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in The Guardian 
newspaper on 
November 12, are 
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because the NBP 
hub price forms a 
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mechanism both 
domestically and 
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Is the NBP still a credible price reference point?
The British media has been up in arms since November following revelations about 
apparent manipulation and corruption underlying wholesale gas prices in Britain. So 
what was the story, and what do we need to know about Britain’s National Balancing 
Point (NBP) hub? Gas Matters assesses the impact of the allegations.

The NBP hub is Europe’s most liquid gas trading hub. It has been widely regarded as a mature 
market for over 10 years, showing the way to competition in neighbouring countries. Long-
term gas supply contracts are linked to the NBP price -which sets the price for north-European 
hubs on both the prompt and the forward curve. 

In particular, many supply contract prices are indexed to the Month-ahead settlement price, or 
an average of Day-ahead closing prices taken over a monthly period. Beyond Britain, Continental 
European supply contracts may take these prices for an individual hub, or an average of two 
or more hubs.

When considering the allegations the first thing to note is that the NBP has a significant 
number of participants and with more than 50 active traders it makes it almost impossible for 
participants to influence the hub's most liquid contracts. 

The second is that there are several trading instruments available to the European gas 
market. Over-the-counter (OTC) trades - specifically standardised physical deals based on the 
NBP ’97 contract - are most commonly used in Britain’s gas market. Although the contracts 
are standardised, they are bilateral and therefore hold counterparty credit and performance 
risk. Price reporting agencies (PRAs) provide the only window on Europe’s otherwise opaque 
bilateral OTC gas markets. 

Despite the tremendous growth in trading on continental hubs, curve liquidity on them 
remains comparatively low so many European companies carry out their curve trading on the 
NBP, because it is much easier to enter into, and close out, positions. However, despite being 
Europe’s most liquid hub, NBP liquidity remains focused on the prompt- and near curve, out to 
approximately two years, even though gas can be traded out to 10 years ahead. 

The whistle blower’s claim
Despite holding the credentials as Europe’s most credible price reference point, Britain’s 
wholesale gas market is under investigation following allegations that its price has been 
"regularly" manipulated by traders at the NBP. 

The allegations, originally published in The Guardian newspaper on November 12, are serious 
- not least because the NBP hub price forms a key price-setting mechanism both domestically 
and for continental Europe. 

The UK's Financial Services Authority (FSA) and energy regulator Ofgem are both looking at 
whether the wholesale gas price was artificially lowered on September 28, 2012, following 
information received from a former employee at ICIS Heren – a PRA.

The allegations by Seth Freedman, a former price reporter at ICIS Heren, relate to what he 
describes as a "frenzied half-hour of trading" on September 28, a key settlement date marking 
the end of the UK gas year. He believes trading during this period showed there was an attempt 
to distort the price reported by the PRA for the Day-ahead natural gas contract on the NBP.
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actual physical 
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with very few 
financial players 
still involved at this 
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However Freedman says that problems in the wholesale market go beyond that one single 
day of trading. He told The Guardian: "Traders have made clear to me that manipulation of gas 
prices is taking place on a regular basis. They name big companies among those they accuse 
of trying to rig prices and reap profits. Market participants claim the fixing of prices is an open 
secret."

Separately, ICIS Heren contacted Ofgem in October saying that it had "detected some unusual 
trading activity" on the British wholesale gas market on September 28.

The allegation of manipulation
At the time of the alleged incident ICIS Heren did not have a compliance officer in position. 
The contention was that on September 28 the Day-ahead price suddenly fell 0.5 pence/therm  
(p/th) to 58.0p/th at precisely the time PRAs were assessing the market’s settlement prices 
(known as the 16:30 snapshot), before moving back up to 58.5p/th shortly after 16:30. 

Although the actual price move was quite small, both in percentage and absolute terms. ICIS 
Heren’s closing assessment for the Day-ahead contract appears to have partly reflected the 
brief dip. However, what is not clear is whether the trades themselves represented an attempt 
at manipulation, or whether in fact they simply traced a number of "closing out" trades required 
to physically balance a position. 

