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Introductory Remarks

This document outlines British Gas’ response to Ofgem’s consultation on its Corporate Strategy and Plan for 2003-2006. 

Over the last year, the energy markets have experienced important changes, which together with the continued development of related government policy with increased emphasis on social and environmental agenda, have helped shape Ofgem’s role for the next few years.  The forthcoming Government White Paper on energy will form the background to the activities of all players in the market and may require this plan to be updated. 

Within such a broad and evolving framework, prioritising and phasing the key activities is critical to the efficient and effective delivery of Ofgem’s duties to protect the interests of consumers with a balance addressing the short, medium and longer term time horizons.

We propose that a review of Ofgem’s plan be published in advance of the year end.  This we believe would help market participants to avoid a cyclical situation whereby suppliers either know a lot or only know a little about Ofgem’s proposed areas of work and priorities

This response outlines our broad support for Ofgem’s plan, whilst highlighting certain issues, which we believe, should be included or given a greater emphasis. 

2. General issues

We welcome Ofgem’s continued commitment to a structured medium term strategy.  This enables an assessment regarding priorities and timescales to be undertaken for the forthcoming year and permits more effective resource planning for all stakeholders across the energy industry.  

We see the following subject areas as key to the future shape of the UK energy markets:

· NETA & BETTA – NETA has been put under pressure due to a number of high profile business failures.  This however does not mean that it is not successful.  It is important that Ofgem ensures that NETA is not undermined.  Furthermore it is important that BETTA is introduced in a practical and timely manner to extend the benefits of NETA to consumers and market participants in Scotland. A long term view is needed from Ofgem to ensure regulatory certainty for players, which will ultimately benefit consumers.

· Social & Environmental Issues – Whilst we generally welcome the introduction of Ofgem’s work being considered within a sustainable development framework, and acknowledge the ministerial guidance that Ofgem receives on social and environmental issues, Ofgem must ensure that it exercises its role in such a way as to ensure economic and efficient delivery of these policy objectives. 

· European Union – In so far as it is able, Ofgem should press for the liberalisation of European Union (EU) energy markets, which should benefit UK consumers.  Ofgem should take a more vigorous role in pushing for the break down of EU barriers, for example on issues of cross-border transportation.  Structures such as the CEER and the Madrid Forum should be pushed further, so that the current energy directives are not undermined  and to ensure that the UK experience is captured within future EU Directives.  

· Customer Transfer Processes – A comprehensive review of the customer transfer processes is needed to improve the customer experience.  Improvements should focus on the root causes of existing difficulties without adding disproportionate costs and should aim to introduce simplified processes and systems for the benefit of all parties.  

· Licence Amendments – The enabling philosophy of the Utilities Act 2000 is being undermined by the lack of progress to conclude the Order on new voting procedures, and we would urge Ofgem to encourage the DTI to address this as a matter of urgency.  

· Government White Paper – The forthcoming publication of the Government Energy White Paper will be an important back cloth to the whole of the energy market, in particular regarding ministerial guidance on social and environmental policy, security of supply, and the role for nuclear generation.  

3. Specific issues

We are particularly encouraged to see the following issues included within Ofgem’s plan:

· Market Reviews – Continued market surveillance is key to ensuring that the regulator keeps apace of market evolution.  We welcome the impending Competitive Market Reviews for the Domestic and especially for the Industrial and Commercial markets.  Such published review documents form an important basis for addressing market structure and competitiveness of relevant markets. We would therefore wish to see regular updates of these reviews.

· Metering Competition – Whilst we understand that metering competition is a feature of Ofgem’s move towards a market-based metering strategy, we would propose that it should be brought more to the fore, and emphasised more strongly within Ofgem’s plan, as a significant amount of Ofgem’s, and the industry’s, resources are required to deliver effective competition in gas and electricity metering.  We support a clearer focus on metering competition work.  Resolution is required in key areas prior to the price control decisions for distribution network operators.  Ofgem should ensure costs are clearly separated from those allowable under the distribution network operators’ price control review.

Furthermore, any reference to the “metering strategy” should make it clear that it  refers to competition in both the gas and electricity markets.

We also encourage Ofgem to fully engage the industry to drive forward with the Q3 implementation date for the separation of Transco’s metering business, thus ensuring that the development of metering competition is not compromised in any way.

· Connections – We believe that greater clarification is required of the approach Ofgem intends to take for reviewing possible cross subsidies and barriers to entry.  These are important issues, which hinder competition in some segments of connections activity, such as individual domestic connections. 
· Distribution Network Operators’ Price Controls – We welcome the inclusion, within the forthcoming price control for distribution network operators, of new but related issues.  Care must be taken that subjects such as distributed generation, micro generation, renewable energy and CHP are captured within the review, as these and other areas are key for the future planning, operation and investment in the networks.  It is also essential that overall consistency be achieved across Great Britain.

