
Initial Proposals for Gas SO Incentives
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Agenda

14:00 Registration and Refreshments

14:30  Welcome and Introduction

Initial Proposals for Incentives

Ofgem’s Initial Thoughts / Comments

Discussion / Initial Thoughts

16:30 Planned Finish Time

Housekeeping & Fire Alarms



Consultation Timeline

June / July  Initial Industry Engagement

July - September Publication of Consultation Documents

30 October Publication of Initial Proposals

18 November Industry Workshop

11 December Deadline for Responses

Early 2010 Ofgem’s Final Proposals Consultation

April 2010 Incentive Schemes Start

Today is an opportunity to seek further clarity on our 
Initial Proposals and to express any initial though ts



Scope of This Year’s Review 

Incentives set 
until March 2012

Consideration of 
new incentives

Review of 
existing 

incentives / 
arrangements

NTS Compressor Venting

Unaccounted for Gas

NTS Shrinkage

Maintenance

Environmental

Demand Forecasting

Data Publication

Residual Balancing

Operating Margins

Review of 
scheme 

bundling / 
unbundling

Options for multiple year schemes



Bundling / Unbundling of Schemes
John Perkins



Bundling / Unbundling

� Consideration of scheme bundling or further unbundling

Performance MeasureIncentive

NTS Compressor Venting

Demand Forecasting

Data Publication

Residual Balancing

Operating Margins

Mass of Vented Natural Gas

Forecast Error

Timeliness and Availability

Linepack and Price Measures

Cost



Consultation Responses

� No support for further bundling or unbundling

� Responses indicated that the current arrangements provide

� Transparency

� Stability

� Ability to set individual scheme parameters for each incentive

We are not proposing any changes to the 
level of bundling / unbundling



Residual Balancing
Glenn Bryn-Jacobsen



Residual Balancing

� Residual Balancing Incentive is about the energy balancing 
trades we take to match supply and demand and the 
influence these have on the market

� In its role as residual balancer, National Grid buys and 
sells gas on the OCM for energy balancing purposes

� The costs of these actions are recovered through the 
UNC energy balancing neutrality mechanism – the costs 
are not directly incentivised

� The prices of our balancing trades can set marginal 
cashout prices, and hence influence Shippers’
incentives to balance themselves



Components of Residual Balancing Incentive

Linepack

� Objective : Minimise daily linepack change

� Promotes energy balance each gas day and discourages transfer of
imbalances from day to day

Price Performance

� Objective : Minimise price spread between balancing trades

� Incentivises National Grid to allow the market to resolve imbalances 
where possible, and where we do trade to minimise the spread 
between the prices of our actions to reduce the impact on the 
market

� A natural tension therefore exists between these two components



2009-10 Residual Balancing Incentive
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2009-10 Residual Balancing Incentive

Price Performance Measure

£5k Cap

-£30k Collar

5% target (for 
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Residual Balancing – This Year’s Review

� Most respondents supported retention of current incentive

� 2 specific ‘strength of linepack incentive’ issues raised

� Removal of linepack scheme preferable to another arbitrary value
change

� Concern over the strength of incentive to enter into residual 
balancing trades

� No specific barriers to a multiple year scheme were 
identified



Residual Balancing – Linepack Proposal
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linepack scheme for 2 years

Initial Proposals 
also presents 
options to reduce 
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Linepack scheme



Residual Balancing – Price Proposal
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Operating Margins (OM)
Glenn Bryn-Jacobsen



Operating Margins (OM)

� OM gas is only used in exceptional circumstances to:

� Allow time for National Grid to reconfigure the NTS or for the 
market to deliver additional supply

� Protect against the need to declare emergency conditions so 
that normal commercial market operation can be maintained 
where possible

� Primarily, OM will be used in the immediate period following 
stresses/shocks:

� Supply loss 

� Unexpected pipeline and/or plant failure

� Demand forecast error

� Facilitate orderly rundown (partial or full)



2010/11 Forecast OM Requirement

12241330Total

499577Orderly Rundown

9898Non-locational

7378Locational – Scotland

9393Locational – South

114117Locational – West

1010Locational – North

337357Supply Loss

Change2010/11 
Latest 

Forecast

2009/10



OM Service Provision

� Service Characteristics

� Physical delivery

� delivery of gas onto the NTS; or

� reduction in gas off-take from the NTS

� Rapid response

� Measurable, demonstrable

� Available for National Grid to call on at all times declared in 
advance (day or night)

