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Introduction

The South North pipeline (SN) is due to become operational in October 2006 and is currently on schedule. Its completion will connect the NI system at Ballyalbanagh in Co. Antrim to the RoI system at Gormanston in Co. Meath and will require NI to have in place a set of arrangements to ensure its incorporation into the NI gas transmission pipeline system is seamless, transparent and benefits users of the NI system. To facilitate this goal Ofreg produced a consultation paper in July 2005 to discuss the issues arising from SN. The July paper sought to put some detail on the principles of how the pipeline would operate and its impact on the NI gas transmission operational regime. We would like to thank all the respondents for their comments which can be viewed on our website at http://ofreg.nics.gov.uk/
The rest of this paper will examine the outcome of the July consultation and how the Pressure Report figures impact on the requirements from the NI system. We will then set out the way forward in both the short and medium term, outlining the modifications we feel are required to the NI operational regime by October 2006 and the process for considering more fundamental changes which are required to streamline the regime in the medium term.

Outcome of Consultation and Pressure Report

Ofreg has now had the opportunity to take on board the comments in response to our July consultation and wishes to use this paper to set out the workstreams and goals which we wish to achieve in the next number of years. It is important to note that the July consultation paper was written on the assumption that NI would require IC capacity in the 2006/07 Gas Year. Since we produced the July paper the NI Pressure Report has been finalised and forwarded to all Gas Suppliers. It has become clear from the Pressure Report analysis that SNIP will be able to handle all NI firm demand until Gas Year 2007/8 and, possibly, NI may not need IC capacity until 2009/10.
 This gives us some time to ensure that any measures we introduce to produce the more simplified service for Gas Suppliers, as discussed in the July consultation, are adequately consulted on and tested before implementation. It also means that we can now give greater priority to those measures that must be in place by October 2006.
Participants in the July consultation will note that many of the issues raised in that paper are no longer discussed here. As a result of the Pressure Report the requirement to have in place rules and systems to deal with IC flows to NI are no longer urgent and may not be relevant for a number of years. However the exercise has given all parties an opportunity to consider the consequences of extending the current regime and highlighted the complexities that may have to be faced in the future. These questions relating to how IC capacity would be booked and paid for will be dealt with at a future date, possibly as part of an all-island framework.
We view the future workstreams as being broadly divided into two phases. Firstly we need to ensure that the systems in place in October 2006 when SN becomes operational will adequately deal with the issues arising from having an extra pipeline in NI. We have referred to this as the October 2006 workstream and we have attempted to include all relevant areas in this paper. 

Secondly, the July consultation paper highlighted the complexity of extending the current regime to incorporate IC shipments and identified that NI needs to provide Gas Suppliers with a more simplified service. Whether this would involve moving to a single TSO or new arrangements between the DPOs which would have a similar effect will be discussed as part of future consultations. However we are pleased to note that almost all respondents explicitly agreed with the principle that we should work towards providing a more simplified system and Ofreg will continue to promote this process in its future workload. While both workstreams may proceed simultaneously the October 2006 stream will be prioritised to ensure everything is in place in time for operational commencement of the SN.
October 2006 Workstream

In this section we consider the issues which need to be addressed by October 2006. We have attempted to identify, where relevant, specifications that will require code and licence modifications and systems changes but we recognise that this may not be an exhaustive list. We believe that the majority of issues are covered here but would appreciate any comments on areas which need to be addressed and have been omitted here.
In order to finalise the specifications of the post SN operational regime we will need to understand fully NI Gas Supplier requirements. Ofreg does not see any reason to put in place expensive and time consuming rules and systems that provide services which are not required. Therefore we have considered below some of the services which the SN could provide:
(i) Gas Flows from South to North
The completion of SN will directly link the NI and RoI markets and this raises the possibility of NI Gas Suppliers purchasing gas in RoI and transiting it to NI. However it is difficult to imagine how flowing gas from South to North would be commercial given the current tariffing regimes. Even if CER were to agree to a transit tariff in RoI we still find it difficult to see how paying the various tariffs along the route will be economic. We are interested in discussing this with all parties, especially Gas Suppliers, as they are in the best position to answer this question. 

Until it is apparent that there is a demand for such products, Ofreg is minded not to approve significant investment in systems to allow for south-north flows. We do not see the need to add these costs to NI gas consumers until they are required. Should south-north flows materialise we will discuss with the DPOs what measures would be necessary to facilitate such flows e.g. how different gas specification would be dealt with.

