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Abstract: This paper outlines the CERs proposed methodology that will be used to calculate
the charges for entry onto and Exit off the Gaslink system. This new methodology will
replace the current regime which recovers the costs associated with the Interconnectors
separately from the assets at Kinsale and the onshore part of the system. From October the
revenues of the entire system will be recovered using a 50:50 split between entry and exit.
In addition, the economic principles of the new methodology will move from being based on
the historic costs of the system to sending a forward looking cost of expansion This will set
differentials between entry points which are intended to reward new entry onto the system
where it is efficient in relation to other entry points.

1.0

Executive Summary

In the next number of months a significant change to Irish gas supplies will arise with the
coming on stream of gas flows from the Corrib gas fields. This is a significant change to
supply sources in Ireland and will be the first new indigenous source of gas in over 30 years.
As a result of this change the gas Interconnectors that connect Ireland to Great Britain will
no longer be the primary supply source of gas, at least in the medium term until flows from
Corrib decline. In addition, there is the potential of a LNG facility at Ballylongford. Co. Kerry
in the coming years.
The reforms that are proposed in this paper are the outcome of a 5 year reform process
focused on the concept that the wholesale cost of gas in Ireland is based on the price of the
molecules at the trading hub in Britain ( NBP1 ) +the cost of transporting the gas from Moffat
in Scotland via the Interconnectors for delivery to the end customer.
Under the current methodology, with reduced throughput on the Interconnectors, but
assuming no change in the underlying revenue requirements the cost of wholesale gas
would rise significantly. This is because the current methodology is based on the expected
bookings for the Interconnectors divided over the required revenues. As other entry points
supplying gas would be free to price up to, or just under the now significantly higher
wholesale cost of gas this would have a significant effect on gas prices. Therefore, whilst
Ireland would enjoy more diverse sources this would be negative for Ireland’s energy
competitiveness and consumer welfare as it would come at a significantly higher price to
consumers.
In 2012 CER published a Decision Paper setting out the rationale & principles for the future
methodology that would endure after reform had taken place. The key principles included a
decision to base future reform on a forward looking cost concept (the cost of expansion of
the system) rather than the prevailing and still current approach which recovers the historical
revenues of Gas Networks Ireland (GNI). The CER took the view that where new entrants
could be shown to be more efficient i.e. be cheaper than the Moffat tariff which sets the
1
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wholesale cost of gas then they should be rewarded for this. This concept was termed the
Diversity Premium, and the CER considered that this should accrue to producer if their entry
was efficient. Equally important however was the concept the while security and diversity of
supply should be promoted it was essential that customer did not overpay for their supply.
In simple terms, the 2012 decision outlined the principle that an equitable balance should be
struck between the benefit of additional supplies and the need to ensure that customers
were not overpaying for their supply. As part of the reform the CER also decided that the
Interconnectors were not a separate asset, but rather were part of a single Entry/Exit system
and so should be remunerated as part of the system. At the time of the 2012 Decision
Paper outlining the principles of reform, the nuts and bolts of a new methodology was not
decided.
At the same time over the last number of years, developments at EU level have progressed
with the publication of the ACER Framework Guidelines and the ENTSOG Network Code on
Tariffs. These rules are part of the “Third Package” of European energy legislation and lay
out the principles that all Member States must apply from 2017 when deciding on
transmission tariffs. This includes a prescribed list of methodologies from which to choose.
The CER has been guided by the developments at an EU level with the aim of future
proofing the regime as much as possible.
In June 2014 the CER published an Information Note outlining all the methodologies that
were available to the CER. This was followed up by a Consultation Paper in September
2014 requesting feedback on the three methodologies that the CER had modelled, which
included a historic approach and two forward looking approaches. The CER published and
consulted on a historic methodology notwithstanding the fact that a historic approach had
been ruled out in the 2012 decision. These methodologies are;




Capacity Weighted Distance Approach (CWDA)
Virtual Point ( Variant A) (VPA)
Matrix Expansion Constant (MEC)

As these modelling results involved multiple inputs and parameters the CER also convened
a Networks Tariff Liaison Group (NTLG) composed of the principle gas market stakeholders.
This was initially envisaged in the 2012 decision, at a time when the methodology options
open to CER were not constrained by European Network Codes. This allowed the CER to
consider feedback and proposals for the methodologies prior to this Draft Decision Paper.
This level of engagement with industry was considered critical to ensure that the
methodologies and inputs had been debated before the publication of the proposals outlined
in this paper. The CER thanks the NTLG for their assistance throughout this process.
To move towards the proposed methodology, the CER chose to base its examination on
three criteria, which broadly reflect those principles already decided in 2012, namely,




Stability,
Predictability,
Equity & promote effective competition

The methodologies were assessed against the criteria which allowed CER to eliminate one
of the methodologies (VPA). This was due to the lack of stability & predictability of the
5
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model. This left two approaches for further assessment against the third criteria-the CWDA
and the Matrix.
These two methodologies are based on different cost concepts. The CWDA is the simpler of
the two. It takes the revenues required for the system and apportions them to each of the
Entry Points based on the capacity they provide weighted by the distance from the Entry
Point to the Exits off the system. Part of the simplicity of this approach is based on the
revenues being spread around in one step. There is a simple pre-step where the percentage
of revenues that will be obtained from Entry tariffs and Exit tariffs is decided beforehand.

However, whilst this methodology is undoubtedly more straightforward, the differentials
created between Moffat and the other entry points are based on the inclusion of revenues for
items that are not related to entry, and importantly include remuneration of two subsea
pipelines. The differentials created under this approach would disproportionately favour
producers (remembering that the Moffat tariff sets the wholesale price in Ireland) under this
methodology. This methodology would give rise to a maximum diversity premium that would
accrue to producers of c. €54m in a given year. This is a significant premium that would
be paid by gas customers for the additional benefits of supply diversity. This diversity
premium does not take account of the competitive effects between entry points and
so is intended to reflect the maximum premium that may accrue to producers. It is
expected that there would be competition between entry points and so the actual level
of the diversity premium would be lower.
The Matrix on the other hand has been examined using a forward looking approach and
therefore more complex. Firstly, the methodology calculates initial tariffs which are based on
the costs of future expansion of the network (pipeline cost per unit capacity per Km
distance). As these initial tariffs are centred on sending a signal based on the costs
associated with constructing one pipeline, they do not recover all the revenues for the
system. The initial tariffs calculate the costs associated with one pipeline and set the
differentials between the entry points more appropriately. This is because this approach
reflects the costs that new entry points would face (i.e. building one pipeline), and are
therefore encouraged to beat. CER is of the view that where producers beat this signal they
should be rewarded for doing so. As the differentials are more cost-reflective of costs
associated with entry the Diversity Premium is lower in the Matrix, in the order of €21m.
As the revenues of the system also include other items that are not only pipeline related,
these initial tariffs are rescaled upwards to meet the revenues needed for the system. It is
important to note while the approach does rescale the tariffs upwards to obtain the required
revenues of the system, the differentials are maintained by “floating” all tariffs upwards by
the same amount.
Although both the CWDA and the Matrix approach do recover the necessary system
revenues, the CER views the fact that the Matrix sends a signal to new entry based on onepipeline as the correct signal that should be sent. Having considered the merits of the two
methodologies the CER is minded to apply the Matrix methodology from October 2015. The
CER views the Matrix as the methodology that best achieves an equitable balance between
producers and consumers. CER considers that the methodology should encourage efficient
6
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new entry onto the system as it is based on sending the one new pipeline signal. The
indicative Diversity Premium strikes a balance between rewarding efficient new entry &
ensuring that customers do not overpay for their supply. The CER views the methodology as
best fulfilling the principles of equity, stability and promoting effective competition as set out
in our previous decision papers on tariff reform.
Whilst the choice of methodology is the central decision in this paper, the stability in the
medium term of the inputs of such a methodology is also a critical issue for CER. The
stability of the methodology and the signals that the stability gives to investors are critical
components of the methodology. The CER considers that as a matter of regulatory policy,
inputs such as the Expansion Constants should be stable over time. This is to encourage
longer term investment decisions and promote tariff stability for end customers.
Although this Draft Decision is focused on choosing a preferred methodology there are
certain proposals in this paper which will have an effect on the level of the Entry tariffs paid
by network users. Respondents are encouraged to focus on these issues when responding
to this paper.
Most significantly is the proposal that for gas entering the system from Storage a 100%
discount will be applied. This would mean that revenues that would otherwise be collected
from the Entry tariffs levied on gas entering the system from Storage would now be collected
from all other entry points. This has an upward effect on all other entry tariffs by €103 as the
revenues of c. €3.3m that would otherwise have been collected from the entry tariffs from
storage are distributed amongst other entry points. This would be in addition to the current
100% discount received for Storage exit from the GNI system into storage, the effect of
which consumers of gas already see in current Exit tariffs.
The CER is of the view that the Storage facility at Kinsale is valuable for the medium term
gas security of supply for Ireland, should an issue arise with the Corrib fields or South West
Scotland. Feedback on this proposal is requested.
In addition, the current tariff reform will impact significantly on the Isle of Man. This is
because the Isle of Man currently only pays Entry at Moffat. With the proposed move
towards a 50:50 split the revenues from Entry, the Moffat tariff will increase significantly from
the current 2014/15 tariff. For most customers this is rebalanced by the lower revenues (and
hence tariffs) being recovered from the Exit. However, the Isle of Man will not benefit from
this proposed rebalancing of revenues. Therefore, feedback is also requested on how the
Isle of Man should be treated. It should be noted that if the Isle of Man moved to a position
where it did not pay the standard Moffat tariff then all entry tariffs would rise to recover the
revenues. This is because the bookings associated with the Isle of Man would not now be
factored into all other entry points.
Finally, as indicated in the Impact Assessment section, there are certain matter such as the
Entry Exit split and the Capacity Commodity split where the CER has some discretion2.
Feedback from respondents is also encouraged as the CER moves towards its final decision
on this matter in June.

2

.At least until such time as the Network Code becomes binding.
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What are the next steps for readers of this paper?

This paper is a Draft Decision and as such it reflects the CERs minded to decision on certain
issues, including most importantly the choice of methodology that will prevail from October
2015. However, CER encourages feedback whether it be on the minded to issues or those
where the Commission has a more open mind.

Matters that CER is minded to apply

1. Choice of methodology
The CER is minded to apply the Matrix approach from October 2015. This will be based on
Expansion Constants, and will not apply the Partially Constrained Expansion Constant
approach.
2. Ruling out other methodologies
The CER will not apply the Capacity Weighted Distance Approach or the Virtual Point
(Variant A) in Ireland from October 2015.
3. Expansion Constants
CER is minded to apply the numbers an Expansion Constant of €7,874/GWh km for Dry and
€8,757/GWh km for Wet.
4. Postalisation of Exit tariffs
As already indicated in 12/087 and CER/14/455 the CER will continue the policy of Exit
postalisation. This is achieved via the Equalisation secondary adjustment, which is applied
after the calculation of individual Exit tariffs. We provide justification in line with Network
Code guidance on this matter in section 13.

Matters on which the CER has not reached a minded to decision
1. Annuitisation Factor
CER requests feedback on the Annuitisation Factor applied in this paper.
2. Capacity/Commodity split
CER requests feedback on the Capacity/Commodity split to apply in the forthcoming years,
based on the assumed application of the Matrix methodology. It should be noted that an
eventual move towards a 100:0 Capacity: Commodity split will be obligatory in the coming
years.
3. Negative Expansion Constant
CER requests feedback on the application of the negative Expansion Constant to allow for
counter flow credit where applicable.
4. Entry/Exit split
The tariff results for the Matrix approach is based on an Entry/Exit split of 50:50. The impact
of this is included in the Impact Assessment section. Feedback is requested on the
Entry/Exit split.
8
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5. Isle of Man
As the Isle of Man pays the standard Entry capacity tariff at Moffat, the proposed tariff
Entry/Exit split reform will impact on the charges paid by the island. If the Isle of Man moves
to a position where it no longer pays the standard entry tariff at Moffat this will have an effect
on all entry points. Feedback is requested on the suitable treatment of the Isle of Man.
6. Storage
The tariffs indicated in this paper are based on a 100% discount for Storage operators
(Kinsale) for Entry onto the GNI system. This is in addition to the already prevailing policy of
a 100% discount for Exit where gas reenters the GNI system from Storage, the effect of
which gas customers see in the Exit tariff. Feedback is requested on the proposed treatment
of Storage.

Glossary:
Annuitisation Factor: The annual payment made to remunerate the cost of and on capital
as well as associated operating costs, whilst taking into account a depreciation profile of an
asset.
Capacity: Capacity bookings reserve space in the pipeline pleasured in MWh of energy per
day

Capacity Weighted Distance Approach: A cost allocation methodology to distribute the
revenues of the system based on the capacity (booked) that each entry point provides to the
system weighted by the distance from the exits.
Commodity: Commodity charges are levied based on the units of energy transported
through the network measured in units of MWh
Cost Allocation Methodology: An approach to allocating the revenues of the TSO amongst
Entry & Exit points, as prescribed by the Network Code on Tariffs
Dry Expansion Constant: A numerical value of expanding the capacity of the onshore part
of the system so that one unit of gas can travel over one kilometre.
Entry/Exit System: a network of high pressure transmission pipelines which are the basis
for the calculation for bringing gas onto the system ( Entry tariffs) and for taking gas off the
system ( Exit tariffs)
Matrix: A cost allocation methodology which calculates the cost of expansion of the network
between each Entry Point & Exit zone and determines a single average entry point charge
Negative Expansion Constant: An application of contra-flow credit in the Matrix
methodology that reduces the value of the cost of expansion to take account of the direction
of flow.
Secondary adjustments: Alteration applied to modelling results to ensure revenue recovery
or so as to apply an equal tariff amongst certain categories of users.
9
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Virtual Point: a cost allocation methodology which calculates the costs of expansion of the
network for each entry point to a mathematical centre of the system, which takes account of
an explicit Entry/Exit split.
Wet Expansion Constant: A numerical value of expanding the subsea part of the system
so that one unit of gas can travel over one kilometre.

10
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2.0

Background

At present the majority of gas in Ireland is sourced from Great Britain via sub-sea
interconnectors (ICs) from Scotland along with a small amount from gas storage and
production facilities in Kinsale. The price of wholesale gas in Ireland is set by the price at the
trading hub in Great Britain (NBP) + the cost of Exit from the GB system + the cost of
transport across the Interconnectors. Therefore, the CER’s reforms focus on ensuring that
the reduced IC throughput does not push the effective wholesale price of gas in Ireland to a
level that damages consumer interests and Ireland’s energy competitiveness.
The process of reform has been ongoing for 5 years as outlined below.

Principles of
reform

CER/11/002 The Regulatory
Treatment of the BGÉ
Interconnectors

Consultation
Paper

This paper set out the rationale for
updating the regulatory regime to take
account of the changes to supply sources.

CER/11/112 The
Treatment of
Interconnectors
CER/12/013 The
Treatment of
Interconnectors

Regulatory
the BGÉ

Consultation
Paper

Regulatory
the BGÉ

Proposed
Decision

Sought views on the updating of the
regulatory
treatment
of
the
interconnectors.
Outlined the CER’s draft decision on the
treatment of the Interconnectors

CER/12/087 The Regulatory
Treatment of the BGÉ
Interconnectors
ACER
Framework
Guidelines on Transmission
th
Tariffs (30 November 2013)
ENTSOG Network Code on
th
Tariffs (26 December 2014)

Decision Paper

Decided on a forward looking approach
for future tariffing arrangements

Framework
Guideline

CER/14/127

Information Note

CER/14/455

Consultation
Paper

Basis for harmonised transmission tariff
setting rules across all EU Member
States.
Develops the more detailed rules in light
of the guidance from the Framework
Guidelines.
This Information Note explained the 4 cost
allocation methodologies and considered
their application in Ireland
Outlined 3 modelled methodologies and
provided initial modelling evidence.

Tariffing
methodology
consultation

Network Code

Draft Decision
Paper

Tariffing
methodology
decision
Implementation

June 2015

Decision Paper

August 2015

Annual
Transmission
tariffs

11

Requested
feedback
on
the
methodologies
modelled
and
their
suitability to Ireland. Also requested
feedback on issues such as the treatment
of Storage.
Evaluates the three modelled options
against criteria. Indicates CERs minded to
decision on the choice of methodology.
Requests feedback on certain issues.
Will address outstanding issues, as
indicated in this paper.
Implementation of Decision Paper for new
Gas Year ( October 2015)
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2.1

Tariff reform principles (2011-2012)

Beginning with an initial consultation paper in 2011, the CER has stated a number of times
the need to reform the methodology that sets transmission tariffs. From 2011-2012 the CER
concluded its work stream on the regulatory treatment of the BGÉ Interconnectors. This
particular chapter of reform focused on the principles on which the future methodology for
tariffing in Ireland would be based. This phase of the reform process decided that the tariff
reform policy would be based on forward-looking cost long run marginal cost (LRMC)
considerations rather than the current historic asset based cost approach. During 2013 a
legal challenge to the principles in that decision led to a hiatus on tariff reform until the
judgment in that case was finalised. Judgment was handed down in December 2013.

2.2

EU developments (2013-2014)

At the same time, developments at an EU level continued, specifically the publication of the
ACER Framework Guidelines on Tariffs and more recently, the publication of ENTSOG’s
Network Code on Tariffs. A refined Network Code on Tariffs was published in November
2014 which took account of feedback received by ENTSOG as part of the consultation on
the Draft Network Code. In late December 2014 ENTSOG submitted the final Network Code
to ACER3.
Binding on all Member States, the Tariff Network Code is expected to be implemented in
2017 across the EU. As the CER considers that the tariff regime requires reform before
2017, it is desirable to implement changes now that are in line with the EU requirements.
It should be borne in mind here that the ACER Framework Guidelines & hence the Network
Code are quite detailed and prescriptive – in part reflecting the considerable engagement of
the European Commission in the drafting process of this Network Code. In particular, the
European Commission has been engaged with the development of the cost allocation
methodologies available to Member States, the circumstances which should prevail for
particular options as well as detailed rules on when a methodology may apply.

2.3

CER work on the new tariff methodology (2014-2015)

In 2014, when CER restarted the process of tariff reform it was guided by the relatively
prescriptive methodologies that had emerged at the EU level. At the time it was decided that
to base the reforms on the emerging methodologies would likely provide a more future-proof
methodology that would require minimal changes when the Network Code becomes binding.
The June Information Note gave an initial introduction to the reform process by outlining
the tariffing options available in the ACER Framework Guidelines and emerging Network
Code and how each methodology might be applied to Irish circumstances.
3

ACER now has 3 months to produce a Reasoned Opinion on the Network Code and to request ENTSOG to
amend the Code if necessary.

12
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This included the:





Postage Stamp approach
Capacity-Weighted Distance approach
Distance to Virtual Point approach
Matrix approach4

Each of these cost allocation methodologies were examined in terms of the inputs that could
be used, economic cost concepts (based on historic costs, forward looking costs etc.) that
would apply to each methodology and the use of Secondary Adjustments, which includes
Equalisation, Benchmarking and Rescaling.
In addition, the Information Note outlined ACER’s view on where Member States may apply
the methodologies as well as the CER’s initial thinking on which methodologies may be
suitable for the Irish market, and whether the methodologies were consistent with
CER/12/087.
Although the Information Note was intended to be an introduction to the topic, the CER did
note that certain matters were settled. These included the decision to exclude applying the
Postage Stamp methodology to entry tariffs and that exit tariffs would continue to be
postalised.5 In addition, the CER indicated that as the ACER Framework Guidelines states
that capacity is the principle cost driver that the collection of revenues in Ireland would be
based primarily on capacity.
This Information Note was followed up with a Consultation Paper in September outlining
the initial modelling evidence for each of the three Cost Allocation Methodologies that the
CER has modelled, namely Capacity Weighted Distance Approach, a variant of the Virtual
Point and two variants of the Matrix approach.
The function of the Consultation Paper was to summarise the initial modelling evidence from
the model that accompanied the paper. The CER noted in that Consultation Paper that the
primary goal of the consultation was to provide stakeholders with a clear view on the
operation of the models, including the underlying assumptions and the significance of the
relevant inputs in each of the methodologies. As the title suggests, the results were initial
and the CER has continued working on the methodologies and the inputs with assistance
from Gas Networks Ireland and the Network Tariffs Liaison Group (NTLG).
The CER received thirteen responses to the consultation. These responses are published
alongside this Paper. In addition, at Annex 1 we have included the answers provided by the
respondents to each of the questions6. These responses and the work of the Network
Tariffs Liaison Group (as detailed below) fed into the proposed Draft Decision outlined in this
paper.

4

th

A 5 methodology based on assets was proposed by ENTSOG but was not considered by CER.
This continues the policy direction on the matter given to CER in 2001. Postalisation of Exit tariffs would apply
via the Equalisation adjustment. Additional details are given in Section 12.
6
Materials submitted via the online survey are only included in the Appendix. All other submissions are
published alongside this paper.
5
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2.4

The purpose of this Paper & Regulatory Impact Assessment

To date, the CER has not indicated its preferred Cost Allocation Methodology, but rather has
presented the various options for discussion. This allowed CER to consider the feedback
from the Consultation Paper as well as the criteria by which it would examine the different
Cost Allocation methodologies.
The purpose of this paper is three-fold.




It identifies that without reform the wholesale cost of gas in Ireland would rise
sharply under the current regime.
It assesses the 3 modelled options in terms of a set of criteria so that the CER can
move towards a preferred methodology.
It presents an Impact Assessment of the proposed methodology.

As the subject matter is network tariffs the Impact Assessment inevitably focuses on the
anticipated financial impact on different categories of gas users.

This paper is divided into 8 sections
1. Detailing the impact of the “do-nothing” scenario.
2. Updates to the model presented in the September Consultation Paper. This includes
a separate section on Expansion Constants & the Annuitisation Factor as they are
important inputs into the forward looking methodologies.
3. Assumptions in the tariffs on the treatment of Storage and Isle of Man.
4. Presentation of the updated tariff results as a result of the changes to the model.
5. Examination of each of the 3 modelled options in terms of stability & predictability;
two criteria the CER requested feedback on as part of the consultation process.
6. Examination of the effect of each of the preferred and counterfactual methodologies
against the criteria of “equity & promote effective competition”. This criterion will
consider the equity balance between consumers & producers. In addition, this
criterion will assess whether the principles of efficient entry are being met by the
methodologies.
7. Impact Assessment of the chosen methodology.
8. Finally, other outstanding issues are also addressed.

14
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2.5

The role of the Network Tariffs Liaison Group (NTLG) & previous publications on
Gas Entry reform

As part of Gas Entry reform the CER indicated in CER/12/087 that a Networks Tariff Liaison
Group (NTLG) would be established and would meet regularly before a final decision would
be issued on tariff reform. The purpose of the NTLG was indicated in CER/12/087 as
“representing the broad spectrum of stakeholders impacted by network tariffs7”. At the time
of that decision the potential scope for future gas entry reform was wider as no specific
methodologies were prescribed by the European institutions.
Although, the CER has now decided to base its reform on the requirements of the Network
Code on Tariffs,8 the CER took the view that the formation of the NTLG would provide an
important information sharing forum for gas industry stakeholders to provide data and
industry knowledge to the CER prior to the publication of this Draft Decision. As such, the
CER decided to convene the original NTLG members. In addition, an invitation was
extended to all Code Mod members.
The NTLG represented a wide range of gas industry interests including the TSO, producers,
storage operators, shippers & suppliers to end customers. In addition, neighbouring
regulators from the Isle of Man (Manx Utilities) and Utility Regulator (UR) were represented
at some of these meetings.
The members are listed below.















Bord Gáis Energy
Energia
ESB
Gaslink
Gas Networks Ireland ( formerly Bord Gáis Networks)
Irish Offshore Operators Association ( IOOA)
Kinsale Energy
Manx Utilities
Shannon LNG
Shell
SSE
Statoil
Vayu
Vermilion Energy

Prior to the publication of this Draft Decision Paper the NTLG met 7 times, and will meet
once more before the publication of the final Decision Paper. The purpose of the NTLG was
to provide peer review and analysis of information from industry to ensure that the inputs &
parameters of the Draft Decision are fleshed out before the Draft Decision to ensure that the
modelling information was thoroughly reviewed.
7
8

CER/12/087 at page 22
th
ENTSOG submitted the final Network Code to ACER on 28 December 2014 for ACER’s Reasoned Opinion.
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The CER thanks NTLG members for their helpful contributions to the gas entry reform
process.

16

27th March 2015

Future of Gas Entry Tariff Regime- Draft Decision

3.0
3.1

Impact of “do nothing” option in 2015/16
How does the current Gas Entry Regime work in practice?

The reasons for gas entry reform have been indicated a number of times before. This
section will aim to indicate what would arise if the current regime continued without reform.
At present the CER sets 3 network tariffs- 2 entry tariffs and 1 exit tariff. The 3 charges are;




IC Capacity & Commodity charges
Inch Capacity & Commodity charges
Onshore Capacity & Commodity charges

The current regime for Entry & Exit charges is based on the historic costs of the GNI
Regulated Asset Base (RAB), split into three- Interconnector costs, Inch costs & Onshore
costs. Each of these tariffs recovers a specific revenue stream associated with assets of the
system, and uses the forecast bookings at the Exits (Onshore) and at each Entry Point (IC &
Inch) to set Capacity & Commodity tariffs for the 2 entries and the exit. The 2012 decision
stated that the ICs were an integral part of the system rather than a standalone asset that
required its own separate revenue recovery.
As over 95% of gas in Ireland is currently sourced via the IC Entry Point, the price of
wholesale gas in Ireland is currently set by the cost of the gas at the National Balancing
Point (NBP) plus the cost of moving that gas to Ireland i.e. Cost of Irish wholesale gas
=NBP+GB Exit +IC Entry.
To date, as the majority of gas has been sourced via the IC system this tariff system has
been fit for purpose. However, with new sources of gas coming on stream forecast bookings
will move from the IC system, which would in turn raise the IC tariff to an uneconomic level
resulting in a substantially higher wholesale cost of gas in Ireland.
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3.2

Tariff impact 2015/16

As part of this paper GNI and CER undertook analysis to assess what the impact on tariffs
would be without reform. These are based on the following assumptions key assumptions.
1. Three Entry Points are active, namely Moffat, Inch and Corrib
2. The current split between Capacity & Commodity is maintained in the scenario
below.
3. Forecast annualised bookings at Exit are assumed to be 283.45 GWh9.
4. The sum of the forecast annualised bookings at all Entry Points is assumed to be
186.43 GWh
5. The Merit Order is assumed as indigenous (Corrib) followed by indigenous & Storage
(Inch) and the remaining forecast bookings arising at the Moffat Entry Point.
6. Corrib bookings are assumed to account for 92.92 GWh of the total Entry bookings.
Inch is assumed to account for 35.51 GWh of bookings, up from 31.91GWh assumed
for 2014/15.
7. The Moffat Entry point is assumed to account for the remaining bookings of 58 GWh.
8. For the purposes of this paper no K-Factors or changes in pass-through items are
assumed to arise and the Required Revenues are assumed at €200m, consistent
with the model published as part of the Consultation Paper.

3.3

Current assumptions under existing regime.

Under the current tariff regime two Entry points are active with the majority of entry bookings
assumed to arise at the Moffat Entry Point. For example, for 2014/15 the forecast entry
capacity bookings10 were 201.8 GWh with the majority (138GWh) assumed to occur at
Moffat11.
The current tariffing regime is based on an asset based split for Entry/Exit with c. 33% of
revenues being recovered via Entry tariffs12. Therefore, the proposed 50:50 revenue split in
itself (were nothing else to change) would have an effect on Entry tariffs as the Required
Revenues from Entry Points would rise. In contrast though Exit revenues would decrease
from the current c. 67% of Required Revenues.
As the gas market moves towards a third Entry Point in 2015 it is inevitable that forecast
bookings at Moffat will fall. Without reform, the CER would be required to significantly
increase the tariff at Moffat which as shown below would have a negative effect on the
wholesale cost of gas in Ireland.

9

For consistency with the Consultation Paper the same booking assumptions are applied to calculate the
2015/16 impact analysis.
10
This includes both annual and short-term ( annualised) bookings for Moffat, Inch & Corrib
11
The remaining bookings were 31.91 GWh at Inch & 31.5 GWh at Corrib
12
This includes entry at Moffat & Inch. Of this total 122.73 GWh was forecast annual capacity bookings at
Moffat.
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3.4

2015/16 tariffs maintaining current split & Capacity Commodity split

If the current Capacity/Commodity and Entry/Exit revenue split were maintained the Moffat
Entry tariff would increase from €359 per peak day MWh to €981 per peak day MWh.
This is driven by the decrease in Moffat forecast capacity bookings as bookings move to the
Corrib Entry Point. Exit tariffs would remain largely flat as the revenues & forecast bookings
for the Onshore part of the system would remain largely the same. For the purposes of the
tariff setting methodology (what the Network Code refers to as “the Cost Allocation
Methodology”), Cappagh South has been assumed as the Entry Point for Corrib. As no GNI
revenues are associated with an asset at this point, the Entry tariff at this point would be
€013. This would result in the transportation costs for UK gas increasing from €802 per peak
day MWh to €1408 per peak day MWh. This would be an increase in the order of about 76%.
It should be noted that the 15/16 tariffs below are indicative to illustrate what the tariffs would
be using the same assumptions (revenues & bookings) as the methodologies that have been
modelled as part of this consultation process. If tariffs were set using the actual revenues &
forecast bookings for 15/16 the tariffs would be different from this.
The capacity tariffs are indicated below with a 90:10 capacity commodity split.
Tariffs 15/1614
14/15
Exit (Onshore)
€443
IC Entry
€359
Cost of UK gas
€802
Table 3.1 Current & forecast do nothing tariffs

15/16
€427
€981
€1408

Difference
-4%
+174%
+76%

Analysis undertaken by CER using these assumptions indicates that without reform the
maximum diversity premium in 2015/16 that may accrue to producers introduced would be at
a maximum level of €145m. Further details on this are included in section 9 below.
The CER is of the view that without the reform proposed in this paper the wholesale cost of
gas in Ireland would be at a level that damages gas consumers’ welfare.

