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Gill Whittington

Chief Operating Officer

Office of Gas and Electricity Markets

9 Millbank

London

SW1P 3GE





Dear Gill

Proposed Ofgem Corporate Strategy

On behalf of National Grid Transco, I am pleased to have this opportunity to comment on your proposed corporate strategy.  It is very helpful to have a summary of Ofgem’s strategic approach, work priorities and outline time scales. We therefore welcome the consultative manner in which you develop the corporate strategy.

As you set out in the draft strategy, the main price reviews of NGC and Transco are major work items, the importance of which, we believe, will remain even as System Operator incentives develop.  We note the plan shows your price review activities for the NGC control building up in order to deliver a new control in 2006, with the Transco control then due the following year. Following the formation of National Grid Transco, we had understood that, to address what are increasingly common cost areas, you were considering a combined review of the NGC and Transco controls.  In so far as the draft corporate strategy does not appear to reflect a combined review, we would be interested to hear your latest thinking on this issue.

Given the work to develop SO incentives, co-ordination of work between the SO and TO price controls operating within each of the respective gas and electricity businesses will be increasingly important.  We would welcome some detail in the corporate strategy on how such key linkages are to be addressed by Ofgem’s organisation.

As regards the development of the TO price controls, we welcome Ofgem’s ongoing review of the monopoly network price control regime.  Whilst we recognise that the most immediate application of this work will be to the new DNO controls, we nevertheless think it essential that generic network price control issues are fully considered outside the DNO price control work stream.

The plan usefully explains the uncertainties imposed by the legislative process associated with BETTA and this inevitably limits the detail that can be provided.  However, given the extent that BETTA could interact with other developments and require activity in different forums, it would be helpful if the strategy could provide some outline of the forums in which joint working with industry will take place and the general sequence of consultation and decision making. For example, it would be very useful if the strategy could set out which developments would be progressed under GB governance arrangements and which would be progressed under those for England & Wales. 

The corporate strategy notes how European developments have a direct effect on British markets and consumers. Given the likelihood that such developments will be of increasing importance, some additional information on Ofgem’s strategy concerning the development of Europe-wide trading and transportation arrangements would be useful.

In respect of non-contractual interruptions in Transco's LDZ Networks, we understand that Ofgem intend to carry out audits each year from 2003/4.  There is also intent to implement an incentive mechanism that will require a consultation process and licence modifications during 2003/4 and 2004/5.  This activity does not appear to be fully reflected in the Strategy Document.

Finally, we welcome the continuing focus reported in the corporate strategy on the work required to introduce separate price controls for Transco’s regional distribution networks.   

Yours sincerely

Tim Tutton

UK Director of Regulation 
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