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Development of British Electricity Trading and Transmission Arrangements

We welcome the opportunity to comment on Ofgem’s further consultation on the development of British Electricity Trading and Transmission Arrangements, and our comments are attached.

We continue to believe that it is timely to consider the future trading arrangements in Scotland given the likely substantial changes in the market in the medium term. In particular, the anticipated influx of renewable generation in Scotland as a result of the Renewables Obligation raises a number of issues that need to be addressed.

Although Ofgem/DTI’s thinking has developed in certain areas, there remains considerable uncertainty about BETTA which could potentially undermine the process going forward, and these are set out below.

Allocation of SO and TO responsibilities

We support Ofgem’s initial preference for a “shallow” system operator model where the TO retains responsibility for system planning, investment and maintenance of the system.  In these circumstances, the SO would only be responsible for the real-time balancing of the system.  In our view, this broad approach is capable of working in practice and would minimise the potential operational inefficiencies that would occur if the SO had a “deeper” role.  However, there is much work to do to finalise the detail of how such a split would work in practice and we our very keen to be involved in taking that work forward. 

Furthermore, when the SO and TO roles are formalised in licence conditions under the legislation, we believe that is important that these roles cannot be changed without a formal opportunity for consultation and appeal (i.e. the normal Competition Commission route for disputed licence changes).

While we are working with Ofgem to determine the optimal split of the SO and TO functions, we are very concerned that interim reforms regarding access arrangements and incentives on NGC as the E&W system operator will undermine this work.  For example, if the SO is to be given incentives analogous to Transco either to buy back capacity, or to invest in the system then there is a danger that this could undermine the high level split determined by Ofgem above. Under this framework, the role of the TO could be limited to simply collecting “rent” for the assets he owns. 

We would regard such a split as unacceptable and indeed unworkable in practice. We therefore firmly believe that if a deep SO incentive framework is accepted by NGC in E&W before BETTA, then such a scheme should not be automatically imposed in Scotland as part of the BETTA legislation. This would not prevent Ofgem from subsequently putting forward proposals to the Scottish TOs (and the GBSO) using the normal licence modification process after BETTA has been introduced.

Transmission Access and Charging

We do not necessarily agree that there needs to be a harmonised connection charging policy across GB as a necessary condition for BETTA, although we recognise the potential benefits of doing so. However, if there is to be a single method for connection charging, for legal reasons the bilateral connection agreements would need to be between customers and the TO.   This could be achieved within a GB CUSC framework, with the CUSC operating as a multi party document similar to the MRA incorporating the respective roles of the TO and SO.

More importantly, the precise method of charging for transmission under BETTA needs to be clarified as a matter of urgency. In particular, there is a generally held regulatory principle that network charges for use of the system should not be subject to any substantial shocks year-on-year and we would urge Ofgem to provide some comfort that this will be the case under BETTA. Indeed, given falling transmission charges generally through the application of the RPI-X formula, we see no reason why Ofgem/DTI can not provide a commitment that Scottish generation will not face any (real) increase in the amount paid for transmission under BETTA.

Related areas of uncertainty arise because of Ofgem’s current proposals for reform of transmission access arrangements in E&W, and the application of zonal loss factors. While we welcome Ofgem’s commitment to consult specifically on whether such interim reforms to NETA in E&W before 2004 should be extended to Scotland, we do not believe that this commitment is sufficient to reduce the considerable uncertainty for market participants in Scotland about exactly what is being proposed as part of the BETTA package of reforms. We therefore firmly believe that there needs to be a formal mechanism in place to take into account the potential consequences for Scotland of interim changes to the BSC and CUSC in E&W before BETTA. We also believe that there would need to be a cut-off date to the E&W arrangements beyond which no further changes could be implemented before the introduction of BETTA.

Other issues

A number of other issues remain unresolved, and these have been summarised below:

· While 132kV has been retained as a transmission voltage for Scotland in the legal sense, there are issues still to be resolved concerning the treatment of embedded generation.

· Security standards are different between the three transmission licensees, and in our view do not justify harmonisation.  However, if Ofgem believes that it is appropriate, the additional investment in the Scottish network to meet the same technical and operational standards would need to be recognised by Ofgem.

· There are also a number of issues to be resolved regarding SESL and ELEXON, in particular: vires of SESL and ELEXON to carry out work in BETTA systems development; run-off arrangements for settlement staff and systems; and cost recovery.

· Cost recovery remains an important issue, and it should be made clear that the implementation costs will be recovered across all GB customers.

· We agree with Ofgem that any treatment of the restructuring contracts in Scotland fall outside the direct scope of the BETTA reforms.

In conclusion, there are a still a number of key issues that need to be finalised in the near future, so that participants can understand the potential impact of the proposed package of BETTA reforms.  Without this clarity the ability to achieve the 2004 target for the introduction of BETTA will, in our view, be undermined.

If you would like to discuss any aspect of this further, please give me a call.

Yours sincerely,

Rob McDonald

Group Regulation Manager

cc: Nicola Pitts, DTI
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