13

However, it should be noted that for these purposes an interim tariff of €100 per peak day MWh
capacity is assumed to remunerate the linkline between Bellanaboy & Cappagh South. This tariff is
indicated in the Notification to Industry on the Entry Tariff for the Bellanaboy entry point (CER/14/780).
14
Rounding to nearest Euro has been applied.
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4.0

Changes to modelling since CER/14/455

As part of the Consultation Paper issued in September the CER published a model
indicating the initial modelling evidence for each of the modelled options. These modelled
options & tariff results were indicative based on the inputs that were concluded at the time of
publication of that Consultation Paper.
Since then, the CER continued to refine these inputs with assistance from GNI. These
refinements have been presented to the NTLG for discussion. The CER also considered
feedback from the responses to CER/14/455 in its refinements to the model, the majority of
which were also received from members of the NTLG. This section outlines the updates to
the model some of which have an effect on tariffs. Section 5 is focused on the Expansion
Constant & Annuitisation Factor which were a primary focus of the updates and which have
been calculated from first principles. These have a significant effect on the indicative tariffs in
the forward looking approaches.
It should be noted that the model developed by CER will not be used to set actual tariff
levels, but rather only for the purposes of consulting on methodologies & inputs. The model
used to set tariffs will be the TSO model, once the CER has directed Gaslink, as TSO on the
appropriate methodology and assumptions to apply.
4.1

Additional Scenario & Entry Point

A number of respondents to CER/14/455 requested that the CER consider an additional
scenario to the four modelled scenarios. In the consultation, the four modelled scenarios
were various combinations of the Entry Points Corrib; Inch, Moffat & Shannon.
Respondents requested that the CER model a scenario to include a Moffat & Corrib only
scenario. In addition, consultation feedback requested that the model should include an
additional Entry Point. As a result a 5th Entry Point15has been included in the model, as a
sensitivity test to the modelling results. The location & capacity of this Entry Point can be
altered by users of the model to flex the parameters of each scenario.
As a reminder, the scenarios are set out below, including the Moffat & Corrib only scenario.
Entry Point

Scenario 1

Moffat

Inch

Shannon
Corrib
Table 4.1 Scenarios

15

Scenario 2

Scenario 3











Located at Cappagh South

20

Scenario 4


Scenario
(new)
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4.2

Treatment of projects & Partially Constrained Expansion Constant

In the September Consultation Paper the CER presented a project based approach to the
Matrix methodology. This approach took account of the incremental costs of network
expansion, based on specific projects identified as necessary for the network.
Respondents to CER/14/455 stated that the project based approach to the Matrix modelled
failed to ensure that entry signals were “stable, predictable and enduring” ( IOOA). In
addition, respondents noted that the projects based approach was prone to cliff-edge effects
where the value of the project grew larger as the time for such a project was nearer, and the
signal created by such a project effectively disappeared when the project was completed.
This is known as the saw-tooth effect. However, some respondents did see merits in the
project approach insofar as it aimed to recognise actual projects identified as required for the
system.
The Partially Constrained Expansion Constant (PCEC) was introduced to take account of the
stability, predictability & objectivity of the Expansion Constant, but also attempts to recognise
that investments arise at certain points in time in the future, rather than all today. This
approach aimed to integrate the stability & predictability of the Expansion Constant whilst
also recognising that investments on the system tend to be periodic in the future, and may
differ across the system.
The model was updated to allow for flexible input where the time to investment can be
varied 16. This can have the effect of “pushing” the value of the Expansion Constant out in
time, and then bringing the value of that future investment back to the monies of today i.e.
the Net Present Value (NPV).

The use of the Partially Constrained Expansion Constant was discussed at a number
of NTLG meetings. Although the CER sees potential merit in its application, the
criteria assessment conducted has focused on the Matrix “Vanilla” approach as the
preferred Matrix methodology. The CER is minded to not apply the flexibility of the
Partially Constrained Expansion Constant approach.

16

Inputs tab, Cell J17 & Cell M17. These are set to 0 which reflects the Vanilla Expansion Constant
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4.3

Negative Expansion Constant

The September 2014 Consultation Paper indicated that for the Matrix approach, a Negative
Expansion Constant17 could be applied to take account of the flow direction. Where the
marginal unit flow follows the direction of flow then a positive value is applied to that pipeline
segment. Where a unit is against the direction of flow then a reduced or even negative value
may be attributed to an entry point. This is applied by Snam S.p.A in Italy, for example,
where a value of +0.14 is applied for contra-flows18 rather than the full +1 value.
The model published alongside this Draft Decision paper has been refined to reflect a
flexible input value of between +1 and -1 for contra-flows in the Matrix approach. This is
consistent with what was suggested in the September paper.
It should be noted that having considered the draft Network Code the CER is of the view that
the value attributable to contra-flows can be between +1 and 0 rather than to -1. However,
the model does allow the value to be as low as -1 to ensure consistency with the
consultation paper proposals.
As per the requirements of the Network Code on Tariffs there is NRA discretion on whether
to apply the “credit” for contra-flows and what level of credit should be applied.
Feedback from CER/14/455 indicated that the application of the Negative Expansion
Constant could be justified in certain circumstances but that changes to flows across
scenarios in a small system such as Ireland could result in tariff instability. Feedback also
indicated that this question was difficult to assess without the ability to apply the negative
expansion in the model itself.
The results of this Matrix approach with the Expansion Constant turned to 0 i.e. the contraflow credit applied and without the contra-flow credit applied are shown below (1) i.e.
without credit for contra-flows. For clarity, the updated Matrix results presented in section 7
are with this flexibility turned off i.e. flow direction is not taken into account.

17
18

Could also be described as a contra-flow credit where flows are in the opposite direction.
An Italian Transmission System Operator
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800.00
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Moffat 0

€per MWh
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Moffat 1
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Inch 0
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Shannon 0
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200.00

Inch 1

100.00

Shannon 1

0.00
Scenario 1

Scenario 2

Scenario 3

Scenario 4

Scenario 5

Corrib 1

Scenario

Figure 4.1 Negative Expansion Constants results
What this indicates is that the application of the negative Expansion Constant (turned on to
0) does have some effect on the stability of the tariffs and in particular on the level of the
differentials between Moffat and other Entry Points.
The CER is of the view that the application of the negative expansion constant does not
contribute positively to the overall stability of tariffs nor the differentials established between
entry points.
The CER is minded not to apply the negative expansion constant, and invites
feedback on this minded to decision.

4.4

Interconnection Points (Gormanston & Twynholm)

The model published alongside CER/14/455 had a number of exit zones including the
Interconnection Point (IP) Exit at Gormanston, where the Gaslink system exits into the BGÉ
(NI) system. This was the only IP exit indicated in the model.
The revised model includes an additional Exit from the Gaslink system at Twynholm, with a
nominal booking of the residual capacity at the point excluding long-term bookings held by
Premier Transmission Ltd (PTL).

4.5

Modelling of different Entry/Exit split for CWDA

The September Consultation Paper indicated that all methodologies would apply a 50:50
Entry/Exit split of revenues. In the methodology this results in €100m being apportioned to
recovery from entry tariffs and an equal amount being recovered from exit tariffs. It was
suggested at the NTLG that an alternative proposal could be used to model the Entry/Exit
split based on the gross RAB value of entry and exit. The CER has therefore also included
the results of an alternative split of 36:64 (Entry/Exit) based on the Indexed gross Asset
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value of the RAB as of September 2017 (the end of the current Price Control). These
indicative tariffs are included in section 5 below.
In these illustrative tariffs, Exit revenues have increased from €100m (using 50:50) to
€128m, whereas Entry revenues have reduced from €100 to €72m. This leads to lower Entry
tariffs across all scenarios as less is being recovered from Entry Points. However, the
Equalised Exit tariff does increase to recover the additional revenues attributed to the Exit
revenues19.
4.6

Capacity-Commodity Split

As part of the September consultation, the CER indicated that the modelling results were
based on a 100:0 Capacity/Commodity split. This is in line with the Network Code where
TSO revenues for transmission services must be recovered via Capacity based reference
prices. Alternative mechanisms for revenue recovery are discussed in section 11 below.
The model published alongside the Consultation Paper allowed for the Capacity/Commodity
split to be altered on the inputs tab. In addition, the tariffs presented in the paper were
capacity only based. Therefore, the updated results presented below are also capacity only
based.
As part of this draft Decision Paper the CER is considering a transitioned phase to a 100:0
Capacity-Commodity split. This would allow stakeholders to adjust to the new regime in a
phased manner. For example, a phased transition whereby tariffs continue to be calculated
using the 90:10 split for 2015/16 and then using a 95:05 split in 2016/17 and 100:0
thereafter. The indicative tariffs can be altered by changing the capacity/commodity split in
the inputs tab of the model published alongside this paper.
The CER will consider the Capacity/Commodity split for the forthcoming year(s) in the
final Decision Paper. Further details are included in Section 11 below.

4.7

Adjustments to model parameters

To model a balanced peak day flow, the methodologies require a representative network.
The model included as part of this tariff reform includes a representative network based on
Entry Points, Exit Zones & internal nodes, which reflect the approximate shape of the
ringmain transmission network in Ireland.
Alongside the CER20 model, the TSO (GNI) has developed a model independently of the
CER model to verify the CER results. This is because, as previously indicated the CER

19

This proposed split based on RAB values should not be confused with the current split of c. 33:67
Entry/Exit which is not so much an explicit RAB based split but rather an outcome of the fact that the
current methodology remunerates the assets that are entry related (the ICs and Inch) separately from
those assets that are considered exit only (the onshore part of the system). The current methodology
splits the assets and calculates the revenue for each set of assets.
20

The CER model was developed by our economic consultants, Cambridge Economic Policy Associated (CEPA).
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model presented as part of this tariff reform is for the purposes of choosing a preferred
methodology & for ascertaining the associated inputs. Therefore, the CER model is based
on certain more simplified assumptions whereas the GNI model is more detailed in terms of
the exit points and the representation of the transmission network (e.g. pipeline distances
between network nodes).
When verifying the CER results there were sizeable differences between the CER model
and the GNI model in one scenario. The CER reviewed the model and has revised the
location of Node 4 on the southern section of the network21.
This has a downward effect on the Inch tariff (the distance to the exits is now lower), with
marginal changes to the Moffat, Shannon & Corrib tariffs across scenarios. This change has
significantly reduced the size of the difference between the GNI and CER models.

21

In previous models the node was located further north around the Tipperary/Limerick border. This
resulted in flows from the Inch Entry Point first flowing to Node 4 before returning to the closest Exit
zone (Cork). Therefore, the CER has moved the node to Inch to better reflect the flows that arise from
that entry point.
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5.0
5.1

Calculation of Expansion Constants & Annuitisation Factor
Expansion Constants

As was indicated in CER/14/455, in both the Virtual Point Variant A and the Matrix approach
an Expansion Constant is used. The purpose of the Expansion Constant is to provide a
numerical value to the cost of expanding the capacity of the system so that one unit of gas
can travel over a specified distance. In this context this is expressed as €/GWh/km.
There was a considerable amount of debate at the NTLG on the methodology for calculating
the Expansion Constant. This section focuses on:




5.2

the first-principles of determining the capacity of gas pipelines;
the methodology now being proposed;
the options considered and matters discussed at the NTLG.

Pipeline capacity first principles

Gas will flow from the higher pressure end of a pipeline to the lower pressure end of a
pipeline. The capacity of a pipeline is a measure of just how much gas can be expected to
flow through the pipeline. The capacity of a natural gas pipeline will be largely determined
by:





the diameter of the pipeline (capacity increases as diameter increases)
the length of the pipeline (capacity decreases as the length increases)
the higher pressure at the start of the pipeline, “head pressure” (capacity increases
as the head pressure increases)
the lower pressure at the end of the pipeline “tail pressure” (capacity increases as
the tail pressure decreases)

Figure 5.1 Pipeline Capacity
Thus, for a given pipeline, with a known length and diameter, the capacity will increase as
the differential between the head and tail pressures increases.
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The cost of the pipeline itself is in large part determined by the length of the pipeline and the
diameter of the pipeline.

5.3

Compression first principles

In order for there to be any flow in a pipeline, the gas must be raised to the head pressure in
the first place. Compressors are used to raise natural gas to the high pressures required to
move the gas through the pipelines in the system. In other words, compressors add the
motive power to the gas that allows flows to occur. The amount of motive power put into the
gas by the compressor will largely be determined by:




the inlet pressure of the compressor (the lower the inlet pressure the more work the
compressor has to do)
the outlet pressure of the compressor (the higher the outlet pressure the more work
the compressor has to do)
the capacity of the compressor (the more gas that has to be moved the more work
the compressor has to do)

Thus for a given capacity (amount of gas to be moved), the motive power required in the
compressor will increase as the differential between the inlet and outlet pressures increases.

Figure 5.2. Compressor capacity

In the above diagram the pipeline and compressor are matched together. Thus the capacity
of the compressor is the same as the capacity of the pipeline and the outlet pressure of the
compressor is the same as the head pressure at the start of the pipeline.
The cost of the compressor is in large part determined by the size (or motive power) of the
compressor.
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There are 3 sets of compressors on the GNI system:



5.4

one at Moffat in Scotland at the point where the GNI system meets the GB system;
one at Brighouse Bay also in Scotland, just at the start of the subsea section of
pipelines;
one at the Inch entry point in Co. Cork
Wet and dry expansion constants

In CER/14/455 the CER considered that it would be appropriate to consider applying two
distinct expansion constants, namely a “wet” and a “dry” expansion constant. This
recognises the different costs associated with onshore and subsea pipelines.
In determining the wet and dry expansion constants, GNI supplied information on cost per
km for a number of pipeline diameters for both onshore and subsea pipelines. GNI also
provided information on cost per MW (motive power) of compressors. The costs that GNI
supplied were based on historical records and market information.
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5.5

Wet Expansion Constant

The Wet Expansion Constant is calculated as follows:
1. A distance of 200km is modelled. This reflects the length of the subsea elements of
the IC system.
2. Two diameters of 600mm and 750mm are modelled. These reflect the diameters of
IC1 and IC2 respectively.
3. The cost of the two pipes is calculated by multiplying the cost per km for the 600mm
pipe by 200km, and similarly for the 750mm pipe.
4. Next the capacity of each pipe is determined.
5. A head pressure of 131 bara is modelled. This reflects the operating pressure of the
Scottish side of the subsea section of the IC system.
6. A tail pressure of 91bara is modelled. This reflects the pressures seen at the Irish
side of the subsea section of the IC system (at Gormanston and Loughshinny).
7. This combination of head and tail pressure, length and diameters (600mm and
750mm) gives two capacities for the two pipes.
8. The next step is the calculation of the compressor power required for the two
pipelines using the two capacities from step 7 above.
9. A compressor inlet pressure of 43.5bara is modelled. This reflects the minimum
contractual pressure seen where the GNI system meets the National Grid system (at
Moffat in Scotland). Thus when the molecules of gas are delivered to the GNI system
in Scotland, they will already have been pressurised to a minimum pressure of
43.5bara. As such, the cost of getting the molecules to this pressure is taken to be
already included in the cost of the molecules. Therefore, the transmission tariffing
regime should reflect the cost of lifting the gas from this pressure up to whatever
pressure is required to move the gas around the GNI system.
10. A compressor outlet pressure of 131bara is modelled. This is the same as the
pressure in item 5 above.
11. This combination of inlet and outlet pressure along with the two capacities (for the
600mm and 750mm pipe) gives two compressors sizes, measured in MW of
compression (one for each of the pipe).
The cost of the two compressor stations is calculated by using the cost per MW of
compression from GNI. This gives a cost for compression for both the 600mm
pipeline and the 750mm pipeline.
12. For each pipeline, the pipe cost (step 3) is added to the compression cost (step12) to
give the total pipeline cost for each pipeline.
13. Next the expansion constant is calculated for each pipeline size. This is done by
dividing the total pipeline cost by both the length and the capacity of each of the
pipelines. This gives 2 expansion constants, expressed in €/GWh/km; one for the
600mm pipeline and one for the 750mm pipeline.
14. A single Wet Expansion Constant is calculated by taking the average of the 600mm
and 750mm figures from step 14 above.
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5.6

Dry Expansion Constant

The selection of parameters for the Wet Expansion Constant was based on the parameters
observed on the two sub-sea pipelines in the GNI system. This consists of two different
sized pipelines each around 200km long and each operating at the same pressures. On the
other hand the dry pipelines in the GNI system are much more varied in diameter and
pressures. Also a substantial part of the GNI system is in the form of a ring main, which has
no obvious beginning or end. Notwithstanding this we outline below the parameters chosen
for the Dry Expansion Constant.

The Dry Expansion Constant is calculated as follows:
1. A distance of 100km is modelled. A distance of 100km from the existing ring main
system would cover most of the country. Also this is the same length as is used in
the selection of the expansion constant used in GB.
2. Four diameters are modelled, 600m, 650mm, 750mm and 900mm. These reflect the
diameters of the four largest pipe sizes used onshore by GNI.
3. The cost of the four pipes is calculated by multiplying the cost per km for each size
by 100km.
4. Next the capacity of each pipe is determined.
5. A head pressure of 86 bara is modelled. This reflects the maximum operating
pressure observed on GNI’s onshore pipelines.
6. A tail pressure of 71bara is modelled. This reflects the pressure that would be
expected to be seen at the point where any new pipeline would meet the existing ring
main.
7. This combination of head and tail pressure, length and four diameters gives
capacities for each of the four pipes.
8. The next step is the calculation of the compressor power required for each of the four
pipelines using the two capacities from step 7 above.
9. A compressor inlet pressure of 43.5bara is modelled. This is the same pressure used
in the calculation for the Wet Expansion Constant. As noted earlier, this reflects the
minimum contractual pressure seen where the GNI system meets the National Grid
system (Moffat in Scotland). As such, the cost of getting the molecules to this
pressure is taken to be already included in the cost of the molecules. Therefore, the
transmission tariffing regime should reflect the cost of lifting the gas from this
pressure up to whatever pressure is required to move the gas around the GNI
system.
10. A compressor outlet pressure of 86 bara is modelled. This is the same as the
pressure in step 5 above.
11. This combination of inlet and outlet pressure along with the four capacities (for the
four pipelines) gives four compressors sizes, measured in MW of compression (one
for each of the pipelines).
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12. The cost of the four compressor stations is calculated by using the cost per MW of
compression from GNI. This gives a cost for compression for each pipeline.
13. For each pipeline, the pipe cost (step 3) is added to the compression cost (step12) to
give the total pipeline cost for each pipeline.
14. Next the expansion constant is calculated for each pipeline size. This is done by
dividing the total pipeline cost by both the length and the capacity of each of the
pipelines. This gives 4 expansion constants, expressed in €/GWh/km; one for each of
the four pipeline sizes.
15. A single Dry Expansion Constant is calculated by taking the weighted average of the
four Expansion Constants from step 14 above (weighted by the relative proportion of
length of each of the four diameters on the GNI onshore system).

The table below summarises the key inputs and outputs in the Expansion Constants
calculation.
Compressor Compressor Head
Inlet
Outlet
Pressure
Pressure
Pressure
bara
bara
bara
Wet
43.5
131
131
Dry
43.5
86
86
Table 5.1. Expansion Constant summary

Length

Tail
Pressure

Expansion
Constant

km
200
100

bara
91
71

€/GWh km
8,7571
7,8742

Note 1: Expansion Constant is the average of two pipelines (600mm and 750mm).
Note 2: Expansion Constant is the weighted average of four pipelines (600mm, 650mm,
750mm and 900mm).
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5.7

Discussion on Expansion Constants

Consultation feedback22 from CER/14/455 indicated that stakeholders were strongly in
favour of the application of Expansion Constants, as they were calculated at the time of the
consultation, once the details of these Expansion Constants were stable & the inputs
transparent23. In addition stakeholders agreed that the application of a Wet and Dry
Expansion Constant was appropriate to reflect the costs of subsea pipelines vs. onshore
pipelines. In the Consultation Paper the CER noted that the detail of the Expansion
Constants was likely to be an input that was expected to be a key part of the considerations
in this consultation process.
As a result of the significance of the calculations, Expansion Constants were a primary focus
at three of the NTLG meetings and two extra meetings that the CER convened (NTLG 5A &
NTLG 5B). This feedback allowed the CER to consider multiple scenarios for the Expansion
Constants and to make an informed choice as to what should be reflected in an expansion
signal.
Feedback from the NTLG was focused on the lack of understanding & the perceived
subjectivity of the proposed approach to the Expansion Constants. This included the lengths
of pipelines for the Wet & Dry approaches. For example, the CER initially presented a length
of 100km for both the Wet & Dry Expansion Constants. Feedback from the NTLG suggested
that the parameters of the inputs should be tested to include different inputs.
Given that there are only two subsea pipelines in the GNI system, the selection of pipeline
diameters for the wet expansion constant was simple. However there are a large number of
different pipeline diameters on the dry or onshore parts of the GNI system. One issue
considered was that smaller diameter pipelines would tend to have lower capacity and thus
would result in higher expansion constants. Given that the tariffing regime is being used to
send signals for entry, it was considered that it would be appropriate to use a weighted
average of the 4 largest pipeline diameters, as these represented the pipelines that were
most likely to be used for entry projects.2425
Given that both subsea pipelines in the GNI system are approximately 200km in length and
have an obvious head and tail (beginning and end), the selection of pipeline length for the
wet expansion constant was simple. However as noted above, a large proportion of the dry
system is composed of a ring main with no obvious observable head or tail, as a
consequence the choice of pipeline length was less simple.
Distances of 50km, 100km and 200km were considered. The 200km length was considered
to be too long in the context of the size of the country. On the other hand a distance of
100km from the existing ring main system would cover most of the country. Also this is the
same length as is used in the selection of the expansion constant used in GB. As discussed
22

All respondent’s answers to the questions raised are included in Appendix A. All responses received are also
published alongside this paper.
23
Though it must be noted that a number NTLG members’ views on this matter may have changed since the
responses were issued.
24
Similarly such large diameter pipelines would tend to be used to supply the large Exit zones modelled.
25
In GB a simple average of the 3 largest pipeline diameters is used to derive the expansion constant.
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above the combination of pipeline length, head and tail pressure and diameter determine the
capacity of the pipeline, thus selection of all these parameters is interrelated. In this case the
choice of a 100km length was made in the context of the chosen head and tail pressures of
86bara and 71 bara and the 4 largest diameters with the resulting capacities of the pipelines
being considered appropriate in the Irish context26.
Given that there is a compressor station at the start of the two subsea pipelines in the GNI
system together with identifiable head and tail pressures, it was relatively easy to understand
the inclusion of compression costs and indeed the calculation of compression costs for the
wet expansion constant. On the other hand there are no compressors on the ring main and
none on the exit spurs27 thus it more difficult to conceptualise compression costs onshore in
Ireland. Notwithstanding this lack of compressors on the ring main, the motive power in the
gas molecules on the ring main is currently, in large part, put into the molecules by the
compressors in Scotland and at the Inch entry point. In simple terms gas will only move
through a pipeline if there is a pressure differential across it and something must put the
energy into the gas to cause this movement. In the case of the ring main these compressors
are located elsewhere but nevertheless there are compression costs associated with
transporting gas through the ring main today. In order to calculate the magnitude of these
compression costs we need to consider the head and tail pressures.
The choice of the compressor inlet pressure for the wet system was made by reference to
the minimum contractual pressure at the interface between the GNI system and the GB
system (at Moffat in Scotland). It should be noted while Moffat is around 80km in distance
from the start of the subsea pipelines at Brighouse Bay, the pressure at Moffat was
nevertheless chosen as the compressor inlet pressure for the wet expansion constant. This
is considered appropriate as the tariffing regime is designed to reflect the costs of
transporting gas through the GNI system and when the molecules of gas are delivered to the
GNI system in Scotland, they will already have been pressurised to a minimum pressure of
43.5bara. As such, the cost of getting the gas molecules to this pressure is taken to be
already included in the cost of the molecules and the transmission tariffing regime should
reflect the cost of lifting the gas from this pressure up to whatever pressure is required to
move the gas around the GNI system.
The same compressor inlet pressure was chosen for the dry expansion constant, this is
driven by the desire to create a level playing field for competing entry points. When gas
enters the GNI system at Moffat, the cost of getting the gas molecules to 43.5bara is taken
to be already included in the cost of the molecules. From Moffat onwards the molecules
“pay” transmission charges to use the GNI system to get to their destination; these charges
include the cost of lifting that gas from 43.5bara. Similarly when gas enters the GNI system
at some other entry point, it will “pay” transmission charges to use the GNI system to get to
their destination; which also include charges for lifting that gas from 43.5bara. A producer at
this entry point might themselves have to pay for compression to get the gas to 43.5 bara,
however this cost can be reflected in the sale price for the gas molecules, just as it has been
taken to be already inherently in the sale price for the molecules at Moffat.
26

The average capacity of the 4 pipelines (at 100km length, with head pressure of 86bara and tail pressure of
71bara) is 216GWh/d. Changing to 50km length, the average capacity is 305GWh/d. These compare with the
peak day demand in the 2014 NDP of more than 280GWh/d.
27
There is compression on the island though, located at the Inch entry point.
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Thus using the same compressor inlet pressure in both expansion constants allows a
consistent charging regime across the GNI system and allows the molecules at each entry
point to compete with each other on a level playing field. Moffat links Ireland to the GB
market (the NBP) and it currently supplies around 95% of the gas to Ireland. Moffat is
expected to be the marginal entry point in Ireland for the foreseeable future and thus the
NBP price is expected to set the price for gas in Ireland for the foreseeable future. For this
reason, choosing the pressure at Moffat ensures that consumers will not pay more (or less)
than is appropriate for compression28.
The choice of compressor outlet / head pressure for the subsea pipelines in the GNI
system was guided by the head pressure of 131 bara observed at Brighouse bay in
Scotland. For the dry expansion constant 86 bara was chosen as this is the maximum
operating pressure observed on the GNI onshore pipelines. The Corrib Linkline, which runs
from the Corrib terminal at Bellanaboy in Co. Mayo to Cappagh South in Co. Galway
operates at 86bara at Bellanaboy and operates at 71bara at Cappagh South where the
linkline meets the ring-main.
Again the choice of tail pressure for the subsea pipelines in the GNI system was guided by
the tail pressure of 91 bara observed at Gormanston and Loughshinny in Co. Dublin. For
the dry expansion constant 71 bara was chosen as this is the pressure at which the ring
main transports gas around the network based on existing maximum operating pressures of
the pipeline network.

28

If 20 bara was chosen and the NBP price continued to set the price in Ireland, then customers would pay for
the cost of the gas being at 43.5 bara in the NBP linked price and could be considered to have paid again for
the cost of getting from 20bara in the transmission tariffs.
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5.8

General issues discussed at the NTLG

A number of different options for head and tail pressures were considered at the NTLG
before the above pressures were selected. There was criticism of the proposed choices as
being arbitrary and being a mix of theoretical values and observed actual values (such as
actual pipeline lengths and diameters with theoretical compressor installations). Some
participants noted that in GB the system layout lends itself to the selection of expansion
constants with compressors at regular intervals, with the compressor inlet pressure being
equal to the tail pressure at the end of the preceding section. It was argued that the system
in Ireland is dominated by a ring main with no compressors and that any use of a straight
line pipeline based expansion constant was likely to be inappropriate. It was also argued that
owing to the heterogeneous nature of the GNI system, with high pressure subsea pipelines
and medium pressure onshore pipelines, the use of expansion constants was not
appropriate for Ireland.
Notwithstanding the above, the CER considers that the selection of the head and tail
pressures for the pipelines are appropriate given that they are observed in practice on the
GNI system. The CER considers that given the subsea and onshore nature of the GNI
system, the use of 2 expansion constants is appropriate. The CER considers that the
absence of compressors on the ring main does not mean that there are no compression (or
transportation) costs associated with such pipelines. As noted above the CER considers that
applying the 43.5 bara compressor inlet pressure in the wet and dry expansion constants is
appropriate in levelling the playing field between entry points.
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5.9

Stability of Expansion Constants over the medium term

An important consideration of the forward looking methodologies is the stability of the
Expansion Constant over time29. The question of Expansion Constants was discussed at a
number of NTLG meetings and reflected the concerns expressed in responses to
CER/14/455 that the derivation of Expansion Constants should be both transparent and
enduring. Stakeholders concerns focused on how often the values of the Expansion
Constant would be subject to review & possible change. As outlined above the Expansion
Constants are based on a number of inputs, the majority of which are fixed.

Input & Output Fixed
pressure

Compressor
inlet pressure

Fixed

For the subsea pipelines the pressures represent
the operating pressures observed. These in turn set
the capacity of the pipeline.
For the dry pipelines the pressures represent the
pressures that would be required for delivery to the
ringmain.
Represents the minimum operating pressure at
Moffat. As such, the cost of this compression is
already intrinsically included in the cost of gas
commodity being delivered at Moffat.
To ensure an equal treatment the same assumption
on the gas molecules is made for the dry Expansion
Constant.

Pipeline length Fixed
& compression

For the subsea, 200km represents the actual length
of
the
subsea
pipelines.
For the onshore Expansion Constant 100km
represents a broad coverage of the country.