A review of, and continuation of the work on, the Information and Incentives Project should, we believe, be undertaken as it complements the distribution price control.

Another issue relating to distribution is the review of governance requirements for distribution businesses.  The existing DUOSA bilateral agreements, which were introduced for market opening in 1998, are no longer appropriate to manage change in a developing market.  Consideration should be given, for example, to distributed generation, amongst other market developments.  Ofgem and British Gas have in the past suggested establishing a Distribution Connection and Use of System Code (DCUSC) to replace the current governance arrangements, and this may be a suitable way forward.  

· Social Issues – an important initiative proposed for implementation in 2003 is debt assignment, whereby a prepayment customer can transfer from one supplier to another, and the existing debt would be assigned to the new supplier.  British Gas will continue to drive this initiative forward, together with the industry, and we welcome the emphasis within Ofgem’s plan.

We propose that Ofgem give a more specific commitment to unwind the prepayment subsidy in gas to encourage the market to deliver alternative prepayment solutions.

· Retail Switching – The existing retail switching process has facilitated the successful transfer of millions of customers since the introduction of the competitive market.  However, the processes can be complex, inflexible and inefficient.  Accordingly, British Gas believes that it is timely at this stage of market development to embark upon a comprehensive review of the transfer processes in gas and electricity.  Such an important review will necessitate the active involvement of Ofgem in industry discussions.  This needs to be factored into Ofgem’s short and medium term planning. 

Ofgem is undertaking a review of objection reasons in both gas and electricity, and in both domestic and commercial markets.  While this is, in part, related to erroneous transfers, Ofgem has also proposed the removal of the reasons to object from the licence to the contract in both the commercial and domestic sectors.  This alignment between gas and electricity is to be welcomed, and is an important issue for suppliers that should be recognised in the strategy. 

· Electricity Transmission & Wholesale Market – We believe that it is important for Ofgem to consider the related subjects of BETTA, transmission access arrangements and NGC’s system operator incentives together.  There seems to be a desire on Ofgem’s part to implement all of these in the shortest possible timescales.  We suggest that as all the initiatives are inextricably linked, they should all be implemented together on a Great Britain wide basis.  This should be timed to coincide with the implementation of BETTA.  We would suggest that this provides a more rounded and sensible approach than developing and implementing any possible transmission access arrangements on an England/Wales basis (with the associated England/Wales deep system operator initiatives) and then having to develop and update both any transmission access arrangements and the incentives to the whole of Great Britain market once BETTA is implemented.  This is especially the case for transmission access, where there are industry wide concerns over the framework that Ofgem has published (in the NGC system operator incentive consultation document).  

· Security of Supply – Given the move of the UK over the next three years to an import dependence on gas, we believe Ofgem has a continuing and important role, together with the DTI, in ensuring that no barriers exist to the efficient matching of demand with supply from all potential economic sources.  In particular, we support Ofgem’s intention to continue, through JESS, to monitor supply security and to identify any barriers or market inefficiencies that impair the ability of the market to deliver price signals, which will support required investment in supply sources and associated infrastructure, and in storage capacity. We share Ofgem’s belief in a properly working market’s ability to deliver security of supply and to do so efficiently and economically. 

· LDZ Price Controls – We have grave concerns over Ofgem’s basis for separate price controls for LDZs.  We do not believe that efficiency drives such as those achieved within DNOs (and an unsubstantiated saving of  £300million) could be made within LDZs while under common ownership. It is important that Ofgem recognises that the efficiency savings associated with the LDZs are likely to be significantly smaller; indeed we believe that the cost benefit analysis does not support the case for separate price controls.  The introduction of separate price controls could actually introduce a perverse incentive to the best performing LDZs.  Neither do we agree that separate price controls should be a pre-requisite measure for the transfer of LDZ ownership.  We are not persuaded by Ofgem’s claim that separate price controls will protect customers in the event that Transco decides to sell off one or more of its regional networks, and believe that this could still be achieved under a single price control using a revenue hub approach.  Additionally, we believe that if one or more of the LDZs were sold off then there is a danger that the benefits of having a single owner for the LDZs and the NTS could be lost.  We would therefore propose that Ofgem’s resources would be better utilised in focusing on other priorities within the plan, instead of expending energy on an area that does not have proven benefits.

· Gas Retail Governance – The development of new governance arrangements for gas retail processes is an important initiative that will require the continuing support of Ofgem.  These new arrangements have the potential to dramatically change the way suppliers interact with each other, and in the future how the change of supplier process itself is governed.  