Trading of Within-day and Day-ahead contracts is dominated by physical players balancing 
their actual physical portfolio through either buys or sells, with financial players rarely involved 
at that stage. 

Adherence to the methodologies of all three PRAs would almost certainly have identified the 
trades in question on September 28 as being data out-of-line with the market and/or not 
meeting the requirements laid down in the three PRA’s own methodologies ("that data must 
be verifiable and transactable and reflective of true market value"). 

NATIONAL BALANCING POINT

The UK is supplied with gas both from indigenous 
North Sea production and increasingly from 
imported gas. The pricing of that gas is nearly 
always indexed to the traded NBP price, nearer 
the time of delivery (usually on a month-ahead 
basis), for delivery at the NBP. 

Conversely much of the gas sold throughout 
continental Europe is transacted via traditional 
long-term contracts for delivery to a specific border 
point, significant volumes of which account for 
physical gas traded on the continent’s growing 
number of spot markets. 

In terms of volumes traded and liquidity these are 
still secondary to Britain’s NBP hub, though north-
European hubs in The Netherlands (TTF), Germany 
(NGC and GASPOOL), and Belgium (Zeebrugge) are 
catching up. 

Whereas hub-traded gas prices react to and reflect 

changes in the supply and demand of Europe’s gas 
markets, prices paid by purchasers under long-term 
contracts do not, due to their link (or indexation) 
to different commodity markets – principally oil 
and oil products – as well as other variables such 
as gas, coal, inflation and electricity. 

Long-term contract price indices are calculated 
with trailing averages – for example, oil prices 
over the past six to nine months – which further 
reduce response to market price signals. 

For some time now, the number of continental 
hubs, and the volume and churn rate at those 
hubs, has grown. This has enabled continental 
buyers – emboldened by spot prices which have 
largely sat significantly below oil-indexed long-
term contract prices since the end of 2008 - to 
successfully renegotiate price clauses to include a 
much larger spot gas element.

FACTBOX: Long-term contracts and hubs
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NATIONAL BALANCING POINT

Data that is regarded as anomalous is ignored and does not form part of the final price 
assessment. It is not clear why the Freedman identified the six trades in question as anomalous 
(deeming them to be "below market"), yet apparently chose to partly reflect them in his 
company’s closing price assessment that day for the Day-ahead contract. 

The closing Day-ahead settlement prices of the other two major PRAs - Platts and Argus Media 
- for September 28 did not reflect the anomalous trades dealt at 16:30.

Misleading connections
The Guardian article also made a number of misleading connections – notably in its suggestion 
that the controversy echoed the recent LIBOR inter-bank lending rate scandal, in addition to 
its oversimplification of the link between wholesale gas prices and the retail prices paid by 
households.

The suggestion that the alleged NBP manipulation echoes the LIBOR case does not bear 
scrutiny. Energy price reporting is carried out by independent PRAs with no vested interest in 
the price levels they publish. Furthermore, these prices are arrived at via rigorous assessment 
methodologies that are publicly available. 

Liquidity is defined as the degree to which a gas 
contract – for example – the Day-ahead contract, 
or Weekend contract - can be bought or sold 
in the market without affecting the contract’s 
price. 

The time period it is possible to trade is known 
as the "curve". This traded curve is further 
segmented into:

Spot - Within-day and Day-ahead contracts;• 

Prompt – all other traded periods within the • 
existing month and the next month;

The near curve – all traded contracts within • 
the front two seasons (There are two 
six month seasons: Winter - beginning  
October 1 - and Summer - beginning  
April 1;

The far curve – all trade contracts beyond • 
the near curve (normally out to about five 
years, though some contracts as far out as 
ten years are quoted)

As hubs gain more participants, the scope for 
manipulation by any single player diminishes. 

