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Introduction: The Association welcomes the opportunity to comment on Ofgem’s consideration of the regulatory impact of the proposed merger.  With energy markets becoming increasingly competitive and interactive, it is vital to our members’ interests that the thrust of regulatory oversight is focused, cost-effective and designed to achieve the transparent and efficient operation of the electricity market.  It is in this light that we comment on the proposed merger, although it should be noted that individual member companies of the Association might also respond separately.

General Comments:  We welcome the creation of a UK company with sufficient financial muscle as to able to compete on a world stage.  We believe that this will help to ensure continuity of provision of the network services that are vital to our members’ interests.   We have a number of concerns arising from the proposed merger, but at the outset we believe none of them should affect the decision as to whether or not the transaction should be allowed to proceed. Members’ concerns are ones that arise if the transaction is allowed to proceed and we anticipate that they can be allayed by the actions that fall within the regulator’s remit. 

Detailed Comments 

1. Competition Issues Ofgem note that ‘NGC and Transco… deliver substantially different products’ (Para 5.6) via their networks.  This is generally true, but it is the gas-fired power station whose location determines and is in turn determined by the two networks.  We look to Ofgem’s supervision to ensure that decisions regarding development of the two networks are not distorted by the differing rates of return available to the asset owners of the two networks.  This issue needs to be seen in the context of Ofgem promoting sharper locational differentiation of access charges to use networks over the coming years.

2. Access to Information: Given the unique trading role undertaken by NGC SO, members have concerns that access to gas network performance information would prejudice gas-fired generators’ ability to compete.  The issue here is one of discriminatory trading by NGC with individual generators, not the costs of balancing in total.  In such circumstances generators will look to the regulator to ensure competition between sources of balancing services is fair.   Timely and transparent provision of trading information by the system operator is vital here.  It is noteworthy that we still await the first published review of NGC’s performance against the Balancing Principles and Procurement Guidelines. Only by timely provision of information into the public domain can generators’ concerns re NGC’s trading practices be allayed.  (It is true that with Ofgem’s encouragement, NGC have held a number of operational forums, but these by their format do not allow considered analysis of trading data.)

3.  Savings and Incentives: NGC and Lattice have identified an estimated £100m in operational efficiency savings.  Presumably these savings will not form part of an incentive scheme, as they are clearly already sufficiently incentivised by the savings themselves, not to require further bonuses. We recognise that it may be difficult to disentangle incentivised from non-incentivised savings, but we presume Ofgem will undertake this review with the company.  
4. Generation Assets: Noting the comments in the consultation concerning generation assets, our members will have few concerns if the total current and projected capacity is no more than 25 MW mentioned in Para 5.14.  We note that Para 4.2 also refers to on-site embedded generation.  We would expect to see no expansion beyond this capacity without specific reasoned permission being publicly given by Ofgem, and that under any circumstances these plant would never have any contractual relationship with the system operators for the provision of energy or system balancing services.   We request that Ofgem consider this point and make any necessary amendments to the licences.
5. Cost of Capital We presume that the financial muscle of the newly merged company will lead to it having effectively a lower cost of capital.  We anticipate that Ofgem will be monitoring this with a view to factoring it into the next price review rounds. 
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