London Electricity Group plc’s Proposed Acquisition of CSW Investments 

(The holding company of Seeboard Group plc)

A response from British Gas

Set out below is British Gas’s response to the issues raised in the above consultation paper.  The consultation paper is very clear in setting out the details of the transaction and its likely effect on the relevant markets.  Taking each of the issues raised in turn, British Gas’s comments are as follows.

1. Domestic Electricity Supply

As a result of the acquisition, the customer numbers in this sector of the market exhibited by LEG is approaching the level of customers at which it is commonly believed economies of scale can be realised.  

We agree with the need to consider domestic electricity supply competition nationally and, separately, in the former PES supply areas.  Furthermore, we agree with Ofgem’s initial view that the transaction does not raise competition concerns in domestic electricity supply given the levels of competition in existence.  It is our view that the transaction does not significantly affect that (and this is our view notwithstanding the geographic concentration of the customers exhibited by the merged entity).  

Going forward, and assuming clearance of the merger, it will be interesting to note the action that will be taken (clearly over a transition period) in relation to pricing by LEG (and its Group companies) in the Seeboard area where currently there exists a significant difference in prices (exhibited by companies in the LEG group) and a relatively high market share.  British Gas has raised previously this issue in relation to acquisitions of former electricity PESs.

2. Non-Domestic Electricity Supply


British Gas agrees with the conclusion reached that competition in the non-domestic market is well developed.  


Whilst the increase in market share exhibited by the acquisition is significant, it is our understanding that a number of other suppliers with a market share of around 10% exists and that, even after the transaction, LEG will not be the biggest supplier in this market.  We therefore agree with Ofgem’s initial conclusions on the basis of the level of competition in that market.

3.
Gas Supply – Domestic and Non-Domestic


Again, here, we agree with the assessment being carried out on a national basis and agree with Ofgem’s initial views in relation to both domestic and non-domestic supply, as the market is one in which competition is well developed, and the increments to market shares in each market are relatively minor. 

4. Electricity Generation


Here the market share increases arising from the transaction are very minor as to be almost insignificant.  We do not, therefore, believe that there is any concern in relation to this part of the transaction.  


Para. 5.26 of the consultation paper invites comments on the issue of the “increased vertical integration of LEG”.  In our view it is not entirely clear that the transaction does increase LEG’s current position.  Whilst there are increases in generation capacity and output, these are actually insignificant compared to the increases in electricity supply.  Furthermore, the largest increase in electricity supply is in the non-domestic market which would suggest a large increase in electricity supply requirements which is actually off-set by a relatively minor increase in generation capacity.  Unfortunately, from the information given in the consultation paper it is not entirely clear what the resulting position is, but it would appear that any current vertical integration is actually diluted by the transaction rather than increased.  We do not, therefore, have a problem in this regard.

5. Electricity Connections and Metering 

We have no concerns in this area.

6.
Electricity Distribution


We note the operation of the policy introduced recently with respect to mergers in the distribution sector.

Summary

In summary, we do not believe that there are any aspects of this merger which

suggests that there are any competition concerns and would support a recommendation to this effect to the DGFT.
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