Illiquid gas hubs including Italy’s Punto di Scambio 
Virtuale (PSV) hub, which with relatively few 
buyers and sellers, offers significant potential for 
suppliers to withhold or provide abundant gas 
supplies in order to affect prices.  

There are several ways to measure liquidity and 
market depth using indicators such as volumes 
traded, churn or re-trading ratios, and the 
narrowness of the bid/offer spread. 

Churn is generally accepted to mean the amount 
of liquidity in a market expressed by dividing the 
total traded volume by the net traded (delivered) 
volume for a specific time period. 

Generally, commodity markets are deemed to 
have reached maturity when the churn ratio is 
in excess of 10. The NBP’s churn ratio is currently 
over 20. 

Liquidity is boosted by a large number of active 
market participants, and the competition they 
create narrows the difference between the bid/
offer price of a given contract; this is clearly 
demonstrated in the tightness of the NBP 
contracts’ bid/offer spreads.

Another factor, which suggests there is little or 
no market manipulation, at least in the more 
liquid contracts (those which are more heavily 
traded), is the high degree of correlation 
between the NBP hub and other European hubs 
(see Figure 1 on page 20). The strong correlation 
very clearly demonstrates that any potential 
price difference between the hubs is quickly 
equalised through    trading arbitrage.

FACTBOX: Liquidity
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NATIONAL BALANCING POINT

A report by the International Organisation of Securities Commissions (IOSCO) published in 
October found that no special direct regulation of price reporting agencies was necessary. 
Conversely, the rate-setting process for LIBOR – the benchmark interest rate at which banks 
lend to each other – is at best a translucent process that is widely regarded as inherently flawed. 
Furthermore, it is subject to no independent questioning of contributions within "acceptable 
tolerances".

Meanwhile, the link between the wholesale gas market and prices paid by households is 
complex. Gas consumed by households today will have been purchased by energy suppliers 
any time between now and up to five years ago. 

The picture is further complicated by the fact that suppliers will have spread their gas purchases 
for delivery today over a long period of time to mitigate risk caused by volatility in the wholesale 
market. Suppliers also trade their gas daily in an effort to secure lower wholesale prices.

The wholesale price is affected by a number of factors: supply and demand in the near term, 
broader macro-economic factors including the price of other energy commodities, notably oil, 
in the longer term. It is partly this complexity that leads to questions being asked every time 
the six companies that dominate Britain’s household gas and electricity supply market – British 
Gas, E.ON, EDF, Npower, SSE, and Scottish Power – increase domestic prices en masse. An 
investigation by UK energy regulator Ofgem into this concluded that competition was indeed 
visible in the UK residential gas supply market.

Figure 1: European traded gas hub prices

Chart: Gas Matters   Source: Argus Media
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PRA alternatives 
Two possible solutions to the issue of transparency would be to force all OTC trades to be 
cleared, or even more drastically, force all OTC trades onto exchanges. Advocates of continuing 
to use PRAs as the method for bringing transparency to the OTC market argue that such moves 
would impact negatively on liquidity. Trading OTC generally incurs lower transaction costs 
compared with exchanges, and smaller counterparties, who use the OTC market to hedge their 
physical commodity risk, might be pushed out if they had to move to an exchange.

Aside from relying on price benchmarks in daily newsletters published by PRAs, there are other 
sources of reliable and transparent price information available from brokers and gas exchanges. 
The London Energy Brokers’ Association (LEBA) publishes a full day volume-weighted average 
for all Europe’s gas hubs and also an end-of-day window (16:20 to 16:30) settlement price. 
Although both prices are used for contractual purposes it is the full-day average which is 
more prevalent, according to a LEBA spokesman. The Intercontinental Exchange (ICE) produces 
similar price benchmarks for use in long-term contracts.

