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BRITAIN’S GAS TARIFF OVERHAUL

The British wholesale natural gas market is undergoing 
an overhaul of the tariff system which governs the cost of 
bringing gas into and out of the network. 

After a two-year transition period, Britain is due to have an 
entirely different mechanism for charging shippers using 
the transmission system in 2021.

The design of transmission charges has significant 
implications for both operator National Grid’s and shippers’ 
businesses. It influences competition between supply, the 
efficiency of network investment, cross-border trade and 
security of supply.

The British regime was the first of its kind to be developed 
in Europe and helped formed the basis of other systems. 

However, the way users access and ship gas into and 
out of the grid has drastically changed since the regime’s 
inception. 

EU law will mean that Britain’s charging regime must be 
compliant with the bloc by 2019. However, the industry 

decided that the current regime was not fit for purpose and 
a more comprehensive overhaul, going beyond national 
and EU recommendations, was needed.

BACKGROUND
Ofgem launched the Gas Transmission Charging  
Review (GTCR) in 2013 due to the significant structural 
change to the market since the tariff system was  
designed, and because EU legislation to harmonise  
tariffs were likely to necessitate a change to the British 
regime.

The current charging system was designed in the 1990s, 
under conditions of growing demand for both gas and 
network capacity to move those volumes into the National 
Transmission System (NTS).

However, for several years, the amount of gas flowing 
into the NTS has fallen and the trend is due to continue. 
Declining gas demand, falling domestic production and 
greater reliance on imports means there is an abundance 
of spare capacity – space in a pipe needed to flow gas – in 
the network.

The daily European Spot Gas Markets (ESGM) report 
provides the latest prices, news and expert analysis on the 
current day’s trading.

■ Ensure you have the most up-to-date spot price 
assessments for major gas hubs

■ Receive expert analysis of developments and detailed 
supply/demand and tradeflows to help you gauge market 
activity

■ Gain an advantage in the traded natural gas market, 
identify opportunities and analyse risks

Receive the latest spot price assessments and market 
intelligence for Europe’s natural gas markets

REQUEST A FREE SAMPLE
14

News

ICIS accepts no liability for commercial decisions based on the content of this report. Unauthorised reproduction, onward transmission or copying of European Spot Gas Markets in either its electronic or hard copy format is illegal. 

Should you require a licence or additional copies, please contact ICIS at energyinfo@icis.com.

ESGM 24.047 | 7 March 2018 | www.icis.com/energy

Austrian CHP subsidy plans on 

hold under new government

austria’s new government has put on hold 

plans to introduce subsidies for existing highly 

efficient combined heat and power (CHP) 

plants until the completion of a climate and 

energy strategy. Highly efficient CHP plants constitute the 

majority of the Austrian mostly gas-fired co-

generation sector. The largest four Austrian 

gas CHPs total 2GW, according to ICIS data, 

while many smaller units exist too. They have 

long struggled to operate profitably. Subsidies 

would increase their working hours. 

Austria approved a subsidy scheme for 

existing CHP plants in 2014, but it never en-

tered into force due to disagreements with the 

European Commission over its state aid status. 

In September 2017, the economy ministry sent 

a draft of the amended scheme to Brussels, but 

Austria’s government soon changed following 

elections. “At the moment, we have pressed a pause 

button in this process,” said a spokesman for 

Austria’s sustainability ministry, which is respon-

sible for energy topics in the new government.

New energy strategy
The issue will be revisited in the climate and 

energy strategy formation process, alongside 

discussions over the future of Austria’s 

renewables subsidy system, which currently 

relies on feed-in-tariffs and investment grants.

The ministry will use some of the work done 

towards the strategy by the previous govern-

ment, but the document will also reflect the 

goals of the new administration. The new gov-

ernment, formed in December 2017 from the 

conservative OVP and right-wing FPO parties, 

has pledged to increase the share of renewables 

in electricity consumption to 100% by 2030. 

The ministry aims to finalise the first draft of 

the strategy by the end of March, publish it for 

a consultation in April and have it approved by 

government by the end of June. The strategy 

does not need a parliamentary approval, but 

the government will consult with the parlia-

ment about the document. 
Gas generation prospects

German-Austrian wholesale power prices 

bottomed out in 2016. Their recent gains 

have supported gas-fired plants, but not to 

an extent they could generate profitably and 

continuously, clean spark spreads indicate.  