� Cost Structure

� Availability costs of holding the OM service

� Utilisation costs, if OM is used



Promoting OM service provision

� Safety Case currently restricts OM to gas held in storage

� Storage

� LNG importation facilities with storage

� National Grid tested potential OM providers this summer

� Offtake reduction

� Supply increase

� Safety Case demonstration will be submitted this week, if 
approved by the HSE, this will enable OM to be procured 
from these potential providers



Timelines

December 
2009

January 
2010

February 
2010

March 
2010

April
2010

May
2010

Tender 
Documents 
Published

Tender 
Submission

Assessment 
Period

Results 
Day

New Storage 
Year Starts

New Incentive 
Year Starts

November 
2009

October 
2009

Safety Case 
Submission

Initial Proposals 
Consultation Period



Financing Gas Held in Storage

� Cost of gas held in storage by National Grid is recovered 
on utilisation or sale at the original cost to National Grid

� National Grid currently funds the financing costs of gas 
purchases for the duration that the gas is held in store. 
These costs are not recovered from the community

� Example scenario:

£5k£100k£5k£95kCapacity 
Arrangement

£0k£105kN/A£105k          
(inc. financing)

Delivery 
Arrangement

Total Costs Not 
Covered by Current 

Arrangements

Total Costs 
of OM 

Service

National Grid 
Financing 

Costs

Availability 
Costs



Consultation Responses

� Industry welcomed greater information provision and work 
to promote a contestable market

� New forms of OM provision

� Recognise potential for demand reduction and supply 
increase

� Need to understand whether the safety case change 
has been approved



Consultation Responses

� Supported either the reintroduction of incentives or pass 
through of costs with regulatory oversight for one year

� Mixed views on whether to have incentives

� on total costs, or

� separately for availability and utilisation costs

� Potential that new providers adopt different cost structures

� Some suggestions of an incentive on all utilisation costs

� Further information needed to understand issues around 
the financing costs of gas held in storage



OM Availability Incentives - 2010/11 Proposal

� Focus on delivering contestable arrangements that should 
help increase competition in OM service provision

� Complexity due to potential for new providers and potential 
for suspension of regulated prices for OM from NGLNG 
Storage 

� Cost of financing gas held in storage included within 
availability cost arrangements

We propose that OM availability costs should operat e on 
a cost pass through (subject to Ofgem scrutiny) bas is



OM Utilisation Incentive – 2010/11 Proposal

� Utilisations of OM are low probability, high impact events

� Different level of predictability in utilisation to availability and 
events not necessarily within National Grid’s control

� Given current uncertainties, we propose that any OM 
arrangements should only be implemented for one year

We propose that the OM Utilisation Incentive could b e 
retained or that it could operate on a cost pass th rough 

(subject to Ofgem scrutiny) basis



Demand Forecasting
Paul Gallagher



Demand Forecasting

� The accuracy of National Grid’s Demand Forecasts help 
the market to make efficient decisions and therefore 
delivers benefits to the wider community
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Key Influences on Current Performance

231mcm6.2mcm2.68%Summer 08

216mcm6.7mcm3.12%Summer 09

Average 
Demand

Average 
Error

Incentivised 
% Error

Period

Increasingly difficult forecasting environment

� Demand is lower and more volatile than Summer 08

� LDZ demand down (~15% year-on-year)

� Continental appetite: IUK demand up (~40%)

� Day-to-day demand volatility ~10% higher



Consultation Responses

� Support for continued incentivisation of the D-1 
13:00 forecast

� Other views

� Some merit in considering seasonal rather than 
annual D-1 scheme

� Potential for D-7 to D-2 Incentive

� Interest in separate NDM incentive

� No specific barriers to a multiple year scheme 
identified



D-1 13:00 Demand Forecasting Incentive Proposal

� Options for annual, seasonal and daily schemes

� Target should be set to reflect

� Continual improvement

� Increasingly difficult forecasting environment

� Incentive could be set for two years

Propose to retain a Day ahead (D-1) 13:00 
Demand Forecasting Incentive



D-5 to D-2 Demand Forecasting Incentive Proposal

� Scheme design as D-1 Incentive

� Target and performance based on average or weighted average 
error of the four forecasts

� Options for annual, seasonal and daily schemes

Propose to introduce a D-5 to D-2 
demand forecasting incentive
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Non Daily Metered (NDM) Demand Forecasts

� Consultation responses suggested the need for a new 
incentive around NDM forecasts

� NG NTS provides ‘NDM output nomination’ information

� Calculation for LDZ NDM is effectively :

LDZ NDM  = LDZ demand – DM demand – shrinkage

� User NDM output nomination = 

LDZ NDM(EA) * User portfolio (EA)  + LDZ NDM (EM) *….

