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OFGEM PROPOSED CORPORATE STRATEGY 2003 – 2006

ELECTRICITY ASSOCATION COMMENTS
Introduction 

The Electricity Association (“EA”) is the trade association that represents electricity generation, transmission, distribution and supply companies in the UK.  We welcome the opportunity to contribute to the discussion on Ofgem’s three-year strategy.

This paper provides a broad overview of EA members’ views on Ofgem’s three-year strategy.  The EA recognises Ofgem’s continuing commitment to consult widely on its future work programme before finalising their strategic plan. In particular we welcome the series of briefings and discussions held during the consultation process with key stakeholders in the industry. 

The EA agrees with the themes for driving Ofgem’s work over the next three years.

General Comments
The electricity industry has been subjected to regulatory, structural and commercial changes on an unprecedented scale, which have accelerated over the last three years with the opening of the supply market to full competition and the introduction of NETA. The electricity sector has changed beyond all recognition, inefficiencies have been driven out, and there is now full and effective competition in both electricity generation and supply. The priority should now be to create a stable and predictable regulatory framework which delivers long-term incentives for investment in both generation and networks, and seeks to minimise intervention in competitive energy markets.

The EA support Ofgem’s withdrawal from regulation in some areas where it is no longer necessary (for example supply price controls), however, there is still a need for improvement in this area. Although Ofgem has recognised that competition is established in both wholesale and retail markets, 60% of Ofgem’s effort is still being allocated to competitive markets.  Even without BETTA the level is still over 50%.  The electricity market remains heavily administered – virtually no rule change can be made without Ofgem and in recent years we have seen an increasing tendency to ‘interfere’ with detailed mechanisms which yield few if any benefits to customers. Where there is competition, the appropriate regulatory mechanism is the competition Act.

The EA would like to see a more focussed approach on a narrower range of issues. If Ofgem was to concentrate on a small number of core issues, it would allow resources currently being spent on less important issues to be better utilised.  

Regulatory Impact Assessment

The EA notes that important elements of the Better Regulation Taskforce report including cost-benefit analysis have yet to be implemented by Ofgem and the corporate plan would benefit from such improvements.  However we welcome the indication at Ofgem’s Corporate Plan Seminar on 30 January that from 1 April some consultation papers would include a regulatory impact assessment, with particular emphasis on environmental and security of supply issues.  

The EA appreciates that it is not always easy to quantify the benefits.  Nevertheless where regulation imposes significant costs, it is crucial that a cost-benefit analysis is carried out.  In the EA's view, Ofgem should only proceed with major projects where it can demonstrate with confidence that the benefits of its proposals outweigh the costs and impact on affected stakeholders. 

Making competitive markets work successfully 

Wholesale markets

The level of wholesale prices is causing difficulty for most of the electricity generating industry. Some generating capacity is already being taken out of service and new investment may be deterred either by the perceived risks of the wholesale market, or by the prospect of political or regulatory intervention.  

A sustainable solution is needed for the whole industry, which will reward stand-by capacity and encourage new investment to ensure future security of supply.

Industry Structures 

The EA does not consider the metering strategy should continue to be a major work area for Ofgem.  A significant amount of effort has already gone in to this area and Ofgem’s success in creating a competitive metering market should be acknowledged. Ofgem has recognised in its published metering strategy that the main benefits for customers will come from advanced metering and the industry should be given the freedom to develop this, so long as this is not done in a way which distorts future competition.  

Competition in connections is welcome by DNOs as it could lead to increased efficiencies and drive innovation.  However Ofgem’s work in this area has not yet reached a stage where a true national market exists. We believe that work here should concentrate on the development of a standard adoption framework to make the market work effectively.  There is also needs to be more co-ordinated thinking between Ofgem, DTI and HSE on safety and commercial issues.

Regulating monopoly businesses effectively

The EA believes that the overall aim should be to maintain robust transmission and distribution networks. This requires a more stable and predictable regime which provides adequate incentive, whilst addressing the issues of risk, to ensure continued investment in the infrastructure.  

Developing Regulation 

We welcome Ofgem’s commitment to the development of a price control regulatory framework which will reward efficient investment and efficient operation of the networks.  The development of the price control framework is the most significant regulatory issue facing the transmission and distribution businesses in the forthcoming year.   

We support Ofgem’s view to tie together the various strands of work relating to distribution businesses.  In particular the timetable of work on both distributed generation and the structure of charges should be linked to wider price control deliberations.  
Distributed generation is a major change in generation policy and requires major changes in the way the industry manage their networks. Due to the large technical difficulties and costs involved to increase distributed generation, the government and Ofgem need to provide mechanisms which properly incentives DNOs in order for progress to be achieved in the relevant timescales.

Regulatory Effectiveness

The EA believes that a number of issues need to be considered to ensure Ofgem’s corporate plan deliverables are carried out successfully. 

· There is a need to retain continuity at Ofgem despite the senior staff changes anticipated in 2003.  This is particularly pertinent to the development of the distribution price control.  

· It is essential that Ofgem takes full account of the affects on industry resources of any delays it imposes on agreed timescales. 
Regulatory Costs


The EA would like to see the plan present its data on a consistent basis year by year to facilitate direct comparisons of financial data.  We are disappointed to see that Ofgem have done nothing in the interim to reduce last year’s projected budget of £36.0m for 2003-2004.   

In particular we are concerned that Ofgem’s budget for Promoting Competition (excluding BETTA, Metering and Connections) is 42% higher than that for Regulating Monopolies. 

The EA accepts that Ofgem has taken on a number of new responsibilities as a result of government policy.  Nevertheless, other factors should mean a significant reduction in costs including the transfer of some activities to energywatch and the development of competition in the retail and wholesale markets. 

The EA welcomes the fact that spending on consultants is falling, but notes that this still forms a significant part of the budget. In the interests of greater consistency and cost-effectiveness, it would be preferable for Ofgem to develop this expertise in-house rather than employing external consultants. 

Conclusion

The EA welcomes the publication of Ofgem's three year plan and the improved process of consultation which the regulator has introduced.  In summary the key points for the EA arising from the proposed corporate strategy are:

· To create a stable and predictable regulatory framework which, delivers long-term incentives for investment in both generation and networks.

· Full regulatory impact assessments should be carried out for all major projects, including a cost benefit analysis.

· A review of all work areas to determine where regulation can be reduced, which will lead to a significant reduction of costs.
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