These pipeline lengths, in turn, drive compression
requirements.
Compression
Variable input The cost of compression is dependent on flow and
based on fixed pressure.
elements
If these inputs are fixed then the compression
required would also be a fixed outcome.
Table 5.2. Stability of Expansion Constants

29

The assessment criteria for the methodologies also includes stability and is elaborated in section 8 onwards.
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From a European perspective the CER will be obliged to fulfil consultation requirements that
include a review of the suitability of the chosen methodology every four years30. This
requires all Member States to review the methodology “based on an assessment of the
stability and evolution of the relevant parameters of the chosen primary cost allocation
methodology”. In addition, any changes that are identified as a result of the assessment
must be published within a reasonable time period.
Expansion Constants are already used in other Member States including our neighbour in
Great Britain. National Grid Gas applies an Expansion Constant to calculate capacity
charges as part of the Uniform Network Code (UNC) Charging Methodology. This Expansion
Constant methodology has been in place since 2004 with the Expansion Constant for a
number of gas years set in advance, up to 2016/17.
The CER is of the view that where a forward looking approach is applied based on
Expansion Constants that as a regulatory principle the value of such Expansion Constants
should be stable over time31.
5.10 Expansion Constant summary & proposed decision
Expansion Constants are an important factor for the Entry Point calculations, in particular the
calculation of the initial pre-adjusted tariffs. These in turn set the differentials between the
entry points accessing the system.
Having considered various input scenarios with the NTLG, the CER proposes to apply
an Expansion Constant of €7,874 /GWh km for Dry and €8,757 /GWh km for Wet. These
Expansion Constants will apply as an input to the Virtual Point and Matrix
approaches.

30

Article 22 Network Code on Harmonised Transmission Tariff Structures for Gas ( 26 December 2014)
In line with the PC3 Decision Paper the Required Revenues of GNI are kept whole by applying indexation
(HICP). These Expansion Constants are intended to signal new entry and as such will also be indexed.
31
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5.11 Annuitisation Factor
The Expansion Constant can be used to calculate the cost of building a pipeline of a certain
capacity between two points. For example using the dry expansion constant from above, the
pipeline (and compression) required to move 50GWh over a distance of 100km would cost
€39.37m (€7,874/GWh km *50GWh * 100km). This calculation gives the cost of the required
pipeline (including compression) but it does not give any indication of the annual revenues
that would be required to finance these assets.
In order to calculate the annual revenues an Annuitisation Factor is used. The annuitisation
factor uses the capital cost of the assets and takes into account the cost of capital, the
annual depreciation and the annual operating costs to calculate the average annual payment
that would be made on this asset over the lifetime of the asset.
The concept of an annuity is used to calculate the constant periodic payments required to
pay off a mortgage (assuming a fixed interest rate). Thus even though the principal reduces
over the lifetime of the mortgage, the mortgage repayment is set at the same flat rate over
the life of the mortgage (again assuming a fixed interest mortgage). In a similar way in the
case of the gas network assets, even though the asset value depreciates over time the
annual payment is set to a level that remains at a flat rate over the lifetime of the asset.
For gas networks assets, the interest rate is substituted with the WACC (Weighted Average
Cost of Capital) of the network business and the estimated annual operating cost (Opex) is
added to the annual payment. In other words the annuitisation factor, as used in the context
of gas transmission charging, is applied to calculate a fixed annual payment that pays off, in
Present Value terms, the modelled incremental cost of the period of the depreciation period
/asset life for the gas transmission network assets.
In the consultation paper the National Gas Grid Annuitisation Factor was used as a
placeholder until an Annuitisation Factor was calculated32.
The Annuitisation Factor is made up of a number of components; the details of each are set
out below. It should be noted that following feedback from the NTLG, the CER has included
fuel costs in the calculation.

WACC * Pipeline Capex+ Pipeline Opex +WACC * Compressor
Capex + Compressor Opex + Fuel Cost+ Depreciation

32

CER/14/455 included an Annuitisation Factor of 10.272%, the NGG Annuitisation Factor. This is based,
amongst other things on a pre-tax WACC of 6.25%, pipeline depreciation of 45 years and an Opex of 1%.
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As can be seen above, the calculations of the annuitisation factor takes into account both
compressor and pipeline costs (opex and capex). Elements of the calculations from the wet
expansion constant are used to derive the annuitisation factor. In other words the
annuitisation factor is calculated based on the capital costs (Capex) and the operating costs
(Opex) for the average of the 2 subsea pipelines together with elements of the observed
operating costs of the compressors in Scotland. This is explained in detail below.
WACC
The currently prevailing WACC is 5.2% and has been applied to the Annuitisation Factor.
This is the return that GNI receives on its Capital Expenditure during a Price Control period.
Pipeline Capex
The average cost of the 200km wet pipelines (taken from the wet expansion constant
calculation) is used. This gives capital cost of the average subsea pipeline of circa €338m.
This capex is assumed to be depreciated over 50 years; giving annual depreciation costs of
circa €6.8m
Pipeline Opex
The most recent Price Control, known as PC3, sets out the allowed opex for GNI over the 5
year period from 2012/13 to 2016/17. Data from the PC3 decision shows that direct pipeline
annual opex is approximately 1.2% of the initial capital cost of the pipeline. Thus the
average annual direct operating cost for the pipeline above is circa €4m.
Compressor Capex
Again taking figures from the calculation of the wet expansion constant, the Compressor
capex for the “average” subsea pipeline is circa €54m. However as the compressor lifespan
is shorter than pipelines it is assumed that a second compressor is required in year 25. The
cost of this second compressor in 25 years’ time is brought back to the monies of today33 as
around €14.5m. As the compressor is depreciated over 25 years the annual depreciation
cost is around €2.2m.
Compressor Opex
Similar to pipeline opex, the PC3 decision sets out direct compressor opex (excluding
compressor fuel). This is about 6.1% expressed as a percentage of the initial compressor
capex. Thus the annual direct operating cost for the compressors (excluding fuel) above is
circa €3.3m.
Fuel Costs
Fuel costs reflect the gas that is used to power the compressors. This is based on a number
of factors such as the average utilisation of the compressors of the last 5 years (2010-2014
inclusive) and the efficiency of the gas turbines that drive the compressors. These result in a
MWh of gas figure, which is required to provide motive power to the compressor stations.
33

The NPV of €54m in 25 years’ time using the WACC of 5.2%
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The price of this gas has been taken from the monthly average price of gas together with
average exchange rates over the same 5 year period.
The CER is of the view that whilst a forward curve for gas may have merits as a proxy for
the price of gas, the forwards market by its nature does tend to have an insurance element
“built in” to the year ahead prices. This would not reflect how gas is procured by GNI for a
compressor which is bought much closer to delivery. Therefore, it is the CERs view that a
suitable proxy is a historic 5 year period which takes account of highs and indeed lows of
gas prices34. Taking all the above, the annual fuel cost of the compressors is circa €10.8m.

5.12 Discussion at the NTLG
There were a number of iterations of the annuitisation factor discussed at the NTLG. The key
consideration was that operating costs should be included. The appropriateness or
otherwise of including fuel costs was also considered. It is clear that compressor fuel cost is
a real cost of transporting gas through the GNI system, however in practice compressor fuel
costs are collected via the shrinkage charge (in other words these costs are collected
outside the transmission tariff structure). Notwithstanding this the view was taken that
compressor fuel cost should be approximated in the annuitisation factor in order to have this
cost reflected in the transmission entry tariffs. There will be no double counting of this cost
as the final transmission tariffs are adjusted to ensure that only the correct amount of money
is collected (this will not include the fuel compressor cost actually used). The actual
compressor fuel cost used by GNI will be collected by the shrinkage charge (levied
separately to the transmission tariffs) however the approximation of the fuel cost will be
reflected in the differentials between the entry point tariffs.
Given the uncertainty about future gas prices and future utilisation of the GNI compressors, it
is important to recognise that the fuel cost component of the annuitisation factor is an
approximation. The gas cost and utilisation figures used in the annuitisation factor are based
on what has been observed in the 5 years from 2010 to 2014 inclusive. This covers a period
of high demand in 2010 as well as more usual demand. It also covers a reasonable period of
gas prices (and euro sterling exchange rates).
Another item considered was whether a different annuitisation factor should be used for the
wet and dry pipelines, or whether an annuitisation factor based on the average dry pipeline
should be used. The Moffat entry point has supplied circa 95% of the gas annual demand
over the last number of years. In other words most of the gas used in Ireland has been
compressed to around 131bara by the compressors in Scotland. The actual utilisation of the
Scottish compressors can be observed over this period. The CER therefore considered that
if an estimate of fuel cost was to be included in the annuitisation factor, this should be based
on the actual utilisation of the compressors in Scotland in conjunction with the data from the
wet expansion constant.

34

For example, the CER considered the British Department of Energy & Climate Change (DECC) Fossil Fuel Price
Projections from 2013 & 2014. The forecasts in 2013 indicated a low of 51.7p/therm, a central projection of
66.7p/therm and a high of 88.2p/therm for 2014. The forecasts used by DECC for example expected a
tightening of LNG as a result of rising Asian demand. Whilst forecast fuel costs have merit the CER is of the
view that actual historic is a preferred approach as they are verifiable and actual.
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5.13 Summary
Details of the calculation are included in CER\15/059. In essence the calculations in the
spreadsheet sum up all the capex; the initial pipeline and compressor capex and the NPV
cost of the second compressor in year 25. The spreadsheet sums up the NPV cost of the 50
year’s opex costs; Pipeline direct opex, compressor direct opex and fuel cost.
The sum of the NPV of the capex and opex costs (circa €729m) is then spread into a stream
of 50 equal annual payments of €41.2m; which in NPV terms adds back up to €729m when
discounted using the WACC of 5.2%.
This annual payment of €41.2m expressed as a percentage of the initial capex35 of €393m
gives an annuitisation factor of 10.5%. Thus for every €100 of network assets capex
(pipeline and compressor) annual payments of €10.50 would need to be recovered. It is this
annual revenue that is used in the calculation of the tariffs.
An Annuitisation Factor of 10.5% has been applied by the CER in the methodology to
take account of the factors above.
CER invites feedback on the Annuitisation Factor as part of the final Decision Paper.

35

Note this is the initial day 1 capex of Pipelines (€339m) plus Compressors (€54m), it does not include the
capex for the second compressor in year 25.
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6.0

Treatment of Storage

As part of the September Consultation paper the CER requested respondents’ feedback on
this issue of storage. This was based on the inclusion of specific provisions with the Network
Code relating to Storage36 which states that NRAs have discretion with regards to
transmission tariffs for storage facilities. In line with Network Code guidance, the CER
requested feedback from respondents on the following question;
“What are stakeholder’s views on the benefits that Storage can provide the
transmission system?”
A number of respondents viewed Storage as providing positive benefits for the system.
Some of the reasons that respondents viewed Storage as positive included deferred
investment requirements help generate counter seasonal load and provides a Security of
Supply benefit to Ireland.
Those that were against any favourable treatment for Storage stated that other infrastructure
could claim similar benefits (including LNG) and that Storage should take its place alongside
other supply sources, rather than receive preferential treatment. A number of respondents
did not provide an answer to this question. These responses are published alongside this
paper in the questions & answers appendix.
Since the Consultation Paper the CER considered a number of options in terms of how
Storage may be treated as part of the new regime. This included a discount both for gas
leaving the system to go into storage and later for gas being returned back to the system.
Such discounts, if given, would put upward pressure on exit and entry tariffs.
The tariffs indicated in this paper are based on;
1. The existing policy of there being no charge for Storage paying Exit from the GNI
system to Storage is maintained (i.e. a 100% discount on Exit charges for gas going
into Storage).In this case gas will exit the system later, and will pay the standard Exit
when it is burnt ( or Exits into the distribution system) .
2. No charge for Entry for gas being returned back to the system from Storage. In this
case the gas has already paid an Entry tariff to enter the system before it is put into
Storage.
3. There is one storage facility in Ireland, operated by Kinsale Energy Ltd. This is both
a production facility and a storage facility. The no charge for entry policy would be
applied only to the storage element at Kinsale. This means that production gas from
the Kinsale facility would pay the full entry charge at Inch37.

36

Article 20
All the gas that exits the system at Inch goes into storage; therefore there is no requirement to differentiate
between production and storage gas at exit. For entry it would be necessary to differentiate between
production gas, which would be required to pay entry and the storage gas, which would get a 100% discount
on entry charges. Similar differentiation takes place currently in regard to Shrinkage charges for storage gas.
37
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Under the methodologies the tariff levels at other Entry Points & the Equalised Exit will
change depending on whether or not Storage receives a discount for Entry and/or Exit.
If Storage receives a 100% discount then this discounted storage capacity is not included as
an input in the calculation of tariffs. In effect this results in less forecast bookings over which
revenues are spread. It should be noted that as with all inputs (forecast bookings, required
revenues) & indeed outputs (tariffs) the bookings below are illustrative. These are the
forecast bookings assumed throughout this reform process to date.
14/15
Bookings
with
current policy of
Exit discount
Exit
267.77 GWh
Entry
201.8 GWh
Table 6.1 Forecast bookings.

14/15
No discounts

298.87 GWh
201.8 GWh

15/16
Bookings
with
current policy of
Exit discount
283 GWh
186 GWh

15/16
Bookings
with
Entry & Exit
discount
283 GWh
154.81 GWh

The table below indicates the tariff levels that would arise in Scenario 2(Moffat, Inch &
Corrib) in the event that Storage receives a discount for the Exit and/or the Entry. It should
be noted that the current regime already provides for a 100% discount on exit charges where
Storage gas exits the onshore part of the system at Inch. Where Storage receives the
discount for entry then a total of c. €3.3m in revenues is redistributed amongst other
entry points (31, 614 MWh *€103/MWh).
€/MWh

14/15
Current
tariffs

14/15
No
discounts

15/16/
Tariffs with
current
policy
of
Exit
discount

Exit
443
334
352
Moffat
359
639
639
Inch
54
502
502
Corrib
485
485
Table 6.2 Network Tariff effects under Matrix in 15/16

15/16
Tariffs with Tariff
Entry & Exit difference
discount
with
discount

352
742
605
588

+€18
+€103
+€103
+€103

In the above table the effect on all of the entry tariffs is the same in €/MWh but the
percentage effect differs based on the absolute level of the tariff. As there are more bookings
at Exit than Entry the impact is more significant at entry.
14/15 Entry & Exit
Considering the period 2014/15, assuming that a storage user fills the storage in the summer
time and withdraws in winter, this user could avoid buying some element of capacity at
Moffat which costs €359 but would need to replace this with Inch capacity which costs €54.
In simple terms this user would use spare Moffat capacity in the summer and would need
less Moffat capacity in the winter; however they would need Inch capacity to withdraw the
capacity in the winter. However a shipper that holds spare Moffat capacity has the
possibility of selling this capacity to other users on the secondary market, thus the true cost
of Moffat capacity may be lower than the full published tariff. In this scenario, the value of the
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saving in capacity bookings could be attributed to storage, this being the difference between
the “true cost” of Moffat entry capacity less the cost of Inch entry.
Also in the current regime storage shippers do not pay Exit charges when the gas leaves the
GNI system to enter into Storage.
15/16 Exit
Taking the figures from the above tables, under the new regime, if storage shippers were
required to book exit capacity, this would increase their costs by c€10.3m (31,100MWh *
€334/MWh). This would be a significant extra cost to these shippers in comparison to the
existing situation.
15/16 Entry
Again taking the figures from the above table, under the new regime, if storage shippers
were required to pay entry, the Moffat tariff would be €639/MWh and the Inch tariff would be
€502/MWh. As calculated above the value attributable to storage would be the difference
between the “true cost” of Moffat less the cost of Inch. Given that the absolute differential
between the Moffat and Inch entry tariffs is much lower than in the 14/15 scenario
(€137/MWh Vs €305/MWh in 14/15) it is conceivable that the value attributable to storage in
this case might be negative. In other words if the true cost of holding Moffat capacity is less
than the actual cost of Inch capacity then there is a (transmission tariff) cost to using
storage. Thus the change from 14/15 to the new regime would likely change this effect from
a benefit into a cost to storage users. It is considered that this would be a significant
negative impact on the storage users and/or the storage providers.
It is worth noting that if a 100% discount on entry tariffs is offered to storage users then this
value of storage would be expected to be a positive number, the figure now being the “true
cost” of Moffat capacity (€657/MWh or lower). In simple terms the storage user would avoid
the cost of buying Moffat entry and would not face any charge for the Inch entry. This would
be expected to be a significant increase in the value for this effect when compared to 14/15.
Similar calculations can be carried out comparing the cost of Corrib entry versus the cost of
entry capacity for storage.
In summary, reversing the current exit policy would cost storage circa €10.3m but would
bring the Exit tariff down by €19 per peak day/MWh. Applying a “no charge” policy to storage
entry would give a benefit to storage over the current regime but this would raise all entry
tariffs by €103 per peak day /MWh
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6.1

Rationale for specific Storage arrangements

In accordance with the discretion afforded by the Network Code on Tariffs the CER
considers that the Storage only element of Inch entry tariffs should receive a 100% discount
for entry into the system. To be clear, this means that the production element of gas at
Kinsale would continue to pay Entry tariffs in accordance with the outcomes of the Cost
Allocation Methodology. This considers the fact that gas entering Storage & re-entering the
GNI effectively system already pay an Entry tariff (at say Moffat) and will pay an Exit tariff
when burnt. Production gas does not pay this tariff.
Historically, the Inch facility (both production & storage) has proved valuable in ensuring that
Ireland has been able to meet winter peak demand. In December 2010 for example, a
sustained period of cold weather resulted in Kinsale contributing 16% of Ireland’s total
demand. The 2014 Preventative Action Plan outlined that “without this source of gas, the
Moffat entry point would have been strained and unable to deliver the gas required to meet
the demand38”.
In addition, the 2014 Gaslink Network Development Plan stated that the Peak Day demand
forecast on the system was 373 GWh/d which can be successfully met via a combination of
342 GWh/d from IC capacity & Inch capacity contributing 33 GWh of capacity. It should of
course be noted that with the advent of a new Entry Point at Corrib, the Peak day supply
capacity of the system will be surplus to peak day demand (1-in-50) for a number of years,
until such time as the Corrib fields begins to deplete.
However, the CER is of the view that retaining a storage facility on the island is valuable for
the medium term gas security of Ireland, in particular should an issue arise with either the
Corrib field or the IC section of the system, in particular the South West Scotland Onshore
system (SWSOS).
Although the CER is of the view that Storage does provide benefits to the system, it should
also play its part in the flexibility market by ensuring that products are fit for the market. To
this end the CER will be assessing the current licence arrangements for Storage to ensure
that discounts for Storage entry are met with a Storage regime that is flexible and fit for the
market.
The CER does not propose to change the current regime of Exit discount (100%). The
CER is minded to provide a discount on Storage entry tariffs and invites feedback on
the discount level for Storage entry.
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7.0

7.1

Revised results for each methodology

Capacity Weighted Distance Approach

As already stated in CER/14/455 the CWDA approach takes the historic allowed costs of the
TSO and allocates the costs to each of the Entry and Exit points depending on the booked
capacity at that entry point weighted by the distance to the exits39.
The graph below shows that across scenarios the indicative tariffs are relatively stable, with
most entry point tariffs ranging between €400-€500. This is with the exception of the Moffat
tariff which ranges from €901 ( scenario 2) to €645 (scenario 5).However, as can be seen in
Scenario 2 the difference between the Moffat Entry tariff and the Corrib entry tariff is sizeable
at €406 and the Moffat & Inch tariff differential is €456. Similar differentials are seen in
scenario 3 with a slightly lower Moffat tariff.
In addition to the scenarios presented in the Consultation Paper, scenario 5 has been
included here (Moffat & Corrib only). In assessing the tariff levels it should be noted that the
Moffat tariff in all scenarios is higher than in the Virtual Point & Matrix approaches. This in
turn creates large differentials between the Moffat entry tariff and other entry points.
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Figure 7.1 CWDA tariffs using 50:50 split

39

In the September Consultation Paper CER invited feedback on the use of technical or booked capacity. All
respondents favoured booked capacity.
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The indicative tariffs using a 36:64 split are illustrated below. This reduces the overall Moffat
tariffs to c. €650 in scenario 2 and decreases all other Entry Points as well. This is being
driven by lower revenues being collected from Entry Points. The differentials between Entry
Points are smaller (with a lower Moffat tariff) at around €300 and under per MWh for Inch &
Corrib in scenario 2 and for all other entry points in scenario 3.
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Figure 7.2 CWDA tariffs with 36:64 split

The Equalised Exit tariff for the 50:50 split and the 36:64 split are indicated below. Using a
different split impacts on the overall equalised Exit tariff which increases from €352 to €450
when the Entry/Exit split is adjusted to recover more from exit.
It should be noted that the alternative Entry/Exit split above is based on the current Indexed
gross asset value of the RAB (Onshore & IC) as set out in the PC3 Decision Paper. This
alternative split was suggested by some members of the NTLG.
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Figure 7.3 Equalised Exit tariff under different splits

7.2

Virtual Point-Variant A

The VPA approach is a forward looking cost concept approach that introduces a
representative network into the modelling and includes the use of Expansion Constants.
Rather than calculating the distance between Entry and Exit zones, the VPA approach
calculates the distance to a Virtual Point; the mathematical centre of the system40.
Unlike the CWD approach the model refinements since the consultation paper have had
more of an effect on the tariffs in the VPA. This is principally because of the changes to the
Expansion Constant values (both have been revised downwards) and the refined
Annuitisation Factor. The revision of the Expansion Constants downwards results in less
revenues being collected via the primary cost allocation, and an upward revision on the
amount of revenues being recovered after the application of the rescaling secondary
adjustment.
The adjusted tariffs are indicated below. This demonstrates that whilst the overall prevailing
Moffat tariffs are generally lower than in the CWDA (50:50) the tariffs do tend to fluctuate
across scenarios as the methodology takes into account the direction of flow to obtain the
VP of the system i.e. the balanced peak day flow.
The Moffat tariff, for example ranges from €549 to €701 whilst the Corrib tariff fluctuates
quite significantly from €401 to €626. The Inch tariff changes from €380 to €540, whilst
Shannon moves least from €532 to €602.

40

Which is then adjusted where a given Entry/Exit split is an input
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Figure 7.4 VPA tariffs

The smaller differentials indicated in these tariffs vis-à-vis the initial modelling evidence is
driven largely by the lower wet Expansion Constant which puts downward pressure on the
Moffat tariff ( as the Wet Expansion Constant is significantly lower than the September
paper) and drives smaller differentials between the entry points than those indicated in the
September paper. In addition, as the model takes a VP of the system the tariffs will fluctuate
depending on where the balanced peak day flow falls.

7.3

Matrix

The Matrix approach share similarities to the VPA in that it is a forward looking approach.
However, unlike the VPA, the Matrix is a more static methodology in that there is no need to
select an initial reference node to which all flows are brought. Rather, the approach is based
on the distance between each Entry/Exit combination and a mathematical (least square
error) formula is then applied to derive (in simple terms) the average tariff across all the
combinations of Exit with a particular Entry.
As indicated in Section 4 & 5 a number of model refinements have had an impact on the
Matrix approach. Firstly, the application of the negative Expansion Constant is now an active
input into the model41. However, consistent with the initial modelling results the tariffs in this
paper do not include the application of this negative expansion constant value. As indicated
already in section 4 above the non-application of the negative expansion does have a
noticeable effect on stability across scenarios.
41

In the initial model the application of the negative Expansion Constant was not possible. Therefore, it was
not possible to assess the impact on tariffs.
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Similar to the VPA approach the revised Annuitisation Factor and Expansion Constant
values will have an impact on the pre-adjusted tariffs as well as the tariff differentials.
The September paper indicated two modelled approaches to the Matrix: the vanilla and the
project based approach. At the NTLG the CER also presented the Partially Constrained
Expansion Constant approach, as an alternative way to model the Matrix. However,
following feedback from the NTLG the CER has decided not to continue with the PCEC
approach. Therefore, the revised Matrix Vanilla approach tariffs are indicated below.
The results below illustrate that the Matrix approach is relatively stable across scenarios with
the Moffat tariff moving from €742 in scenario 2 to €594 in scenario 5. All other entry point
tariffs are also stable across scenarios with tariffs decreasing for all entry points in Scenario
3. It should be noted that as the Moffat tariff decreases across scenarios so do all other entry
point tariffs. However, the differentials between Moffat and the other entry points do remain
constant across all scenarios.
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Figure 7.5 Matrix tariffs
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7.4

Summary of changes to model

The table below summarises the changes to tariffs from the initial modelling results
presented in the Consultation Paper to the tariffs indicated in this Draft Decision paper.

Methodology
All

CWDA

Changes to inputs
Effect on tariffs
Additional scenarios
Model
incorporates
Forecast
booking Moffat/Corrib only scenario &
assumptions.
additional
Entry
Point
scenario.
Bookings adjusted to reflect
Isle of Man, Twynholm &
Storage.
Minor
adjustments
to Negligible tariff changes,
distances
differentials remain high
Additional Entry/Exit split
Change to Entry/Exit split
reduces all Entry tariffs as
less revenues are recovered
from Entry.

VPA

Reference node chosen will
not
impact
on
results
Annuitisation Factor
Expansion Constants

Matrix Vanilla

Annuitisation
Factor, Moffat tariff reduced, other
Expansion Constant
tariffs increased. Differentials
between entry points smaller.
Change to node for improved
network representation

Negative
Expansion
Constant a flexible input in
model.
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8.0

Introduction of criteria & Impact Assessment

As indicated in the background section the reforms proposed in this paper are the
culmination of several years of work by the CER. The 2012 decision was based on the fact
that without reform, competition in the supply of gas would have a significantly negative
effect on consumers as the IBP price being set by Moffat would rise sharply. This would put
upward pressure on the price of Irish wholesale gas. In addition, any new entry onto the
system would further exacerbate the Moffat price, thereby leading to even more ineffective
competition.
Although these issues were considered in the Draft Decision Paper of 2012 (CER/12/013) &
again in the Decision Paper from that time (CER/12/087) it is worth restating, as these
issues continued to influence the CER in assessing the three modelled options.
CER 12/08742 stated “The CER is committed to a tariff policy which recognises and rewards
new entry which can be shown to be efficient by reference to other entry, in particular to
entry from GB across the ICs which, it is assumed, will continue to be the marginal source of
gas supply for the foreseeable future.”
The CER further stated that;
“the CER is taking a decision which it considers protects the interests of consumers by
preventing them from facing unnecessarily high gas prices in the future, but it also provides
an appropriate signal for efficient new entry in a manner that is consistent with EU policy43.”
At the time of CER/12/087 it was considered that a forward looking approach would best
deliver these principles and further ensure that “while promoting security and diversity of
supply it is equally important to ensure that customers do not overpay for their supply44”.
This was taken at a time when a prescribed list of methodologies did not exist.
Notwithstanding this and considering that the Network Code prescribes a range of
approaches, both historic & forward looking, the CER decided to model a number of
methodologies in the interests of a balanced review of the options available.
Therefore, as part of the September Consultation Paper the CER presented two forward
looking methodologies (VPA and a forward looking approach to the Matrix) as well as the
historic CWDA. The CER is of the view that this allows a range of options to be assessed
against the criteria set out below, which draw on the principles established in CER/12/087.
These criteria were also discussed at a number of NTLG meetings.

42

CER/12/087 at page 3
CER/12/087 at page 4
44
CER/11/112 at page 23
43
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8.1

8.1.1

Criteria

Predictability

Predictability may be defined as meaning that for a given supply and demand scenario the
inputs to a model can be estimated with a reasonable degree of accuracy, and therefore that
the outputs of the model can be calculated for that given scenario. Predictability may be
influenced by the transparency of the inputs to a chosen model.
In addition, predictability could be influenced by the transparency of the inputs and the ability
to reasonably understand how a model is functioning. The steps of the model, and the
reasons for each step change should be understood by users.
As stability & predictability are interlinked they are assessed together for each methodology.

8.1.2

Stability

Stability means that the outcomes of a chosen model are robust to fluctuations or
perturbations (within the bounds of reasonable changes) to the inputs. This does not mean
that tariffs must stay at the same level, but rather that a methodology should be able to
absorb reasonable input changes, without significant impact on outcomes.
In addition, stability should ensure that enduring cost signals are given to stakeholders to
allow medium term planning. The concept of stability was a key factor for consideration in
the reform process up to 2012.
8.1.3

Equity effect & promote effective competition

Tariff reform will inevitably impact on stakeholders, whether they are producers, shippers or
end customers. The current proposal to move towards a 100% Capacity based regime45
and in particular the proposed 50:50 split for Entry & Exit will impact on stakeholders. This is
without even considering the impacts of the tariff results from the different methodologies.
The Irish gas system benefits from spare capacity and the reform of the current regime is
based, in part, on ensuring that the signals to investors are appropriate to the requirements
of the market in the medium term. The signals that are sent to new entry points should be
reflective of the costs that are associated with providing entry capacity, and should not give
rise to inflated cost signals based on non-entry costs or assets.
Furthermore, the methodology should ensure that an equitable balance is struck between
promoting effective competition & ensuring consumer welfare is maximised. This is
measured by the level of tariffs and the diversity premium that accrues to entry points from
each methodology.

