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Mr Giles Stevens

Head of Offshore Transmission 

Office of Gas and Electricity Markets
9 Millbank
London
SW1P 3GE
26 April 2007
Dear Sir
Offshore Electricity Transmission - Second Scoping Document

Airtricity welcomes the initiative by Ofgem in setting out its initial thoughts in a number of key policy areas.
We have the following comments 

The Adoption Issue

Overall, we regard the proposals as positive and we welcome the opportunity for further bilateral meetings to discuss to exactly how the process will work for Greater Gabbard.

Pre-conditions for transitional offshore assets – these appear sensible.
Determining an efficient cost for the assets – we understand that Ofgem will conduct both an ex-ante and an ex-post cost assessment.  As discussed in the first open workshop held on 24th April, any ex-ante review of proposed costs should be carried out on the basis that 100% of the proposed costs, if deemed to be efficient, should be recoverable both by the developer and consequentially, through a RAB.  Developers will be able to provide sufficiently detailed information to allow a robust determination of actual costs to be made. There does not appear to be any justification for an arbitrary figure below this, which would place an undue risk on equity investment in these assets.

We accept and endorse that in the ex-post review of actual costs the developer will need to justify any incremental costs incurred above this level. 

Assessing Compliance with Technical rules – Any transitional offshore transmission assets will have been designed to ensure compliance with the relevant codes and standards as they currently apply. The majority of these relate to compliance at the onshore Grid connection point. Provided that compliance is demonstrated against the existing regime, there should be no requirement on parties to incur additional costs in order to meet compliance with standards which have been determined post design and construction.

Charging, Access and Compensation Issues

We agree that the primary objectives for offshore should remain consistent with those onshore.

However, there are areas where further consideration is necessary. TEC is based on the assumption that there is a network connection which is compliant with inter alia the GBSQSS. Work has been carried out which suggests that a different security standard is appropriate for offshore transmission. Thus, connecting generators will be subject to two different standards prior to being able to access the full GB network. 
However, the security standards, both onshore and offshore, have underlying principles including that the most cost-effective system is constructed taking account of all relevant costs, including lost opportunity costs where constraints occur.  Any TO given the responsibility to optimize all these costs would construct a system according to the on- and offshore security standards now in force.  Differing standards are not an automatic reason to have differing compensation arrangements for offshore generation than those that apply for onshore generation.

The important issues are those of appropriate incentivisation and non-discrimination.

The party best able to manage any constraint should be given both the responsibility to manage it and the incentive to manage it effectively.  In the case of offshore transmission this is clearly the offshore TO. The OFTO will be able to balance the potential cost of any constraints against those measures necessary to alleviate them, namely standby arrangements, insurance or more expeditious repairs, if incentivised to do so by being given the responsibility for the cost of constraints.  Any prospective OFTO would include this responsibility and associated risk in its assessment when bidding for the role.

With regard to non-discrimination, unless all generators are treated equitably, the GBSO may discriminate against offshore generators in operational timescales. In the situation where the GBSO could constrain some generators without compensation, but not others, this would lead to unfair and inequitable treatment. The relief of operational constraints should not be prioritised by reference solely to offshore transmission security standards, but should ensure non-discriminatory treatment of offshore generators. 
Moreover, it is the combination of security levels [both onshore and offshore] which is relevant to the operation of offshore generators. If a lower security standard is used for offshore network design and operation, then this should feed through into commensurately lower levels of compensation for loss of access, dependent on the nature of that loss of access, rather than an arbitrary zero compensation entitlement.

The issue is also directly related to the appropriate incentives and financial liabilities which are placed on the offshore TO with regard to the provision of access – and appropriate redress for affected parties when that access falls below specified levels.
“Co-ordination” of the OFTO Competitive Tender Process

Whilst we support the aspiration that the process adopted should encourage and facilitate coordinated builds, where this is the most efficient option, we have fundamental concerns with the suggestion that a “window” should be used. This would have the effect of “compressing” the opportunities for projects to move ahead into a defined window, even where there was little opportunity for any co-ordination and when grid connection is often on the critical path for these projects. In the short-term, most projects are likely to require a dedicated connection and the use of an artificial window in the Grid connection process could result in significant and unnecessary delays. Those projects that may benefit from coordination should be evaluated under similar processes that exist for onshore projects - which can be supported by shared infrastructure and coordinated planning and design. As an example, projects onshore may be “clustered” and subject to “optimisation” with regard to necessary Grid reinforcement work, but are not limited to a particular “window” in order to benefit from this process. 
Connection via Distribution Networks
We support the proposal that the GBSO should provide the primary interface with the DNO, and pay for any works required on the DNO network.

However, the suggestion that these works should be funded by the OFTO and the costs recovered via payments from the GBSO to the OFTO needs further development in order to assess its ultimate impact [with regard to charging] on the users of the OFTO’s network. From an offshore users perspective, any reinforcements necessary to an onshore DNO network are indistinguishable from “deep” reinforcement of an onshore TO’s network, which under the current shallow charging methodology, are recovered from all users of the system. It would be discriminatory to apportion the costs of such deep reinforcement solely onto an OFTO, who in turn would seek to recover them from users of its network.
With regard to connection via a DNO network, the document states that the “GBSO will define the “level of security required””. Given our concerns regarding access and compensation for a direct connection to the MITS above, this area needs considerable definition and justification. The overall consistency of treatment for users who may be subject to connection via a “weaker” DNO network needs to be fully explored. There will be issues with regard to the balance between connection via a less robust DNO network, and the charging, access and compensation provisions which accompany it. Without proper consideration, the marginal difference in cost of connection between transmission and distribution connection is unlikely to be appropriately balanced against the differential commercial value of firmness to the customer.

Design of the Regulatory Regime

The proposals appear sound – we look forward to more detail being provided on relevant performance standards, incentives, guarantees and penalties.
For the existing onshore arrangements, the actual connection process to the MITS is done professionally and to appropriate standards, Assuming that an OFTO does indeed provide the connection assets, but is late constructing them, and/or has an a poor connection process /liaison with the offshore generator – who will police this and what will be the path of redress for the affected generator?

Delivering Competition in Offshore transmission
We support the aspiration to allow prospective connectees to have as much information from the GBSO as possible, at each stage of the connection process. Ofgem will need to consider how indicative designs and costs provided by the GBSO will dovetail with the OFTO selection process in order to ensure that the most economic overall solution is delivered, whilst at the same time allowing prospective OFTOs sufficient scope for innovation in their own proposals.
There is likely to be scope for common feasibility analysis work to be performed and, in the interests of minimising costs, it would appear reasonable for this to be performed once and provided to all qualified prospective bidders. Further thought needs to be given as to how any common analysis might be initiated to ensure that it provides the information required, in a form acceptable to prospective bidders and at an efficient cost.

Yours faithfully

Robert Longden

UK Regulatory Affairs Manager
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