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Innogy’s response to the May 2002 

DTI/Ofgem Consultation paper
Introduction

1. As we noted in our response to the December 2001 consultation paper Innogy fully supports the objective of liberalising the Scottish electricity market in order to facilitate competition in the generation and supply of electricity.  We believe that this will bring benefits to customers by providing choice in their electricity supplier, ensuring prices flow from competition, and enhance the security of the electricity market in general.  

2. However, we also noted our concern that adopting a single GB SO model may give rise to implementation difficulties that delay the benefits of a liberalised market.   In our response to the December consultation paper we considered whether a split market arrangement that reflected the innate differences of the systems either side of the Scotland/England border might not prove a more pragmatic approach and thus achieve the desired objective more rapidly.  We would suggest that there might be some merit in at least keeping open the prospect of this variant to the single market approach. 

3. We are further concerned that the amount of time needed to modify the various Industry Agreements and Codes might have been significantly underestimated.  For example variation of the Meter Registration Agreement (MRA) was not required for NETA Go Live, but would presumably be a major feature of BETTA Go Live.   Differing operational practices, security standards and physical arrangements in Scotland may result in it being impossible to combine certain aspects of the Grid and Distribution Codes. 

Prior Consultations

4. We have a number of comments on the conclusions that DTI/Ofgem have drawn from the results of the December Consultation.  

5. The notion in paragraph 4.25 that the GB System Operator should contract with parties for both use of system and connection appears to be based on a confusion between the two activities.  Connection contracts are associated with specific assets that are essentially an extension of the distribution network or power station.  They are effectively a “lease” for identified transmission assets whose ownership resides with the TO.  Use of system charges are based on economic concepts designed to provide locational signals for siting and despatch (which might be judged to be the domain of the SO).  They also provide for the collection of a sufficient revenue to give the TO a reasonable rate of return on historic investment.  It is difficult to imagine that the contractual arrangements could be other than connections being made with the TO, and Use of System with the SO in the first instance.

6. The position of the 132 kV system (paragraph 4.32) is anomalous between England and Scotland.  Whilst DTI/Ofgem may not feel it appropriate not to change the definition of “transmission assets” there must be a case for the operation of the 132 kV system to be in the same operational context as the 400/275 kV assets.  This would also help address some of the operational and commercial issues that occasionally emerge between NGC and the distribution companies in England & Wales.  Generally there is a need for the symmetrical treatment of transmission connected generation and that embedded in the distribution system to ensure economic parity between generating units of differing sizes.

7. We would reiterate the concerns in our response to the previous consultation in the context of paragraph 4.37.  The argument for a unified market, rather than two adjacent markets based on similar but not necessarily identical arrangements, is crucially dependent on the disappearance of the endemic transmission constraint between Scotland and England.   The forecast in the December consultation paper was that this constraint would melt away with the arrival of the North Yorkshire line.  However, our understanding is that the constraint is consequent upon both stability and thermal considerations and may persist after the reinforcement of the system.  If this is the case then the most effective way to deal with the consequent transmission congestion cost might be by the recognition of separate pricing hubs for Scotland and England rather than a unified arrangement. 

8. The harmonisation of the security standards is a key issue if there is to be a single SO.  This might mean back tracking into more economically based standards rather than the definitive standards that tended to come out of the last review.  (paragraph 4.45).

Implementation Issues

9. As we noted above we are concerned that the restructuring of the various industry agreements will turn out to be a much more substantial task than appears to be envisaged.  In particular the impact on the Meter Registration Agreement may be particularly substantial.  (Paragraph 5.4)

Next Steps

10. The timetable outlined in section 6 of the consultation document looks particularly compressed.  It contemplates consultation on no less than 10 major subject areas during the three months from July to September.  It is difficult to imagine that there will be sufficient expert resource available within the industry to support fully such a programme.  The experience of NETA cautions that if the conceptual phase of the implementation is not properly thought through then the industry is likely to waste much time and resource trying to sort out the inevitable shortcomings and anomalies in the subsequent design.  

Draft Regulatory Impact Assessment

11. It is heartening to see an attempt to assess the worth of the BETTA proposal although it would have been interesting to see a comparison between the benefits that might emerge from alternative models (in particular a split market arrangement) and that proposed.  Generally the assessment would seem to overstate the benefits and under state the costs of its implementation.  

12. Around one half of the benefit arises from an assumed 1-2% reduction in the wholesale price of electricity compared to what it would otherwise be.  We wonder if this benefit should not more appropriately be associated with the increased competition in generation (as opposed to supply) that will arise from mitigating the Scotland/England constraint.  To this extent it might be viewed as a consequence of the investment in the North Yorkshire line.  If the transmission constraint is not removed by this investment then it seems unlikely that competition in supply alone will create the pressure anticipated on wholesale prices.  Competition in supply alone will operate mainly on supply margins rather than on wholesale prices.

13. Assuming that the benefit of the unified market will persist for 50 years rather assumes that the no other changes in this period can release the same effect.  This might be seen as a somewhat pessimistic point of view given that the previous market arrangements only lasted for a little over a decade.  We would have looked for a significantly shorter horizon to realise a return on the investment.  

14. Costs of changes to user systems and the users input to core documents should also not be underestimated.  However, notwithstanding this we would agree that the benefits of introducing competition into Scotland should more than outweigh the costs of establishing that competition.
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