The growth of exchange trading
OTC markets are certainly less transparent and operate with fewer rules than do exchanges, 
which operate from physical locations, and set the institutional rules that govern trading and 
information flows about that trading. OTC trades (bilateral, standardised and non-regulated 
deals) still constitute the most common form of trading at the NBP. As noted earlier, these 
brokered deals, reported and assessed by PRAs and brokers, hold counterparty credit and 
performance risk. 

The share of exchange trading has been growing both in the UK and the Continent, particularly 
after the onset of recession in 2008, coinciding with a need for greater financial security. It is 
difficult to say whether this trend is set to continue. Trading on exchanges is anonymous at all 
times, with a clearing house being the central counterparty to all trades. These contracts can 
allow for physical delivery, though in practice only a small percentage of trades go through to 
actual physical delivery.  

NATIONAL BALANCING POINT

The allegations of manipulation reopen the 
debate over the ability of PRAs to accurately 
report levels on the Over-The-Counter (OTC) gas 
market and avoid price distortion caused by 
unscrupulous traders. 

PRAs publish both a closing price assessment, 
which reflects the market at 16:30 in the form of 
bid-offer ranges for firm, physical delivery at the 
NBP hub, and also a number of so-called indices 
which are average prices volume-weighted by 
trades dealt throughout the day. Both types 
of price assessment are used in long-term gas 
supply contracts.

The issue of how best to regulate price reporting 
is not new, and it is not easily solvable. Three 
PRAs – Platts, ICIS Heren and Argus Media – 
provide an important window on Europe’s 

opaque bilateral OTC gas markets, alongside 
real-time information available on the ICE and 
broker screens. The companies are independent 
publishers with no vested interest in the price 
levels they publish. 

A report by the International Organisation 
of Securities Commissions (IOSCO) published 
in October 2012 found that no special direct 
regulation of price reporting agencies was 
necessary. Separately, all three PRAs agreed in 
2012 to self-regulate through the draft Price 
Reporting Code for Independent Price Reporting 
Organisations (IPRO). To this end, the  companies 
have appointed compliance officers to ensure 
best practice, including monitoring of the 
conversations and relationships between price 
reporters and traders to mitigate any undue 
influence.

FACTBOX: Spotlight on price reporting agencies (PRAs)
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NBP as a credible 
price reference 
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to be relatively 
untarnished among 
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canvassed by Gas 
Matters following 
the allegations of 
price manipulation          

However, in 2011, total OTC traded volumes reached 1,216 Bcm (according to data from 
LEBA, while total NBP net futures trading at ICE for the same period reached only about 394 
Bcm – representing over 30% of total traded volumes at the NBP. Net futures trading means 
excluding the OTC trades that have subsequently been 'given up' for clearing in order to avoid 
counterparty credit risk.

The subject of why OTC trading grew to dominate gas trading in Britain, over - for example - 
exchange trading, is the subject of a separate discussion. However, it is, at least in part, due 
to the work of PRAs as well as brokers who provide information in daily reports and real time. 
This has helped to boost transparency and confidence among participants, particularly as the 
market has developed.

The outlook for PRAs and the NBP as a price benchmark
Events on September 28 at ICIS Heren remain opaque, though it is entirely possible the issue 
may have simply been a failure by the former reporter follow the company’s methodology 
regarding anomalous market data. The findings of the investigation being carried out by Ofgem 
may shed more light when published. 

In the meantime, REMIT, the EU Regulation on Wholesale Energy Market Integrity and 
Transparency, which was passed in October 2011, is expected to bolster the powers available 
to regulatory bodies such as Ofgem in preventing market abuse and reinforcing transparency 
in the traded markets.

Confidence in the NBP as a credible price reference point appears to be relatively untarnished 
among market participants canvassed by Gas Matters following the allegations of price 
manipulation published in The Guardian. 

A ringing endorsement of the continued use of hub indexation in long-term contracts came on 
November 20, when Norwegian producer Statoil signed a 10-year gas sales agreement with 
Germany’s Wintershall using pricing terms related to German and northwest European hubs.  
GM

NATIONAL BALANCING POINT