45

With some limited exceptions for flow based charges
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9.0

9.1

Assessment of methodologies

Stability & predictability-CWDA

The CWDA is a historic based approach which divides the annual revenues of the system
between entry points based on a chosen Entry/Exit split. The tariffs below are based on the
36:64 split.
The tariffs indicated in the CWDA are relatively stable for all entry points across scenarios
except Moffat. The Moffat tariff does fluctuate across the scenarios ranging from €465 to
€649. Other tariffs do not fluctuate as much with Inch ranging from €220 to €310 in scenario
2-3. Corrib fluctuates from €255 to €356 whilst Shannon moves marginally from €326 to
€357.
Moffat
Scenario 1
€447
Scenario 2
€649
Scenario 3
€628
Scenario 4
€575
Scenario 5
€465
Table 9.1 CWDA tariffs

Inch
€221
€321
€310

Shannon
€357
€327

Corrib
€356
€345
€255

As the Moffat tariff changes quite significantly across scenarios, this in turn has an effect on
the differentials between entry points which range from €328 for Inch & €293 for Corrib in
scenario 2 to €210 for Corrib in scenario 5. As the Moffat tariff is €649 in scenario 2 and
€465 in scenario 5 this triggers significant changes to the level of the differentials.
Although the tariff levels are not particularly stable across scenarios the CWDA benefits from
having a limited number of inputs which cannot be changed. The limited inputs; required
revenues, forecast capacity bookings, distance from each Entry Point are verifiable,
predictable & resistant to subjective interference by either the regulator or the TSO. The
input that does alter the stability of the indicative tariffs is the forecast bookings (the
“capacity” element of the Capacity-Weighted Distance approach).
Feedback from the NTLG indicated that a number of members viewed the CWDA as being
based on straightforward inputs and therefore easy to explain. In their view the CWDA is the
option modelled that potential entry point investors would have most confidence in. The
absence of possibly subjective choices on the part of the NRA was cited as a strong reason
to favour this approach in Ireland as was the relatively simple implementation of the
approach i.e. there is no need to consider Expansion Constants & an Annuitisation Factor.
The CWDA may be perceived as benefitting from a lack of secondary adjustments for entry
revenues. All revenues are collected in one step, unlike the forward looking approaches
which requires rescaling of “raw” (pre-adjusted tariffs) to recover revenues.
That is not to say that the rescaling applied to other methodologies is not predictable, but
rather than the simplicity of the calculation of tariffs under the CWDA in one step rather than
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two enhances the “understandability” of the CWDA approach vis-à-vis the forward looking
approaches. However, as outlined below it would need to be considered whether or not this
understandability & simplicity comes at the expense of a cost-reflective signal being sent to
the market.
At the NTLG it was suggested that an alternative Entry/Exit split could be used based on
RAB values of entry & exit assets. The CER considers that this does have merits and has
presented the indicative tariffs and differentials based on this proposed split.
Notwithstanding this, where new assets were built a choice would have to be made whether
to designate the new asset (a compressor, pipeline etc.) as entry or exit. This would in turn
have an effect on the revenues of either entry or exit. This would not be a straightforward
matter where the benefits of the investments may accrue to both entry & exit. This would
inevitably require a subjective assessment on the part of the NRA. In addition, as entry
assets are added this would have an effect on the tariffs as revenues are driven up.
Overall, the CWDA approach does have many merits for application in Ireland. The
simplicity of the approach and the resulting confidence that this offers investors is a clear
advantage. In addition, although the tariff levels show some level of instability across
scenarios the changes are predictable as they are based almost exclusively on changes to
forecast bookings at the entry points.
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Figure 9.1 Stability of CWDA based tariffs (36/64 split)

55

5

6

27th March 2015

Future of Gas Entry Tariff Regime- Draft Decision

Stability & predictability –VPA

9.2

The VPA is a forward looking approach that uses a representation of the system and brings
all flows to the virtual centre of the system, firstly to a reference node, and then adjusts this
reference node to take account of an explicit Entry/Exit split in revenues.

Moffat
Scenario 1
€619
Scenario 2
€701
Scenario 3
€621
Scenario 4
€549
Scenario 5
€618
Table 9.2 VPA tariffs

Inch
€380
€539
€511

Shannon
€602
€532

Corrib
€615
€538
€401

The tariff levels across scenarios in the VPA approach are relatively stable across the
scenarios, but do change as flows on the system change. . The Moffat tariff is relatively
stable across scenarios with the Moffat tariff at €617 in scenario 5 and highest in scenario 2
at €701. This range is significantly smaller than those indicated in the CWDA. Corrib
indicative tariffs move downwards across scenarios reducing from €615 to €401.
Conversely, Inch tariffs move up across scenarios 1-3 from €380 to €511 in scenario 3 with
Shannon between €532 and €603.

The tariff differentials indicated in the VPA are significantly smaller than in the CWDA. In
scenario 2 the differentials between Moffat and Inch are €162 and €85 for Corrib. This is
several hundred euros lower than the differentials in the CWDA approach. In scenario 3 and
4 the differentials lower before changing to €216 for Corrib in scenario 5. Therefore, there
are significant changes to the tariff levels across the scenarios.
1.

The changes to the tariff levels seen in the VPA are due to the flexible nature of the
methodology which is due to two reasons. The Virtual Point shifts as different
scenarios are modelled.
2. Flow direction must be taken into account. In a small system there can be significant
changes in flows between scenarios. Therefore, this leads to significant changes in
tariffs & differentials.
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Figure 9.2 Stability of VPA tariffs
In terms of predictability, stakeholder feedback suggested that respondents viewed the
number of inputs, coupled with the variability of the VP as a negative aspect of the
methodology. One respondent stated that the VPA lacked transparency and was “black-box”
like in its calculations. Stakeholders also remarked that whilst the VPA may be suitable for
GB, its application in Ireland could lead to larger fluctuations in tariffs as the VP of the
system may be prone to more movement across scenarios.
The CER considers that whilst the VPA approach has merits, the predictability of the
methodology is lessened by the fact that the variant derives a mathematical VP that is then
adjusted for the chosen Entry/Exit split. As a result the VP is not a point in geography, which
makes the predictability of the model more difficult to assess intuitively, even if the model is
relatively predictable mathematically. The relatively flexible nature of the VP approach,
dependent on flow patterns may be seen as unstable, unpredictable and difficult to
understand.
In addition to the instability of the VP across scenarios, this methodology relies on a number
of inputs including an Annuitisation Factor & Expansion Constants. When combined with the
flexible nature of the VP, this approach may be seen as relatively unstable, unpredictable
and difficult to understand.
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9.3

Stability & Predictability-Matrix

The Matrix approach shares many similarities to the VPA. Both are forward looking, based
on Expansion Constants and use a representative network. However, the Matrix approach
does not model a balanced peak day profile to the VP of the system, but rather from each
Entry Point (column) to each Exit zone (row). It should be noted that the methodology has
been chosen to work in a way that the flow direction does not impact on tariffs across
scenarios in the same way as they do in the VPA46 where they must take account of flow
direction. Therefore, in this way a certain degree of tariff instability can effectively be turned
off, hence making the methodology immediately more stable.
The modelling to date indicates that the Matrix approach is the most stable approach across
scenarios. The Moffat tariff across Scenarios 2-5 is stable with downward pressure on the
Moffat tariff across scenarios 2 to 5.
Moffat
Scenario 1
€617
Scenario 2
€742
Scenario 3
€686
Scenario 4
€631
Scenario 5
€594
Table 9.3 Matrix tariffs

Inch
€480
€605
€549

Shannon
€561
€507

Corrib
€588
€532
€440

The Moffat tariff varies by €147/MWh across the scenarios, the Inch tariff varies by €125, the
Shannon tariff varies by €54 and the Corrib tariff varies by €148.
A major advantage in terms of stability in the Matrix is that across scenarios the value of the
differential vis-à-vis Moffat remains the same.. The Inch differential is steady at €137, with
Shannon at €124 and Corrib at €154. I In the CER’s view this stability is a positive aspect for
investors, shippers and gas customers.

46

Therefore the negative expansion constant has not been applied to the Matrix approach as per the
discretion set out in the Network Code.
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Figure 9.3 Stability of Matrix tariff
In terms of inputs, the Matrix approach relies on static distances between Entry Points & Exit
zones applied in the CER’s model. These are easier to conceptualise than the VPA which
relies on a mathematical “centre of the system” approach, which is more abstract. The
distance in the Matrix are fixed and based on a uniform set of rows (Exits) and columns
(Entry Points). This enhances the stability & predictability (and “understandability”) of the
Matrix methodology vis-à-vis the VPA, where the Virtual Point of the system changes as the
methodology must take account of flow direction.
9.4

Process leading up to proposed Expansion Constants

Similar to the VPA, some inputs to the Matrix such as the Annuitisation Factor and
Expansion Constants may be perceived as unstable. These were a source of concern
amongst some members of the NTLG and were perceived as being prone to instability.
One of the functions of the NTLG was to ensure that contributions (and indeed criticism) to
these important inputs was received and actioned as part of the development of these inputs
rather than after they had been published. In the CER’s view this contributes to more stable
inputs that are more comprehensively tested. There is an important distinction between the
process of working towards a suitable methodology (during which the expansion constants
may change significantly) & the stability of the resulting outputs.. The CER is of the view
that the purpose of consultation and indeed of the NTLG is to allow informed debate where
complex decisions have to be made; this is typical where complex issues are being
developed.
Overall, in the CERs view the Matrix approach as modelled to apply in Ireland produces
stable tariffs & differentials the significance of which should not be underestimated as an
advantage of the methodology. Across scenarios the inputs remain the same: Expansion
Constants, Annuitisation Factor & representative network, this fosters this stability.
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As a forward looking approach the Matrix is more stable than the VPA in that the
parameters of the network are fixed, with no requirement for a variable (i.e. moving) Virtual
Point. Hence, the cost of expansion is for a fixed Entry/Exit zone distance.
The CER is of the view that in terms of tariff stability (overall tariff levels & differentials) the
Matrix scores highly. The predictability of the methodology could be said to fall between the
simplicity of the CWDA and the “black-box” like nature of the VPA. It is evident that in
comparison to the CWDA there are more “moving parts” so to speak, but as they are applied
to a fixed representative network their predictability is enhanced, as they are not being
applied to a that changes distances across different scenarios.
9.5

Ruling out the VPA from further examination

On the basis of an examination against the criteria if stability & predictability the Virtual Point
(Variant A) is considered to not fulfil either criteria successfully. Therefore, the approach will
not be considered as a Cost Allocation Methodology suitable for Ireland.
It should be noted that feedback from the September consultation paper was almost all
negative regarding the VPA. This was also reflected in the NTLG meetings where members
reiterated concerns that the variability of the tariffs and the lack of apparent transparency
around the methodology meant that the methodology was difficult to comprehend.
On this basis, the methodology will not be examined under the equity and encourage
efficient entry criteria. The CER proposes to examine the CWDA and Matrix approach
against the equity & promote effective competition criteria before proposing a chosen
methodology.

9.6

Assessing the CWDA & the Matrix against the Equity & promote effective
competition criteria

In this section we firstly review some of the decisions and considerations made by CER in
previous related consultations. We then examine the inputs to the CWDA and the Matrix in
the light of this and finally we examine the output of the model using both CWDA and matrix
in the context of this criterion.
In assessing the remaining criteria the CER considers that the principles that have been
affirmed as part of the reform process begun in 2012 remain valid. As the CER indicated in
previous papers47 the regulatory approach must ensure that the signals that are sent to the
market that ensure that entry points are encouraged in the light of the benefits that the
general gas & electricity customer receive from additional supply points.
In 2012 the CER stated that “while promoting security and diversity of supply it is equally
important to ensure that customers do not overpay for their supply”. This principle continues
to apply and is at the heart of the entry reform process.
The assessment of the Equity & promote effective competition is two-fold.

47

CER/11/112 at page 23
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1. The first focuses on the principles of sending the right cost signals i.e. that the cost
concept is sending the correct signals
2. The second focuses on the actual outputs of the two methodologies and whether an
equitable balance is being struck between producers & consumers. This is
measured by the level of the Diversity Premium. This diversity premium is intended to
reflect the maximum premium that could accrue to producers. Competition between
entry points should bring down the impact of the diversity premium.

9.7

The principles in CER/12/087

Previous considerations in the run up to the 2012 Decision CER 12/087 focussed on what
was called the diversity premium, as indicated above. The Moffat entry point was, and still is
expected to be the marginal entry point for gas into Ireland. Thus transportation tariffs for this
entry point are likely to set the market price for gas in Ireland. If an indigenous entry point
has lower transportation tariffs than the Moffat entry point then some of this differential can
be captured by the indigenous producer through the diversity premium. The diversity
premium numbers used in this paper are indicative of the maximum that may accrue to entry
points. It is expected that the effects of competition would mean that new entry points
supplying Ireland would undercut gas delivered from Moffat. Therefore, the diversity
premium accruing to producers would be expected to be lower due to gas-on-gas
competition.
As the differential between the Moffat entry point tariff and the indigenous entry point tariff
rises the diversity premium available to the producer also rises. The larger the premium
available the more indigenous/new entry is stimulated, the more secure (in this case diverse)
the supplies into Ireland become.
However very high differentials might lead the consumer to overpay for this security. From
very early on in the process leading to the 2012 decision(CER 11/005), there was a concern
that the prevailing Moffat entry tariff sent a signal that included the cost of the two
interconnector pipelines and that this signal was being given to potential new entry, which
might require only a single pipeline.
One of the earlier options considered was the removal of the second pipeline from the
Moffat signal (moving it onshore). However this would still have left the issue that as
utilisation of the Moffat entry point fell, even with the costs of only a single pipeline included,
the tariff would still rise significantly. This led to a decision to implement a regime where the
tariff would not automatically rise at an entry point when bookings declined at that entry
point. In the end, in the 2012 decision the CER considered that a forward looking signal was
the appropriate signal to send to new entry.
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9.8

9.8.1

Do the CWDA and Matrix meet the requirements set out in CER/12/087?

CWDA

As modelled, the CWDA, mitigates the problem of tariffs rising when bookings fall at an entry
point. This is because the CWDA approach modelled moves the revenues towards entry
points with higher bookings and away from entry points with lower bookings. However it
essentially still uses a two pipeline signal to set entry tariffs. This includes the revenues
based on the cost of IC1 and IC2. However, a new entry point will in all likelihood be one
pipeline. For example, it would not be expected that a merchant interconnector would build
two interconnectors as part of a single Entry Point.
9.8.2

Matrix

The Matrix methodology significantly mitigates the problem of tariffs rising when bookings
fall at an entry point but it uses a one pipe signal to set the entry tariff. Essentially by using
the expansion constant (ignoring distance for a moment this is a €/GWh figure) the matrix
methodology, like the CWDA also applies the costs proportionally to the expected bookings.
However by using an expansion cost based on the average pipeline cost it sends a one pipe
signal.
The expansion constant does not recover the full cost of the system and, at least in the Irish
case, needs to be topped up in order that all the entries recover the required proportion
(50%) of the TSO’s revenues. This is known as the rescaling of tariffs.
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9.9

Differences between the cost principles in CWDA & Matrix

A key difference between the CWDA and the matrix is the way the costs are allocated. In the
matrix, the application of the Expansion Constants recover circa 20-25% of the total TSO
revenues with the secondary top-up recovering 75-80% of the costs. This might suggest that
the expansion constants are not cost reflective. On the other hand there are no secondary
adjustments required in the CWDA as it allocates all of the costs in the first and only step in
the calculation, therefore it could be said that this is more cost reflective.
However, the total revenues of c. €200m p.a. include approximately €20m p.a. of operating
costs that are not related to pipelines or compressors. It also includes return and
depreciation on non-pipeline assets such as IT and buildings of circa €47m p.a. As such the
one-third of the annual revenue of €200m is not pipeline related and it cannot be considered
cost reflective to use such costs to set the differentials between entry points.
When we turn to the methodologies remaining we see two different sets of signals
being sent; one based on historic costs i.e. revenue based & another based on
sending a forward based signal i.e. costs associated with pipelines. These principles
are integral to the rationale underpinning each of the two methodologies.
In the CER’s view the principle flaw in the historic CWDA approach is its basis on allocating
the revenues of the system. Amongst other things this include revenues (and therefore
signals) associated with two pipelines i.e. IC1 & IC2. Therefore the signal being sent is not
limited to those costs that can be considered entry pipeline costs which is appropriate to do.
These signals are sent via the one-step revenue recovery mechanism rather than via initial
tariffs based on entry costs, which are then rescaled to recover revenues.
It is questionable whether a methodology that sets tariff differentials between entry points
that include assets (costs) not associated with what would arise at entry is correct and fit for
purpose. In addition, where more entry assets are built the signal being sent by the CWDA
would continue to get bigger for potential new entrants. This is not an efficient signal to send
to the market.
In contrast the Matrix approach is based on Expansion Constants. Put simply these
Expansion Constants aim to answer the question, what would it cost (on a per unit basis) for
an entry point whether it is onshore or subsea. In the CER’s view this is a principle benefit of
reform based on forward looking cost concepts that ensure entry is cost-reflective, thus it
should ensure that where an entry can beat the Moffat cost of expansion then it will be
rewarded. A key point is that the signal being sent via the Matrix (the entry tariff differentials)
is based on the estimated cost of a single pipeline rather than the two pipeline48 signal that
the CWDA sends to the market.
The CER considers that the matrix methodology sends an appropriate, cost-reflective and
verifiable entry signal that is appropriate for the Irish market.

48

It is more than just a two pipeline signal it also includes other costs such as IT costs, the costs of buildings
and other non-pipeline operating costs.
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9.10 Outputs of the CWDA & Matrix methodologies-The Equity effect on consumers &
producers
Having considered the principles behind the equity & encouragement of efficient entry we
now turn to the tariffs themselves that the CWDA and Matrix produce.
The differentials produced in the CWDA and Matrix and the level of the diversity premium
accruing to producers are key considerations here. This includes an indication of the
percentage of the value of the gas market in Ireland that such a premium represents. This is
based on certain assumptions; an indicative “snapshot” of the gas market at a point in time49.

9.10.1 CWDA
Between the CWDA and the Matrix approach, the CWDA produces larger differentials
between Moffat and other entry points. There is a sizeable differential between Moffat and
other Entry Points across the scenarios. This indicates a significant diversity premium
accruing to other entry points across scenarios; this is particularly large in scenarios 2 and
scenario 3 where all entry points are active.
The equity effect on producers is positive. There is no question that the differentials
produced by the CWDA (in particular under the 50:50 split, but less so in the 36:64 split as
indicated above) are positive for producers.
Analysis conducted by the CER indicates that under the CWDA 50:50 approach a diversity
premium would accrue to other entry points under scenario 2 in the order of €54m per
annum. This is based on the tariff differentials between those Entry Points that will be active
in 2015 vis-à-vis Moffat and the forecast capacity bookings at each entry point. As a
percentage of the current value of the gas market in Ireland this would equate to a diversity
premium equal to 3.66% of the gas market value accruing to producers. With an
Entry/Exit split of 36:64 the diversity premium would reduce to c. €39m for producers. This
would equate to 2.63% of the value of the gas market accruing to producers50.
The effect on customers would be negative. The entry tariff differentials with Moffat are
higher than in other methodologies. Although consumers may benefit from additional entry
points (security of supply) the differentials would be increased as more entry assets
(revenues) are added to the system. In this way as more entry is added to the system, the
signal for new entry becomes even stronger.
As above, the maximum diversity premium that consumers would ultimately pay is in the
order of 2.6%- 3.6% of the total gas market value.

49

Details are included in Appendix B.
It should be noted that this does presume that there are no competitive effects in the market that drive
competition between those entry points that are lower than Moffat.
50
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9.10.2 Matrix

When assessing the tariffs produced by the Matrix a key factor across scenarios is that the
tariff differentials across all scenarios are extremely stable. Across scenarios 2-5 the
differentials between Moffat and all other entry points remains at the same level. These
range from €137 for Inch, €124 for Shannon & €154 for Corrib. In the CER’s view this
verifies that a forward looking approach does reward new entry by maintaining a tariff
differential (that is cost based) between scenarios.
The equity effect on producers is positive. The differentials that are produced are stable
across scenarios. The CER is of the strong view that this is an important benefit of the Matrix
approach vis-à-vis the CWDA, as differentials are predictable and constant for producers.
However, whilst the diversity premium in the Matrix approach is smaller than the CWDA the
analysis conducted by the CER indicates that the premium is within the range of €20m
accruing to producers in 2015/16. As a percentage of the total gas market this equates to
1.47%. The CER is of the view that this level of diversity premium is an appropriate level for
producers that contribute to supply diversity. Furthermore, and importantly it is reflective of
the costs of entry from the various Entry Points.
The equity effect on consumers is more positive in the Matrix than the CWDA.
The tariff differentials that the methodology provides new entry points do not continue to
grow where new entrants come on stream. Therefore, the benefit of the methodology is that
it maintains the levels of these differentials, but does not contribute to a growth in the
differentials when other supply points connect.
Proposed decision
The CER proposes that the Matrix approach will be applied to Ireland for the
purposes of setting Entry and Exit Transmission Tariffs from 1st October 2015. The
CER views the Matrix approach as best fulfilling the criteria of Stability, Predictability
as well as fulfilling the equity considerations & promoting effective competition.
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10.0 Impact Assessment

10.1

Allowed Revenues & booking assumptions

This section examines the impact of the proposed implementation of the Matrix methodology
as described earlier in this document.
At the outset it should be noted that the model published with the paper has been designed
to facilitate the CER in the selection of the Cost Allocation Methodology (i.e. the choice
between CWDA, VPA and Matrix) it has not been designed to set the actual tariffs. It will fall
to GNI, as TSO, to develop the model that will be used to calculate tariffs51. The tariffs set as
part of the annual allowed revenue & tariff setting purpose will depend on the factors for a
given year e.g. forecast bookings, K-Factors etc. The illustrative model uses €200m as the
allowed revenue for the TSO. This number was chosen as an illustration of GNI’s average
annual revenue from transmission. It represents the rounded average transmission allowed
revenue over the 5 years of PC352. As the CWDA methodology uses the total revenue to set
the tariffs and hence the differentials between the tariffs, it was considered appropriate to
use this average figure in this process. By using this average revenue figure across the
scenarios (including the do nothing scenario) the choice between cost allocation
methodologies can be made on a level playing field.
In reality however, the allowed revenues in the PC3 decision vary from €155m in 2012/13 to
€236m in 2014/15. These allowed revenues were further re-profiled for the 2013/14 tariffs53.
The allowed revenues for 14/15 and 15/16 and the sum of the expected entry bookings and
the expected exit bookings are shown below.
2014/15
€192.9
€188.9

2015/16
€197.2
€197.2

Allowed Revenue
€m
Revenue
recovered
through €m
primary tariffs1
Total entry capacity bookings
GWh
201.8
155.3
Exit capacity bookings
GWh
267.8
283.9
Table 10.1 Allowed Revenues and capacity bookings for 14/15 and 15/16

% change
+2.2%
+4.4%
-23%
+6%

1

: €4m of the allowed revenues in 14/15 were expected to be recovered through a capacity
transfer charge; this revenue is not reflected in the entry capacity tariffs.

51

The CER is responsible for setting the basis for charges for transporting gas through the transmission system.
CER 12/197, Sheet: Outputs 2
53
CER/13/193
52
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Noting again that the model are designed to facilitate the choice between doing nothing and
choosing one of the cost allocation methodologies, we note that if one was to attempt to
compare the resulting 15/16 tariffs to the 14/15 tariffs the following would need to be taken
into account:





The allowed revenues will rise from 14/15 to 15/16 (rise of 2.2%). This excludes
changes in pass through costs and K-Factors.
The tariff effect will be greater than the allowed revenue effect as €4m of revenues in
14/15 were expected to be collected outside of the tariffs.
There may in fact be changes to pass through costs and there may be K factor
effects to be accounted for when the 15/16 tariffs are set.
The expected bookings for 15/16 may be different to the ones in the table above.

The large drop in entry bookings is based on the draft decision to allow a full (100%)
discount to storage on entry tariffs. This results in an expected drop of circa 30GWh in entry
bookings as entry from the KEL storage facility would not need to book entry capacity at
Inch. It should be noted that even without this discount, the total entry bookings were
expected to fall by around 8%. The effect of the discount of entry tariffs for storage makes
this a 23% drop.

14/15

15/16
do nothing
Exit
€/MWh
443.0
427.3
Moffat
€/MWh
358.5
981.1
Projected maximum diversity Premium
€
23,172,168
145,120,971
Table 10.2 Capacity charges in €/MWh and estimated maximum diversity premium in €
Note: 15/16 tariffs are based on €200m allowed revenues.
The table above outlines what would happen if no changes were made to the existing
tariffing arrangements. There would be a significant rise in the Moffat tariff. As Moffat is the
marginal entry point this would be expected to put upward pressure on the price of gas at the
Irish Balancing Point (the IBP).
The diversity premium estimate assumes that indigenous production is sold at exactly the
IBP price set by the Moffat entry point; whereas it is much more likely that indigenous gas
would be sold at some discount in order to win customers. It is clear that one effect of doing
nothing would be to greatly increase the size of this diversity premium.
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Tariffs under the Matrix
14/15

Scenario
1
351.5
616.7
479.7

Scenario
2
351.5
741.6
604.7

Scenario
Scenario
Scenario
3
4
5
Exit
443.0
351.5
351.5
351.5
Moffat
358.5
685.5
630.9
594.1
Inch
53.6
548.5
Shannon
561.3
506.6
Corrib
588.0
531.9
440.4
Table 10.3 Capacity charges in €/MWh using Matrix (note 14/15 uses 90% capacity whereas
all scenarios use 100% Capacity)
As can be seen above the selection of the matrix, using the inputs described in the paper
has the following key effects:




The exit tariff falls as the exit split of revenues declines from circa 70% to 50%.
The rise in the Moffat tariff from the do nothing scenario above is mitigated.
The Inch and Corrib tariffs increase sharply

14/15 Scenario 1 Scenario 2 Scenario 3
Inch
305.0
137.0
137.0
137.0
Shannon
124.3
Corrib
358.6
153.7
153.7
Table 10.4 Matrix tariff differentials Vs Moffat in €/MWh54

Scenario 4

Scenario 5

124.3
153.7

10.2 Effect of change in tariffs on gas prices in Ireland
The changes in tariffs shown above would seem to indicate that there would be a significant
effect on all network users with all entry tariffs increasing in all scenarios when compared to
the 14/15 tariffs.
Consider a party using the Inch entry point.
The entry tariff cost for the Inch user rises from €53.6/MWh in 14/15 to €604.6/MWh in
Scenario 2; while the entry tariff cost for the Moffat user rises from €358.5/MWh to
741.6/MWh. While the choice of cost allocation methodology does not change the level of
the allowed revenues, it does affect the amount of the allowed revenues that each user
pays; clearly the Inch user above is paying more of the TSOs allowed revenues that it did in
14/15.
Another important net effect of these changes in tariff on the final gas bill of the Inch user is
on the price that the user pays for the molecules of gas that they purchase. The price for the
gas that they purchase is influenced by the differential between the Inch and Moffat entry
point tariffs. This is illustrated below in tabular and graph format.

54

Note the Corrib differential does not take into account the nominal tariff of €100/MWh for 14/15;
CER 14/780
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IBP cost TSO and molecules split
85.0
80.0
75.0
70.0

Entry Tariff

65.0

Gas price

60.0
55.0
50.0
Moffat 14/15

Inch 14/15

Moffat Scenario 2

Inch Scenario 2

Figure 10.1 Gas cost split

Moffat
14/15
c/therm
Gas price
70.0
Entry Tariff
4.2
IBP price
74.2
Table 11.5 Cost per therm

Inch
14/15
c/therm
73.5
0.7
74.2

Moffat
Scenario 2
c/therm
70.0
7.7
77.7

Inch
Scenario 2
c/therm
71.4
6.3
77.7

If the cost of gas is 70c/therm at Moffat and the cost of Moffat Entry is 4.2c/therm55, the price
of gas at the Irish Balancing Point (IBP) is taken to be 74.2c/therm. If the cost of Inch entry in
14/15 is 0.7c/therm56, then the sale price of the molecules of gas from Inch is taken to be
73.5c/therm57. If the cost of Inch entry was higher, then the amount paid for the molecules
would be lower, as the customer would not pay any more than the alternative price of
74.2c/therm.
In the Scenario 2 example the same price at Moffat (70c/therm) is used. Even though the
price for Moffat entry is higher than in 14/15 (at 7.7c/therm) and the IBP price is higher at
77.7c/therm, the net price to the producer can be seen to be lower than in 14/15 (at
71.4c/therm).
In Scenario 2, while the rise in the entry tariffs is driven both by the allowed revenues being
set at €200m and the expected drop in entry bookings, the total revenues paid to GNI will not
55

This is the effective cost using the transmission system for a user with the 14/15 Moffat capacity and
commodity tariffs and a load factor of 1.3 (peak day booking is 1.3 times the average daily usage).
56
This is the effective cost using the transmission system for a user with the 14/15 Inch capacity and
commodity tariffs and a load factor of 1.3 (peak day booking is 1.3 times the average daily usage).
57
Though in practice, indigenous gas sold at the IBP is likely to be sold at some level of discount on gas sourced
from the marginal entry price (Moffat).
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be affected by the choice of cost allocation methodology. The differential in tariffs between
the entry points does change depending on the cost allocation methodology e.g. Matrix,
CWDA etc. and this has a direct effect on the price paid for the gas molecules consumed in
Ireland. In this case though the entry tariffs all rise from 14/15 to Scenario 2, the price paid
for indigenous gas falls.
To remove the effect of the change in revenues and bookings between 14/15 and scenario2
the graph below compares the “do nothing” case to the Matrix under Scenario 2.

IBP cost TSO and molecules split
85.0
80.0
75.0
70.0
Entry Tariff

65.0

Gas price

60.0
55.0
50.0
Moffat
Do nothing

Inch
Do nothing

Moffat Scenario Inch Scenario 2
2

Figure 10.2 Cost of gas at IBP
In this case the same allowed revenues is used in both examples. Comparing Scenario 2 to
“Do nothing”, the effect is that Inch users pay a significantly larger share of GNI’s revenues
in Scenario 2 but they pay less to the producer for the molecules of gas.
The case would be similar for the Corrib and Shannon entry points, users of these entry
points would pay a greater share of the TSO’s revenues than might have been expected
while the price paid to the producer for the gas molecules would be lower than might have
been expected.
The table below gives the maximum diversity premium expected in 2014/15, the do nothing
case and in Scenario 2 under the Matrix.

