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This document summarises Thanet Offshore Wind Limited’s (TOW’s) initial comments to the OFGEM scoping document for Offshore Electricity Transmission Reference 58/07 dated 30th March 2007.  The response is divided into two main sections.  The first deals with areas of particular concern affecting the Thanet project directly.  This is followed by a section covering some general issues and points of clarification raised by the document.  TOW notes that the OFGEM document is not a formal consultation document and therefore considers that more detailed comments on the content are not appropriate at this stage.  
Key Issues Immediately Affecting the Thanet Project 

Scope of Offshore Transmission Systems

In response to previous DTI/ OFGEM GBSQSS consultation (Ref: 211/06 (Ofgem) & 06/2186 (DTI)) TOW noted that the scope of the Offshore Transmission System (OTS) was not fully or clearly defined.  Particular issues of concern raised by TOW included the extent of network for adoption at the Offshore Substation, and whether voltage control and power factor correction equipment will be included in the OTS.  TOW notes that there appears to be no reference in the latest scoping document (Ref: 58/07) to a process which will examine these issues.  TOW would be interested to learn of any developments in this area since the scope of the OTS is of critical importance to adoption issues.   
Chapter 4 – Connection via Distribution Networks

The Thanet project is to be connected to a Distribution Network Operator (DNO) system.  Under the existing arrangements the project can apply directly to the host DNO for a connection (e.g. Section 16 Connection Offer), as well as separately to National Grid for a Bilateral Embedded Generator Agreement to allow use of the Onshore Transmission System.  The processes outlined in Chapter 4 are therefore particularly relevant to Thanet.
Section 4.9

The OTS are currently envisaged to be largely for connection of generation projects.  As such it is unclear why the OFTO should be treated differently from an onshore embedded generator connection.  TOW notes that OFGEM has recently introduced shallow charging for onshore schemes along with Generator Distribution Use of System (GDUoS) charges.  As such only a proportion of any remote reinforcement works will be paid for directly by the generator; in addition the generator will pay GDUoS charges.

This is in direct contrast to Section 4.9 of the current proposals which suggest that the GBSO pay in full for any works required on the DNO system.  This approach appears discriminatory between Onshore and Offshore projects and therefore is not consistent with OFGEM’s aims and objectives.   TOW believes that the process and charging for connection of Onshore embedded generation should be consistent with those for OTS connecting to a DNO system.
TOW notes that the proposals do not appear to address the issues of GDUoS and DUoS charges, which are chargeable under the present arrangement.  TOW would therefore be interested to learn of any proposals in this area. 
Chapter 6 – Design of Regulatory Regime 

Section 6.9

There are obvious difficulties in defining performance parameters for OTS of the type proposed in the documentation.  These include weather risk and lack of available data on historic failure rates due to the novel nature of the business.  In relation to such issues it is also noted in Section 8 that compensation will not be payable for lack of availability of the OTS and therefore the transfer of risk from the developer (a key benefit of the change) will not occur.  If this is really the case then there is presumably no incentive for the OFTO to perform to requirements other than the ultimate sanction of OFGEM revoking their License.  Clearly since the minimum security standards will differ between Onshore and Offshore networks will differ it is reasonable to suppose that the trigger point for payments may differ.  However the same general principles should apply in both cases, and this does not appear to be the preferred option proposed.
Chapter 7 - Interim Arrangements 

By way of background TOW notes that the economics of Offshore Generation are such that it is already necessary to ensure efficient investment on all aspects of a project, including the electrical connection.  Indeed it is for the very reason of marginal economics that the Government has recognised that security standards Offshore can be lower than those used Onshore (DTI Document Reference: URN 07/756, April 2007). In order to reach financial close transitional projects must satisfy backers that investment is efficient and economic.  TOW believes that due recognition of these realities should be fairly reflected in any arrangements for transitional projects. 
Section 7.3

TOW agrees that all projects having either been constructed or having reached financial close should be eligible for transitional treatment.  The inclusion of the phrase “unconditional financial close” seems unreasonable since unconditional contracts are frequently not possible.  TOW would seek assurance that a pragmatic interpretation of this philosophy will be adopted.
The reason for the proposed “user commitment” to be given by the generator appears unclear.  In order to achieve financial close a generator must by definition have a committed project and possible additional guarantee sums therefore seem inappropriate.

A further issue is whether projects with designs in place and close to financial close at the implementation date might be considered eligible for transitional treatment.  This could be done on a project specific basis.  TOW notes that without such a possibility the arrangements will deter any new projects coming forward which are unlikely to reach financial close in the time prior to the OTS rules being fully implemented.  This consequence is contrary to the Government aim of bringing forward new generation projects to meet renewable energy targets.  
TOW continues to believe that a commonsense approach of allowing early developers to opt for an exemption from this process is needed. The paper gave no explanation as to why this was route has been discounted.