The planned split of the German-Austrian 

electricity bidding zone in October should 

increase Austrian power prices as it is a less well 

supplied market than Germany. The increase is 

likely to be small though as 4.9GW of cross-

border trade capacity should still be available 

after the split.Austrian CHPs cannot close down com-

pletely due to their heat supply obligations, but 

some might stop generating electricity if this 

is not profitable, which would support power 

prices. 
Germany considers gas-fired generation 

important for balancing volatile wind and solar 

power feed-in until emission-free solutions like 

batteries become cheaper and could take over 

this role. 
Gas-fired generation is less crucial in 

Austria thanks to the country’s good hydro 

power potential. Most of Austria’s electric-

ity comes from hydro plants and the new 

government has pledged to expand pumped 

hydro storage, which can balance wind and 

solar power fluctuations. 

laura.raus@icis.com

FastIntel - Euro LNG Cargo Tracker

If you need help with managing the daily alerts, please contact our  

Customer Services team on +44 20 8652 3335 or via email at csc@icis.com.

ICIS has launched a new daily LNG cargo arrival service, which will be added to your ESGM 

subscription at no extra cost from 15 November 2017.

The service provides:  A table of expected LNG arrivals to Europe by email at 7am (London)

  Real-time updates throughout the day

  A clear indication of any changes, new arrivals or diversions

  Market commentary provided by our ICIS LNG specialists

  Excel download option from LNG Edge

  Easy to change port and alerting preferences

Back to contents

1

ESGM 24.047 | 7 March 2018 | www.icis.com/energy

ICIS accepts no liability for commercial decisions based on the content of this report. Unauthorised reproduction, onward transmission or copying of European Spot Gas Markets in either its electronic or hard copy format is illegal. 

Should you require a licence or additional copies, please contact ICIS at energyinfo@icis.com.

ESGM 24.047 | 7 March 2018 | Published by ICIS | www.icis.com/energy | 19 Pages

Energy Prices News  Analysis

European Spot Gas Markets
MARKET HIGHLIGHTS

■  New government puts on hold  Austrian CHP subsidy plan ■  New energy strategy to be drawn up first■  Strategy to focus on increased renewable production

Austrian CHPs■  New entry/exit model could be introduced in 2019
■  Market participants push for external hub operator rather than Transgaz■  Stakeholders to thrash out details 

Romanian VTP

Groningen output
■  Just 1.6bcm produced at Dutch field in February, a record low for the month■  Output suggests lower end of production cap could be reached■  Lower output lifts quality conversions

EUROPEAN DAY-AHEAD GAS PRICES: DAY-AHEAD VS PREVIOUS DAY
€/MWh

SOURCE: ICIS
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TTF BOM volume surges as traders price risk into MarchTraded volume on the Dutch natural gas product 
for delivery in the days making up the balance of the 
month in March (BOM) have rocketed during the first 
sessions of the month. Soaring prompt prices at the 
end of February, lower storage stocks and fears of 
another cold snap at the end of March have prompted 
shippers to cover their positions over the coming 
weeks.

“Storage withdrawals will be much less flexible, 
there is less gas in store all over continental Europe 
and the UK, a completely different situation compared 
to the past few years,” one trader said.“This means that, if temperatures are a bit below 
average, the chances of a scenario very similar to the 
last part of February is very likely,” he said, referring to 
record high prompt prices seen in week 9. Unusually high trading volume on the BOM and 
the 17-31 March ’18 products signal that traders 

are hedging against a possible cold spell at the end 
of the month. Two traders said weather models their 
companies look at were predicting below-average 
temperatures towards the end of the month.“Risk premium on the back of cold weather is be-
ing injected particularly into week 12, which is why 
there is a lot of bidding up on those products,” the 
first source said.

Volumes
Dealt over-the-counter trade on the TTF BOM product 
in the first six days of March totalled 33TWh, data 
collected by ICIS showed. This was more than half 
the record 63TWh traded on the same contract in 
February 2018. The average daily volume on the 
contract in March so far was 8TWh, compared to the 
3TWh daily average in January and February.Liquidity on the 17-31 March ‘18 prod-Traders may reassess strategy  in wake of NBP rollercoaster Shippers and utilities who did not fully forward 

purchase their natural gas volumes for winter will 
have incurred significant losses in the last week, analy-
sis by ICIS suggests. 

The analysis displays the importance of hedging 
for net buyers as both price and volatility at the NBP 
increase dramatically in winter. 

ICIS compared the weighted average Winter ’17 price 
for contracts purchased in summer 2017 against the 
weighted average Day-ahead, Day-ahead and weekend 
and front-month contracts during winter (see graph). This shows that a fully hedged portfolio would’ve 
saved net buyers a significant amount of capital. Although companies active on the NBP 
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THE OPTIONAL COMMODITY CHARGE (OCC), OR SHORT-HAUL

The OCC was introduced in 1998 to provide an option for shippers nominating a point-to-point path for volumes from a 
transmission system entry point to a grid offtake point.