Maximum
Diversity
premium
Table 10.6
MWh)

14/15

15/16
do nothing

€23,172,168

€145,120,971

Scenario 2
€20,175,596

Diversity Premium (differential Vs Moffat in €/MWh * expected bookings in
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The outturn diversity premium for 14/15 will depend, inter alia, on when Corrib commences
production. The 15/16 “do nothing” assumes that Corrib will be in full production for the gas
year (and assumes €200m allowed revenues). Scenario 2 similarly assumes Corrib is at full
production for the year (and assumes €200m allowed revenues).
To summarise, nothing in this draft decision will change the allowed revenues for any given
year58. The change in tariffs will affect the percentage of the TSO’s costs paid by users at
each entry point (increase at Inch and Corrib) and the size of the differential in entry tariffs
will affect the price that producers can be expected to get for gas molecules sold at the entry
point (decrease at Inch and Corrib).
The impact of applying a “no charge” policy to storage is shown in section 6.

58

Though the tariff calculation in this draft decision does take into account the proposal to allow storage a
100% discount on gas entry, this has the effect of increasing all entry tariffs.
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11.0 Issues where CER requests further comments
11.1 Effect of proposed Entry Exit split
One of the matters considered in this paper is the Entry Exit revenue split. The Network
Code proposes that the TSO allowed revenue be split 50% to entry and 50% to exit. The
split of entry revenue to exit revenues in the current regime is circa 33% entry to 67% exit.
Inherent in any final decision on this matter will be an assessment of the impact of any
change in the entry exit split, in the context of the proposed Matrix methodology.
The entry exit revenue split in 14/15 is 33% Entry: 67% Exit. The results for Matrix in this
paper are for 50% Entry: 50% Exit. The table below outlines the level of entry and exit
bookings expected in 2014/15 and in 2015/16

Total entry capacity bookings
GWh
Exit capacity bookings
GWh
Entry / Exit Ratio
Exit – Entry differential
GWh
Table 11.1 Effect of proposed Entry/Exit split

2014/15
Including
Storage
entry
201.8
267.8
0.75
66

2015/16
Excluding
storage
entry
155.3
283.9
0.55
128.6

2015/16
Including
Storage
entry
186.4
283.9
0.66
97.5

It can be seen from the above table that there is more exit capacity booked than there is
entry capacity booked. This differential is understood to be driven by a number of factors:


The requirement for NDM customers to book for the 1-in-50 winter at the exit.
While NDM customers may book for the peak winter at the exit, they may book for
the average winter at the entry.



The ability to purchase secondary capacity at the entry.
Capacity can be traded between parties at the entry points, thus some parties may
buy capacity on a short term basis from other parties, e.g. a while a summer peaker
can buy exit capacity from the TSO it may instead buy its entry capacity on the
secondary market.



The ability of a shipper to optimise its entry booking due to within portfolio diversity.
As above except the shipper buys capacity for each exit but knowing that not every
customer will need peak flows at the same time, buys less capacity at the entry.

While a change in the entry exit split will not change the overall level of revenue to be
collected it will impact on the above sets of factors. A reduction in the amount of revenue to
be obtained from exit would reduce the monetary effect of the 1 in 50 obligation on the NDM
sector. As described above the NDM sector could continue to book for the average winter
on entry, which now recover 50% of the TSO’s revenue rather than only 33% of the TSO’s
revenue which has been the case to date59. This should be beneficial to the NDM sector.

59

This is different from the split that had been proposed in the CWDA of 36:64.
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Increasing the entry split means more of the revenue will be recovered over the part of the
system where secondary capacity sales can be made and on which portfolio optimisation
can be carried out. The ability of a particular shipper to optimise bookings would be expected
to increase as the shipper’s number of customers’ increases, so this might tend to favour
larger shippers and might cause a barrier to entry. On the other hand if the secondary
market is liquid, then it may be possible to buy the required flexibility at a reasonable price.
It could be argued that the value of secondary capacity at Moffat will be greater than the
value of secondary capacity at the indigenous entry points. Moffat is connected to a large
liquid market and so there may be more value placed on the capacity at this point compared
to capacity at a point with a smaller number of sellers or a limited volume of molecules
available for sale. While a 50:50 split would be fixed no matter what proportion of bookings
are at the indigenous entry points, the secondary capacity effect described above might be
less significant if a large proportion of entry bookings were to be made at indigenous entry
points.
In the powergen sector, peaking plants would be expected to buy short term capacity at
both the entry60 and exit in the event that they run. In this case the cost of both entry and exit
capacity could be bid into the electricity price, so changing the entry exit split should not
have any effect on either the power generators themselves or on the SEM.
On the other hand base load and mid merit plants might be expected to buy some long term
capacity. At the entry any such capacity, if unused, could be sold on the secondary market
and as such could be bid into the SEM. Unused exit capacity could not be sold on a
secondary market and would not therefore be expected to be bid into the SEM. Therefore
increasing the entry split from 33% to 50% could increase the cost in the SEM, depending on
the extent to which base load and mid merit plants bid in entry capacity costs.

60

They could also buy secondary capacity at the entry
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11.2 Request for feedback on Entry Exit split
The tariffs published in this paper are based on a 50:50 entry exit split with the exception of
the CWDA modelled option which also indicates the 36:64 split based on the RAB values.
Either split differs from the current split of 33:67 and so would impact on how shippers book
at Entry & Exit. The CER does not, at this time, have a firm view on the appropriate entry
exit split to apply from October 2015. The CER welcomes the views of stakeholders on the
matters that should be considered in making a final determination on this matter. In the event
that a 50:50 split was determined to be appropriate, a phased movement to this split could
be considered.

Questions:
Can stakeholders propose principles to determine the appropriate entry exit split or
should this decision solely be driven by the results of an impact assessment?
Are the above impacts the appropriate impacts for consideration, can stakeholders
propose any other impacts that should be considered in this matter?

11.3 Capacity Commodity split
One of the matters considered in this paper is the Capacity Commodity split. The Network
Code proposes that the TSO allowed revenue shall be recovered primarily from capacity
based charges and that flow based charges should collect only those costs that vary with
flow. Such flow related costs are currently recovered in the shrinkage charges which are
collected outside of the transmission tariff structure. The effect of this is that the current
capacity: commodity split of 90:10 would change to 100:0 capacity: commodity. Inherent in
any final decision on this matter will be an assessment of the impact of any change in the
capacity/commodity split. It should be noted that as per the requirements of the Network
Code on Tariffs, in time CER would be required to move to a 100% Capacity basis for
transmission tariffs.
To calculate the impact on a cost per therm basis moving from as is to the proposed
methodology a cost per therm breakdown is used. A cost per therm illustrates what the total
cost of moving a unit of gas is from an entry to exit off the GNI system, taking account of the
different Load Factors that a customer may have. The Load Factor will differ for each
network user and illustrates a network user’s peak day usage over their average. For
example if network users have a Load Factor of 3 then this indicates that their peak day
usage is 3 times as much as the average day. This is calculated based on the Entry & Exit
Capacity61 multiplied by the Load Factor. This obtains a cost per MWh, which is then divided
to obtain a cost per therm.

61

Plus the Commodity element if applicable
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Entry Capacity + Exit Capacity + Entry Commodity +Exit Commodity *Load Factor =Cost per
MWh62.
The table below outlines the effect of a change from 90:10 to 100:0 on the cent per therm
charge for Moffat entry and postalised exit.

Load Factor
1.30
1.50
1.75
2.00
2.30
3.00

Description
Base Load
Hospital
Hotel
Food
Mid-merit
Resi + peaker

15/16
100:0

15/16
90:10
10.18
11.74
13.70
15.65
18.00
23.48

10.27
11.68
13.44
15.19
17.30
22.22

100%
capacity /
90% capacity
99.0%
100.5%
101.9%
103.0%
104.1%
105.7%

Table 11.2 Effect of change to 100% capacity from 90% capacity on c/therm cost at Moffat
for various types of customers.
As can be seen the effect is beneficial for those with a load factor below 1.5 and is negative
for those with a load factor of 1.5 and above. The largest effect examined is seen to fall on
residential customers, who have a load factor in the order of 3 (the 1 in 50 peak day demand
is 3 times larger than the average day or more accurately the annual average demand/365
days). These customers see a circa 5% rise in transmission tariffs due to this effect. As
transmission tariffs represent approximately 10% of the end user tariffs for residential
customers, this would create upward pressure on residential tariffs of circa 0.5%.
The CER does not, at this time, have a firm view on the appropriate capacity commodity split
to apply from October 2015. The CER welcomes the views of stakeholders on the matters
that should be considered in making a final determination on this matter. In the event that a
100:0 split was determined to be appropriate, a phased movement to this split could be
considered.
Questions:
Can stakeholders propose principles to determine the appropriate capacity
commodity split or should this decision solely be driven by the results of an impact
assessment?
Are the above impacts the appropriate impacts appropriate for consideration, can
stakeholders propose any other impacts that should be considered in this matter?

62

To obtain a cost per therm this is then divided by 29.3071
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11.4 Treatment of the Isle of Man
The Isle of Man is wholly supplied via a spur off IC2 and therefore receives all of its gas
supplies from the Moffat Entry Point. The basis for the connection of the Isle of Man to IC2 is
contained in an Intergovernmental Treaty63 which secures the availability of a certain amount
of gas capacity up to 2023. In the 2012 Decision Paper (12/087) the CER stated that
whatever regime would prevail it would ensure that the position of the Isle of Man would not
be unduly affected.
The Isle of Man is not considered an IP exit under the Code of Operations, but rather a
“sub-sea Interconnector offtake64”. Therefore, it is not subject to Exit tariffs, and only pays
entry capacity at Moffat. Therefore, unlike a shipper moving gas for delivery in Ireland, the
network cost to the Isle of Man is only based on the Moffat Entry tariff.
Below illustrates the Moffat tariff that Isle of Man currently pays as well as the illustrative
tariffs that would arise under the Matrix. It should be noted that these do not take account of
the Commodity element of tariffs.

14/15 current methodology
Do Nothing
Scenario 2 ( 50:50 split)
Scenario 2 (36:64 split)
Table 11.3 Isle of Man tariff levels

Per peak day MWh
€359
€981
€742
€561

Difference
+€622
+€383
+€202

What this indicates is that where Isle of Man continues to pay the standard Moffat tariff the
costs faced by the Isle of Man would increase between 56% and 106%. Whilst gas shippers
to Ireland would also face this increased cost at Moffat this is offset somewhat by the
decrease in the Exit tariff from €443 to €352. In addition, both sets of users would not be
paying Commodity elements in these indicative tariffs.
The models published to date assume that the Isle of Man continues to book entry capacity
and this has a downward effect on all entry tariffs. If the Isle of Man were to move to a
position where it no longer paid the standard Moffat Entry tariff then this would have an
upward effect on all entry tariffs. This is because the same revenues would need to be
collected, but this would now occur over less forecast bookings. The methodology as it
current stands does have the benefit of non-discrimination at Moffat. It treats all users at the
Moffat Entry Point in the same manner. However, it could be argued that as the Isle of Man
is obliged to book long term capacity under the Intergovernmental Treaty, it is in fact treated
differently to other network users and so arrangements that recognise this may be
appropriate.
At this time the CER does not have a settled view on the treatment of the Isle of Man.
Respondents are encouraged to respond to this paper with their views on the suitable
treatment of the Isle of Man.
63
64

Treaty series no. 73
Section 4, Gaslink Code of Operations
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At this time the CER does not have a settled view on the treatment of the Isle of Man.
Feedback is requested on this matter.
.
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12.0
12.1

Other issues
Interconnection Point Exits (IPs)

A primary focus of the Third Package suite of Gas Network Codes is to harmonise the rules
that apply to access gas transmission systems across Europe65. Article 8 of Regulation
715/200/EC sets out the Network Codes that ENTSOG is tasked with developing in various
areas such as Balancing, Capacity Allocation Mechanisms (CAM) and of course Tariffs.
The scope of the Network Code on Tariffs differs from other Codes in that it will apply to all
Entry & Exit points into and out of the transmission system whereas other Codes apply
primarily to Interconnection Points (IPs). As such, the current reform focus is on the Entry
Point tariffs into the transmission system (Corrib, Inch Moffat & Shannon) and the Exit tariff
(i.e. the Exit paid by directly connected transmission loads or for Exit to the Distribution
system). These two components have been the focus of the reforms to date as they are the
decisions that will directly impact Irish has users.
For Interconnection Points the Network Code requires that the price is a Capacity based
transmission service price66. To put it simply, what this means is that the price applicable at
an IP must be an outcome of whatever Cost Allocation Methodology is applied. There is no
scope for the “Reserve Price” at the IP to be calculated in any other manner.
The rationale behind IP tariffs being an outcome of the Cost Allocation Methodology is to
ensure that IP tariffs do not unduly discriminate against IP customers.
The tariffs included in this Draft Decision Paper present the tariffs that would be applicable at
each Entry Point. In addition, as indicated in CER/14/455 for Exits the CER will continue the
policy of postalisation for domestic Exit tariffs. This postalisation is done via the application
of the Equalisation Secondary Adjustment67.
However, where Equalisation is applied then it may only be used to apply the same
reference price “within a homogenous group”. A homogeneous group is the same group of
users of the gas system. Examples include transit customers, domestic customers, exit
customers, entry customers, LNG points etc.
In this case, the CER will apply equalisation to domestic exit customers. Therefore, for IPs
the Reserve Price applicable for exits off the Gaslink system (other than domestic) will be
the tariff applicable at that Exit Point that have been rescaled to obtain the required
revenues.

65

Article 1, Regulation 715/2009 (EC) states that the regulation aims at “facilitating the emergence of a wellfunctioning and transparent wholesale market with a high level of security of supply in gas and providing
mechanisms to harmonise the network access rules for cross-border exchanges in gas”.
66
Transmission Services are those available to all network users, and must be recovered as an outcome of the
chosen Cost Allocation Methodology.
67
Article 17, Network Code on Tariffs. Postalisation of domestic Exit tariffs is discussed further below.
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The methodologies presented as part of this Draft Decision produce pre-adjusted & then
rescaled tariffs for each of the modelled Exit zones including the SNP and Twynholm, which
form the basis of the Reserve Price for both.
In the CWDA the exit tariffs for Twynholm are generally higher than the Equalised Exit tariff,
whilst the indicative SNP exit tariff is closer to the domestic Exit tariff. In all but one scenario
the SNP tariff is lower than the domestic exit tariff.
It should be noted that in October 2014 the CER published a Notification to Industry on the
prevailing tariff for Exit from the Gaslink system into the SNP at Gormanston68. The final exit
tariff for the SNP will be calculated in accordance with the methodology chosen in the final
decision.

12.2 Galway-Mayo linkline
To date the indicative tariffs that have been presented as part of the gas entry reform have
been based on the Required Revenues of the TSO (Gas Networks Ireland). These are the
revenues as set out in the PC3 Decision Paper69, which recover the revenues associated
with the Regulated Asset Base (RAB). The RAB includes all assets included in the PC3
Decision Paper70. Although the Corrib linkline is owned and operated by GNI, it is not part of
the RAB, it, it is underwritten by the investors in the Corrib gas fields. As a result of the
linkline being owned and operated by GNI, the Code of Operations assumes entry onto the
system at Bellanaboy.
However as the linkline is not on the RAB71, for the purposes of the cost allocation
methodology, the location used is at the Cappagh South AGI where the Galway Mayo
linkline (not on the GNI RAB) joins the ring main (start of the RAB). This is indicated below72.

68

http://www.cer.ie/docs/000051/CER14773%20Transmission%20Tariffs%20SNP%20Notification%20to%20Indu
stry.pdf
69
CER/12/196
70
This is updated annually as part of the transmission tariff setting process to include any new
approved additions to the RAB. It should be noted that one respondent queried this as part of their
response to CER/14/455.
71
The parameters of the cost allocation methodology include the RAB, WACC & Opex ( Article 6,
Network Code on Tariffs)
72
It should be noted that the Exit rights from the linkline tariff were acquired by GNI and are on the
GNI RAB
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Figure 12.1 Galway-Mayo linkline map
As the linkline is a downstream pipeline, the CER is obliged to set (or at a minimum approve
the methodology) for Third Party Access (TPA) for the linkline. These requirements are set
out in Article 32 (1) of Directive 2009/73/EC.
In 2009, a nominal tariff was set by the CER pending a full consultation on the enduring
methodology & resulting tariff for the linkline73. In November 2014, the CER affirmed that the
nominal tariff would continue for gas year 2014/15 and that the CER would be working on
the enduring solution with the Corrib Partners & GNI.
As such, stakeholders (in particular shippers) should be aware that where gas enters the
system at Bellanaboy the enduring solution will aim to ensure that both the linkline and the
GNI RAB are appropriately remunerated.
Whilst the tariffs or charges seen by shippers will remunerate two distinct assets, i.e. the
linkline and GNI RAB, the CER aims to ensure that the enduring solution does not
inconvenience shippers.
The CER has recently appointed independent economic consultants to advise it on the
appropriate revenues associated with the linkline. A Consultation Paper will be published in
the coming weeks with a decision expected roughly around the same time as the final
decision on the gas entry regime.

73

This “Bellanaboy Entry tariff” was set at €100 per peak day MWh for Capacity & €0.100 per MWh
for Commodity.
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12.3 Postalisation of domestic Exit tariffs

In their response to CER/14/455 one respondent stated that the CER should justify the
postalisation based on the circumstances set out in the Network Code rather than on a
governmental policy decision taken in 2002.
The proposed changes to the tariff regime in Ireland will in the first instance impact on the
revenues being collected from the Exit tariff. The current regime recovers more of the
Required Revenues from exits than entry (approximately 67% of revenues as set out in the
PC3 Decision Paper). However, the proposed 50:50 split will mean that less revenues are
collected via Exit tariffs. Therefore, the indicative tariffs included in this paper are lower than
the exit tariffs seen up to 2014/15.
As the CER indicated in the September Consultation Paper, the continuing of the policy of
postalisation for Exits will be achieved via the application of the Equalisation secondary
adjustment. This is set out in Article 17 of the Network Code on Tariffs.
The criteria for Equalisation requires that it is only applied “within a homogeneous group”74
which includes domestic exits. The Network Code includes specific circumstances where
Equalisation can be applied. The conditions for the application of equalisation shall be as
follows;
1.
2.
3.
4.

Contribute to security of supply
Enhance stability of transmission tariffs
Foster competition in the retail market
Foster competition in the renewable energy sector

As an input to the methodologies a number of exit zones have been determined. These are
a required input for all the methodologies to establish distance from each of the entry points
& forecast bookings within zones. For example in the Matrix approach, the distance from
each Entry Point to each of the 10 Exit zones75 has been calculated. These give preadjusted tariffs for each Entry Point & each Exit zone. The pre-adjusted exit tariffs i.e. before
Equalisation has been applied are indicated in the graphs below.
As can be seen below the CWDA shows significant instability across the entire range of preadjusted tariff in each scenario. For example a Galway Exit zone tariff fluctuates from €€318€422.

74

A homogenous group is defined as entry IPs, exit IPs, domestic entry points, domestic exit points, entry
points from storage, exit points to storage, entry points from LNG, exit points to LNG, entry points from
production
75
As an update to the model the Isle of Man has been removed as an Exit from the modelling.
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Figure 12.1 Unequalised Exit Tariffs (CWDA)

The individual Exit tariffs for the Matrix approach is set out below and there is less fluctuation
between scenarios. Nonetheless, Exit zone tariffs do fluctuate between scenarios such as
the Galway Exit which moves from €318 to €410. .
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Figure 12.2 Unequalised Exit tariffs (Matrix)

The minimum, maximum and mid-point of each domestic exit zone is shown below for the
CWDA and Matrix approaches across all scenarios. What this shows is that across
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scenarios, the mid-point level for Exits indicates a range between €335 and €391 under the
CWDA and between €324 and €393 under the Matrix approach.
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CWDA

Dublin

Galway

Limerick

Cork

Min
Max
Mid-Point
Equalised

€287
€376
€343

€201
€422
€361

€249
€484
€354

€325
€321
€495
€451
€364
€391
€352.84

Matrix

Dublin

Galway Limerick

Cork

Waterford

Min
Max

€320

€296
€410

€313
€404

€392
€439

€360

€302
€404

Waterford

Mid-Point €340
€353
€356
€359
€416
Equalise
€352.84
d
Table 12.4 Matrix-Non equalised Exit tariffs

CorkDublin
€299
€349
€380

NEP

PTTW

€251
€385
€335

€251
€417
€358

CorkDublin
€357
€405

NEP

PTTW

€313
€352

€316
€407

381

€333

€362

The CER is of the view that the significant differences in tariffs in both the CWDA and Matrix
approach does not benefit Ireland’s energy competitiveness. Exit tariffs are not attempting to
create economic signals to incentivise efficient new entry (or in this case exit connection) to
the network in the same way as entry tariffs attempt to encourage efficient entry to the
system. This is especially true given that the Irish system is a small system, where large
fluctuations could disadvantage industry or gas customers in one region vis-à-vis another.
As such, the CER will continue to equalise exit tariffs in line with the NRA discretion given in
the Network Code to ensure that all Exit customers, regardless of their position on the gas
network will benefit from the tariff stability created by the equalisation of the domestic exit
tariffs.
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12.4 Treatment of K-Factors & transition to new regime

It is expected that there would be under/over recoveries at the existing Entry Points
(Inch/Moffat) and Exit that will require correcting in the coming years.
K-Factors up to 2014/15 are associated with the current methodology that remunerates the
assets of the system separately (i.e. there is an Inch k-Factor a Moffat K-Factor and an Exit
K-Factor). The CER is of the view that as part of the transition to the new regime, K-Factors
that arise up to 2014/15 should be reconciled back to the Entry Point (Moffat, Inch) or the
Exit (Onshore) as necessary. As the K-Factors are corrected in Kt-1, this means that the
tariffs for 2015/16 will reconcile K-Factors for 2013/14 and that the tariffs for 2016/17 will
reconcile K-Factors for 2014/15; the final year of the current methodology.
After this point the reconciliation of K-Factors will correct for 2015/16 revenues. No further
reconciliation to individual Entry or Exits would be necessary after this point. This is because
under the EU Network Code there is a single K-Factor for the entire system.
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13.0 Conclusions & Next Steps
The CER has been progressing the issue of gas entry reform since 2010 and the proposals
in this paper form the basis of the proposed methodology that will prevail from October 2015.
The CER now invites feedback from stakeholders specifically on issues where feedback has
been requested.
In addition, the CER has organised a Public Workshop on this paper which will be held on
20th April 2015. An invitation is published alongside this paper. For those planning to attend
registration is required.
It should be noted that the CER will also be consulting on the enduring charging regime for
the Corrib linkline. A consultation paper on this will be published shortly.
Responses to this paper are invited by COB 08th May 2015 preferably by electronic form to
Colm Ó Gormáin cogormain@cer.ie . Alternatively, responses can be sent to;
Colm Ó Gormáin
Commission for Energy Regulation (CER)
The Exchange,
Belgard Square North,
Tallaght,
Dublin 24
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14.0 Appendix A: Questions from CER/14/455

Bearing in mind that the CER is not at this time proposing one methodology as best
suited to the Irish market; do stakeholders view the modelling of the three proposed
methodologies as suitable? Please provide details where possible.

Aughinish Alumina

Yes with the qualification stated above.

Bord Gáis Energy

On an overall basis, the three methodologies meet most of the
Framework Guidelines but with varying degrees of success.
Workable models have been provided that stakeholders can
manipulate which has been useful. BGE sees issues with the
following elements of the three models: 1. There is limited
explanation provided for the Annuitisation factor utilised. 2. Is there
evidence to support the Technical Capacity of Shannon? The
Technical Capacity utilised in the models is important as an
artificially high technical capacity would tend to reduce an Entry’s
Tariff. Also, Capacity at an LNG entry point is of little use if there is
no gas available to nominate. 3. BGE believes that the VP(A)
model is an overly complex model without adding any benefit and
which lacks in transparency. 4. BGE believes the most cost
efficient solution for the consumer is one which reduces the tariff
on Moffat.

Bord Gáis Networks

BGN agrees that the modelling of the three proposed
methodologies is suitable. In our view, the CER models developed
have incorporated and recognised the ACER Framework
guidelines. Some debate may be required on finalising some of the
inputs into the model such as expansion constants, booked
capacities and the merit order. However, the modelling itself is
appropriate. It is agreed that it is unnecessary to model the
Postage Stamp method as it is not suitable for Ireland.

ESB GWM

The three models selected for modelling appear relevant for
exploration given the options provided under the Framework
Guidelines/draft Tariff Network Code and in the context of the Irish
situation in the short- to mid-term.
ACER favours incremental cost approaches in markets with
increasing consumption or changes in general system supply
sourcing, the latter of which applies to Ireland, with the Corrib gas
field due to come on-stream in 2015, bringing a new source of gas
to the island. This will lead to changes in gas flows and
interconnector usage as less gas is required to be imported from
GB. However, ACER is not clear on whether the grounds for its
recommendation are major investment in the system, such as a
new import pipeline and connections to it, or changes of flow
direction in an existing system. The alternative condition given by
ACER of increasing demand would suggest the requirement for
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investment in new infrastructure to serve users. It could be inferred
that consideration should be given to the incremental costs
relevant to the change in sourcing mentioned, and hence
any reinforcement or investment in new pipelines required for this
new source. ACER also refers to flow stability and quality of
forecasting as issues to be addressed, and these should be
considered within this process.
We note that, according to Gaslink’s network development plan,
annual demand is forecast to continue to decrease and the
sourcing changes may represent short-term disruption rather than
a long-term change. Therefore, the models may not be relevant in
the future once, and if, stability in sourcing returns to the traditional
one. ESB believes that The Republic of Ireland gas market would
benefit from greater integration into the regional market for
tariffication as well as all other aspects, recognising the integral
role of the NBP/GB market in Irish gas and the goal of providing
efficiency to consumers.

IOOA

IOOA’s members consider the current tariff structure to be more
cost reflective than the three proposed methodologies given that
individual entry point tariffs reflect the cost of the infrastructure at
that entry point. However, its members also recognise that
increased wind generation and the construction of the East West
electricity interconnector have reduced the demand for entry
capacity at Moffat and that gas flows from sources such as SLNG,
Corrib and other indigenous sources will further displace gas flows
away from Moffat. IOOA’s members take the pragmatic view that a
change in the tariffing structure is required to account for the
changes in gas sources and capacity booking patterns, the over
investment that has historically occurred at the Moffat entry point,
and to ensure compatibility with the likely nature of a future EU
Network Code on Tariffs (EUNCT) (currently in draft and subject to
further development).
Regardless of the changes being proposed by this consultation
paper, under the existing regime the Moffat entry tariff would
increase significantly next gas year (rough calculation forecast the
Moffat tariff to increase by 250%). IOOA’s members are unable to
forecast the exact magnitude of the increase to due to lack of
transparency around assumptions made by the CER for capacity
bookings in the 2014 / 15 gas year tariff setting paper (See
separate IOOA letter to CER on this issue).
Any methodology proposed by the CER needs to be clear,
understandable, transparent, predictable and provide enduring
prices if investment in indigenous production is to be encouraged
in the Irish market. Any new methodology that is adopted needs to
accommodate the anticipated level of change in the Irish market
without sending perverse or volatile signals. While volatility can
offer clear economic signals in commodity markets, volatility in
infrastructure undermines investment, creates uncertainty and
therefore leads to a need for higher returns.
Even simplified modeling of the proposed methodologies has
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highlighted the complexity of the interactions and made it difficult
for stakeholders to evaluate them. In the period of time allotted
and the level of induction to the models it has not been possible to
extract the level of understanding required to fully evaluate the
impact of the tariffs. In particular, IOOA’s members need to
develop a better understanding of the Matrix and Virtual Point A
(VPA) models and the limits that apply to these models.

The CER needs to assess each of the methodologies proposed,
compare them against each other and against the CER’s overall
evaluation objectives outlined in decision paper 12/087. The CER
should provide clarity in their evaluation objectives so market
players can judge how the tariffing regime will evolve and how
each of the methodologies will be evaluated. As identified as part
of the Network Tariff Liaison Group (NTLG), the CER should set
out in principle what it means by the concepts of “cost–reflectivity”
and “efficient new entry” and how in practice these principles apply
in relation to the BGN transmission assets. The fact that forward
looking economic signals are now a lower priority since 2012 and
even June 2014 is of some concern. The CER should therefore
clarify whether the evaluation objectives outlined on decision
paper 12/087 have changed and how will these objectives be
ranked and scored / weighted in a transparent manner amongst
the available methodologies.
The CER should also outline the relative advantages and
disadvantages of methodologies that are forward looking and
historic looking when applied to the Irish system and how they rate
against the evaluation objectives. IOOA’s members note that all
three of the methodologies proposed by the CER are cost
allocation methodologies that allocate historic costs (€200 million
per year); none of them is truly forward looking.
Modeling of three methodologies within the draft EUNCT is
suitable at this stage as the other methodologies are not
applicable to the Irish context. Virtual Point B (VPB) is not
applicable since Irish system does not have a dominant node; and
CER has not modeled Capacity Weighted Distance B (CWDB) as
this approach requires restrictions on how the gas flows in the
BGN transmission system. We note that the CER outlined in
14/127 that it would not consider Postage Stamp due to “the lack
of locational signals [which] would result in a lack of cost
reflectivity, and could reward inefficient behavior on the system.”
IOOA’s members further note that the BGN Transmission assets
which are the subject of this consultation are only part of the
overall Irish transmission system. Hence, a Postage Stamp is not
an option under such circumstances.
IOOA’s members propose a significant change to the Capacity
Weighted Distance Approach (CWDA) tariff methodology, built
from the elements provided in the CER’s consultation paper. The
subsea weighting included in VPA and Matrix Expansion Constant
(MEC) methodologies must also be applied to CWDA to create a
hybrid approach; this capacity weighted, cost reflective, distance
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approach would be more suited to the Irish market than the CWDA
currently outlined in the consultation paper and have a forwardlooking methodology consistent in its treatment of offshore
infrastructure cost with MEC and VPA. This combines the
transparency and stability of CWDA with more forward looking
expansion constants.
Kinsale Energy
Lansdowne Energy
Paul Hunt
Shannon LNG

See IOOA response
See IOOA response
NA
NA

Shell

We appreciate the fact that CER is conducting a public
consultation regarding an appropriate cost allocation methodology.
While the timelines are challenging, this consultation and
associated work streams such as the Network Tariffs Liaison
Group (NTLG) meetings appear to be in line with consultation
process envisaged in the draft EU Tariffs Network Code.

