consult on the project and there will be extensive
industry engagement conducted throughout. The project is expected to run for 6 months and will
output initial recommendations and areas for further development.
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Future work and timescales

As illustrated in the paragraphs above and the timeline below, some of the work streams in flight are
expected to continue past October 2020. Furthermore, to date, the work considered under the
Capacity Access Review has been more reactive to current problems with the existing capacity
regime. Often these have required changes to be implemented in short timescales which has meant
more immediate fixes to existing frameworks being considered. Over the next 12 months, however, a
more principles-based approach will be taken alongside the work carried out on the detail of specific
elements of the regime to develop more fundamental changes to the regime if required.

Additionally, it is expected that the work being carried out as part of the GMaP work will generate
further work streams to be included as part of the Capacity Access Review as markets develop to
meet decarbonization targets.
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Part Two - Request Update May 2021

Request 0705R NTS Capacity Access Review was raised on 17 October 2019 and has been actively
discussed at the Transmission Workgroup meetings. In addition, National Grid have conducted offline
meetings with key stakeholders. The following section builds on the Workgroup report submitted to
Panel in October 2020 where the Capacity Access Review was extended for a further 12 months. The
purpose of this report is to provide an update as to developments since October 2020 and outlines
future work. Each topic is discussed separately.

Overrun Charges

Following the implementation of UNC Modification 0716 “Revision of Overrun Charge Multiple”
National Grid committed to further reviewing the Overrun regime once the new charging methodology
had been in place for a year following the implementation of UNC Modification 0678A “Amendments to
Gas Transmission Charging Regime” in October 2020. Since implementation of Modification 0678A
National Grid has been monitoring and publishing the quantity of both Entry and Exit overruns on a
monthly basis under the relevant Transmission Workgroup folder on the Joint Office website. This data
will feed into the further review.
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Workgroup Participants wished to note that the Overrun data presented at the Transmission
Workgroup on 06 May 2021 showed a significant increase in the costs associated with overruns since
the change in Charging Methodology from 01 October 2020:

Table 1: Summary of Entry overrun data (October 2020 - February 2021)

Charge Quantity Charge Amount

No of Overruns (mem) ) No of Users ‘ No of ASEPs

Oct-20 319 10.84 270,470.21 31 9
Oct-19 129 3.40 34,373.94 21 8
Nov-20 369 15.83 442,615.19 25 8
Nov-19 98 3.77 10,749.94 17 9
Dec-20 403 7.63 180,741.39 26 10
Dec-19 123 5.41 35,823.08 18 7
Jan-21 379 8.73 203,889.59 23
Jan-20 200 6.64 69,319.21 25 10
Feh-21 410 8.31 196,899.49 24
Feb-20 117 2.93 30,807.88 15

Total to date 20/21 1880 51.34 1,294,615.87

Total to date 19/20 667 22.16 181,074.05

Table 2: Table 1. Summary of Exit overrun data (October 2020 - February 2021)

No of Overruns Y ‘ Charge No of Users No of Offtakes
(mem) Amount (£)
Oct-20 141 14.52 182,525.67 17 30
Oct-19 1 0.21 2,874.67 1 1
Nov-20 173 15.24 189,860.56 20 31
Nov-19 0 - 0.00 0 0
Dec-20 185 15.36| 185,170.44 22 33
Dec-19 0 - 0.00 0 0
Jan-21 142 10.25| 131,626.60 17 31
Jan-20 2 0.02 1.32 1 2
Feb-21 167 9.57| 105,589.58 16 30
Feb-20 8 1.24 8,746.03 4 4
Total to date 20/21 808 64.93 794,772.85
Total to date 19/20 11 1.46 11,622.02

Some Workgroup Participants requested consideration of a reduction to the overrun multiplier from 3,
perhaps 1.5 could be considered?

National Grid confirmed that the data is under review and this can be brought forward from October
2021 if appropriate. Some Workgroup Participants wished for this to be considered in the short term
rather than after October 2021 and asked for further analysis to be presented at the next Workgroup.
National Grid suggested this might cover % overrun compared with capacity booked, with
categorisation of User Types, similar to the data presented under Modification 0761.

A DN Workgroup Participants noted that a reduction in the multiplier may have the effect of reducing
the deterrent effect. Other Workgroup Participants wished to consider the data more fully before
conclusions are drawn.