■  Shippers are able to avoid the exit and entry commodity charges by electing to pay the OCC, which calculates estimated cost 
of the theoretical laying and operating of a dedicated pipeline between the two points.

■  Short-haul has become increasingly attractive to shippers as commodity charges have risen in recent years. Short-term 
capacity discounts have left network operator National Grid with little choice but to collect revenue by increasing the 
commodity charge.

■  The OCC, however, has been relatively unchanged and still uses the 1998 costs of building and operating a dedicated 
pipeline. 

■  As a result, shippers are able to short-haul volumes across the network, going far beyond the intention of the charge which 
was designed to be used in very select cases.

The current charging methodology makes a number 
of assumptions which are no longer relevant in today’s 
market.

As the risk of network capacity constraints decreased 
significantly, shippers have become less willing to buy long-
term capacity products and have switched to much cheaper 
short-term alternatives.

As a result, NTS owner and operator National Grid has 
not earned enough revenue from selling capacity to cover 
its costs. To compensate, it has increasingly been relying 
on the uniform commodity charge, which is levied on gas 
physically shipped into the network.

The increasing reliance on the commodity charge has more 
than quadrupled it since its introduction in 2005. This was 
ultimately what prompted Ofgem to begin the review.

The existing arrangements have led to two inefficiencies 
which Ofgem said may be detrimental to consumers.

■ Overbooking of capacity: Where shippers do not face 
the true cost of network access, price signals are weakened 
and capacity is overbooked. Overbooking at a network 
entry or exit point is typically a signal for investment, but 
when the cost of capacity is so small, bookings are not 
reflective of demand.

■ Distortion of cross-border trade: A 2013 Ofgem review 
found that the high commodity charge introduces a bias 
against landing gas in Britain. Instead, shippers can pay 
the short-haul tariff and export to Belgium. The short-haul 
tariff allows a shipper to avoid paying the majority of the 
commodity charge. 

GTCR FINDINGS
Ofgem made two policy recommendations before industry 
consultation. The first being the introduction of floating 
capacity charges which ‘float’ up (or down) when National 
Grid under- (over-) recovers allowed revenues. The second 
was the reduction of the reserve price discounts for short-
term entry capacity products at all points, under which 
shippers were able to obtain capacity for free if booked on 
a within-day basis.

There was pushback among gas shippers and 
infrastructure operators on both points, but Ofgem 
remained steadfast in their committal to both by the end of 
the review.

Thomas has covered European gas markets 
for over three years. He leads ICIS coverage of 
Britain’s NBP, Europe’s first traded gas market 

and global gas benchmark.

thomas.rodgers@icis.com
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In November 2015, the gas industry decided that the GTCR 
did not go far enough to address the inefficiencies in the 
current charging regime.

TOWARDS A NEW METHODOLOGY
Under the Uniform Network Code (UNC), which governs 
the rules under which gas is transported across the 
transmission grid, the industry takes the lead with the 
evolution and progression of the code.

A shipper or transporter typically proposes a code 
modification, or ‘code mod’, with a suggestion to change or 
add a new element to the UNC.

National Grid’s code mod, titled Amendments to Gas 
Transmission Charging Regime, encompassed the wide-
overhaul that includes the suggestions of the GTCR and 
EU’s tariff code.

The mod proposes that the capacity-weighted-distance 
(CWD) methodology be applied to the British system. Under 
CWD, tariffs are based on the capacity and distance between 
entry and exit points. The higher the capacity-weighted 
distance between an entry and exit, the higher the tariff.

CWD was chosen as it is thought to have less volatile tariffs 
and to be more cost-reflective on a point-by-point basis.

The other option was Postage stamp, which gives one tariff 
for all entry and exit points. Postage stamp benefits from 
simplicity, although there is scope for adjustments, but 
tariffs are typically less cost-reflective.

However, the passage of the code mod has been held up 
as stakeholders thrash out a new regime.

Six different alternative proposals have been put forward by 
a range of gas shippers and transporters. Each builds on 
the original code mod but adds or alters elements.

Some have looked for discounts for using storage or 
interconnector pipelines. Others have asked for the 
removal of certain tariff types and longer implementation 
time periods.

The industry have until June 2018 to give their final report and 
recommendation to Ofgem, ahead of final EU compliance in 
May 2019 and implementation in October 2019.
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