Section 7.7

As noted earlier there are already strong pressures on developers to prepare economic, efficient and fit for purpose designs.  The proposal that the value of the OTS for transitional projects could be ascribed a minimum value by OFGEM of as low as 75% of the capital cost presents a significant risk to investors.  As such it would need to be factored into any financial/ risk modelling and will add unnecessary costs to projects.  TOW therefore believes that this 75% proposed minimum level of return is unrealistically low and is in fact likely to add to project costs rather than reduce them.  This is contrary to the stated OFGEM aims.  
It is TOW’s view that 100% of actual costs would be a more appropriate asset value.  Such an approach would be justified by the existing pressure on developer’s to produce economic and efficient projects.   Furthermore existing projects reaching financial close will have necessarily been through a tender/ contract process to obtain the most efficient and economic electrical system.  The use of actual costs would remove the added risks and consequential additional costs associated with the OFGEM proposals.
Section 7.10

TOW agrees that possible non-compliance with GB SQSS or Grid Code requirements is an important issue to be addressed by any transitional arrangements.  The problem arises largely because these standards are not yet defined.  It should therefore be recognised that it is not currently possible to ensure compliance by normal design processes.  However early projects should not be penalised since these projects are critical in reaching Government targets for renewables in 2010.  

Pending definition of requirements the area of compliance is an unknown risk which will add to financial and technical project risks.  This will therefore add costs to a scheme at financial close.  Such effects will exist regardless of whether compliance can be achieved without modification of the proposed design.
The proposed process represents a risk to existing developers and raises a number of potential obstacles:

Potential additional cost to achieve compliance over and above those construction costs that could reasonably be foreseen at financial close;

In general OFGEM may be reluctant to grant derogations – particularly derogations in perpetuity - for sites not achieving full compliance.  Furthermore the decision of whether additional costs are “prohibitive” and therefore justify a derogation presumably rests with OFGEM.  It is therefore difficult for developers to place a sensible cap on potential extra costs arising from possible non-compliance issues.  This is likely to further add to development costs;

Only Licensed parties are able to apply for derogations to OFGEM.  As such any transitional project which is non-compliant will not be able to obtain a derogation prior to adoption by a Licensed Owner.  This will potentially affect the number of Licensed Owners tendering to adopt the project, and thereby reduce competition and inflate prices.  The tender price may in addition be further inflated to account for the potential requirement to modify the system to address any non-compliant aspects.   In both these instances the unknown risk of compliance will potentially increase costs for early projects and therefore discriminate against them in comparison to later projects.
TOW believes that one possible solution to the above would be for the technical proposals for transitional projects to be examined at an early stage and if necessary agreed formally prior to introduction of the OTS regime.

Other Issues

A further issue not covered by the scoping document is plant and equipment standards and specifications.  Offshore Transmission Owners (OFTOs) are likely to have their own internal standards for plant and equipment which would normally be acceptable to them.  For projects bid under the proposed enduring tender arrangements this will not be a direct concern - because OFTOs will have control over the specification of plant and equipment proposed for a given connection.  However for transitional projects it is possible that equipment specified by the developer will not comply with standards used by any OFTO interested in bidding for the project.  As such this may either prevent any OFTOs coming forward or restrict the numbers that do, thereby reducing competition and probably increasing end costs to customers.
In support of the above TOW notes that typically UK plant and equipment acceptable to National Grid and DNOs are restricted in comparison to all available equipment – and that used on other UK networks.  In the case of DNOs there are already rules in place allowing construction of networks under Competition in Connections to appropriate DNO Standards.  However there have been cases where such standards have not been met by competitive suppliers and DNOs have (at least initially) refused to adopt networks.  
TOW believes that similar problems may exist for transitional projects and that this issue should therefore be addressed by the proposals.

Chapter 9 – Technical Rules
Of particular relevance to the Thanet project are the appropriate standards that should apply to OTS networks which connect into Onshore Distribution Network Operator (DNO) systems rather than transmission systems.  At present there appears to be no such security standard in existence – the work of the GB SQSS group specifically excluded such networks from their deliberations.  This is despite the fact that the only project already constructed where the electrical system could be subject to transfer to an OTS (Barrow) connects to a DNO system. 

TOW’s view is that connection standards for OTS networks connecting to DNO networks should be no more onerous than those connecting to Onshore Transmission systems.  Indeed depending on cost/ benefit analysis and the capability of the Onshore DNO network there may be justification for less onerous security or connection standards.
The scope of the Grid Code work is of critical importance.  TOW does not believe that an OTS GB SQSS can be developed independent of the Grid Code.  The existing proposals appear to be based on the assumption that the GB SQSS is independent of the Grid Code.  This is implicit in the lack of definition of Offshore connection conditions in the proposals.  TOW believes that an iterative approach by using the proposed GB SQSS to help develop a Grid Code and then using the Grid Code to refine the GB SQSS proposals may be useful in addressing these issues.