Statoil

See IOOA response

Vayu

In our view modelling tariffs under the 3 methodologies is correct
and that we agree in principle that a forward looking approach to
setting tariffs is a more appropriate basis. However, we do not
agree with the assumptions made.
The proxy capacity demand (kWh/day) falls when comparing
scenario 1 to the scenarios 2 to 4. No rational explanation has
been provided to support this as we would expect to see capacity
actually increase, as shippers book additional entry capacity at
Moffat as a back up to potential outages at the other entry points.
At a minimum, assuming there are no structural issues at any of
the entry points, we would at least expect to see capacity remain
constant across all scenarios.
Vayu does not agree with the modelling of the Matrix approach
incorporating Long Run Average Incremental Cost (LRAIC). This
model has the impact of smearing costs specific to individual entry
points across all entry points. At the workshop it was continually
reiterated that the tariffs will aid parties in deciding where to
construct a new entry point as it will highlight efficient points to
construct. Under the Matrix LRAIC approach, any efficiency is
removed as users of the Corrib and Inch entry points subsidise
work required at Moffat and Shannon. If this work is required, the
cost should be borne by those entry points alone meaning they are
not an efficient point of entry.
Furthermore, we believe that the CER has been a bit premature in
publishing its possible options for primary costs allocation
methodologies. In the ENTSOG draft network code paper 2 | P a g
e which deals with the harmonised transmission structures for gas,
another methodology called “Asset Allocation Methodology” was
published. The CER refers to this option in the paper, but has not
considered if it is suited to the Irish market. Our preference is that
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Vermillion Energy

the CER should at least evaluate the option and should it decide to
reject the option as a possibility, it should state the reasons for
doing so.
See IOOA response

Do stakeholders view the four Scenarios outlined above as appropriate for modelling
purposes? Are there other scenarios with different active Entry points that should be
considered?
Aughinish Alumina

Not at this time.

Bord Gáis Energy

BGE view the four outlined scenarios as appropriate but believes a
5th scenario that would only include Entry at Moffat and Corrib is
also necessary. We believe this scenario is the most likely longterm scenario and we view it as being critical to the validation of
future tariffs.

Bord Gáis Networks

BGN agrees that the four scenarios as outlined in the paper are
appropriate for modelling purposes. BGN believe that these
scenarios represent an appropriate range of the possible
developments of the Entry points on the Irish system in the coming
years.

ESB GWM

The four scenarios are in essence temporal (current, 2015/16 with
the addition of Corrib, 2018/19 with the addition of Shannon LNG,
20XX post-Kinsale and Corrib). The supply and projected booking
assumptions change in line with these scenarios.
However, the peak demand and capacity booking at exit used in
each of the scenarios remains static. This does not seem
appropriate or in line with the projected increase in average peak
demand for to 2020.
Given that the TYNDP suggests some uncertainties over future
operations at the storage facility at the Inch entry/exit point, it
seems prudent to take these into account. The network
development plan document states that storage operations may
cease as production declines further. Given that no final
investment decision has yet been made for Shannon LNG, it may
be relevant to consider a scenario including only Moffat and Corrib
(representative of a potential situation in 10 years’
time). Conversely, as seasonal storage provision may continue to
be viable in the long-term future from Inch – closure of the facility
is not presented as an absolute certainty in the network
development plan and it may be deemed important for balancing
purposes in future – the continuation of Inch as a storage point
should also be considered, suggesting an additional scenario with
Moffat, Inch storage and Shannon LNG.
It is also possible that the storage entry (and exit point) should be
considered separately to the production point in terms of annual
capacity bookings and flows, which in the context of production
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versus seasonal storage could be very different.
In order to test the robustness of the methodologies to the future, it
would be useful to be able to assess the impact of an additional
entry point.

IOOA

The CER should consider modelling two additional scenarios:



Scenario Five – Moffat, Corrib SLNG and Exits
Scenario Six – Moffat, Corrib and Exits

The possibility of further indigenous natural gas discoveries and
bio gas developments being connected to the system should also
be considered. The CER needs to detail the methodology of how
new entry points will be treated from a tariffing perspective. Models
should be set up so new entry points can be added to system to
produce suitable tariffs and demonstrate regulatory reliability and
stability in the model ultimately chosen. The CER should also
clarify what is classified as “inefficient new entry” and how the new
entry point differential shall be diminished to reflect “inefficient new
[sic].
IOOA’s members are concerned that only one flow demand option
has been considered with each scenario for each entry point (in
particular for Scenarios Three and Four); no alternative flow
demand options have been considered for each scenario. Given
that changes in demand have created much of the problem for the
current tariffs, a range of flow demands would seem to be a
fundamental prerequisite to modelling each of the (now proposed)
six scenarios. It would also be helpful if CER could be more
explicit as to the timeframes to which each of the scenarios is
relevant.
Given that ACER guidelines requires a review of the tariff
assumptions every four years, the CER should clarify how the
scenarios will be applied over the end of the current price control
period and into next two price control periods. Furthermore,
IOOA’s members would welcome scenarios covering the next two
price control periods to see the robustness of the several models
presented.
Kinsale Energy
Lansdowne Energy
Paul Hunt

See IOOA response
See IOOA response
NA

Shannon LNG

The four scenarios described in the consultation Paper appear
appropriate.

Shell

We support the IOOA view that two additional scenarios should be
modelled.

Statoil

See IOOA response
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Vayu

Vayu agree with the modelling the four different scenario’s, but not
the assumptions made with respect to Shannon LNG in particular.
In GB, the average daily total flow of gas from LNG terminals
equates to 242 GWh per day. If the 4 smaller LNG terminals are
removed from these figures, and assume their contribution is
minimal, the daily flow from the 4 major LNG terminals (Isle of
Grain 1 & 2, Dragon and South Hook) only equates to an average
volume of 50 GWh per day per facility, making scenario 4, or at
least the assumed flows unlikely.
The global market for LNG is competitive; entities bid for LNG
cargoes on a commercial basis, which means that Ireland must
compete with the UK to secure these volumes. The cost of
shipping between Ireland and the UK is negligible when the likely
origination of the LNG from the Middle East is considered. The IBP
price will need to be higher than the NBP price for it to make
commercial sense to export to Ireland. For shippers, the price of
LNG at IBP must be less than that of gas from the NBP. If this is
acknowledged, it is difficult to see how Moffat will be significantly
displaced for LNG.

Vermillion Energy

See IOOA response

Bearing in mind that ACER guidance suggests a 50:50 split between Entry and Exit for
recovering allowed revenues what are stakeholders’ views on the split?

Aughinish Alumina

Aughinish proposes the exit point cost of recovery split should not
be equally apportioned. A lower 20% (rather than 50%) cost of
recovery on the entry charge would send the appropriate
economic signals.
Greater exit capacity charge would give efficiency signals to offtake gas as smoothly as possible and reduce the amount of
onshore peak capacity required. Shippers would book exit capacity
more accurately.

Bord Gáis Energy

BGE supports the 50:50 ratio.

Bord Gáis Networks

The change from the current approximation of 40:60 to a 50:50
split between entry and exit will have a significant impact on the
tariffs when compared to the prior year. Clearly, such change will
force the entry tariff to increase while the exit tariff will decrease.
Therefore, it is important to keep in mind that regardless of any
other tariff modelling changes, this change in policy will apply
when comparing these indicative tariffs to the current gas year
tariffs.
If other stakeholders view the change in tariff as problematic, then
it would perhaps be open to the CER to consider a transition
period for 15/16 on to 16/17, particularly given that the terms of the
Network Code only have to apply from 2017.
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ESB GWM

ACER’s guidance for a 50:50 split appears reasonable. However,
it is guidance and should not be seen as a constraint should the
realities of the changing energy market (e.g. potential impact on
annual capacity booking levels caused by external factors for
some sectors) lead to its implementation not being practicable.

IOOA

In Great Britain and elsewhere in Europe, interconnector pipelines
and onshore networks are tariffed separately. Hence, the 50:50
split recommended in the draft EUNCT applies only to the onshore
assets in those countries. In addition, the draft EUNCT states that
no cross-subsidy between network users is allowed.
In Ireland, two offshore interconnectors between Scotland and
Ireland are included in the BGN transmission system asset base.
The current proposed 50:50 split does not account for cross
subsidisation that will occur between the onshore and offshore
assets within the BGN transmission system. The draft EUNCT
allows for the entry-exit split to be determined based on cost
drivers such as capacity or distance; this would argue for a higher
weighting to be applied on entry to allow for the offshore portion of
the network and eliminate the cross subsidisation effect.

Kinsale Energy
Lansdowne Energy
Paul Hunt
Shannon LNG

See IOOA response
See IOOA response
NA
NA

Shell

We are pleased to see CER has recognised that the 50:50 split is
only a suggestion. Certainly, the draft EU Code on Tariffs does not
mandate application of this split.

Statoil

See IOOA response

Vayu

Applying a principle of one molecule in, one molecule out seems
logical; however the ACER network code is very clear on the other
primary principles of cost reflectivity, transparency, nondiscrimination and tariff stability.
Ireland has an unusual position in the EU energy market; we are
heavily reliant on a single source for our gas. Furthermore, the gas
network on the island is much different to many other countries in
Europe. With Ireland being less densely populated, a lot of
network assets were required to build it between the more densely
populated areas of the country.
The CER’s decision to absorb the interconnectors into the onshore
network would suggest it would be difficult to justify recovering
50% of the regulated revenue from entry tariffs without keeping
them artificially inflated.
It would be useful to roll the tariff calculations forward over more
than one year to analyse if the preferred option gives rise to tariff
volatility e.g. Corrib production profile is expected to drop off after
3-4 years.
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Vermillion Energy

See IOOA response

What are stakeholders’ views on the expected merit order? If alternatives are
proposed please provide supporting evidence.
Aughinish Alumina

Indigenous gas, gas storage, LNG and Interconnectors seems
reasonable merit order.

Bord Gáis Energy

BGE does not have an issue with the order of merit for the
purposes of this consultation but is of the opinion that the Merit
order should be reviewed annually to properly reflect capacity
bookings at all Entry Points. Specifically for the Shannon Entry
Point, where Shannon has no contracts for LNG delivery for a
particular year then should it not appear last in the merit order?

Bord Gáis Networks

BGN agrees with indigenous production being first in the merit
order. BGN believes that the position of the remainder of the merit
order is less clear, will depend on a wide number of factors relating
to the broader European and global gas markets, and may need
further consideration. We note that little guidance is contained in
the Framework Guidelines in relation to the derivation of a merit
order.

ESB GWM

The merit order in the modelling is set in the order: production,
storage, LNG, then interconnector and cannot be changed. It
would be useful to be able to adjust the merit order to be able to
test the robustness of the methodologies to changes in it.
We would question the position of LNG in the merit order ahead of
the interconnector on the grounds of uncertainty of LNG supplies
at peak and potential higher cost of LNG imported gas. For
example, it is unknown whether long-term contracts for LNG would
be signed for some or all of the import capacity, or whether some
or all of the capacity would be used for spot gas.

IOOA

IOOA’s members note that the merit order influences the CER’s
forecast booking assumptions at each entry point which in turn
influences the tariff at each entry point. The merit order will be
driven solely by commercials of the market (market price) at the
time, which IOOA’s members cannot predict. However, the
following are reasonable assumptions that the CER could make in
relation to the merit order for gas dispatch in Ireland:



Annual entry capacity will be booked for indigenous
production and storage capacity;
Indigenous production will be dispatched first, ahead of all
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Kinsale Energy
Lansdowne Energy
Paul Hunt
Shannon LNG
Shell
Statoil
Vayu
Vermillion Energy

other sources;
Dispatch of all other sources will be a commercial decision;
On peak day it is reasonable to assume that storage will
be dispatched ahead of Moffat, as storage withdrawals will
be maximised by storage customers who have booked
annual Inch capacity ahead of those storage customers
resorting to more expensive short term Moffat entry
capacity;
The merit order for LNG is very uncertain. In UK at certain
times LNG is operated as base load supply (times of
plentiful LNG resupplies) and other times is operated like a
storage facility (times of shortage of LNG resupplies). The
dynamics around LNG supplies into Ireland and associated
forecast of capacity bookings are complex: it is driven by
the pricing of LNG on world markets and the availability of
LNG supplies to a terminal consequently varies over time.
As outlined below in question five the CER should consider
viewing multiple entry assumptions for LNG / Moffat
interaction
when
assessing
the
various
tariff
methodologies.
The CER should model the Inch entry point as two parts:
Inch storage and Inch production. Modeling in this way will
allow for better merit order modeling.

See IOOA response
See IOOA response
NA
At a generic level CER’s merit order assumptions seem realistic.
See IOOA response
We agree with the proposed merit order as we should be
promoting indigenous supply above other sources.
See IOOA response

What are stakeholders’ views on the expected capacity bookings? If alternatives are
proposed please provide supporting evidence.
Aughinish Alumina

No comment

Bord Gáis Energy

Is there evidence available to support the Capacity of Shannon
utilised in the model? Can it be confirmed that we will have
constant flows of gas through Shannon? In addition to this,
Scenario 3 does not appear to follow the merit order as the booked
capacities of Inch and Corrib are reduced from Scenario 2 with the
introduction of Shannon, but this should not be the case as
Shannon features after Corrib and Inch in the merit order.

Bord Gáis Networks
We believe that, given the information current available, the peak
flows used are reasonably representative of potential future
outcomes. We believe that further analysis of booking
assumptions is likely to be required to ensure all assumptions are
consistent.
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ESB GWM

For Scenario 1, the source of the expected bookings (or proxy
capacity demand – the two terms appear to be used
interchangeably) is given as ‘bookings 2013/14’ in the
accompanying slide pack. However the consultation document
states that ‘assumed booked capacity figures do not reflect actual
commercial booking behaviour, but the amount of capacity that
would need to be booked by shippers to satisfy demand on a peak
day’. It is not clear what has been assumed: the figures on the
Gaslink transparency data website for 2013/14 differ from those
used (Inch yearly bookings lower at c. 34GWh/d and Moffat higher
at c. 198 GWh/d). We note that figures are published for 2014/15
which could also be used in the model but appear not to have
been (Inch c. 33.3 GWh/d, Moffat c. 103 GWh/d); we may be
misinterpreting the transparency data, but there should be more
information on the source and basis of the assumptions used.
Aside from Scenario 1, the basis of the expected capacity
bookings is not explained other than ‘forecast’. It is not clear
whose forecast this is or what it is intended to represent. This
information should be provided in order to be able to give an
opinion on the expected capacity levels and also to be able to flex
these assumptions.
We note that for Inch in Scenarios 1 and 2, the rounded up limited
technical capacity appears to have been used for Inch. This
exceeds both historical booking levels (Gaslink transparency
data) and forecast peak flow (per the network development
plan), and thus appears to be too high an assumption.
In our answer to Q4 we queried the position of LNG in the merit
order. Questioning the assumption that LNG import is used ahead
of the interconnector clearly affects the capacity booking
assumption made for Scenario 4, which has 142 GWh/d for SLNG
entry and 45 GWh/d for the interconnector. For demand, the
assumptions remain static despite the temporal nature of the
Scenarios. As the Scenarios are designed to reflect situations that
occur at different points in the future, it would suggest that the
demand figures and booked capacities should also change for the
various time windows. There is no explanation of the expected
booked capacities once more; this information is required in order
to be able to comment fully and flex the assumptions. We have no
visibility of regional demand or capacity bookings to test the
assumptions. We note that the total used significantly exceeds
Gaslink’s calendar year 2013 actual booked exit capacities as
published in its performance report (283 GWh/d excl. IoM used in
the modelling v. 207 GWh/d reported by Gaslink) and peak day
demand in the network development plan, and therefore query
this. The nature of the requirements placed on electricity
generators, due to the intermittency of wind generation in
particular, has led to a reduction in the amount of annual capacity
booked. It is not clear if this trend is included in the expected exit
capacity bookings already. As generators are likely to be called on
more in the future to provide short-term back up for renewables,
we do not expect this trend to reverse, and that the use of any
historical averages is likely to be inappropriate.
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IOOA

IOOA’s members are unclear where some of the numbers in Table
4.4 for SLNG and Moffat have come from. There appears to be a
significant discrepancy between booked capacity and maximum
flow on the peak day. In a system which is constrained one would
expect to see these as similar. For example, the discrepancy
amounts to 22% of peak day requirement in Scenario Three. It is
IOOA’s members understanding that perhaps forecast booked
capacity allows for short-term bookings, and annualisation of
short-term forecast capacity bookings has occurred. However, the
CER provides no information on this in its assumptions. IOOA’s
members look forward to working with the CER in the NTLG
meetings to understand the assumptions underpinning the
annualisation of short term capacity bookings.
The CER also needs to justify its assumptions around Moffat
capacity in Scenarios Three and Four. In the public workshop the
CER mentioned that the Moffat flow in Scenarios Three and Four
was due to minimum flow requirements at Moffat. This goes
against commitments given by Gaslink in its letter to IOOA dated
19 February 2014 and its Network Development Plan 2014
(Section 9.4) in which Gaslink confirmed that indigenous gas
supplies nominated for delivery at entry points will not be affected
by flows at Moffat; Gaslink confirmed in its February 2014 letter
that flows from Moffat to ROI could be zero on certain days to
accommodate flows from indigenous entry points. IOOA’s
members do not understand why this minimum Moffat flow
booking is required.

Kinsale Energy
Lansdowne Energy
Paul Hunt

See IOOA response
See IOOA response
NA

Shannon LNG

With increasing renewable generation there has been a move
towards shorter term capacity bookings in the Irish market
(Monthly and daily capacity). In order to calculate annual
transmission tariffs, the CER may need to consider introducing a
mechanism that acts as a proxy for annual capacity bookings.

Shell

We would only reiterate the comments and questions in the IOOA
response. We look forward to future clarification from CER, in
particular assumptions regarding peak-day capacity utilisation.

Statoil

See IOOA response

Vayu

In our view the figures for expected entry capacity bookings are
optimistic given the propensity of firm daily capacity bookings
being made in the past 12 months and the level of firm annual
capacity bookings expected in the 2014/15 winter period. This is in
light of the decision of the SEM committee to allow the cost of
transmission capacity bookings to bid into gas fired generators
commercial offers.
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Furthermore, we believe that the level of Moffat capacity bookings
at c. 42-45 GWh is questionable. If this figure is based on technical
information such as minimum flow requirements it should be
disclosed.
Vayu agree with the modelling the four different scenario’s, but not
the assumptions made with respect to Shannon LNG in particular.
In GB, the average daily total flow of gas from LNG terminals
equates to 242 GWh per day. If the 4 smaller LNG terminals are
removed from these figures, and assume their contribution is
minimal, the daily flow from the 4 major LNG terminals (Isle of
Grain 1 & 2, Dragon and South Hook) only equates to an average
volume of 50 GWh per day per facility, making scenario 4, or at
least the assumed capacity booking unlikely.
Vermillion Energy

See IOOA response

What are stakeholders’ views on the application of expansion constants to the
system?
Aughinish Alumina

No comment

Bord Gáis Energy

BGE would appreciate more detail and transparency on the actual
calculation of the expansion constant. In addition to this, the
expansion constant puts an unfair cost weighting on Moffat relative
to the other Entry Points and in so doing it does not share the cost
of the security of supply benefit associated with Moffat and the 2
ICs at Moffat. BGE believes that if you equalised the expansion
constant for all, you would arrive at results which reduce Moffat to
more representative levels and provide a stable and predictable
model going forward.

Bord Gáis Networks

BGN agrees that in a forward-looking tariff approach, the projected
costs of expanding the system are a key cost driver. As we note
above, the modelling results presented in the consultation
document should be viewed as indicative, not least because there
is substantial scope for variance in the definition of expansion
constants, and limited work has been undertaken to date as to the
appropriate level for the RoI system.

ESB GWM

The use of expansion constants in itself as a means of taking
account of forward looking costs would be acceptable as a
practical solution to the problem. The
determination of the constants to be used is important. In the
example models, we note that they are based on a blended
average of past projects. There is no transparency on how the
blended average was calculated, which projects were included,
when they took place, or how relevant they are to the current
system’s expansion needs.
We have therefore been unable to verify whether the level used is
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reasonable. As past projects, the costs are clearly historical costs
being used to project future costs, which seems not entirely to
meet the goal of being forward-looking. We expect that
for any expansion constant used, the derivation should be
completely transparent to demonstrate relevance (of level and
projects considered in its calculation). We also suggest that
international benchmarking should be incorporated to ensure that
the level is reasonable in a broader industry context; this is
standard practice in many markets for reviewing TSO projected
investment costs. The annuity factor appears not to be part of the
consultation nor is it explained in any way. Without any information
on the basis for this figure it is hard to comment on its
level, although it seems clear that as it is not a round number,
some form of calculation has taken place to produce it. The
annuity factor should be subject to the same transparency
conditions and relevancy test as the Euro figure for the expansion
constant. It is also important for the user to have clarity that it has
not already been incorporated in the calculation of the expansion
constant.
We would also highlight the confusion over the units and cost level
used in the information provided: €11,000/MWh/km in the
accompanying texts, €11.08/MWh/km in the spread sheet
modelling. We can only assume the spread sheet is correct in its
statement of the figure, but have not been able to replicate it using
available rules of thumb.
We do not believe that the lack of requirement for expansion in
some stretches of the network has been taken into account in the
example models and feel that this should also be considered.
Where there is spare capacity in the network it would seem
logical for that to be used up first prior to expansion.

IOOA

IOOA’s members agree with the use of wet and dry expansion
constants in the VPA and MEC methodologies and would consider
the use of wet and dry expansion constants as cost reflective
when used to represent the BGN transmission network. Expansion
constants give a reasonable economic signal since it takes an
averaging approach across the network. It is representative of a
broad range of possible increments in capacity. Although it is
averaged, it is able to accommodate the very different nature of
the subsea interconnector pipeline which IOOA’s members feel is
appropriate.
The CER should publish the information and methodology used to
calculate the expansion constants to ensure transparency.
The expansion constants appear to be based on historic
construction costs; have they been corrected to account for
inflation and escalation in pipeline construction costs? How will the
construction of new transmission pipelines affect the expansion
constants? If expansion constants are to be used, it is important
they remain relevant in the future; it would be helpful to long term
predictability to have some explicit underpinning to the expansion
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constant, perhaps through benchmarking. The CER should also
outline how the annuitisation factor has been calculated.
If expansion constants are adopted as part of the new tariffing
regime, to provide long term stability for investments (particularly
for production), any change in these expansion constants should
be signposted well in advance (of the order of ten years), and then
only when there have been engineering or other breakthroughs
such that costs have significantly changed.
Kinsale Energy
Lansdowne Energy
Paul Hunt
Shannon LNG

See IOOA response
See IOOA response
NA

Shell

We would support the use of expansion constants providing that
they can be demonstrated to reflect costs. In that regard, we
support the use of wet and dry variants as they acknowledge the
different costs associated with the onshore and offshore
network. However, we would make the following points -

it is important that market participants have sufficient
information to comment on the scale of the expansion
constant;
the constants should not be subject to short-term or
frequent change; and
it is not clear the extent to which an expansion constant
used at one point will have on one used at another system
point (if any at all)? Does the CER take the view that there
should be no impact?

Statoil

See IOOA response

Vayu

We agree with the principle of using an expansion constant and
the fact that costly additions to the network should be more
expensive to use. However, there is no empirical evidence
provided with respect to the value assigned to the onshore
segment, nor has any information been provided to justify a
multiple of 3 for the subsea segments.
We note that the expansion constant in the paper is a blended cost
of past projects, and therefore is questionable why past costs are
used for incremental costs for the Virtual Point Variant A or the
Matrix approach, which are both forward looking.

Vermillion Energy

See IOOA response
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Do stakeholders view the application of a historical approach such as the CWDA as
appropriate to Ireland? Please provide reasons as to why the approach is suitable, or
not to Ireland.

Aughinish Alumina

Aughinish supports the CWDA.

Bord Gáis Energy

Yes, we do feel that a historical approach is suitable to Ireland as
there is little need for new entry capacity in the foreseeable future.
It also provides a very stable, predictable and verifiable formula
which reflects the nature of the Irish gas network. Given
that Ireland is not a meshed network and is not expecting to further
expand its network in the foreseeable future, we do not believe
that a forward looking approach is necessary. Furthermore, the
CWDA approach allows for differentiation between Entry Points
and it facilitates change as flows between these Entry Points
change. The objectives set by the RAs are to set the Entry tariff at
an economically efficient level, which is stable in the long-term, as
published in their CER/12/087 Decision paper. To that end, we
believe it meets the RA’s objectives and therefore is a suitable
methodology for the Irish system.

Bord Gáis Networks

As we note above, based on the principles in European legislation
and the previous positions adopted by the CER (e.g. in
CER/12/087), we believe the CER should consider whether a
forward looking approach to costs would be more appropriate.

ESB GWM

It is clear from CER/12/087 that the intention is to use a forward
looking methodology with the aim to use marginal or incremental
costs. The CWDA is deemed to be historical in outlook as it
allocates the historical costs - which are termed allowed revenue
and the same pot in all methodologies. These costs are allocated
simply by the weighting of the capacity booking (or technical
capacity) and the pipeline distance between all points on the
system, thus achieving the objective of costs being recovered from
the entire system. The other methodologies eventually allocate the
remainder of the same pot of revenue via a secondary adjustment
method. If using the capacity bookings rather than technical
capacity, the input assumptions reflect current and future system
activity rather than historical activity alone. Flow direction is not
taken into account in the model as presented, although the
framework guidelines and the draft network code suggest this is
possible through combining only relevant combinations of points.
The CWDA may not use incremental costs as a departure point,
as was desired, but should not be dismissed (see response to Q1
in addition).

IOOA

IOOA’s members believe there are several reasons why the
CWDA might be appropriate for Ireland. The methodology is
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transparent and is the easiest to understand, which seems
appropriate given the relatively low complexity of the Irish system.
The model is therefore easy to replicate, which is important in
terms of transparency; it also appears to give stable results across
scenarios that serve as locational signals, as required by
CER/12/087. The draft EUNCT also suggests that CWDA is
appropriate for systems, such as the Irish one, that are not
expanding or have falling demand.
Of the two options in applying the CWDA, the CER has used
forecast booked capacity which IOOA’s members would consider
to be forward looking and reflective of how the system is being and
is expected to be used. Using technical capacity instead while
more cost reflective than booked capacity could be viewed as a
historical approach, as it is reflective of the historic cost that has
been installed in the system.
Kinsale Energy
Lansdowne Energy
Paul Hunt

See IOOA response
See IOOA response
NA

Shannon LNG

We believe the application of a historical approach such as the
CWDA may have merit for use in Ireland, depending on the final
implementation details. The details of this option would need to be
developed further by the CER to assess whether it could be used
to support the direct delivery of LNG to Ireland. In general, the
value of a historical approach is that it is based on factual
information, whereas forward looking hypothetical approaches are
very often open to arbitrary interventions.
A historical approach to setting tariffs has always been used in
Ireland and has served the gas industry well as evidenced by the
development of the Corrib Gas Field, the ongoing storage
operations at Kinsale and the proposal by Shannon LNG to build
an LNG import terminal.
The gas grid in Ireland is a relatively simple system with one major
entry point at Moffat, the Inch entry point in Cork and the new
Bellanaboy entry point for the Corrib Gas Field.
If Ireland wishes to encourage new sources of internationally
mobile gas supply, such as LNG (or to encourage offshore
exploration) a historical system sends a simple concrete signal to
investors that is easily understood and minimizes the risk of
arbitrary interventions. In a small and simple system like Ireland’s
system, it is counterproductive to have a complex hypothetical
forward looking methodology, providing signals that are unlikely to
be understood or trusted by potential investors or LNG suppliers.
To attract LNG supplies, an LNG terminal in Ireland would be
competing with major LNG terminals in Great Britain. Compared to
an LNG terminal located in Ireland, the GB LNG terminals have
significant economy of scale advantages, being typically three or
four times the size of the proposed Shannon LNG terminal.
Additionally, LNG suppliers accessing the GB market have access
to a large liquid wholesale market. The Irish market has less than
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10% of the volume of the GB market and there is no liquid
wholesale market.

Shell

While it is not possible to give a definitive answer at present, there
are a number of arguments that support the use of a CWDA
approach, or at least a modified version. In particular, the ease of
use and understanding are important considerations in the context
of enabling market participants themselves to model the network.

Statoil

See IOOA response

Vayu

In our view this methodology would fairly represent the actual
costs of the building the network to date including all related costs.
However, we do not believe that it is the most appropriate
methodology for Ireland as it is based on historic costs. In our
response to the CER’s consultation paper “The Regulatory
Treatment of the BGE Interconnectors” – CER/12/013 we
recognised that there are merits in moving away from a tariff
regime based on historical costs. Ireland’s gas network in still
relatively young by international standards and is growing at a
faster rate than most other European countries and a forward
looking costs concepts. This would also be in keeping with the
proposed EU network code on transmission tariff structures.