(ii) Gas Flows North to South
Given the figures from the Pressure Report there are going to be occasions when gas can flow from Moffat through SNIP and SN to Gormanston and into the RoI on-land system. However, similarly to south-north gas flows, there does not seem to be much commercial incentive for Gas Suppliers to do this. One possible scenario where there would be a commercial incentive would be if NI charges a transit tariff which resulted in the price of flowing gas from Moffat to the RoI on-land system being competitive with IC. However this would involve significant changes to the postalisation regime which could be complex. It is not currently a priority for Ofreg and in any case may be overtaken by moves to an all-island framework. 

(iii) Emergencies
While we believe that South to North and North to South flows are unlikely, we think it is important to have in place an understanding as to how the NI and RoI networks would interact in an emergency. It is possible that in an emergency, such flows may be required in either direction to alleviate pressure points in either network. We believe that it will be important to have in place high level reciprocal principles agreed between the relevant operators, regulators and departments on how an emergency will be handled on an all-island basis. We do not foresee the need to put in place extensive code and systems modifications. Instead we believe that clear principles would be sufficient to provide everyone with a common understanding of what would happen in an emergency.
Could all Gas Suppliers please confirm that they agree with Ofreg’s assumptions?

If not could Gas Suppliers please outline what services they anticipate they will require and in what timescale?

Given the assumptions that we have made above, the required modifications to the codes are not as extensive as those discussed in the July consultation. In our view the main changes will be required to incorporate the new exit points. While the new exit points will require identification in the codes, the modifications are not extensive or complex. The only exception to this may be Lisburn, as its completion will mean that the PNG system will have two separate entry points connected to two separate upstream systems. This may present complications for the day to day operation of gas flows for Phoenix Gas Suppliers and we have asked the DPOs for clarity on how the Lisburn exit point will operate.

We request that the DPOs clarify how the Lisburn off-take will be operated.

We do not at this point see the need to include complex modifications for the Gormanston entry point. As previously discussed, this is in view of the fact that it may not be used for a number of years and then may be superseded by an all island regime. Modifications for a new entry point would be more extensive than an exit point and would have a knock on effect for a number of sections of the code. We will discuss this matter further with BGE(UK) and will make a final decision based on the cost and complexity of any modifications.

We also do not see any need to proceed with the process of incorporating the IC pipeline into the NI system at the current time. While the July consultation discussed this in detail, given the conclusions of the Pressure Report, we do not see the value in furthering these discussions now.  
Interruptible Services
After reviewing the responses to the July consultation, Ofreg has decided to continue with an interruptible product in NI. We feel that the current interruptible regime has proved successful and provides a more flexible market for Suppliers.
On interruptible pricing, we are minded not to change the current regime where the interruptible tariff is set at the commodity rate. The current regime has worked well and we have seen no evidence that it has been exploited by parties. It ensures that NI operates a straightforward system and will avoid the cost of introducing new rules and systems to the network. We have taken on board the concerns that any regime should prevent a possible flight from firm. Given the current system arrangements where each of the power stations has booked firm capacity on the NI system for the next number of years and the distribution companies are obliged by their licences to book firm transmission capacity for their firm customers, we believe that this risk is contained. However we will keep this policy under constant review and monitor behaviour with the DPOs to ensure we can take immediate action if the interruptible price needs to be amended. We will also look to amend the policy in 2008 at the latest when the commodity tariff percentage is due to fall to 25% from 50%.

