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Dear Gill

OFGEM PROPOSED CORPORATE STRATEGY 2003-2006 

ScottishPower welcomes the publication of Ofgem’s second three year corporate strategy and the early consultation process commencing in July 2002. We recognise the positive steps Ofgem has taken in developing a fuller understanding of its role and aims, and the benefits of continuity of approach evident from this fourth plan building on the previous three.

The prior consultation in advance of publication of the plan together with the interactive focused stakeholder sessions have helped to further increase the awareness of the industry and customers of Ofgem’s medium term aims and agenda. We found the session we attended in London useful. 

The key points for ScottishPower arising from the proposed corporate strategy are:

· The themes for the next three years which will continue to drive Ofgem’s strategy are welcome.

· The new challenge of rewiring Britain to enable the Government’s renewables targets to be met is paramount.

· Full regulatory impact assessments should be carried out for all major projects, including an economic cost-benefit analysis as well as identifying social and environmental impacts.

· Changes in the England & Wales market should be co-ordinated with the development of British Electricity Trading and Transmission Arrangements (BETTA) to avoid developments in England & Wales which could turn out to be redundant e.g. zonal losses, NGC deep incentive scheme, NGC review of charges in England & Wales.

· Post 2005, once BETTA has been implemented and the distribution price control reviews completed, there should be a significant reduction in Ofgem’s workload and costs.

· Duplication between Ofgem and DTI should be avoided.  Ofgem and DTI should not need to consult separately on the same issue.

Themes for Ofgem’s work in 2003-2006
We support the four themes which will continue to drive Ofgem’s strategy over the next three years, with securing Britain’s gas and electricity supplies as the overriding theme.

We are, however, concerned that developing Ofgem’s effectiveness and efficiency, which last year was one of the five themes driving work, has this year been relegated to an appendix.  Although the planned net cost to licence payers for 2003/04 remains unchanged at £36m this has only been achieved by offsetting income of £4m from property and renewables/CHP against the licence fee.  Ofgem’s underlying costs have increased by over 10% and although staff numbers have reduced staff costs have increased.  

ScottishPower 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.  Ofgem’s approach to market regulation is still over-active and a more focussed approach should be adopted on a narrower range of issues.  There is no need for intervention where competition has developed well. Ofgem should now as a priority conduct a review of all areas of its work to determine where regulation and monitoring can be reduced. 

Key priorities   

Promoting Competition
We are concerned that now that Ofgem has recognised that competition is established in both the wholesale and retail markets that 60% of Ofgem effort is till being allocated to competitive markets.  Even without BETTA the level is still over 50%.  Ofgem must let the market do its work and reduce effort in this area.
We continue to support BETTA as part of a package that includes satisfactory proposals for transmission charging and losses in a GB market, treatment of the restructuring contracts set up in Scotland as part of the privatisation arrangements, and division of responsibilities between the GB system operator and the transmission owners.  We remain, however, concerned at the projected level of spend on BETTA and the impact the delay in implementation will have on Ofgem’s and other’s costs.

Now that transmission access and losses are included under electricity trading arrangements the projected spend on introducing new arrangements is not apparent. This is an area where no further work should be undertaken in developing new arrangements in England & Wales until a full regulatory impact assessment has been carried out for England & Wales and also for possible extension to Scotland under BETTA. The case for major reform has not been made, particularly a reform incorporating costly and complex proposals which could discourage the development of new renewable generation in the renewable rich north in addition to severely penalising existing northern generation of all types. 

There remains confusion between Ofgem’s GB role and its role in England & Wales.  The legislative basis for Ofgem’s powers should be clarified and any changes planned to be implemented GB wide should be the subject of full GB consultation, including the effect on Scottish parties.

As active participants in the workstreams reviewing and developing industry processes to support metering competition and smooth change of supplier activity we do not consider that this should continue to be a major Ofgem work area with over £1 million of resources allocated per annum.  Ofgem has recognised in its published metering strategy that the main benefits for customers will come from advanced metering and the industry should be left to develop this.

Regulating monopolies
We would expect that particularly in 2004/05, which will be the peak year for Ofgem’s price control costs, with the conclusion of the distribution review coinciding with the build up of the next NGC and Transco reviews, more effort should be allocated to monopoly networks than to competitive markets.  The balance of expenditure in the current plan suggests over-regulation of the competitive energy markets which by 2005 should be subject only to the same level of regulation as other established competitive markets such as insurance, banking, mortgages and telecoms.

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 our transmission and distribution businesses in the forthcoming year.

Meeting Ofgem’s social and environmental responsibilities
Significant progress has been made in this area through co-operation between industry, caring agencies, regulators and Government. ScottishPower has played a major role in this area and supports the activities set out in the plan.  

The plan recognises Ofgem’s role in relation to the environment in that the lead on policies with significant financial implications requires to be taken by the Government and bodies with direct environmental responsibilities.  Sustainable development continues to be an important guiding principle in our strategic thinking with the key elements of our policy including the development of renewable energy, emission abatement programmes and the promotion of energy efficiency and conservation.  

The present narrow economic approach to regulation, however, is potentially a barrier to the implementation of a sustainable approach to energy policy, since such a policy will require a balance to be struck between the economic, social and environmental benefits of any given decision.  Ofgem’s terms of reference will need to be updated to reflect the changing policy agenda. 

In conclusion, while we recognise the effort that Ofgem has put into its plan, the absence of regulatory impact assessments is a major omission and there remains confusion between Ofgem’s GB role and its role in England & Wales.  We look forward to clarification of these issues in the final plan and to working with Ofgem on its key priorities in the coming year. 

Yours sincerely  

Alex MacKinnon

Regulation Manager
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