� User concerns that this value can be very inaccurate

� NG analysis suggests this error can exceed 20% at 13:00 
D-1



Non Daily Metered (NDM) Demand Forecasts

� Accuracy of NDM ‘forecasts’ depend on:

� DNs’ demand forecasts (not incentivised)

� Accuracy and timeliness of the Daily Metered 
nominations from shippers 

� National Grid not directly involved in the 
production of the NDM output nomination

� Process is mechanical, and is not a true ‘forecast’

� It is based on DN and user data



Non Daily Metered (NDM) Demand Forecasts

� Three possible options to produce an NDM 
forecast:

� Change UNC and GEMINI system

� Improve accuracy of DN forecasts and DM 
nomination data

� Develop a separate parallel ‘forecast’ process 
outside of Gemini

� All 3 options are likely to be time consuming and 
costly in order to deliver real improvements

� Seek views from users on options



Data Publication
Paul Gallagher



Data Publication

� National Grid is currently incentivised to maintain a 
standard of service in relation to the publication of specific 
data items via our website

� Measures are timeliness of data publication and availability 
of system for key data items

� Forecast flows onto the network (notified and physical)

� Within day and D-1 Demand forecast

� Predicted closing linepack

� The incentive is based around maintaining the current 
levels of performance



Data Publication Incentive
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Data Publication

� Feedback suggests users still value the quality of service

� Incentive provides driver for National Grid to provide for the 
added value aspects to the service, including :

� External monitoring

� Enhanced application support arrangements

� Dedicated business resources focussed on performance

Propose rolling over existing incentive 
arrangements for the next 2 years



Maintenance
Paul Gallagher



Maintenance Background

� To allow for essential maintenance, restrictions are 
sometimes required on the NTS

� Restrictions are planned and coordinated with directly 
impacted customers 

� Impact is minimised by aligning maintenance days with 
customers’ own maintenance plans

� This is an iterative process over a number of months, 
which allows for all parties to make their positions clear

� There are occasions, however, when all parties’
requirements cannot be met and the plan may need to be 
changed



Issues and Feedback

� Responses to last year’s Final Proposals suggested 
consideration of an incentive around maintenance

� This year’s consultation has invited views on the desired 
maintenance behaviours:

� National Grid shouldn’t change agreed plan

� National Grid should accommodate requests for changes to agreed 
plan

� More flexibility needed, outside Monday-Friday 9-5 working, 

� Better communication, co-ordination of plans



Analysis of Response and Issues

� An important issue for some users, as there can be a significant
financial impact

� Available data suggests that problems only occur on a small number of 
occasions per year, however

� Lack of detailed data to allow underlying issues and impacts to be 
understood

� Need more time, and information to allow best way forward to be developed

TotalPost April 
2009

Jan - Mar 
2009

808 Number of Users requests not 
accommodated by National Grid

261115Number of Users requests 
accommodated by National Grid

341123Number of date changes requested by 
Users

945Number of date changes requested by 
National Grid



Maintenance – Summary

� Request for a maintenance incentive raised as an issue in responses 
to last year’s Final Proposals

� Issues relate to co-ordination, flexibility, Monday-Friday 9-5 working, 
communication

� Some industry willingness to pay for flexibility, but need for an 
incentive unclear

� No single behaviour change identified

� Limited data to set any incentive

� Unclear if a socialised scheme or bilateral arrangement

� Mixed external views on need for a scheme

No Incentive proposed.  Further data capture, improved 
communications, and further discussion next year.