As part of the capacity transfer agreement between PPL and CESB, it was agreed to put in place a set of interruption rules in the code to accommodate this agreement. These rules, detailed in section 6 of the PTL code, essentially resulted in domestic interruptible volumes being interrupted after power station firm nominations. It was agreed that these rules would be reviewed on completion of SN. Ofreg’s starting position is to return to a more standard interruption regime in October 2006 where interruptible nominations are interrupted first followed by firm nominations based on a transparent priority list. We will seek to initiate the relevant modifications in the New Year.
We recognise that there is an issue here for Gas Suppliers to distribution systems. At the moment, PNG Distribution book the necessary capacity for Belfast distribution market on SNIP and Gas Suppliers to Belfast then flow interruptible on a day to day basis and pay for the transmission capacity through their distribution charges. This system was designed to facilitate competition in Belfast. Rather than scrapping that system, we would prefer to work around it by essentially linking firm capacity to an exit point. This would mean any Gas Supplier supplying an exit point (whether they have firm capacity or not) would not be interrupted until the nominations at that exit point exceeded the firm capacity. We do not believe that this creates any perverse incentives, and believe that elements of this already exist in the PTL code, but are willing to discuss with all parties. 
Swaps
In order to promote as liquid a system as possible on the island we would be interested in discussing with all parties the facilitation of swaps at Moffat should there be a demand for it. This could allow NI Gas Suppliers access to products in RoI and facilitate transport to NI without having to pay multiple tariffs. We recognise that this is a commercial agreement between Gas Suppliers but we are willing to discuss whether any barriers exist and if there are any ways we could support the fostering of such agreements.
Legal Issues
While the fact that SN crosses an international border has been brought up as an issue by some parties in their responses to the July consultation, we are confident that these can be addressed. There are numerous precedents and we are currently in discussions with BGE(UK) and CER on the detail of the pipeline arrangements. 
RoI Off-takes from SN
We are still in discussions with BGE(UK) and CER on how best to cater for off-takes from SN on the RoI section of the pipeline. We have taken on board the responses to the July consultation on this matter and hope that an agreed and mutually beneficial framework will be finalised by October 2006.
Streamlining NI Transmission Arrangements
Ofreg has always stated that it wishes to see a transmission system in NI which provides the most seamless, efficient and cost effective service to Gas Suppliers. The possibility of extending the current regime to include IC highlighted that the current system is not optimal and could be improved upon in the interest of all NI gas consumers. In the July paper, Ofreg sought comments on how the NI transmission regime could offer a more efficient and simplified service to Gas Suppliers. We suggested that this could be achieved through exploring the potential of introducing some elements of a single TSO or looking into how the DPOs could collaborate more closely to provide all Gas Suppliers with one interface. The vast majority of the responses to the paper endorsed our view that reviewing the possibility of a more simplified service was the appropriate way forward. There were a number of interesting suggestions on the detail of how this might be achieved and these will be considered in due course as we formulate the detailed steps in the way forward. We accept that this is a complex task which will require a lot of effort and consultation to successfully implement.
There are a number of potential steps that could be taken to produce a more streamlined system and Ofreg is working with the DPOs to identify possible areas and consider timetables and responsibilities to implement progress. These steps will include interim steps such as examining ways of allowing the BGE(UK) and PTL IT systems to talk to one another. This would allow a Gas Supplier to input one set of nominations within the NI system.  BGE(UK)’s and PTL’s IT systems would then  communicate with each other to ensure that the nomination input feeds into the upstream operator’s system. The steps will also include consideration of the issues surrounding introducing one balancing area to NI and having one capacity booking regime. The results of the Pressure Report have emphasised the benefits of operating a free flow regime in NI and the DPOs have committed themselves to ensuring this is so by 2007/8. Ultimately this involves examining the possibility of a common code and elements of a single TSO. These areas involve more fundamental change to the current regime but we believe that they are important components of an efficient regime and we are keen to make progress in these areas. 

We anticipate that the necessary analysis should be complete in the coming months at which point Ofreg will be in a position to circulate proposals on the way forward. If good progress is made some elements of this workstream may be implemented by October.
As we noted in the July paper, these issues all take place in the context of an all-island framework. DETI, DCMNR, CER and NIAER are committed to scoping the potential of developing an all-island gas market. The development of common network codes and a single TSO on the island are both explicit strands of this framework and CER and ourselves are proceeding to examine their potential. Therefore we have two interconnected streams of work, one concentrating on NI and the other on the whole island. Ofreg will ensure any projects to streamline elements of the NI operational regime will take account of the all-island framework and where possible work alongside all-island projects.
Obviously all NI gas parties will play a fundamental role in designing and implementing any all-island market and we will continue to inform and involve all interested parties on developments as they occur.
Way Forward and Responses
Ofreg will continue to work with the DPOs on the October workstream and hopes to see initial discussion on the detail of any code modifications early in the New Year. Once we have the detail of the proposed modifications we will consider whether an industry discussion forum is necessary. We will continue our engagement with CER on common issues arising from the SN. We also hope to begin detailed discussions with the DPOs on the timetable for streamlining the NI regime in the coming months. In order to facilitate these processes, we have summarised some of the issues from this paper we are expecting responses on. 
· What services Gas Suppliers require and whether they agree with Ofreg’s assumptions.
· How the Lisburn off-take will operate.

· DPOs thoughts for streamlining the NI regime.
· Any other issues raised in the paper.
The areas are quite specific so we would appreciate responses no later than 17th January. We are happy to accept responses in written or electronic format at:

Brian McHugh

Gas Transmission Branch 

Ofreg

Queen’s House

14 Queen St.

Belfast BT1 6ER

Tel:

028 9031 1575

E-mail:

brian.mchugh@ofregni.gov.uk
We are also happy to meet with any party to discuss any of the issues raised in this paper.

� The timing of IC capacity is dependant on how the NI system is operated. The Pressure Report analysis shows that when Carrickfergus is free flowing, IC capacity may not be required for NI until 2009/10.
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