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Dear Mr Haldearn

The Development of British Electricity Trading and Transmisson Arrangements
(BETTA)

Ofgem/DTI Report on consultation and next steps

The Confederation of UK Coa Producers (Codpro) represents member companies
who produce over 80% of UK cod output. The grest mgority of this production is
sold to the electricity generation industry. Coalpro therefore takes a close interest in
al devdopments affecting that industry and has supported the introduction of NETA
and Ofgem/DTD’s objectives in maximisng competition in the dectricity and ges
indudtries.

The introduction of NETA has seen a reduction in wholesale dectricity prices and an
increase in cod consumption at power dations. This is not coincidenta. It has
occurred because NETA has resulted in prices which ae more reflective of
underlying generation costs. Coalpro therefore supports the introduction of BETTA
and believes that it will result in a further lowering of prices and a further increase in
cod consumption, particularly at the low cost Scottish cod-fired power sations.

One inadvertent impact of NETA has been the loss of some market transparency.
Under the Pool arrangements aggregated generation unit by unit was available from
ESIS and published in a number ofjournas such as Power UK, UK Powerfocus and
Coal UK. Under NETA thisis no longer available and proposds to modify the
Bdancing and Settlement Code to permit the production and release of this data has
met with a negetive response from the industry. Modification Proposd P50 sought to
redress the stuation but the BSC Panel has recommended rgection. One of the
origind objectives for NETA as published by Ofgem in January 1998 was to
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“provide for transparency in the operation of the pricing mechanism and the market
generdly”. We believe that the publication of aggregated generation data on a weekly
and/or monthly basis would enhance the transparency and help companies outside the
BSC to understand developments in the market and assess the effective operation of
the market. We therefore propose that revision to the BSC code to incorporate GB
wide arrangements includes a requirement that the system operator produces
aggregated generation data in line with Modification Proposa P50.

We are concerned over the treatment of losses and the potentid for discrimination
againg cod fired power gations in the North of England and Scotland. We would like
to be closdy involved in discussons on this issue.

The Seven Year Statement published annudly by NGC is a very useful document and
should be produced on a GB wide basis as soon as possible.

The Ofgem/DTI paper specificdly asks for comment on the next steps as st out in
Section 6 and Appendix 4. Coalpro agrees with the process set out therein but
believes that there are two fundamental issues that need to be addressed immediately.

First, the document does not envisage that the Scottish restructuring contracts will be
brought to an end with the legidation needed to implement BETTA. These contracts
were endvined in the endbling legidaion for the privatision of the Scottish
dectricdity industry. They ae fundamentaly anti-competitive. In paticular, the
Nuclear Energy Agreement (NEA) provides a guaranteed market for the entire output
of British Energy’s Scottish power dations. Consequently, if the NEA is permitted to
outlast the introduction of BETTA, it will prevent the emergence of a fully
competitive wholesdle dectricity market in Scotland. The achievements of the
objectives of BETTA will therefore be sgnificantly compromised.

Secondly, the document considers, but rgects, the need for separate ownership of the
sysem operator function of the transmisson network. The implication is that the GB
wide system operator will be NGC. Coalpro has argued for separate ownership in
response to previous conaultations on BETTA. Ofgem argue in the paper that there
may be bendfits in retaining common ownership. However, whilst this may have been
aguable a the time this document was being written, the announcement of the
proposed merger between NGC and Lattice (Transco) fundamentaly changes the
postion and means that common ownership of the system operator function and the
transmission network assets is no longer acceptable.

Such a merged company would have a dear financid interest in maximisng the flow
of both gas and dectricity through the respective networks. There are obvious
economic incentives for the dectricity system operator to so arrange the operation of
the network to the advantage of gasfired generation to maximise the flow of gas
through the gas transmisson network. There are obvious opportunities for anti-



competitive cross-subsidisation. This would act to the disadvantage of generators
usng other fuds, induding cod.

It may be argued that the operation of both networks is subject to regulatory
requirements and supervison. However, the avallability of information between
regulators and those regulated is asymmetric, a point specificaly made a para R 10 of
the Draft Regulatory Impact Assessment. For this reason, Codpro's view is that the
merger should not be alowed to proceed in any event, and this point has been made in
response to Ofgem’s consultation on the proposed merger (my letter of 23 May to
Lisa Vango refers). This goplies to England and Waes, let done in the context of
BETTA.

Coalpro therefore believes that, if the merger is alowed to proceed, the opportunity
should be taken in the BETTA legidation to enforce a separation of ownership of the
sysem operator function from ownership of the assets of the dectricity transmission
network.

To summarise, Coalpro strongly supports the principles behind, and a rapid
implementation of, BETTA. However, to achieve the objectives of BETTA requires
that the enabling legidation both brings to an end the Scottish restructuring contracts,
paticularly the NEA, and separates the ownership of the system operator function
from the rest of the transmisson network. Coalpro agrees with the next steps in the
process as st out in the paper, but beieves that these fundamenta issues should be
addressed immediately.

These points have aso been made to the DTI in our response to the Draft Regulatory
Impact assessment and a copy of my letter to Richard Penn is attached.

Yours sncerely

el

p‘p B J Rostron
Director Generd



