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Dear Gill,

Ofgem’s Proposed Corporate Strategy 2003-06

Innogy welcomes the opportunity to comment on Ofgem’s proposed Corporate Strategy. We have broken our comments down into the five themes used by Ofgem.
 Making Competitive Markets Work Effectively

· We are supportive of competitive markets and welcome developments that further move in that direction. At times all markets will be put under stress. There is a great temptation when this happens to look for an administered solution rather than allowing the market to develop. If this happens there is a danger that forward signals will be dampened, affecting, which could impact on security of supply.

· Ofgem should continue to review detailed sectoral regulation, withdraw where competition is effective and instead rely on enforcement of competition law.

· We are supportive of extending NETA into GB wide arrangements.

Regulating Monopoly Businesses Intelligently

· We do not support the current proposals for transmission access and would ask that Ofgem work with the industry on how the present arrangements can be improved. We are also concerned that the present governance arrangements may be bypassed by the introduction of a Licence Condition into NGC’s licence to use reasonable endeavours to modify existing transmission access arrangements.

Securing Britain’s Gas & Electricity Supplies

· Security of Supply will be enhanced by a combination of factors. Competitive markets which produce forward signals will go a long way to ensure this security is delivered. The regulator has a role here, to ensure that the markets are fully competitive and to monitor the emerging signals. 

Helping to Tackle Fuel Poverty

· This is a high profile and complex area where the issues relating to fuel poverty require a multi-agency approach as opposed to solely a market led solution. Suppliers are obviously major players here, but so too is Government. In any measures that are proposed, there must be some justifiable and sound economic rationale for their introduction implementation.
Meeting Environmental Objetives

· Whilst we generally support market mechanisms they must be designed appropriately to deliver real benefits. We do not believe that implementing the LCPD by means of a National Plan will be in the best interests of electricty consumers. Because it has to be based on plant operation between 1996 and 2000 a National Plan is likely to be the most costly option over a range of credible coal burns, will create distortions within the market by separating out coal plant and locking in peculiarities that existed pre-NETA, would restrict flexible operation of coal plant with potential security of supply implications and, if based on SO2 and NOx trading could threaten successful CO2 emissions trading.

· The main environmental concern is climate change and so CO2 emission reductions at affordable cost is the key environmental challenge. It is essential that the introduction of the EU emissions trading scheme creates a framework in which Government targets are delivered at least cost to the consumer. If, as expected, the electricity generators are required to make the major contribution to future emission reductions it is essential that the process of determining baselines and allocating permits to the generators does not impose higher costs than necessary.

· Advantage should be taken at the earliest opportunity to remove the market distortion created by the formation of separate RO buy-out funds in England & Wales and in Scotland. The distortion could be easily removed by amending the RO and ROS to create a single buy-out fund covering the UK.

· We are keen to develop schemes for the production of renewable energy from co-fired biomass. This would help deliver Government targets in the short term and could help build a market for UK energy crops in the longer term. At present the major barrier to this is the restriction put on biomass co-firing within the current RO legislation and we would advocate that this issue is also adressed at the earliest opportunity.

Developing Ofgem’s Effectiveness and Efficiency

· Ofgem give some detail on how they expect to spend the budget over the plan period. What seems to be lacking is a perspective on how the budget has been spent year to date. This would give industry a useful comparison.

We would be happy to discuss any of the above issues further with you.

Yours sincerely

Alan McAdam

Economic Regulation

Innogy plc
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