Entry User Commitment

In the October 2020 Workgroup Report the proposed change to the Entry User Commitment rules was
outlined. This change reduces the baseline capacity commitment required to trigger substitution and
obligated funded incremental capacity from 16 quarters to 4 quarters in a 32-quarter period. This
change is currently being progressed through the review to the capacity Methodology statements and
is expected to be implemented in July of this year. This has not required a UNC Modification.
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Exit User Commitment

Exit capacity booked through the Enduring Annual NTS Exit capacity product is subject to a period of 4
years of user commitment. The October 2020 0705R report (see page 8) outlines the issues
experienced by Users due to the length of this commitment. Following discussions in Workgroups,
National Grid agreed to reduce the User Commitment for capacity within baseline from 4 years to 2
years. This change is now being implemented into the Exit Capacity Release methodology statement
through the review of those methodology statements and is expected to be in place in July 2021. This
has not required a UNC Modification.

Substitution

This Workgroup had been looking at various options to improve the substitution process according to
feedback received. Options considered were detailed in the October 2020 Workgroup report.
Following these discussions National Grid is implementing a change to both the Entry and Exit
Capacity Substitution methodology statements to prioritise capacity at disconnected sites in its
substitution analysis. Again, this change is being progressed through the capacity methodology
statement review. This does not require a UNC Modification.

Secondary Capacity Assignments

Following discussions, National Grid raised a pre-modification to introduce secondary capacity
assignments for Entry and Exit. However, feedback was that the Entry capacity assignments
modification was not suitable on the basis that it was proposed, therefore that modification was
withdrawn. For Exit capacity assignments, UNC Modification 0755 “Enhancement of Exit Capacity
Assignments” was raised which enables Users to transfer exit capacity and the associated liabilities in
full or in part at an Exit point. Modification 0755 is currently progressing through Transmission
Workgroup and is due to report to the Panel in June 2021. https://www.gasgovernance.co.uk/0755

Capacity Product Development

Since the Workgroup report in October 2020, National Grid has developed (through the 0705R
Workgroups) and raised UNC Modification 0759S “Enhancements to NTS Within-Day Firm Entry and
Exit Capacity Allocations”. This Modification seeks to provide Users with greater access and flexibility
to purchase Entry and Exit capacity within the Gas day and is currently progressing through
Transmission Workgroup. Modification 0759S is due to report to the Panel in June 2021.
https://www.gasgovernance.co.uk/0759

Towards the end of 2020, the suitability of the currently available Entry products for LNG was
discussed through 0705R Workgroup before UNC Modification 0752 “Introduction of Weekly Entry
Capacity Auction” was raised by South Hook Gas. National Grid has since been facilitating that
modification and it is currently in the final stages. The consultation is due to finish on 11 May 2021 with
a Final Modification Report (at short notice) to the Panel in May 2021.
https://www.gasgovernance.co.uk/0752

Relating to capacity product development, over the coming months National Grid plans to review with
Workgroup 0705R the products currently available to ensure the products offered are relevant, provide
Users with required access and explore any other potential opportunities that could be delivered
through the capacity products offered.

Review of the Exit Regime

As part of RIIO2, a new Licence condition was introduced which required Gas Transporters to comply
with the Exit Capacity Planning Guidance (ECPG). The ECPG provides a framework for processes
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and activities to ensure efficient capacity bookings are made that benefits the total gas transportation
network. Considering this, National Grid is looking at various aspects of the Exit capacity regime with
Workgroup 0705R, including User Commitment, substitution (including the possibility to move capacity
between Exit points within the same LDZ), the PARCA process and ensuring the total gas network can
be accessed efficiently. This will be with the ambition of creating an exit regime that better meets the
differing needs of all market participants.

Long-term Access Regime

This Workgroup is working closely with the Gas Markets Plan (GMaP?). Working with members of the
GMaP Balancing and Capacity working group, a scenario which outlines the expected physical and
commercial landscape in 2030 has been developed. This, along with the previously identified functions
required of an access regime, will be used to assess a series of options. These options include:

- Implicit allocation

- Access with no upfront financial commitment (commitment around forecasting)
- Daily access as implicit allocation

- Flexibility as a product (purchase an “access pass”)

- Short-term access right booked only.

Next steps are to develop a series of triggers to monitor the materialization of the changes identified in
the scenario to identify the directions and speed of travel. This will result in a report outlining findings
and seeking industry views.