Vermillion Energy

See IOOA response

Do stakeholders propose any modifications to the CWDA approach? If so, please
provide reasons why.
Aughinish Alumina

None at this point. Except to say the outputs can vary greatly
depending upon the inputs.

Bord Gáis Energy

BGE believes certain adjustments should be made in order to
provide a more stable and equitable regime, particularly with
respect to the treatment of Moffat and the tariffs applied at the
Moffat Entry Point. We believe that the cost of IC2 could be used
as a proxy for the cost of Moffat providing security of supply and
thus the cost that should be smeared across all users of the
system. This can be done by dividing the distance and capacity of
IC2 equally across all Entry Points. The aim of these modifications
is to minimise the cost of the Moffat Entry tariff which in turn
minimises end user prices.

Bord Gáis Networks

BGN does not propose any modifications to the CWDA approach.

ESB GWM

No. Also, we consider that the pipeline distance and expected
capacity bookings are the relevant options to use in the
calculation.

IOOA

IOOA would propose to incorporate a weighting for subsea costs,
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as is reflected in the expansion factors used in the models for
other methodologies. Given the currently indicated factor of three
for offshore-to-onshore, this would imply that subsea distances get
a relative weighting of three compared to one for onshore. As
discussed in Q6, IOOA’s members think it is important there is
explicit justification given for the expansion factors being proposed
by CER.
Kinsale Energy
Lansdowne Energy
Paul Hunt
Shannon LNG

See IOOA response
See IOOA response
NA

Shell

We would only reiterate views regarding the calculation and
application of expansion constants.
In particular, the CWDA approach should be modified to take into
account the difference in costs of the subsea and onshore
networks in order to derive the relative weighting for different parts
of the network.

Statoil

See IOOA response

Vayu

The paper notes that expected capacity bookings have been used
to calculate tariffs. No basis has been provided for the use of
expected bookings. We believe that the calculations should be
based on recent historic bookings, not a 3 or 5 year average as
entry capacity bookings have radically changed in the last 12 – 18
months following the decision of the SEM committee to allow
bidding in of capacity costs into generators commercial offers.

Vermillion Energy

See IOOA response

Does the CWDA methodology promote tariffs that are stable and predictable? Please
provide details.
Aughinish Alumina

In our view it should promote tariffs that are predictable and
Aughinish supports predictable tariffs.

Bord Gáis Energy

BGE agrees that tariffs are sufficiently stable and predictable
under the CWDA model. However, we believe the tariffs are
weighted unfairly towards Moffat. Moffat is being penalised due to
the distance from Moffat to Dublin. We view Moffat as essential for
the long-term supply of gas to Ireland and it has additional benefits
over other Entry Points such as the provision of virtual reverse flow
opportunities for Indigenous gas and capacity to provide for 1 in 50
peak day demands. Tariffs for Indigenous gas Entry Points should
reflect the benefit they receive from the Moffat Interconnectors.
They should also consider the possibility of their expected
availability to be a lot shorter than anticipated, e.g. 10-15 years.
These factors should be taken into account in order to minimise
the Moffat tariff, as the marginal Entry point, and hence the price to
the consumer.
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Bord Gáis Networks

As a historic cost based methodology, CWDA does appear to
result in tariffs which would be stable and predictable between
booking scenarios. However, as we note in the response to Q7, for
other reasons we believe the CER should consider whether a
methodology based on forward looking costs would be more
appropriate.

ESB GWM

Of the three methodologies provided, it appears to provide least
variation in the tariffs overall for the specific entry points between
the Scenarios. This is also true for sensitivities that we have run
(on the basis of pipeline tariffs and capacity demand).
Therefore, this could be seen to be promoting stability relative to
the other models. It also benefits from being the least complex
model with no secondary adjustment factors, and therefore the
most transparent and in some senses predictable.
It is the most sensitive methodology to changes in demand/exit
capacity booking assumptions, which have an impact on the entry
tariff as well as exit; this is not observed for the other
methodologies in all scenarios. The resulting range of tariffs
between the scenarios remains narrow and the effects of changing
exit capacity are relatively minor, therefore in our view this should
not be seen as a negative aspect of the CWDA.

IOOA

Based on the modelling results presented in CER/14/455 for the
three methodologies proposed, the CWDA appears to generate
tariffs which are more stable across the four scenarios being
considered. This is because it does not incorporate changing
direction of flows. Such stability is important in providing credible
locational signals that are critical for potential new production.
As mentioned above, because the methodology is relatively
straightforward, these results are predictable and transparent,
which is of considerable value to commercial users of the system.
It should also be uncomplicated to include consideration for new
connections and anticipate costs for others doing so – and this
(understanding how connection costs will be managed) is critical in
ensuring there is efficient new connection.
With the use of capacity bookings and the inclusion of expansion
constants reflecting the onshore / offshore network, the CWDA can
be considered forward looking approach and also cost reflective.

Kinsale Energy
Lansdowne Energy
Paul Hunt

See IOOA response
See IOOA response
NA

Shannon LNG

Depending on the final implementation details the CWDA
methodology as presented in the Consultation Paper, may be
capable of providing tariffs that are stable and predictable As the
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input factors to the CWDA methodology are physical parameters
such as length, geographical location and capacity, it has the
advantage that the risk of arbitrary changes to it are minimized
compared to other methodologies, for instance the Matrix
approach using Project based costs ( which uses future
hypothetical projects and future hypothetical estimated costs).

Shell

Based on the information available and the modelling results, the
CWDA approach appears to have several benefits over the other
approaches. The relative degree of stability and predictability are
two such advantages, partly because the CWDA
approach is less prone to the use of subjective input assessments
such as the impact of changing flow directions.

Statoil
Vayu

See IOOA response
Stability and predictability are primary components of the final tariff
regime. Based on a one year review of the tariffs under each
scenario it would appear that there is minimal fluctuation in the
cost of each entry point once a new entry point is live on the
system. However, we would also like to see the results from the
scenarios if each was rolled forward as in a 5 year price control
period to analyse if the tariffs were stable and predictable in each
of these years.

Vermillion Energy

See IOOA response

The CWDA methodology has the ability to incorporate either technical capacity or
booked capacity. What are stakeholders’ views on the merits of using either?
Aughinish Alumina

It should only incorporate booked capacity as that reflects real
cash commitment on part of Shipper.

Bord Gáis Energy

BGE believe we should not use technical capacity as a basis for
modelling. Due the large technical capacity at Moffat, tariffs would
be unfairly weighted towards Moffat. The large technical capacity
at Moffat was built to accommodate future increases plus to
provide for 1 in 50 peak day demands. As stated in Q9, we are of
the view that Moffat is essential for the long-term supply of gas to
Ireland and it has additional benefits over other Entry Points using
the booked capacity instead of technical capacity. It would be
unjust to penalise Moffat against its capacity levels.

Bord Gáis Networks

BGN believes that the booked capacity is a more accurate
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measure of the flows on the system. If the technical capacity is
used in the model it would attribute excessive costs to any entry
point where there is a significant difference between the technical
and the booked capacity. This cost might then not be recovered by
bookings (were they to be less than technical capacity) adding to
the revenue recovery charge. This could result in the same
problem arising that the CER is seeking to address, i.e. decreasing
flows impacting on the marginal price of gas in ROI.
Using booked capacity attributes revenues in a more flexible way
to the current entry points on the system.

ESB GWM

As revenue is to be recovered by payments for capacity booked
and not payments for capacity in situ, it seems logical to use
booked capacity for the weighting element. If technical capacity is
used, then charges may be skewed to a point where overcapacity
was constructed compared to today’s requirement, perhaps due to
an overestimate of demand, a change of usage patterns or
alternative routes being introduced to the system. We also note
that technical capacity is based on an assessment made by the
TSO and can be subject to revision.

IOOA

There are some arguments in favour of using technical capacity –
it is empirical, does not vary year-on-year, and it reflects the
historic cost installed in the Irish system. But it is not reflective of
how the system is being used at present due to the over-capacity
at Moffat. Booked capacity is arguably more forward looking
approach than using technical.
It is also our understanding that this option to use technical or
booked capacity is only for the determination of the initial
calculation of capacity-weighted distance – and that the draft
EUNCT outline that forecast booked capacity must still be used in
the determination of the final weighting of each entry and exit
point. Can the CER confirm if this is case?

Kinsale Energy
Lansdowne Energy
Paul Hunt
Shannon LNG

See IOOA response
See IOOA response
NA

Shell

This question raises the issue of an appropriate trade-off between
tariff stability and cost-reflectivity. Using technical capacity will be a
stable input but its use will not necessarily reflect how the system
is being used, in terms of both location and gas flows. For that
reason, we would have an overall preference for the use of booked
capacity.

Statoil

See IOOA response

Vayu

If it had to be a clear choice and a combination of both could not
be used, booked capacity would provide a better basis for
calculating the cost. Using technical capacity would have the
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impact of reducing some tariffs; however that entry point may not
be used efficiently, with minimal capacity bookings in place. This
would promote the use of Moffat above other entry points and
would result in bookings elsewhere decreasing.
Vermillion Energy

See IOOA response
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Do stakeholders view the application of a forward looking Virtual Point based
approach as appropriate to Ireland? Please provide reasons as to why the approach is
suitable, or not to Ireland.
Aughinish Alumina

Not suitable based on our brief attempt at modelling it.

Bord Gáis Energy

No, BGE does not view the Virtual Point based approach as
appropriate to Ireland. The calculation of a negative tariff at Inch
under Scenario 1 as well as the very high levels of re-adjustment
under the other scenarios demonstrates significant shortcomings
in the appropriateness of its use. The model is also quite complex
with a number of potential variables, and therefore is not a
transparent model that is easy to understand. BGE conducted
analysis to examine the variability of the tariffs under the Virtual
Point option by evaluating the standard deviation across the
different scenarios. Results highlight the significant variability
between scenarios. As such, this would increase risk for
customers and suppliers and would likely increase costs in the
market and prices for customers.

Bord Gáis Networks

The VPBA is a suitable option in that it meets many of the
objectives: it is forward looking, provides locational signals and
generates tariffs that have a differential.
The results of the VPBA appear to demonstrate some instability
between booking scenarios, but may at least be predictable. The
methodology has been used effectively in the GB market.

ESB GWM

The VPA fits the criterion of being forward looking in its approach
to the initial cost allocation. It does this by ‘expanding’ the network
between nodes and points by MWhkms using expansion
constants, while taking into account flow direction. This is followed
by adjustment to recover the full allowed revenue (effectively a kfactor to recover historical costs). In having a movable virtual point
it can be seen to adjust for changes in flow patterns over time.
However, it may be considered overly complex for the Irish
system, in particular in realisation as a final modelling exercise
compared to the simplified model we have reviewed. See also our
response to Q1.

IOOA

IOOA’s members view VPA as the most “black box-like”
methodology for which there are several layers of adjustment
which themselves can be adjusted. Hence, we do not consider this
approach to be transparent.
While VPA might be appropriate for more complex systems such
as GB’s, IOOA’s members do not believe it would be the most
appropriate option for a smaller system such as Ireland’s. Due to
the smaller number of entry and exit points, changes in flow
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direction have a much larger impact on tariffs. This is why the
tariffs generated by the model provided are unstable across
scenarios. Also VPA is not more cost-reflective than any of the
other methodologies being considered.
In modelling sensitivities the model appears to reach boundary
conditions readily, which leads us to strongly doubt the robustness
of the model. A methodology based on such an approach
therefore seems highly arbitrary.
For the reasons discussed in Q8 and Q9, IOOA’s members
support the use of expansion constants in this approach. But
otherwise VPA fails in providing stable cost-reflective tariffs that
serve as reliable locational signals as required by CER/12/087.
Kinsale Energy
Lansdowne Energy
Paul Hunt

See IOOA response
See IOOA response
NA

Shannon LNG

Not appropriate. Based on feedback we have received from the
worldwide LNG industry, this option will not lead to LNG being
delivered to Ireland.

Shell

We would not support the use of this approach. Its complexity and
subjectivity will lead to uncertainty regarding the accuracy, costreflectivity and stability of the results. Moreover, we will not be
alone in thinking that this approach is probably better suited
to larger networks where the impact of changes at one entry point
are less likely to induce volatility at other points.

Statoil

See IOOA response

Vayu

In our view a model that uses actual points on the system rather
than a mathematically calculated virtual point would be more
appropriate. The transportation system is a physical system and
using actual nodes and points should produce more stable and
predictable tariffs.

Vermillion Energy

See IOOA response

Do stakeholders propose any modifications to the VP approach? If so, please provide
reasons why.
Aughinish Alumina

No comment.

Bord Gáis Energy

If this methodology was to be pursued, modifications would be
required to reduce the cost differential and tariff differential at
Moffat. A possible alternative is to apportion an element of
the expansion constant to other entry points as Moffat provides
other beneficial services to the gas system. These other services
come at a cost and should be subsidised from current / future
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entry points. More clarity around the model and in particular flow
distances would be preferable.

Bord Gáis Networks

BGN would not propose any fundamental changes to the VPBA
approach. However, we note that the approach to secondary
adjustments and the virtualisation constant set out in the
Framework Guidelines is sometimes unclear. We believe it may
therefore be appropriate to consider different options for their
application to the ones adopted in the CER’s modelling,
particularly in relation to the non-negativity constraint, as this will
be important in determining the level of differential between the
Moffat and other entry tariffs. Equally, we note that further
consideration is required in relation to the expansion constant(s) to
be applied.

ESB GWM

The effects of taking into account spare capacity (or constraint)
ahead of expansion are not shown in the example models,
although we recall this being discussed as a
possibility during the process. It would be useful to understand
more about this, how it would be achieved and the impact on tariff
levels of incorporating it. Clearly far more transparency is required
around the expansion constant and the annuity factor in order to
determine whether modifications can be suggested in these areas
(see Q6).

IOOA

Due to the lack of time or workshop support to fully dissect this
model, IOOA’s members do not consider themselves in a position
to propose modifications. As mentioned above, the “black box”
nature of the model is a source of great concern.

Kinsale Energy
Lansdowne Energy
Paul Hunt
Shannon LNG

See IOOA response
See IOOA response
NA
Please see answer to question 11

Shell

The complexity and opaqueness of this approach is a problem. For
that reason, we are not in a position to be able to recommend any
informed suggestions, at least at this juncture.

Statoil

See IOOA response

Vayu

No; however, we would like additional information on why
expansion constants can differ depending on the segment in
Irish system and also what different multiples are applied to
“dry” constant by virtue of either node 1 or node 2 being
dominant node.

Vermillion Energy

See IOOA response
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Does the Virtual Point Variant A promote tariffs that are stable and predictable?
Please provide details.
Aughinish Alumina

Not a preferred option.

Bord Gáis Energy

No, as provided in Q11, BGE has assessed the standard deviation
of tariffs under the different scenarios using the VP(A) model and
have found it to be quite variable. Furthermore the number of
variables associated with the model introduces uncertainty,
making change difficult to predict.

Bord Gáis Networks

The results of the VPBA appear to demonstrate some instability
between booking scenarios, but may at least be predictable.

ESB GWM

Using the ‘base case’ provided, the VPA produces fairly stable
results across the four
scenarios – the exception being Inch, which has a wide tariff range
from scenarios 1 to 3. We observe this effect on Inch in our
sensitivity cases also, apparently as a result of changing flow
directions due to new gas inputs to the system. The flow direction
aspect therefore affects stability and predictability: it appears
possible that an incremental unit of peak flow at one entry point
can cause a step change in tariffs at another. Clearly trying to
understand the tipping point can help with predictability,
but given that exit peak average demand is also part of the
equation in determining flow direction, this adds some degree of
complication. The VPA appears to produce stable tariffs in
response to solely exit side peak flow and capacity demand
sensitivities (i.e. adjusting demand at exits alone has little or no
effect on entry tariff).
The VPA requires that a complex model and large amount of data
and assumptions must be made transparent and available to all
participants to achieve predictability.

IOOA

As discussed in Q11, changes in flow direction appear have a very
large impact on tariffs generated in VPA for the Irish system (which
is relatively small, with a low number of entry and exit points
compared with, for example, the GB system). Hence the tariffs
generated under the four scenarios considered in CER/14/455 are
not stable across scenarios.
IOOA’s members note that in Scenarios Three and Four, a large
adder is required (under the rescaling secondary adjustment) to be
added to the pre-adjusted tariffs to meet the 50:50 cost allocation
requirement. IOOA’s members question why so much work should
be undertaken through a complicated approach if it only makes up
17% (in Scenario Three) of the overall entry tariffs. It also makes it
more likely that changes in assumptions or flow conditions will
have a relatively larger effect on the pre-adjusted tariffs generated
by the initial calculation and therefore have a larger effect on the
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differential between the final tariffs than if the need to rescale was
smaller. While Scenarios Three and Four produce very small
locational effects, the other extreme is Scenario One where more
than 100% of the allowed Entry costs are covered. This underlines
the instability of this methodology.
In summary, due to the low stability and predictability of the results
generated, IOOA’s members do not believe that tariffs under VPA
can be considered to be providing credible locational signals or be
cost-reflective. Hence this is not an appropriate approach for
Ireland.
Kinsale Energy
Lansdowne Energy
Paul Hunt
Shannon LNG

See IOOA response
See IOOA response
NA
Please see answer to question 11.

Shell

See our response to Q11. The Irish network is not large or diverse
enough to support the use of this approach. To do so would
appear to run the real risk of undue and unnecessary tariff
volatility. The degree of subsequent rescaling also begs the
question of the validity and wisdom of such an approach.

Statoil

See IOOA response

Vayu

No, the models produce tariffs that vary considerably in each
scenario especially when compared with the other two possible
methodologies.

Vermillion Energy

See IOOA response

The draft Network Code on Tariffs indicates that NRAs have discretion as to the level
of the negative expansion constant. Considering that the Matrix must take account of
the flow direction what are stakeholder’s views on the value of negative expansion
that should be applied?
Aughinish Alumina

Our look suggests the nearer the negative expansion is to 1 the
bigger the differential between Moffat and Inch/Corrib.

Bord Gáis Energy

BGE believes that we all benefit from the system as a whole and
we should all pay for the system as a whole regardless of the
direction of our flow. Therefore we believe that the use of a
negative expansion constant should not be implemented.

Bord Gáis Networks

Under the matrix methodology, it is assumed that incremental flow
in the direction of existing flow causes additional network costs.
Given this, it is difficult to see the basis for assuming that
decremental flow does not reduce costs to the same extent. To
assume otherwise would require a further subjective judgement as
to why decremental costs were lower. Absent any other
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justification, we believe it would be appropriate to assume that
flows against the prevailing direction reduce costs by the same
extent to which flows with the prevailing direction increase them.

ESB GWM

We assume this point refers to Article 14, 2. (a), (i), (2) of the draft
Network Code on Tariffs, which refers to a constant to be applied
to flows within the matrix which are in the counter direction to the
prevailing flow (as developed from the flow direction model) and
that this number should be between 0 and 1. This has not been
included in the model (effectively the constant used is 1) and there
is no functionality which allows the user to change it. It is difficult to
answer this question without having an idea of the implications for
the Irish system and the modelled scenario outcomes.
We note that the matrix system is implemented in Italy where a
constant of 0.14 is applied to backhaul. It may be useful to review
how this factor was derived and whether the analysis has been
undertaken in any other markets also. Industry is not best placed
to complete this task. Our response therefore is that we cannot
answer this question based on the information and models
provided.

IOOA

IOOA members found it difficult to evaluate this question; there is
little to support analysis of the issue in either the consultation
document or the model. Further information has been sought.
It is of concern that stakeholders are being asked to comment on
this factor since this implies it is subject to change later in the tariff
setting process. It is noted here that IOOA’s members comments
on the methodology represent only its implementation using
positive expansion constants. The sensitivity of the VPA and
Matrix models to decisions such as the use of negative expansion
constants generates some reservations about the level of
complexity in these methodologies.
In general we strongly recommend against using negative
expansion constants which are likely to create more instability
since very small assumption changes about demand can flip the
flow direction on the modelled ‘average peak day’. The value of
negative constants can only be realised if this contraflow is
guaranteed whenever it is needed to balance forward flow, not just
on the peak day. Given the Irish gas market, with fluctuating
demand and only a few entry points, such flow cannot be
guaranteed – so the negative constants are not workable in
practice for Ireland.

Kinsale Energy
Lansdowne Energy
Paul Hunt
Shannon LNG

See IOOA response
See IOOA response
NA

Shell

Our initial view is to caution against the use of a negative
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expansion constant. While the potential justification for such a
measure is understood, the lack of a guaranteed or predictable
flow of gas is a problem in the case of the Irish network.
Statoil

See IOOA response

Vayu

Applying a principle of non-discrimination, it would appear logical
that a negative expansion constant should be used where the
marginal unit is against the flow and also that the value of the
negative expansion should be equal to the positive expansion
constant i.e. 100%.

Vermillion Energy

See IOOA response

Do stakeholders view the application of the Matrix approach as appropriate to
Ireland? Please provide reasons as to why the approach is suitable, or not to Ireland.
Aughinish Alumina

Not a preferred option.

Bord Gáis Energy

The matrix format in its current format is not suitable for Ireland as
it would give rise to highly volatile prices. The expansion constant
has some validity but not in its current format where no new
UK “wet” capacity will be required in the foreseeable future. Moffat
once again is heavily penalised due to a weighting factor of 3
times on sub-sea pipelines. In our opinion, the interconnectors are
a sunk cost and we should not be including the “wet” factor into
our considerations. As previously stated, if you use the same
expansion constant for “wet” and “dry” pipelines, the matrix
approach will provide stable, predictable data with lower Moffat
costs, which in turn reduces the costs for consumers. If the
standard deviation is taken as a measure of a tariff’s stability,
where an equalised expansion constant is introduced to the model
it has the effect of reducing the standard deviation of the Moffat
Tariff from 179 down to 68 and the Inch Tariff from 171 down to
74. BGE believe that if you equalised the expansion constant for
all, you would arrive at results which reduce Moffat to more
representative levels and provide a stable and predictable model
going forward. If this methodology was to be chosen and
implemented, modifications would be needed to reduce tariff
volatility and the differential between Moffat and the other Entry
Points. This is to ensure that all users of the system fairly
contribute toward the security of supply provided by Moffat.

Bord Gáis Networks

The matrix is a suitable option in that it meets many of the
objectives: it is forward looking, provides locational signals and
generates tariffs that have a differential. The results of the (nonproject based approach version of) matrix appear to demonstrate
some instability between booking scenarios, but they may at least
be predictable. The methodology has been used effectively in the
GB market and should be capable of producing results which are
close to those of VPBA. However, it appears more flexible,
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particularly in relation to variances in cost through the network,
than VPBA. This may be beneficial in the context of the RoI
network.

ESB GWM

As with the VPA, the Matrix approach fits the criterion of being
forward looking in its approach to the initial cost allocation. It uses
an optimisation process to attempt to minimise the difference
between path costs and path charges using an expansion cost for
segments. This is followed by adjustment to recover the full
allowed revenue (effectively a k-factor to recover historical costs).
It can take into account changes in flow patterns caused by new
sources of gas and changes in demand locations. It
aims to allocate costs relevant to cost of paths through the system,
thus a higher charge at a specific point would reflect higher costs
to be recovered. In the case of Ireland, this places additional
weight on the entry tariff at Moffat as the offshore cost of pipeline
is higher (included via the relevant expansion constant for
offshore), plus the pipeline length is longer and the capacity
booked forecast to decline. This impacts the wholesale price of
gas in Ireland and therefore the consumer. Potentially through a
circular process of high tariffs leading to still lower bookings, the
tariff levels can be further increased. This appears to have the
potential not to solve the original problem of asset stranding and to
be of great disbenefit to the consumer.
The Matrix approach may be overly complex for the Irish system
and more suited to meshed networks of greater length and
density.

IOOA

This response applies to MEC. IOOA’s members support the use
of forward looking expansion constants and particularly the way
they are used to recognise the difference in cost between onshore
and subsea capacity. IOOA’s members feel this should be
included in all methodologies. The system in Ireland is simple
enough to implement a Matrix system derived from point to point
flows.
There is some loss of transparency in applying this complex
methodology to the relatively simple network in Ireland. However
the methodology itself has been applied with little adjustment and
this makes it at least replicable if not entirely understandable.
In general, transparency makes it easier for producers to evaluate
the commercial impact of new developments, for example
expanded or new entry points. However, with the MEC approach it
is more difficult for producers to anticipate the impact of new entry
points in this method compared with CWDA. The MEC approach
has proved fairly stable over the scenarios considered; it is more
stable than VPA though less than CWDA.
Overall IOOA’s members believe the MEC methodology is both
forward looking and cost reflective - but note it is less transparent
and may be less stable at extreme conditions than CWDA.
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Kinsale Energy
Lansdowne Energy
Paul Hunt

See IOOA response
See IOOA response
NA

Shannon LNG

The Matrix approach using the expansion constant may have
some merit for use in Ireland, depending on the final
implementation details. The details of this option would need to be
developed further by the CER to assess whether it could be used
to support the direct delivery of LNG to Ireland.

Shell

The Matrix approach could potentially be useful for modelling the
Irish network. One proviso we have is that it includes appropriately
calculated expansion constants. On this basis, the Matrix
approach would appear to produce relatively stable and
transparent tariffs, at least compared to the VPA approach.

Statoil

See IOOA response

Vayu

Yes, in our view it promotes more efficient and indigenous sources
of gas. It also takes into account the overall system and how far
each entry point is from the exit zones reflecting true cost reflective
shipping costs.

Vermillion Energy

See IOOA response

Do stakeholders propose any modifications to the Matrix approach? If so please
provide reasons why.
Aughinish Alumina
Not a preferred option.

Bord Gáis Energy

As per Q15, if the same expansion constant is used for both Wet
and Dry pipelines, this would reduce volatility and reduce the
disparity between Moffat and the other Entry Points. The matrix is
unfairly weighted against Moffat due to using 3 times an expansion
factor for Wet pipelines. Moffat was built for long term gas supply
to Ireland; it provides virtual reverse flow opportunities and
capacity to provide for 1 in 50 peak day demands. Due to all of
these factors it is unjust to load Moffat with extra costs when new
production entrants come on to the market. The pipeline system in
Ireland already exists and new entrants should pay for their use
and the additional services such as security of supply and virtual
reverse flow.

Bord Gáis Networks

BGN would not propose any fundamental changes to the matrix
approach. However, we note that the approach to secondary
adjustments set out in the Framework Guidelines is sometimes
unclear. We believe it may therefore be appropriate to consider
different options for their application than those used in the CER’s
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modelling, particularly in relation to the non-negativity constraint,
as this will be important in determining the level of differential
between the Moffat and other entry tariffs.
Equally, we note that further consideration is required in relation to
the expansion constants to be applied.

ESB GWM

We note that the draft network code refers to segmental costs or a
unit cost index relating to technical characteristics of the pipeline. It
is not clear from the information provided whether the expansion
constants used in the VPA approach cover either of these. The
segmental costs can presumably be specific rather than blended
average and be as cost reflective as possible, using forward
looking expansion costs as required. As already mentioned, the
ability to take account of backhaul flows is not taken into account
in the modelling, as well as the level of the constant to be used for
this.

IOOA

This response applies to MEC. IOOA’s members do not at this
time have any suggested modifications. However, it would be of
concern if further complexity or adjustments were implemented
without consultation on the rationale or the impact.

Kinsale Energy
Lansdowne Energy
Paul Hunt
Shannon LNG
Shell
Statoil
Vayu
Vermillion Energy

See IOOA response
See IOOA response
NA
NA
We have no further comments at present.
See IOOA response
No
See IOOA response

Does the Matrix approach promote tariffs that are stable and predictable? Please
provide details.
Aughinish Alumina

Not a preferred option.

Bord Gáis Energy

Under its current format, the matrix does not provide stable or
predictable results. BGE conducted analysis to examine the
variability of the tariffs under the Matrix model option by evaluating
the standard deviation across the different scenarios. Results
highlight the significant variability between scenarios. As such, this
would increase risks for customers and suppliers and would likely
increase costs in the market and prices for customers. If we
equalise the expansion constants, the Moffat tariff reduces
considerably and data is very stable and predictable. The standard
deviation is reduced considerably under this format also which is
further evidence of stability.

Bord Gáis Networks

The results of the (non-project based version of) matrix appear to
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demonstrate some instability between booking scenarios, but may
at least be predictable.

ESB GWM

Using the example models provided, the Matrix approach
produced a wide range of tariffs overall across the four scenarios,
in particular between Scenarios 1 and 2. In response to sensitivity
cases, we observed a wide range of results also, suggesting that
stability is not promoted. We add that as yet we do not have a view
of the effect of taking into account backhaul flows. Similar to the
VPA, the Matrix approach requires that a complex model and large
amount of data and assumptions must be made transparent and
available to all participants to achieve predictability.

IOOA

This response applies to MEC. The MEC methodology appears to
produce relatively stable tariffs over the scenarios presented.
Overall MEC provides a methodology which is reasonably stable
and transparent, though IOOA’s members note it is less so than
CWDA. We note that over certain demand cases the Moffat-Corrib
differential tends to a constant. We accept that this is a boundary
condition and that there is sufficient movement in the method
overall. Not all extreme cases of flows reversing have been tested
so the potential for instability at these points has not been
identified.
The predictability of the MEC approach depends on the sensitivity
of the tariffs to the assumptions and inputs being used. A key input
is the expansion constants which (as stated in response to Q6)
need to be underpinned by evidence and should be reviewed only
at long time intervals in order to maintain stability.

Kinsale Energy
Lansdowne Energy
Paul Hunt
Shannon LNG

See IOOA response
See IOOA response
NA

Shell

In the event that the Matrix approach utilises expansion constants,
the modelling would suggest relatively transparent and stable
tariffs, albeit less so than with a CWDA. That said, tariff
predictability is subject to a number of key criteria, one of which
is the reliability of expansion constants.

