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Dear Fran

Arrangements for Gas and Electricity Supply and Gas Shipping Credit Cover

Thank you for your letters of 21 March 2002 to Tony Sharp and for the opportunity to comment on the above consultation.  Please note that I am providing this response on behalf of both Northern Electric Distribution Ltd (NEDL) and Yorkshire Electricity Distribution plc (YEDL).  As such our comments are confined to those aspects of the consultation that impinge upon electricity distributors.  In these comments we are wholly sympathetic to, and supportive of, Ofgem’s aims of protecting customers from actual or threatened de-energisation and from higher than necessary costs arising from inefficient arrangements for minimising the cost of actual or potential supplier failure.

We have contributed to, and fully endorse, the response submitted by the EA Distribution Commercial Group.  We would, however, wish to add our own points of emphasis, as follows:

Credit Cover Arrangements

With regard to the alternatives presented, we would comment as follows:

Letters of Credit or Cash – letters of credit may not be as acceptable as cash.   Before endorsing any proposal involving letters of credit, we would wish to have absolute clarity regarding the prior claims of relevant distributors to have the benefit of such letters of credit in the event of the supplier providing them going into receivership or administration.  We would also stress that, under current arrangements, 60 days’ cover is inadequate to cover the full period of outstanding liability at any given time.

A national model form of the terms of letters of credit or cash deposits would avoid duplication of effort and aid suppliers operating nationally.

Price Control Protection – in principle pass-through of bad debts from supplier default is an acceptable and equitable option.  However, we have two areas of concern that we would wish to see addressed in order to make this a wholly practical solution:

· Distributors have no control over which suppliers are active in their respective distribution services areas.  If a major supplier (eg the ex-incumbent PES supply business) failed, this could create substantial and very immediate financial difficulties for a single distributor, out of proportion to the problems caused to other distributors by the same event.  Given the speed with which it might typically be possible to implement pass-through, and the time that it would take for its benefits to be felt in such a case, it seems inevitable that the very survival of the distributor concerned would be in question.  Any solution based on pass-through must be done in such a manner that the distributor can remain in business.

· In light of Ofgem’s proposal for a sliding scale to apply in respect of amounts to be recovered via pass-through, it will be necessary to have absolute clarity as to the rules governing its application.  We support the principle of a sliding scale to incentivise efficiency but would wish to have certainty as to the steps needing to be taken to ensure full pass-through, and the timing of them.  The application of a sliding scale should also recognise distributors’ fundamental reliance on the timely and accurate provision of relevant information by suppliers and their agents as a pre-requisite to timely and accurate billing by distributors.  A national code of conduct, linked to the DUoSA, might be useful in this context.

Combination of Letters of Credit or Cash and Pass-Through – we believe that a combination of these measures might offer the most practical solution, in that the availability from the outset of a major supplier failure of an appropriate level of cash would address any short-term financial difficulties of a distributor and allow time for the implementation of pass-through.

Identification of the Need for Clearer Enforcement Rules 

We agree that there is a need for clearer enforcement rules to deliver consistency in the provision of credit cover and the payment of invoices.  Our experience to date has been that some suppliers have been less than forthcoming in providing and maintaining security cover.  To avoid the same being true in relation to providing cash or letters of credit, we would wish enforcement rules to properly incentivise suppliers to provide cover as and when required. 

 We believe also that interest should be applicable to overdue debts and that there should be clear understanding on both sides as to the timing of court action.  Whilst suspension of registration services may not be the most effective sanction against a struggling supplier, we nevertheless agree that the rules regarding the restricting or stopping of registration services should be clarified.

Failure of a Supplier to Increase Cover

The UoSA has a clear timetable for providing increased cover once it has been requested.  Suppliers invariably fail to comply with this.  There should be a clear escalation process including suspensions of registrations and referral to Ofgem.  A potential mechanism for achieving this would be to make compliance with the DUoSA a supply licence obligation.  We note that elsewhere cover is required to be increased before it has been exceeded, based on a trigger.  We believe that a similar process should be invoked for electricity distribution.

Additional Changes

We agree that there should be a review of  invoicing cycles and payment periods, but we believe that this should be undertaken as part of the current exercise, since changes here could improve the viability and palatability of solutions being considered now.  For example, a shorter billing cycle would reduce instantaneous liabilities and, hence, the amounts that might need to be tied up in letters of credit, though implications for settlement cycles, reconciliations and requirements for suppliers to provide data would also need to be taken into account.  The scope for prepayment and increased payment cycles should also be investigated.

I hope that you will find these comments helpful.  Please do not hesitate to contact me if you would like to discuss any of them further.
Yours sincerely

KIRSTY McHUGH

Director Regulatory Affairs