Future work and timescales

Over the coming months, it is proposed the focus of Workgroup 0705R will be the following;

Review of the Exit Regime, including;

o further reduction of User Commitment for capacity within baseline and incremental
capacity;

o moving capacity between exit points within the same LDZ;
o ensuring that all network Users can efficiently book required capacity.
- Entry and Exit capacity product development

Overruns

- Development of options for a long-term access regime.

It is proposed that these are areas are developed in conjunction with Industry through bilateral
meetings and topic specific workshops, returning to Transmission Workgroup as and when required.

Some Workgroup Participants asked for inclusion of a review of constraint management tools in the
above list. National Grid agreed to investigate options for inclusion of this area of work.

2 https://www.nationalgrid.com/uk/gas-transmission/future-of-gas
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Part Three - Request Update Oct 2021

Request 0705R NTS Capacity Access Review was raised on 17 October 2019 and has been actively
discussed at the Transmission Workgroup meetings. In addition, National Grid have conducted offline
meetings with key stakeholders. The following section builds on the Workgroup report submitted to
Panel in May 2021. The purpose of this report is to provide an update on discussions and
developments since May and concludes with a request for a further extension of the timeframe for the
workgroup.

Overrun Charges

The Workgroup has continued to review and debate the issues arising from analysis provided by
National Grid. Comparison has been made between years to identify where changes have occurred.
This has included looking at the number of users affected, the number of instances as well as the
volume and value of the overruns.

Incremental capacity triggered through PARCA

National Grid has provided views to the October workgroup that there is a risk that reducing User
Commitment could lead to and increased requirement for substitution analysis.

Historically substitution analysis has taken between 7-14 weeks to carry out. National Grid is funded
through RIIO-2 to carry out a particular volume of substitution analysis based on passed requirements.
A significant increase in this work may be unsupportable. An alternative option could be that the long-
term auction is retained for baseline capacity bookings but that incremental bookings are made
through the PARCA process. This may have an additional advantage of providing consistent levels of
information.

National Grid will further develop this thinking.
Moving Capacity between offtake points

National Grid has developed criteria for acceptance/rejection of requests. Sample analysis has been
provided to the Workgroup to illustrate how this might be operated. This work has included
consideration of how multiple requests b(by different Users) might be handled.

Long-term Access Regime

The Long Term Access Review workstream is investigating whether the fundamentals of the Capacity
Regime as we know it today are still appropriate and desired for a different energy landscape that we
expect to see by 2030.

e A consultation last year helped to develop and agree the functions of the capacity regime.

e A second consultation document has now been published by National Grid outlining thinking
and discussions so far. Stakeholders have been invited to feedback views on scenario and
solution options by 30th November 2021.

Future work and timescales

The Workgroup requests further time to develop its conclusions. In particular in this context is the
consultation exercise currently underway. The Workgroup is expecting to receive some concluding
analysis from National Grid on overruns in November. The workgroup intends to develop this
workgroup report further with a view to concluding in for December 2021.
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Part Four - Request Update Dec 2021

Since the latest substantial Request update in May 2021, 0705R “NTS Capacity Access Review” has
continued to focus on a number of areas with the aim of solving short-term issues, including overrun
charges, exit user commitment, moving capacity between offtake points, secondary capacity
assignments, capacity product development. Also provided is a brief overview of the long-term access
review carried out through the Gas Markets Plan (GMaP). With this update National Grid proposes to
close 0705R.

Overrun Charges

National Grid has continued to provide monthly reporting on Overrun volumes and charge quantities.
As part of UNC 0716 “Revision of Overrun Charge Multiplier” National Grid suggested that a review of
the Overrun multipliers could be carried out after the charging reforms introduced as per 0678A had
been implemented for one year. Given ongoing developments of the charging arrangements National
Grid does not believe this is an appropriate time to be amending the Overrun framework further.

Exit User Commitment

Previously, as part of 0705R, it was agreed to reduce user commitment applicable to baseline
Enduring Annual Flat Exit Capacity (EAFLEC) from 4 years to 2 years. Over recent months we have
been discussing reducing EAFLEC which triggers incremental capacity which is subsequently fulfilled
by substitution from 4 years to 2 years. National Grid has agreed to this change and will progress the
required amendment to the Exit Capacity Release methodology statement in due course.

Moving Capacity between offtake points

National Grid has been exploring a proposal to enable previously booked capacity at an exit point, to
be subsequently moved to another exit point. Through discussions it was identified that the most
appropriate scenario for this proposal to be developed would be when the capacity booked is within
baseline and would continue to be within baseline at the receiving point. It is envisaged that this
proposal would most predominately be utilised by the Gas Distribution Networks to secure
geographical accuracy of their NTS capacity bookings.