General Issues and Comments

The following covers some of the general issues raised by the scoping document.  
OTS networks are a new and developing field – largely driven at present by the requirement to connect Offshore (wind) generation schemes to the UK grid.  The proposals should recognise that technologies, standards and requirements are still emerging, and in all likelihood this process will continue as novel forms of Offshore generation are developed.  Any regulatory regime should therefore include sufficient flexibility to cope with a rapidly evolving market.

The differing nature of Onshore and Offshore assets should also be recognised in the proposals.  The existing (Onshore) regulatory regime is based on the premise that it is relatively straightforward to extend substations for connection of additional demand or generation.  Hence real competition can be facilitated by the GB SQSS and Grid Code.  In contrast to this an Offshore substation is likely to be designed to minimise size and cost and the foundation and platform design are therefore unlikely to allow for significant future extension.   Hence it is far less likely that there will be scope to accommodate several projects at a site unless this is the intention from the initial design stage.  In this sense OTS systems are by their nature more of a natural monopoly than equivalent Onshore systems.  The stated aim of allowing competition and sharing of Offshore assets may therefore not be easily realised or of real benefit.

A key requirement in minimising costs to the consumer is to ensure systems are properly integrated at the design stage.  Indeed experience in designing the Thanet project suggests that it is essential to consider all elements of a project in optimising and minimising costs.  Key factors for wind farms include electrical connection, compensation equipment, export cable, Offshore substation design and location, interarray cable design, wind turbine capability and physical environment.  The proposed structure for connection applications involves splitting design of the electrical connection away from that for the rest of the site.  This will break natural synergies making overall project co-ordination more difficult as well as resulting in increased costs due to sub-optimal design. 
Optimising the design and costs for offshore developments is a complicated, time consuming and costly process. The proposed tendering process will takes place with little of the site information to hand and in a relatively short period of time. Tenderers, if they expect to be kept to their bids, will assume the worst case ground conditions, cable lengths, connection costs/timings etc and will be forced to produce a costly and late solution compared to normal developer designs.
It is not clear to TOW whether the OTS rules are intended to apply to all Offshore networks or whether there will be a de-minimus cut off capacity.  For instance for Onshore generators in England and Wales there are clear changes in requirements at 50 and 100MW.  It would seem reasonable that some cut off point should apply to Offshore Systems too.  This should presumably apply to both generator and load applications.  

In the context of the above points the connection application process proposed appears to be complex, potentially time consuming and difficult to manage.  Given the proposed tendering arrangements it appears unlikely that it will be possible to provide realistic connection offers within reasonable time scales.  Both the timescales and proposed underwriting of tender costs will potentially be a significant barrier to new projects being developed.  
The proposals suggest that windowing of bidding rounds would help minimise costs.  However it is clear that such a process would allow potential bidders to cherry pick particular projects leaving some projects with uncompetitive prices, or potentially no bids at all.  Clearly in the latter case the process will have failed to allow connection offers to be made and thereby prevent development proceeding.  Another issue is the finite resource that potential tenderers have for bidding projects.  By artificially concentrating the bidding period the process is likely to force potential bidders to opt out of tendering some projects due to lack of resource.  The use of windowing is also likely to add further time delays to preparation of connection offers with consequent adverse effects.
The proposals for a common tender process centrally managed appear to be unnecessarily restrictive, complex, potentially bureaucratic and costly.  One key objective should presumably be to minimise capital and lifetime costs of the OTS, while ensuring that suitable performance targets are met.  It is not clear that this objective can be met by the proposals especially given the likely difficulty of setting suitable performance targets and technical specifications in the initial tender.  It is also important that the process is manageable at a practical level and encourages projects and developers to come forward.  Whether or not this can be achieved with the proposals does not appear at all clear at this stage.
One major area of concern is the proposal that following the initial tender there is unlikely to be further regulatory review for periods up to 25 years or more.  In a rapidly developing area of business this approach does not appear consistent with minimising costs.  The model proposed for transitional projects appears to offer one possible solution – i.e. splitting of the tender into a construction phase plus ongoing operations and maintenance.  Providing the tender process follows basic guidelines this approach could allow developers or third parties to manage the tender process thereby allowing optimisation of the overall system design.  The capital cost, value and allowable rate of return along with ongoing operations and maintenance can then be subject to regular regulatory review in line with Onshore practice.  

In summary TOW has a real concern that the proposed processes are overly complex and will not facilitate the timely, efficient and cost effective delivery of Offshore Transmission Systems.  This will potentially hamper development of the industry and possibly prevent both existing and future projects developing further.  Clearly there is much work still to be done in respect of the proposals and TOW hopes that concerns over the proposals can be addressed suitably as work progresses.  
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