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3rd October  2003

David Halldearn

Director, BETTA

Office of Gas and Electricity Markets

9 Millbank

London

SW1P 3GE

Dear David
Transmission Charging and the GB Wholesale Electricity Market

Thank you for the opportunity to comment on the issues raised in your consultations of August 2003 in respect of changes to the transmission licences to implement GB transmission charging under BETTA (Part 1) and on transmission charging, in the context of the Government’s policy objectives for growth in renewables (Part 2).

Key Points :

Part 1
· 
· British Energy continues to believe that a shallow GBSO role consistent with the tried and tested SO role in England and Wales is the most appropriate model for delivering BETTA by April 2005.  We maintain the view that the most appropriate method for licensing the GBSO role should be for a separate transmission licence to be issued. 

· British Energy believes that the opportunity should be taken to improve the governance of the Transmission Charging Methodologies.  The existing transmission licence approach lacks transparency and limits the ability of users to propose justifiable changes.
· With the current split of charges between Generation and Demand there should be no exceptions for the liability to pay TNUoS and BSUoS charges on the GB transmission system.  Ultimately all transmission charges should be levied on Demand.

· The development of a GB charging regime should avoid the creation of windfall winners and losers.  Transitional relief arrangements should be introduced if there are significant changes to the costs to be recovered over the three TO areas.  

· The arrangements for cost recovery under BETTA should be consistent with European Union transmission charging policy.

Part 2

· We do not support any of the proposals set out in Part 2 of the consultation paper.  None of the options discussed for the treatment of renewable generation can be described as efficient or well targeted or consistent with the Government’s approach to the delivery of a low carbon economy at lowest cost. 

· The main focus should be on delivering efficient transmission charges across GB and not potentially discriminating between different sources of generation. 

· While we do not support administered transmission charges that vary excessively by location for incumbents, there may be some merit in providing appropriate locational signals for new capacity which can respond to such signals. 

· If the Government believes that the present level of support for renewables is insufficient then it is open to them to propose change to these arrangements. This consultation recognises the large subsidies which are already paid for by taxpayers and consumers. However the design of the GB transmission charging regime should not be used as a vehicle to provide further subsidies.   

Part 1

The proposals that the GB system operator should be the only transmission licensee obliged to develop charging methodologies.

British Energy continues to believe that a shallow GBSO role consistent with the tried and tested SO role in England and Wales is the most appropriate model for delivering BETTA by April 2005. The issuing of a separate licence together with appropriate incentives schemes, price controls and non-discrimination provisions is the ideal method to ensure that there is strict separation of the SO and TO functions and that the role of GBSO is performed in a transparent and non-discriminatory manner.  We remain unconvinced that the potential efficiencies from maintaining integrated transmission functions outweigh the risks that may arise from perverse incentives on the GBSO. 

We note Ofgem/DTI’s resolve that the GBSO should be responsible for levying charges but would nonetheless again urge Ofgem/DTI to adopt a pragmatic approach to the detailed arrangements in order to avoid any risk of a delay to the April 2005 Go-Live date.

The proposal that the regulation of the GB system operator in this regard should be based on supplementary Standard Conditions C7, C7A, C7B, C7C, C7D and C7E of the electricity transmission licence.

British Energy believes that the opportunity should be taken to improve the governance of the suite of Transmission Charging Methodologies. The present arrangements lack transparency and flexibility and do not allow users adequate representation. Without reform the transmission charging rules would reside within the Transmission Licence of the GBSO.  This approach is unacceptable as it lacks transparency and limits the ability of users to propose justifiable changes and therefore codification should be considered.  As a minimum the GBSO should be obliged to incorporate all users comments in full in the final report to the Authority rather than the generalised summary of comments as provided at present.

Whether and how the above obligations need to be refined to operate effectively in the light of the necessary interactions between the GB system operator and non-affiliated transmission owners.

Under the model proposed, all payment flows will go via the GBSO with the GBSO collecting revenue from system users and making payments to the TO’s in respect of their allowable revenues and other service providers as appropriate.  However in the interests of transparency and efficiency, Ofgem/DTI should consider whether the costs incurred by the GBSO in performing this revenue collection and re-distribution activity need to be controlled and/or incentivised.  It is important that the industry understands the basis of, for example, any ‘service charges’ by the GBSO in its capacity as ‘central payment’ agent which presumably will ultimately be passed through to system users.  The GBSO licence would seem to be the most appropriate place for such obligations rather than the STC.

Whether any substantial changes are required to these licence obligations to reflect the interactions between the GB system operator and non-affiliate TOs, e.g. to address potential concerns about discrimination, or to ensure that costs are charged out appropriately and consistently. 