In May 2021 Ofgem issued a consultation titled, “Informal consultation on removing user commitment
for Gas Distribution Networks (“GDNs”) booking exit capacity up to and including baseline”. Ofgem are
yet to publish their conclusions following the close-out of this consultation. In the situation whereby it is
decided to remove User Commitment for baseline exit capacity, a proposal to move capacity between
exit points becomes obsolete. For this reason, National Grid will be halting work on this proposal until
more clarity on future baseline User Commitment is achieved.

Secondary Capacity Assignments

Previously as part of 0705R, we proposed Modification 0755 to enhance the current exit capacity
assignments. When proposing that Modification, we also proposed to introduce the concept of Entry
capacity assignments. However, Industry participants at Transmission Workgroup, fed-back that our
proposal was not useful and therefore we withdrew the proposed modification. Since then, and this
Workgroup report update in May 2021 (Part two), Industry participants told us that Entry capacity
assignments would be beneficial on the basis we originally proposed. Therefore, we have raised UNC
Modification 0779 “Introduction of Entry Capacity Assignments” which has been joined by an
alternative modification, 0779A raised by RWE.

Capacity Product Development
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Following on from the previous work completed to develop the capacity products (introduction of Entry
Weekly auctions and enhancements to the within day firm entry and exit allocations) National Grid
looked at developing a medium-term (e.g. quarterly, monthly) exit product. However, after seeking
views we did not receive any overwhelming support for this product from industry participants and
therefore will not be developing any further.

The other product development that was considered as part of 0705R “NTS Capacity Access Review”
was the removal, and replacement of the entry QSEC product due to its lack of utilisation. Industry fed-
back that a long-term entry product may still be required in the future as markets develop towards
achieving net zero ambitions, even if not utilised today. Therefore, National Grid does not believe the
costs and benefits measure up for this review at this stage.

Long-term Access Regime

Development of the long-term access regime has continued as part of the Gas Markets Plan (GMaP)
where more whole-scale, transformational is being considered. We have developed a 2030 scenario of
the physical and behavioural changes anticipated and developed a series of options which vary in
their level of transformation. We are testing this with Industry participants, along with seeking views on
preferable options. This will enable us to develop a pathway towards a future access regime guided by
early indicators which will inform development of a change roadmap.

Conclusion

Initially 0705R “NTS Capacity Access Review” started with the ambition to review the foundations and
principles of the Capacity Access Regime. However, it quickly became evident that it would be more
appropriate to keep the scope of this Request to working to solve immediate problems in the shorter-
term and the longer-term more transformational change being progressed through the Gas Markets
Plan (GMaP).

In this section we have outlined the work we have done, how this has progressed as well as anything
we looked at which didn’t come to fruition. In summary the following UNC Modifications have dropped
out of discussions through 0705R “NTS Capacity Access Review”;

¢ Modification 0716 “Revision of Overrun Charge Multiplier”
e Modification 0755 “Enhancement of the Exit Capacity Assignments”

e Modification 0759S “Enhancements to NTS Within-Day Firm Entry and Exit Capacity
Allocations”

¢ Modification 0752 “Introduction of Weekly Entry Capacity Auction”
e Modification 0779 “Introduction of Entry Capacity Assignments”

The following changes to the methodology statements have resulted from 0705R “NTS Capacity
Access Review”;

e Reduction of Entry User Commitment - Entry Capacity Release Methodology Statement (July
2021 update)

e Reduction of baseline Exit User Commitment from 4 years to 2 years — Exit Capacity Release
Methodology Statement (July 2021 update)

e Prioritisation of disconnected sites as donor sites in substitution analysis — Entry Capacity
Substitution Methodology & Exit Capacity Substitution Methodology (July 2021 update)
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e Additional rule to ensure capacity indicated as required through the demand forecasts
provided via Exit Capacity Planning processes is not substitutable capacity — Exit Capacity
Substitution Methodology (July 2021 update)

e Reduction of incremental (fulfilled by substitution) Exit User Commitment — Exit Capacity
Release Methodology Statement (tbc update)

5 Recommendations

Workgroup’s Recommendation to Panel

This interim Workgroup report is intended for update purposes only and requests an extension to
December 2021 Panel Meeting.

The Workgroup recommends that the Panel now consider this report and consider whether the
Request should be closed.
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