Environmental Incentives
John Perkins



New Environmental Incentives

� This year’s consultation explored which other SO activities 
were potential candidates for environmental incentivisation

 

� Potential emission reduction 
approaches identified as:

� Asset replacement or 
redesign

� Recompression

� Capture and re-use

� Flaring



Consultation Responses and Initial Proposals

� Concerns over interactions with other Incentives and 
whether incentivisation is required 

� No support for further SO Driven Environmental Incentives

� Potential solutions are Capex based rather than behavioural

� More suited to Transmission Price Control than SO Incentives

� National Grid believe it is too early to propose any new 
Environmental SO Incentives from April 2010

� Continue with investigative projects already under way to 
meet our environmental obligations



2009/10 NTS Environmental Incentive

� The NTS Environmental incentive is in place to ensure that 
the environmental (equivalent carbon cost) of venting from 
compressors is factored into operational decisions.
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Calculating Vented Volumes

Central Database
Venting Constants
(e.g. pipe work volume)

Compressor 
Station

Pressure, temperature & valve 
position measurements 
collected

Venting 
Report

Venting 
Report

Reporting via system -
designed to optimise 
compressor 
performance

System developed to 
enable environmental 
reporting

Vented volumes are calculated not directly measured



Initiatives to Improve the Reported Volumes

� Venting review

� To improve accuracy of reported volumes and to fulfil our 
continuous improvements obligation to the environmental 
agencies

� Fuel Metering Project

� Review of calculation methodology, measurements and 
constants

� Changes on electric drive sites

� Potential to automate the existing manual calculation of 
vented volumes on electric drive units

Completed for 2008 data

Complete by April 2010

Under consideration



Venting Review

� Identified that from December 2007 the software system 
was not recording some vents

� An external investigation identified the fault and this has 
been fixed

� The fault was identified after the 2009/10 Incentive was set 
and hence the target and performance are not currently set 
on a consistent basis



2009/10 Incentive Target Correction

� Consultation responses

� 2009/10 venting target 
should be corrected to 
ensure performance 
measure and target are 
consistent

� Improvements should be 
incremental & annual

193415342008

188718872007

228322832006

221322132005

192219222004

238323832003

181918192002

209820982001

Corrected 
Calculation 
(Tonnes)

Previous 
Calculation 
(Tonnes)

Calendar 
Year

We are proposing to correct the 2009/10 
Incentive Target from 1777 to 1977 Tonnes



Proposal for Environmental Incentive from April 201 0

� Carbon Price Options

� Move to latest Government Policy  
(DECC Non-Traded Price)

� Retain existing Defra Shadow 
Price of Carbon basis

� Volume target

� Retain existing approach using 
weightings of last three calendar 
years

� Implement any methodology 
improvements from Fuel Metering 
Project

£619£11562011/12

£586£11002010/11

Shadow 
Price of 
Carbon 

(£/tonne)

Non-
Traded 
Price 

(£/tonne)

Incentive 
Year

Proposal to set scheme for 2 years 



Issues Related to SO Incentives

John Perkins



Issues Related to SO Incentives

� CV Capping Rules (UNC Review Group 0251)

� Review near completion

� Meeting on 24 November 2009 to agree recommendations

� System Flexibility

� Second Industry workshop held on 16 November 2009

� National Grid considering the points raised, prior to 
publishing indicators in January 2010

� Intra-day Linepack product

� Key issues identified in development of strawman to be taken 
to Transmission Workstream for discussion
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Consultation Responses

� Responses requested by Friday 
11th December 2009

� There is no requirement on a 
party to express views on all of 
the incentives or to answer all 
of the consultation questions

� If required, responses can be 
sent directly to Ofgem

FAO National Grid

Re: Initial Proposals

FAO 
National Grid

We welcome any suggestions on how we can ensure 
all parties are able to respond to this consultatio n



Closing Comments

� Thank you for attending this workshop and your 
contributions throughout this year’s consultation

� We are happy to answer further questions or arrange 
bilateral meetings

� We will be seeking separate feedback on this year’s 
consultation process

� Ofgem will bring forward Final Proposals in the New Year



Contact Information 

� Register to receive e-mail notifications

� soincentives@uk.ngrid.com

� SO Incentives area of the National Grid website

� www.nationalgrid.com/uk/Gas/soincentives/

� www.nationalgrid.com/uk/electricity/soincentives/

� Talk to us

� john.perkins@uk.ngrid.com 01926 656337

� malcolm.arthur@uk.ngrid.com 01926 654909



Questions and Discussion