This new governance regime has been subject to much review in 2002 leading to the drafting of a new retail agreement (yet to be signed) between suppliers called the Supply Point Administration Agreement (SPAA).  The SPAA will include supplier-to-supplier and metering processes.  Ofgem will be issuing a consultation document early in the year and will include a proposal to modify the gas licence in order to facilitate compliance with the SPAA.  This work should be reflected in the strategy.

· Environmental Issues – We generally support Ofgem’s policies being considered within a sustainable development framework set by government.  Whilst we recognise that Ofgem must take account of Government advice on environmental issues, Ofgem must nonetheless take its economic regulatory duties very seriously in overseeing that environmental policy is delivered in the most efficient way for consumers, both now and for future generation.  We are concerned at the overall cost to the consumer of implementing government green programmes, such as the energy efficiency commitment and the renewable obligation.

We were pleased to note at a recent industry presentation of Ofgem’s plan, the announcement of the future appointment of another member to the Authority by government with a focus on environmental affairs issues.

· Failure of Industry Parties – To complement the Supplier of Last Resort (SoLR), we believe that two other areas should be considered, namely Agent of Last Resort and Distributor of Last Resort. The former would take into consideration what happens under competition if Agents (i.e. MO, DC etc) go into liquidation.  The latter would deal with the introduction of new smaller licensed distribution network providers.  We would also like to note that suppliers continue to have serious concerns about the SoLR post-appointment issues that have previously been raised with Ofgem in the expert groups.
· Force Majeure – We believe that the force majeure provisions should be reviewed, i.e. what is appropriate to claim and in which circumstances it applies.  We would suggest that the use of these provisions should be requested by affected companies and approved by Ofgem.  These provisions were brought to the fore during last year’s storms, when distribution businesses claimed a blanket waiver on their obligations and across services, thus excusing them from having to make payments to customers for loss of supply.

· Revenue Protection – No mention is made in the plan for a review of revenue protection requirements across the energy industry, but particularly in respect of electricity.  Discussion, we believe, needs to centre on how to take forward revenue protection requirements in respect of what new governance arrangements are required by the industry.  Ofgem has previously indicated that this would be the subject of consultation this year. 

· European Issues – We support the anticipated growth in Ofgem’s activity in the EU energy markets.  Nonetheless we believe that the development in the EU energy markets should be given a higher priority and hence resources within Ofgem’s strategy.  The use of interconnections with Continental Europe and more liquid wholesale markets within Europe will ultimately be to the benefit of UK customers. We would therefore urge Ofgem to work within the CEER to promote the emergence of effectively competitive energy markets in member states on the basis of agreed directives, wherever possible helping other regulators by leveraging UK experience, and to encourage the development of the single market.  In addition, any changes contemplated by Ofgem should be in line with planned European Directives.  

4. Miscellaneous matters

· Prioritisation – It is a recognised fact that in recent years Ofgem has not succeeded in completing all its ambitious planned workload within the given 12 month period.  A further assessment of Ofgem’s prioritisation of activities is required to improve on past performance.  One suggestion could be prioritisation of work along the lines of a ‘primary’ list and a ‘secondary’ list.  The latter would outline those activities that are additional to the key challenges for the planned time period, which would be addressed where resources permit.  In a previous response to Ofgem’s consultation policy, we have suggested that Ofgem might consider planning on a basis of 75% of its resources to the key planned priorities, which allows 25% slack for unexpected delays and/or unplanned issues.
· Cost Benefit Analysis & Regulatory Impact Assessment – We welcome the fact that Ofgem proposes greater explanation of the rationale, which underpins its work, and to include cost benefit analysis for its proposals.  Transparency of such analyses is key where industry and consumers are being affected by major changes in the regime going forward.
· Consultation Roadmap – As we have previously proposed, we believe that for large subject area consultations, a roadmap of the consultations would be beneficial including proposed timescales for publications. A more holistic view of issues, thus outlining related subjects and how this relationship is to be managed would also be welcome, as this would assist all market participants in resource planning activities. 
5. conclusions

To conclude, we reiterate our broad support for this new format for the medium-term strategy for Ofgem.  Further development and increased analysis of the rationale behind certain key priorities in the plan would, we believe, be invaluable to the industry as a whole. The proposed programme is very full with no obvious recognition of any contingency in time (although contingency funds have been allocated, rising from £1.6m in 2003 to £2.5 in 2006).  It is, therefore, essential that the justification for the priorities is as clear as possible to the industry at large.  

As the pace of industry change is quickening, it is likely that longer term strategic industry initiatives such as the Industry Data Manager will mean tight control on costs and therefore priorities.  Ofgem should consider carefully those aspects within its plans that provide the greatest overall consumer benefits.  Areas such as LDZ price controls have dubious benefits and should be prioritised accordingly. 

It is important that resources are adequate to give timely decisions on industry/code change and the development of Ofgem Policy. 

We trust that the final plan will reflect these suggestions. 
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