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Mr Roger Hume

Thank Vou for your let ter of  28 lu ly on behalf  of  your const i tuent,  regarding charges incurred

by customers on independent gas transporter ( IGT) networks.

ofgem has a duty to ensure that al l  reasonable requests for gas through pipes are met,
provided this can be done economical ly,  and to ensure compet i t ion in the supply and Iaying
of gas pipes. In 1995 the Gas Act 1986 was amended to al low for the cre?t ion of  IGTS which

dei ie lop, operate and maintain local  gas transportat ion networks. In some cases this has led

to an extension of  the gas network and around 760,000 premises are now connected to IGT
networks.

since 1995 IGT transportat ion charges have been determined on the basis of  charging

methods set out in Standard Licence Condit ions. In 2003 Ofgem conducted a review of the

charging methods and concluded that the arrangements that control  IGT charges had not

been efiective. As a result charges on new IGT developments from 1 lanuary 2004 have been

subject to a Relat ive Pr ice control  (RPc).  This means that pr ices are capped at a level

.oni ist"nt  wi th the Distr ibut ion Network's (DN) charging. Ofgem also concluded that i t  would
not be appropr iate to force sires cieveiopeci  pr ior to 2004 to aciopi  KPc saraightaway, bui  RPc

migrat ion dates have been agreed for al l  s i tes under the old arrangements.

There are di f ferences in the way in which IGTS not yet subject to RPC recover connect ion and

on-going costs.  For a DN a greater proport ion of the connect ion costs are recovered up-front,
whereas IGTS wi l l  recover these costs through a higher charge for using the gas pipes.

Shippers (companies which buy gas from producers and make arrangements for the

transporter to del iver i t  to a suppl ier)  wi l l  pass these costs on to the suppl ier who, in turn,

may pass them on to the customer.  For domest ic consumers/ distr ibut ion charges const i tute
some 15 to 2Oo/o of  the f inal  gas bi l l .

we understand that some of the main suppl iers '  levy an addit ional  charge for supplying
customers on IGT networks. Suppl iers ei ther ident i fy these charges up front or have
embedded them in their  tar i f f .  As wel l  as the addit ional  t ransportat ion costs referred to above
which apply on many of the IGT networks, suppl iers c i te industry governance arrangements/
bespoke systems and processes, and the addit ional  administrat ive burden of managing these
on IGT networks. l-l R G i: tl 
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We expect the compet i t ive market to del iver benef i ts for consumers. IGT networks are
growing, becoming an increasingly important component of  the market and suppl iers should
be keen to attract those customers connected to them. There are signs that it is already
responding. Both Br i t ish Gas and Scott ish and Southern Energy have removed al l
supplementary charges for customers on IGT networks. I f  Mr Hume is dissat isf ied with his
current tar i f f  I  would encourage him to consider changing his suppl ier.

Ofgem has met several  t imes with the Gas Forum (the representat ive group for gas shippers
and suppl iers) and the Associat ion of  IGT5 to discuss how the industry should handle the
growth in iGTs going forward. I t  was highl ighted that the main obstacle prevent ing benef i ts
being real ised has been what form of governance and change management should prevai l .  As
a resul t ,  Ofgem intend to publ ish a consultat ion document short ly on the development of
Uniform Network Code (UNC) governance arrangements for IGTS.

I f  you would l ike further br ief ing on this or any other of  ofgem's act iv i t ies I  would be happy
to arrange this with our Government Affairs Team.
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