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Dear Mr Halldearn

RE:  
The development of British electricity trading and transmission arrangements (BETTA)


Report on consultation and next steps

Centrica welcome the opportunity to comment on this latest report on the development of British electricity trading and transmission arrangements (BETTA).  As we have previously stated we are supportive of the principles behind BETTA and believe a fully competitive GB electricity market will bring benefits to both customers and market participants.  

We would like to comment on a number of the areas discussed in your May document.

Allocation of Functions Between the system operator and transmission owners

The allocation of functions between the system operator and transmission owners is a key element of the development of BETTA.  We will provide more detailed comments on this element of BETTA in response to the DTI/Ofgem consultation paper “The process for identifying the GB system operator” but would like to note the following points here.

We welcome Ofgem/DTI’s agreement that the GB system operator should not own any generation or supply businesses.  This will give reassurance to all participants that they will be treated equitably.  It is also essential that a GB system operator acts with the same impartiality when dealing with all transmission owners.  If the role GB system operator is not considered incompatible with that of a transmission owner then the appropriate controls must be in place to reduce the risk of perverse incentives.

Transparency in the interactions between the system operator and the transmission owners is vital.  The most efficient way of ensuring transparency would be to develop a Code with full industry input and involvement covering the interface between the different organisations.  This must be supported by appropriate incentives on those parties.  

In addition to the interface between the system operator and the transmission owners, the relationship between the Distribution Companies and the new system operator and transmission owners must also be considered.

Development of GB Industry Codes

The extension of the England and Wales BSC, CUSC and Grid Codes to Scotland is the most appropriate form of governance for the BETTA market.  These Codes are now properly established with transparent and effective change processes in place.  However there are a number of issues that must be accounted for if an efficient transfer of these arrangements is to take place.

In the May 2002 document Ofgem/DTI recognise that the England and Wales BSC, CUSC and Grid Code documents that are consulted upon will not necessarily reflect those that exist at BETTA Go-Live due to their respective change processes.  This is a serious issue as some changes will have a fundamental impact on the market arrangements.  

The May document considers a number of options for dealing with this issue.  The first of which suggests that those responsible for progressing modifications may like to note the broader context resulting from BETTA.  The document goes on to state “Whist the bodies’ decisions must be limited to England and Wales considerations, they may note the perceived impact on the BETTA project to the Authority”.   Although this may be appropriate for some issues with a lesser impact, it may not be effective for others such as Transmission Losses where the impact of extending the England and Wales market to Scotland will be more profound.  The reports sent to the Authority under these processes provide a full Assessment of the impacts and issues involved in any change.  Noting a perceived impact will not provide a similar level of detail to the Authority.  We would suggest that this would not provide the Authority with sufficient comfort when making any decisions in line with their statutory duties.

We note two further suggestions: that Ofgem may consult upon the issues raised by proposed modifications as part of the BETTA project and that the Panels that govern the GB documents should consider whether approved modifications to the England and Wales documents should be included within GB documents.  These options may offer a pragmatic solution but we have two principal concerns. First, both options, which the document does not consider to be mutually exclusive, require further consultation on modification proposals.  We agree that full industry participation and input is required for an open, transparent change process but these proposals risk overloading participants with consultations and re-consultations on issues. 


Secondly, re-opening consultations on approved modifications will introduce significant regulatory uncertainty and risk into the market.  It is essential that there is certainty that a decision once made is not reversed, not least because any changes generally require changes to participant and central systems at some cost to the industry.  

One option that has not been considered in the May document is to extend the vires of the bodies considering changes to the aforementioned industry Codes.  Whilst we recognise that this may require a change to the current legislation we believe it is an option that should be fully investigated.  If such an approach were instigated it would allow full and complete assessment of any issues raised in a GB context and should effectively reduce the level of consultation that participants would have to consider.

Costs and Benefits from the Development of BETTA

The direct costs to participants for the development of BETTA are considered to be low by Ofgem/DTI as most already participate in the England and Wales market and so understand the NETA systems and are able to use them.  Whilst this may be the case it is a limited view on what the costs will be to market participants.  Until the full design of BETTA is known the total impact and costs on market participants cannot be fully assessed.  

Centrica believes that the full costs and benefits of the BETTA proposals to all participants are an important element in the decision on the final shape of the proposals.  As such we believe that it is important that detailed analysis is carried out as soon as possible to ascertain this information.  This should include not only the cost of changes to central systems which, based on current experience to date, may be higher than originally anticipated, but also all affected parties whose systems will require modification or rebuilding to cope with the enhanced scope of the BETTA regime.  We also believe that it is important to assess how the benefits anticipated by Ofgem will be achieved in view of the interaction between the various elements of the proposal and, amongst other things, the state of the England and Wales market post NETA and increasing European competition.

The May document states that one of the perceived benefits of BETTA is to support more efficient signals for the longer term development of the electricity transmission systems and the associated patterns of generation and demand.  Although we support this aim we also note the Government’s current target for 10% renewable energy by 2010.  Much of this plant will be located in Scotland, which itself has a target of 18% of energy from renewable sources by 2010, due to the physical location of the fuel source e.g. wind.  This would imply that there is some limitation on the ability of renewable generation to respond to signals for its location.

Considering the targets mentioned above it is important that the implementation of BETTA should not have an adverse impact on the development of renewable energy.  However, we believe explicit support for renewables should be direct (e.g. through the Renewable Obligation which targets support specifically at renewable generators) and not through any mechanism that distorts the efficient operation of the market in order to protect the output of renewable energy generators. 

Further to this, the combined signals from BETTA and other initiatives providing locational signals such as transmission access and losses arrangements should not be so strong as to fragment the energy market.  This would seriously reduce the benefits that will be achieved by BETTA.

Project Organisation and Expert Groups

Centrica note the expectation that a number of expert groups will be constituted to provide technical assistance to the BETTA project team.  Whilst we recognise and support the requirement for technical advice it is essential to maintain openness and transparency during the development and implementation of BETTA.  As such a robust reporting mechanism must be in place to inform the whole industry of the advice provided to the BETTA project team.  Furthermore the selection and constitution of those expert groups must be within the public domain, perhaps through the Ofgem website.  Centrica would be pleased to provide input to these expert groups.

With regards to the principal workstreams that Ofgem has created for the development and delivery of BETTA it would be helpful to know who is leading those workstreams.  An identifiable lead party would allow an easy and efficient channel through which concerns of participants, and the project, could be addressed.  

Timetable

Following the presentations in Edinburgh on 20 June it is clear the timetable for implementation of BETTA is very ambitious considering the complex interactions with the proposed Transmission Losses changes and the ongoing discussions for the reform of Transmission Access and Charging. We also note the dependence of the April 2004 date on the timely passage of the BETTA Bill through Parliament and look forward to Royal Assent being achieved.

We trust that these comments are useful and we look forward to participating fully in the development of BETTA.  Should you wish to discuss any of the issues further please do not hesitate to contact me on the number given above.  

Yours Sincerely

Danielle Lane

Transportation Analyst

cc: N Pitts, DTI
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