Statoil
Vayu
Vermillion Energy

See IOOA response
No
See IOOA response
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What are stakeholders’ views on applying project based costs to the Matrix
approach?
Aughinish Alumina
Bord Gáis Energy

Not a preferred option
This model provides for a stable and predictable model however it
does provide for a level of uncertainty. We do not know what future
projects are ahead of us and even if we do, we do not know if
these projects will get approval and go-ahead. Therefore we could
be basing our tariffs on projects which may not occur.

Bord Gáis Networks

The project based approach to the matrix appears to link closely to
previous work undertaken by CER in relation to tariffs. We note
some important differences (in terms of outcomes) with the more
standard application of the matrix methodology above.

ESB GWM

The project based approach appears to produce a narrow range of
tariffs across the scenarios provided. However, in the models
provided it is clear that this is because the projects apply only to
some parts of the network, therefore the proportion of cost
recovered by this approach is so low and the under-recovery
adjustment proportion so high (under-recovered revenue divided
by booked capacity), that this tariff stability is reflective of constant
allowed revenues and similar assumptions for booked capacity
across the scenarios. The effect is similar to postalisation.
Whether this were to be true to a greater or lesser degree in
implementation or in the long run would be dependent on the
projects to be included (number, location, type). This would also
impact on tariff stability and predictability, as projects come and go
across the system. On the other hand, this approach can reflect
the additional costs of new sources of gas to the system and
actual required investments. As mentioned in Q1, this may be
relevant to an expanding market with demand growth or large
investment needs due to changed sources of gas, but not to a
contracting gas market.

IOOA

IOOA members do not consider that the current proposal on a
Matrix-Project Costs methodology is appropriate for the network in
Ireland, for the reasons below.
There is little or no need for expansion of the BGN system
because of flat or declining overall demand and a small but
arguable forecast for increased peak demand, meaning few and
small potential projects are included in the methodology. The
incremental investments outlined in the consultation by the CER
are arbitrary and subjective in nature; moreover, they are
engineering solutions which have not been assessed against
market based alternatives. Although these projects are at the
moment illustrative, similarly subjective projects will form part of
the inputs determining the tariffs of each of the entry points to the
BGN gas transmission system.
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In practice using the identified projects the methodology only has
an impact on 5-8% of the total entry allowed revenue in the future
case scenarios (2-4); this is almost insignificant and makes the
entry charge effectively postalised. As pointed out in Q1, CER
ruled out postalisation in 14/127 due to its lack of locational signals
for entry. Given the uncertainty in the future power market, and the
fact that demand in Ireland has historically proved very different
from forecast, a method so bound to one very specific supplydemand scenario seems inappropriate. Furthermore, the
methodology is unstable because once the investment is made;
the tariff methodology no longer picks up the locational signal.
The methodology fails to meet the principle that tariffing signals
should be relatively stable, predictable and enduring through
investment planning into the field production.
Kinsale Energy
Lansdowne Energy
Paul Hunt

See IOOA response
See IOOA response
NA

Shannon LNG

Based on feedback we have received from the international LNG
industry, this option will not lead to LNG being delivered to Ireland.
A review of the ACER Framework Guidelines on harmonized
transmission tariffs, the ACER document entitled “Assessment of
policy options, justification document for framework guidelines and
rules regarding harmonized transmission tariffs would suggest that
ENTSOG Initial Draft Network Code on harmonized transmission
tariffs, would suggest that applying project based costs future
hypothetical projects and future hypothetical estimated costs is not
allowed, or, If it is allowed, it is far from best practice.
Applying project based costs to the Matrix approach is an
unsuitable transmission tariff system for Ireland because:
The choice and nature of the reinforcement projects is completely
arbitrary and has no grounding in market realities;
The methodology could be subject to random change based on
arbitrary decisions;
The methodology is not robust enough to attract investment in
mobile gas supply infrastructure such as an LNG terminal and will
discourage offshore exploration, and
The methodology does not reflect the difference between the true
economic cost of transporting gas from Britain to Ireland versus
the true economic cost of transporting has from the proposed
Shannon LNG entry point at Foynes to Ireland.

Shell

There appears little merit in this type of methodological approach.
The chief reason behind this view is the fact that little or no
incremental system investment is likely to be required or at least
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no reliable market signals that it is required.
Statoil

See IOOA response

Vayu

Vayu do not agree with the modelling of the Matrix incorporating
the LRAIC. This model has the impact of smearing costs specific
to individual entry points across all entry points. At the workshop it
was continually reiterated that the tariffs will aid parties in deciding
where to construct a new entry point as it will highlight efficient
points to construct.
Under the Matrix LRAIC approach any efficiency is removed as
users of the Corrib and Inch entry points subsidise work required
at Moffat and Shannon. If this work is required, the cost should be
borne by those entry points alone meaning they are not an efficient
point of entry and also would not appear to be applying a costreflective tariff at the relevant entry points.

Vermillion Energy

See IOOA response

Do stakeholders’ view the application of a Matrix approach using Expansion
Constants or a Matrix approach using project based costs as more suitable to
Ireland?
Aughinish Alumina

Not a preferred option.

Bord Gáis Energy

In the current models, BGE believe neither approach to be suitable
to Ireland. A Matrix approach using equalised expansion constants
may provide the desired stability. A Matrix approach using project
based costs gives uncertainty as to how the model will be applied
in the future when the forecasted projects are complete and/or if
there are no future investment projects. Therefore, BGE prefers a
Matrix approach using “Equalised Expansion Constants”.

Bord Gáis Networks

Given that further work is required in relation to the derivation of
appropriate expansion constants, we believe it is too early to make
a judgement on this issue. We note above that it may be
appropriate for one of these options to be defined as a preferred
approach and the other as a counterfactual, and an assessment
then to be made based on a formal assessment against defined
principles.

ESB GWM

The project-based approach would seem to meet several of the
preferred conditions: forward looking, incremental cost basis, while
using the entire asset for tariff setting.
Unlike expansion constants, the costs should be specific and clear
(and must be made transparent). Our concerns would include the
longevity of the project based approach in an Irish context and the
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possibility of inappropriate locational signals.

IOOA

IOOA members’ response to Q 18 shows how unsuitable we think
the project based approach is for Ireland.
Expansion factors reflect long term forward looking costs and are
transparent. Project costs on the other hand are based on a very
small number of uncertain projects, with a high degree of
subjectivity about whether they are necessary or optimal.
Given this uncertainty, expansion constants are more appropriate
as this approach considers all points on the system as being
potentially constrained, not just Moffat and Shannon as the project
approach does. The project cost approach illustrated is little more
than postalisation and offers no differentiation between entry
points.
Therefore, IOOA’s members do not support Matrix - Project Costs
methodology but see the benefits of reasonable stability and
forward looking cost-reflectivity in MEC approach using positive
expansion factors as modelled.

Kinsale Energy
Lansdowne Energy
Paul Hunt

See IOOA response
See IOOA response
NA

Shannon LNG

The application of a Matrix approach using expansion constants
may have some merit (as the expansion constant is based on the
historic costs of the system) depending on the final implementation
details. The application of a Matrix approach using project costs is
not suitable to Ireland (see answer to Question 19).

Shell

There appears little merit in this type of methodological approach.
The chief reason behind this view is the fact that little or no
incremental system investment is likely to be required or at least
no reliable market signals that it is required.

Statoil

See IOOA response

Vayu

Vayu believe that the application of a matrix approach using
expansion constants would be more appropriate for Ireland. The
use of the more expensive segments of the network should result
in tariffs that are more expensive and conversely using cheaper
segments to construct onshore entry points should result in lower
tariffs.

Vermillion Energy

See IOOA response
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How can stability and predictability in tariffs be evaluated and quantified?
Aughinish Alumina

With modelling transparency, the calculation of future tariffs should
be predictable.

Bord Gáis Energy

BGE would like to see tariffs evaluated over a 10-15 year range to
take into account the changing capacities of Corrib as well as any
other changes to the capacities or Entry Points. This would at least
show the stability of different scenarios over the long-term. BGE
quantified the stability of tariffs by evaluating the standard
deviation across the different scenarios. We believe a model which
reduces the standard deviation of tariffs is most appropriate.

Bord Gáis Networks

Issues of stability and predictability need to be related back to the
criteria set out under European legislation (e.g. facilitation of
competition). As we have already noted, the principles set out in
European legislation can be difficult to reconcile fully. For example,
a highly stable tariff may not accurately reflect costs, and a tariff
which does accurately reflect costs may in some circumstances be
unstable.
Modelling can illustrate the extent of potential instability of tariffs
across booking scenarios, though we note that this will be affected
by the level of expansion constant, on which further work is
required. It is therefore likely to be inappropriate to draw definitive
conclusions in this regard from the modelling presented in the
consultation document.
However, it is difficult for modelling to reveal anything about the
level of predictability – this is driven by the process for setting
tariffs (e.g. publication of models, clarity on the basis of choice of
inputs etc.), and so must be assessed in that context. Other
processes, such as the publication of the Network Development
Plan, which provides information on foreseen expansion or
reinforcement projects, will also increase potential predictability.
Comments from the broader stakeholder community will also
clearly be important in this regard.
It will also be important to consider stability and predictability within
booking scenarios and between booking scenarios.

ESB GWM

We understand that stability of tariffs would be displayed by tariffs
remaining the same or close to the same over a price review
period. There could be step-changes in tariffs between periods, as
under/over-recovery of revenues must be allowed for in the
following period, and as changes occur in the market throughout
the period.
Stability would therefore be likely to lead to the tariff being set at
an artificial and inefficient level for most of the time in order for it to
remain flat. Attempting to create stability in tariffs between price
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reviews would be likely to exacerbate the under/overecovery
issue, or lead to additional measures having to be implemented
(e.g. k-factors or returning revenue to Shippers), which would in
turn undermine the intended stability.
Predictability, in our understanding, would mean that a
methodological framework is set which can incorporate market
changes and be used by the CER to provide foresight of the tariff
annually for the period. This foresight is already made available
in several markets, including GB, with the understanding that the
figures are based on information available at the time of
calculation and are indicative. We also understand that it would be
a requirement that transparency of information (inputs and
calculations) is provided to industry, and the wider investment
community and indeed general public, in order for tariffs to be
synthesised by the user within the methodological framework, in
order for them also to be able to ‘predict’ the tariff.
This concept cannot rule out unexpected events which would
affect the tariff level;
however, the inherent methodological stability would help industry
to anticipate the effects of changes and events in the market.
In answer to the question posed, how can each be evaluated and
quantified, it would appear that tolerance bands would need to be
set, within which the CER would aim to keep the tariff, or indicate
the future tariff to be, and assess whether it has achieved target of
stability or predictability. We think the relevant question would
rather be: which, stability or predictability, do we as network users
prioritise?

IOOA

Stability should be taken to mean the ability of the tariffs to adjust
to differences in market circumstances (e.g. new entry points
coming online during a price control period and across multiple
price control periods) and maintain the appropriate signals that the
tariffing regime was designed to portray (entry costs and
differentials which endure beyond the project planning stage into
the main years of production). This is particularly important for
sunk investments and for potential future investments where the
timescales are ten to twenty years. In this regard, CWDA and MEC
could be considered to be stable.
Predictability should include the ability of market participants to
adequately forecast changes in the tariffs in response to changing
market circumstances. We would make two points in this regard.
Firstly, it is vital that changes to inputs made by the regulator are
objectively justifiable and communicated to market participants
well in advance. Secondly, for market participants to be able to
carry out this exercise, CER should ensure that they have access
not only to the tariff model but also all necessary inputs.

Kinsale Energy
Lansdowne Energy
Paul Hunt

See IOOA response
See IOOA response
NA
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Stability in tariffs can be ensured by the CER stating that only
market forces (e.g. changes in supply and demand, competition,
new technology etc.) will materially impact transmission tariffs. In
other words. The transmission tariffs must not be changed by
arbitrary or subjective interventions.
Tariff stability can be
enhanced by the CER publishing a list of issues that can
reasonably be foreseen that could change the tariffs over the
foreseeable future.
Tariff predictability can be evaluated by determining how valid the
published model is in allowing stakeholders to accurately forecast
future transmission tariffs by changing the model input
assumptions.
Stakeholders should have access to the same model that the CER
uses to set tariffs in the interests of confidence and transparency.

Shell

With regards to evaluation, there could be something as simple as
specifying a maximum percentage year-on-year change. A
variation might be to look at tariff movements over the course of a
price control period. If the average annual increase were more
than a specified amount, this might act as a signal to review the
underlying methodology.

Statoil

See IOOA response

Vayu

Stress testing at various levels of booked capacity rather than
straightforward scenarios should be taken into account to assess
tariff stability and predictability. Also the CER should be working
closely with the operators of Corrib and Shannon to model the
likely run rate of each. Corrib is expected to run at full production
for a short number of years before production dramatically falls.
Once this happens booked capacity will also fall. These scenarios
should be modelled to take account of the highly probable
scenario taking place and with capacity bookings shifting back to
Moffat.
We also believe that a scenario which more closely resembles the
capacity expected booked at Shannon should be modelled. This is
in light of information that demonstrates the non-reliable erratic
nature of LNG; one has only to review the delivery rate of LNG into
the UK over the last 4 to 5 years. Events in other jurisdictions can
impact the availability of LNG as was seen following by the
Tsunami that struck Fukushima, Japan in 2011. This led to the
majority of available LNG cargoes being directed to Japan as
nuclear power stations were shut down.

Vermillion Energy

See IOOA response
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Apart from the publication of models behind tariffs what other factors do stakeholders
view as necessary for tariff predictability and/or stability?
Aughinish Alumina

Nothing more to add at this time.

Bord Gáis Energy

The possibility of adding a smoothing element into the models
should be investigated whereby an over-recovery of revenue in
one year could be utilised to assist in an under-recovery in another
year. Should this smoothing element provide more stable and
predictable tariffs, it should be carried out across a rolling 5 year
period. BGE is of the view that the cost allocation to the Moffat
Entry Point does not reflect the benefit that Moffat provides to the
system as a whole and disproportionately burdens users of Moffat.
If this disproportionality is not removed, it will give opportunities for
the other Entry Point users to become competitive, thus creating
less stability and predictability.

Bord Gáis Networks

In terms of predictability, the publication of models is clearly
important, as is the tariff setting process in general. This may, for
example, establish precedents as to the approach to be taken in
certain areas where there is scope for subjective judgements to be
taken, or set constraints around these judgements. The definition
of the set of expansion projects to be considered under a project
based matrix approach would be one area where this may be
relevant.
In contrast, under the forward looking cost based approaches, the
key driver for stability will be assumptions on the development of
the transmission system and on flow patterns.

ESB GWM

For tariff predictability, yes, the models used to calculate the
allowed revenues for the Operator and the tariff methodology
models would be required. Full explanation of all the inputs and
assumptions, and consultation with industry where appropriate,
would be required also. For example, any expansion constant or
project cost would need to be demonstrated as relevant and
benchmarked as appropriate. Capacity booking and demand
information, inter alia, would need to be made available to a high
enough level of granularity and timeliness for users to be able to
understand the results and make their own predictions. Any risk or
probability assessment which is used to form the assumptions
should also be provided with reasoning.
As mentioned, we would expect the CER to provide indicative
tariffs over a period of e.g. the following five years, as well as the
annual tariff. This is in line with good international regulatory
practice.

IOOA

The publication of a definitive model should provide sufficient
transparency to make possible a reasonably accurate prediction of
tariffs for the next tariff period. However, the expected lifetime of
most infrastructural investments span several tariff periods which
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requires that predictability / stability be considered over a much
longer time horizon. A track record in publishing and adhering to
the principle behind regulatory decisions is the best way of
delivering efficient investments and ensuring tariff predictability
and stability into the future.
IOOA’s members understand the commercial drivers and risks of
selling gas in traded markets; thus IOOA’s members can tolerate
market risk and new entrant risk in these markets as they
understand the commercial drivers and risks. IOOA’s members
cannot tolerate arbitrary decisions taken by regulators which may
affect the commercial drivers or risks of selling gas in traded
markets; such decisions deter new investment in Irish production.
Therefore a clear tariffing methodology is required with transparent
processes for determining and reviewing parameters within the
model. A clear understanding is required of how often and under
what circumstances the core assumptions and underlying
parameters will be changed. The timetable for updates and
reviews to the methodology must also be considered. It is
important that tariffs are not subject to major changes between
price control periods and also within a price control period.
The CER needs to detail the methodology of how new entry points
will be treated from a tariffing perspective. Models should be set
up so new entry points can be added to system to see the effect
on tariffs and in order to demonstrate regulatory reliability and
stability in the model ultimately chosen.
The publication of models and methodologies is inadequate
without support in using them. The CER needs to ensure that
appropriate support has been provided to industry to review the
models.
IOOA’s members note that the CER has used carry forward of
under-recovery of allowed revenue to manage stability under the
current tariff regime.
IOOA’s members believe that the
methodology adopted should be stable without dependency on
manipulating allowed revenue recovery between years since this
interferes with predictability and transfers costs unfairly between
users of the system.
Kinsale Energy
Lansdowne Energy
Paul Hunt
Shannon LNG

See IOOA response
See IOOA response
NA
Please see answer to question 20

Shell

We have two main observations to make. First, it is
imperative that aside from access to the system model, CER
should mandate the publication of all necessary inputs. Given that
tariffs are linked to the recovery of allowed revenue, one such
input should be publication of the annual level of under/over
recovery.
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Statoil

See IOOA response

Vayu

We believe the move by the CER to make the Price Control
Review (“PCR”) models available should be continued in the
future. This has aided stakeholders to gauge where tariffs were
likely to be set over the course of the PCR.
Also, we believe that the formation of the tariff liaison group has
been a positive step in stakeholder engagement. Furthermore, we
believe that this group should continue to be a feature of the tariff
regime and be re-convened at appropriate times if significant
decisions are being considered to amend the regime in the future.

Vermillion Energy

See IOOA response

What are stakeholder’s views on the benefits that Storage can provide the
transmission system?
Aughinish Alumina

NA

Bord Gáis Energy

BGE is of the view that Storage provides additional
flexibility and security of supply to the transmission
system. For this reason, we believe the CER should
be encouraging to increase or maintain storage
facilities within the network. How this cost would be
apportioned needs further consideration.

Bord Gáis Networks

Storage provides a valuable security of supply to the system. It
also generates a counter-seasonal load, with storage facilities
filling up during the summer period when there is available
capacity on the system.

ESB GWM

Storage of different types can provide obvious benefits to a
transmission system in
terms of seasonal security of supply from depleted fields, shorter
term ‘cold spell’ type security of supply from salt cavities and very
short-term system stability services from facilities such as LNG
peak shaving storage or Röhrenspeicher.
Line pack also plays a role. Ireland has the benefit of a single
seasonal storage facility connected directly to the island, which
may also provide short-term cycling according to the Gaslink
network development plan, and the benefit of access to GB
storage which covers the entire storage merit order.
Storage can be used by the TSO itself to help manage the system
and historically this has been the case, with strategic storage
requirements in addition to operational usage. The target model
moves towards provision of system security and balancing
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by the market, within the framework of market rules. Therefore,
access to storage and suitable products for the benefit of the
market in turn benefit the system. This should be to the benefit of
the consumer and therefore be a priority for the regulator.
The usage and capacity booking patterns specific to a storage
facility should be taken into account when setting the tariffs. We
are aware that in other markets in the past a specific discount has
been applied at storage entry/exit points. Aside from any benefits
to the system, this has represented the desire not to penalise
shippers by forcing them to double pay for aspects of transmission
access when moving gas in and out of storage. Ultimately, if
storage services are made sufficiently accessible to all Shippers
and the products are useful and relevant to the market in question,
this should be of benefit to the consumer and justify any special
treatment for storage in tariff setting. If such flexibility and security
of supply provision is available elsewhere, physically or virtually,
this should be treated similarly.
IOOA

No response from IOOA to this question


Kinsale Energy

The security of gas supply to any market is best assured by
supplying that market from several diverse supply sources
and the importation of gas by pipeline or as LNG, the
development of indigenous gas and the construction of gas
storage facilities on the island are all examples of diverse
supply sources. However, it is only the development of
indigenous gas and the construction of gas storage
facilities that result in gas molecules being physically
located on the island and it is these sources that best
ensure the security of gas supplies.

The two Regulatory Authorities quantified the value of security of
supply in 2011 in their Stage Two Cost Benefit Analysis and,
although their study did not focus on the value afforded by any one
facility, it confirmed that such analysis is possible.


The Kinsale Storage Facility is the only storage facility
located on the island and it currently has a working volume
of c. 230 mscm and BGN has acknowledged that the
continued availability of Kinsale storage has enabled it to
defer the reinforcement of the southern part of its network
(reference Network Development Statement 2011/12 to
2020/21).

Where it is likely that small developments may defer or negate the
need for reinforcement, it is likely that larger developments may
trigger such need.
 The growing penetration of wind onto the system is
increasing the need for greater flexibility in gas supplies.
Gas storage is different to other supply sources in that
flows of gas may occur into or out of the facilities and
provide this flexibility by absorbing surplus gas from the
system at times when the wind is blowing and redelivering
that gas onto the system on calmer days.
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The three tariff methodologies currently being considered
all smear part of the current exit charge onto all entry
points. This means that gas injected into Kinsale storage
will have already paid the smeared exit charge beforehand
to enter the transmission system and again when the gas is
withdrawn from storage. Kinsale storage competes with
storage facilities in GB which are not required to pay similar
such charges. Hence, applying the smeared exit charge to
Kinsale storage will damage the commercial viability of the
facility.
Reports by Poyry (2012) and Waters & Wye (2014) contain
quantitative information on the benefits of gas storages and
the setting of specific transmission tariffs for gas storages.
The benefits identified in the reports include more efficient
system investments, more efficient utilisation of
compression, temporal debottlenecking and more efficient
cross-border gas trade and competition. They conclude
that the benefits afforded by having storage connected to
the network support setting to zero the entry and exit
transmission tariff to and from storages as a default rule.
The CER propose to introduce its selected methodology
with effect from October 2015 whereas the equivalent
reforms are not being introduced in Great Britain and
elsewhere in Europe until October 2017.
Currently,
storage facilities in Great Britain pay no exit charge and a
nominal entry charge.
KEL accepts that the entry tariff shall apply to Inch
production but believes that a zero exit and a zero entry
tariff should apply to Inch storage.

Lansdowne Energy
Paul Hunt

NA
NA

Shannon LNG

The major benefit that storage if natural gas provides to the
transmission system is increased security of supply. The storage
of natural in the form of LNG also brings increased diversity of
supply as the stored LNG can be sourced from 18 producing
countries and this number is increasing over time.
The OECD requires member states to have 90 days of reserves of
oil supplies available. A similar requirement for natural gas could
be met through LNG storage.
Storage of natural gas in the form of LNG can provide pressure
maintenance to the transmission system and gas send-out from
the LNG terminal can be rapidly adjusted to meet changes in gas
demand. LNG is considered the most efficient means of offering
pressure support to natural gas systems and can quickly respond
to variations in pressure requirements.
Shannon LNG has planning permission for four LNG storage tanks
with effective storage capacity of 456 cubic metres of natural gas.
The Shannon LNG design can provide pressures of up to 98 barg
sty the outlet flange of the LNG terminal. It is critical that any
special arrangements offered for storage entry points are offered
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for all storage entry points on a non-discriminatory basis, so they
can compete with one another to the benefit of the customer.
Shell

Where the location of a storage facility can be demonstrated to
have reduced the need for wider system reinforcement by the
TSO, it would seem reasonable to conclude that this benefit
should be reflected in the transmission charges to and from
the facility. The extent of this benefit is obviously a moot point and
we would make the point that other infrastructure may also claim
to offer a system benefit.

Statoil

Storage is a principal source of flexibility in the gas market, playing
a major role to help balance supply & demand, & maintain system
security on the day & in the longer term. Its integration into the
market helps to improve liquidity & supply security.

Vayu

NA

Vermillion Energy

With sufficient entry capacity in the system and multiple sources of
supply, storage becomes a commercial play and should take its
place within the commercial framework for entry points.

Are there any other issues stakeholders would like to raise?
Aughinish Alumina

NA

Bord Gáis Energy

The responses we have generated are based on what we currently
know from the modelling functionality. There may be amendments
to this
thought process once we have received a detailed workshop on
the models themselves.

Bord Gáis Networks

BGN believes it is important that the interests of the final customer
are not forgotten in a debate which can become highly technical.
Cost reflective tariffs are typically viewed as beneficial because, in
the long run, they will result in lower costs to customers. It is in the
interests of all stakeholders that the gas market continues to
develop in an effective and efficient manner. As the economic
regulator of the sector, the CER must ensure that, in defining a
tariff structure, the effect on final customer bills is taken into
account. A tariff structure which results in higher bills and inhibits
the development of the gas sector is in no one’s interest.

ESB GWM

Overall, and as stated throughout this response, more information
is required in support of assumptions to enable us to test them and
the questions to be answered
in full. We understand that the models are simplified versions, but
unless the
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numbers used were dummy numbers, there should be more
substance provided for them. Any response to this consultation
should not be considered complete until the full information
required has been furnished to those responding.
We highlight that the energy industry faces great uncertainty
currently: I-SEM is not finalised and its impacts on gas
consumption and capacity booking behaviour cannot be assessed.
Further penetration of intermittent wind generation and the
resulting requirements placed on power plant by the electricity
TSO make the landscape unstable. The Network Code on Tariffs
is not yet finalised and therefore the framework that we are placing
some of our answers within may not turn out to be correct. CAM
implementation is approaching and may affect annual IP booking
behaviour. These uncertainties, and others, mean that firm
answers can be hard to give. Communication and collaboration
between the gas and electricity sectors is important at this time to
ensure the best possible outcome is reached.
We also note that a separate consultation for NI is due soon and
that we are in support of integration and – at the least –
coordination between RoI, NI and GB on these matters.
Finally, we would highlight issues with consistency, as mentioned
in Q6, as well as the lack of labelling, and the lay out and structure
in the spread sheets provided makes them difficult to follow and
use. Especially given the lengthy delay in issuing the materials, a
more thorough review prior to publication would have been useful.

IOOA

The following are a list of issues that IOOA’s member would like to
raise:
 This consultation seems to be focused on selecting a
methodology to use, but the impact of the tariffs will be
determined by the process of implementation and updating
as much as the base methodology. IOOA’s members
consider that the CER should indicate when or under what
conditions methodologies, parameters and forecasts will be
reviewed;
 Postalisation of exit – The CER needs to justify the
postalisation of exit based on the list of limited
circumstances provided by the draft EUNCT and not based
on a policy decision by the Irish government (footnote 1 in
the consultation paper). Please explain the policy thinking
behind this;
 The CER needs to clarify how over / under recoveries from
the existing tariffing regime shall be carried into the new
tariffing regime;
 The CER should outline whether a short haul tariff will be
considered as part of the new tariffing methodology;
 IOOA’s members note that the Moffat technical capacity
includes capacity dedicated to Northern Ireland. This is not
correct and should be corrected within the models. Also
gas exiting at Twynholm has not been included in the
models. The CER should confirm how the tariffing of
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shippers using the Moffat to Twynholm infrastructure is to
be included as part of the tariffing methodologies;
IOOA’s members note that Isle of Man is included as a
node in the tariffing models. Will the methodology selected
be applied to gas exiting at the Isle of Man? If not then is it
appropriate to include node one with exits at the Isle of
Man as part of the tariff methodology?;
The CER should outline the assets that are included and
not included as part of the BGN transmission system for
the purpose of this tariffing methodology review;

Kinsale Energy

A substantial over-recovery occurred at Inch in year one of price
control period three. The CER committed to redistribute this overrecovery to Inch shippers over years two to five of price control
period three. How will the over-recovery be provided to Inch
shippers for the final two years of price control three when the new
tariffing methodology is proposed to be implemented?

Lansdowne Energy
Paul Hunt

See IOOA response
NA

Shannon LNG

To facilitate investment in an LNG terminal in Ireland and for
Ireland to attract LNG supplies it is clear ( based on feedback from
the worldwide LNG industry) that any new transmission tariff
system needs to have the following characteristics:
(1) Respects the difference between the true economic cost of
transporting gas from Britain to Ireland versus the true
economic cost of transporting gas from the proposed
Shannon LNG entry point at Foynes into Ireland;
(2) Ensure the tariff differential in (1) above is similar to the
current Moffat entry tariff which has no cross-subsidies
associated with it, and
(3) Be relatively stable and predictable, and subject to change
due only to market forces.
(4)
The CER’s review of entry tariffs in Ireland commenced in January
2011. In the intervening time there has been uncertainty on how
the wholesale price of gas will be set in Ireland. It is impossible for
private industry to operate with this level of regulatory uncertainty.
As stated in our letter to you of the 14th of August on this subject,
we call on the CER to ensure that there are no further delays in
finalizing the transmission tariff structure for Ireland.

Shell

We do not have any issues we would like to raise at this point.
However, we will participate fully in the rest of the overall
consultation process and so may do so as at a later stage.

Statoil
Vayu
Vermillion Energy

See IOOA response
NA
See IOOA response
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15.0 Appendix B: Value of Irish Gas market

Gas Volumes (GWh)
Wholesale
gas
(pence/therm)
Exchange Rate (£/€)

53,002

Average of NDP over last 7
years.
Platts year ahead price- Q1
201676
Central
Bank
Monthly
averages 2014
Gas Year 2014/15

price 53
0.81

Distribution
Allowed 193,276,240
Revenues (€)
Transmission
Allowed 186,859,197
Revenues (€)
Table AB.1 Value of Irish gas market

76

Gas Year 2014/16

nd

2 February 2015
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