Additional licence obligations on the GBSO to ensure that services provided by non-affiliate TO’s are charged out on the same basis as costs associated with comparable internal activities would seem sensible and provide the non-affiliate TO’s with additional comfort.  Similarly an additional relevant objective under supplementary standard condition C7A to ensure that the charging methodologies neither in object nor effect discriminate against other TO’s would further reduce any non-affiliate TO’s concerns.

The proposals that it is appropriate for GB users to pay for the GB transmission system, subject to the envisaged requirements for charges to be cost reflective and non-discriminatory.

With the current split of charges between Generation and Demand there should be no exceptions for the liability to pay TNUoS and BSUoS charges on the GB transmission system. Ultimately all transmission charges should be levied on Demand.  However, the overarching objective of any charging arrangement should be economic efficiency and stability.  

“Cost-reflectivity” is a largely subjective and, in the context of a mature transmission system network, could be considered to be a misplaced objective as the vast majority of costs, which cannot be specifically identified, are already sunk and therefore the concept is too vague to be of practical use. Incumbents have already contributed towards their incremental costs and additionally there is no direct linear correlation between network costs and benefits and hence the reason why other utility networks (phone, rail, water and current scottish transmission arrangements) do not charge on a locational basis.

We note the fact that the basis upon which National Grid levies connection and use of system charges in England & Wales is currently under review by National Grid. There has also been a separate Ofgem ‘review’. It has been unfortunate that BETTA has thus far been explicitly excluded from this process despite the potential far-reaching reform for implementation in April 2004 i.e. ahead of BETTA Go-Live.  It will therefore be important that a further review/consultation be undertaken to consider the impact of such changes in a GB context should such change be introduced.

Any different steps that should be taken to prescribe the pattern of cost recovery.

The arrangements for cost recovery under BETTA should be consistent with European Union transmission charging policy. The introduction of BETTA will provide the perfect opportunity to introduce this consistency change.

The proposal that the broad principles that are currently adopted across the three transmission areas, and that are discussed in the consultation paper, in respect of liability for transmission use of system charges continue to be applicable in the context of a GB electricity wholesale market.

The absence of the expected consultation and ultimately a decision on the treatment of directly connected 132kV generation in Scotland means this question cannot be sensibly answered at this stage and therefore it is not appropriate to assent to a particular charging regime at this time. In the development of a GB charging regime and defining charges’ liability, we would highlight that provision should be made for transitional relief arrangements if there are significant changes to the costs to be recovered over the three TO areas to avoid the creation of windfall winners and losers.   

Part 2
Whether any of the options discussed in the consultation can be demonstrated to be efficient and well targeted, consistent with the Governments approach to other policy instruments, and with their objective to deliver a low carbon economy at lowest cost to consumers.

British Energy does not believe any of the options discussed can be described as efficient and well targeted or consistent with the Governments approach to the delivery of a low carbon economy at lowest cost and therefore does not support any of the proposals set out in Part 2 of the consultation paper.

The main focus should be on delivering efficient transmission charges across GB and not potentially discriminating between different sources of generation whether on type, geographical or other arbitrary criteria such as population density. 

The Government’s policy objectives as set out in the White paper are already being taken forward via the Renewables Obligations and carbon emissions trading schemes. As noted in the consultation the Government has already made huge commitments to the development of renewables such that under current market conditions the Renewables Obligation subsidises renewable generation to the tune of £45/MWh over and above the energy price.

If the Government believes that the present level of support is insufficient then it is open to them to propose change to these arrangements. This consultation recognises the large subsidies which are already paid for by taxpayers and consumers. The design of the GB transmission-charging regime should not be used as a vehicle to provide further subsidies. 

In addition, there is a major issue acknowledged in Appendix 1 (Existing support for renewables) as to how the development of a largely mature transmission system to accommodate potentially vast tranches of remote renewable generation should be managed and charged out, given the potential for significant impact on transmission charges for incumbent system users should such costs be included in the existing (GB) charging base.  We would reiterate that the development of a GB charging regime should avoid the creation of windfall winners and losers. Provision should be made for transitional relief arrangements if there are significant changes to the costs to be recovered over the three TO areas. 

If you wish to discuss these issues further please do not hesitate to contact myself or Steve Phillips (BETTA Project Manager ). 

I am sending a copy of this response to DTI .

Yours sincerely
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David Love

Head of Regulation 

Direct Line:  01452 653325

Fax:  01452 653246

E-Mail:  david.love@british-energy.com 
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