


Offshore Transmission Experts Group (OTEG)

Terms of reference

Introduction

1. In March 2006 the Government outlined the method of regulation for offshore electricity transmission to be implemented under the Energy Act 2004.   The regulation is necessary to allow electricity generated from offshore renewables sources to be transferred to customers via transmission connections to onshore networks.  

2. The regulatory regime will be developed by Ofgem and DTI.  In developing the detail of this regulatory regime, Ofgem and DTI recognise that it will be beneficial to draw upon the specialist expertise of the existing transmission licensees, offshore developers and other parties with experience relevant to offshore transmission activities.  

3. OTEG is the forum in which Ofgem and DTI propose to draw upon such specialist expertise and experience. 

Purpose

4. The purpose of OTEG is to provide advice to Ofgem and DTI on options and issues associated with the development of a regulatory regime for offshore electricity transmission as outlined in the April 2006 Ofgem scoping document. 

5. It is important to note that OTEG is a development group and not a decision making body.  In particular, nothing presented or discussed at the group can have the effect of fettering the Authority’s or Ministers’ discretion in relation to any decisions required of them. 
Deliverables

i. Make recommendations to Ofgem and DTI on issues and options for consultation.

ii. Publish summaries of the minutes and key points raised in each meeting.

iii. Publish and regularly update an action log of meetings.

Membership

6. The chairmanship and management of attendees of the group rests jointly with Ofgem and DTI.

7. It is reiterated that the role of OTEG is to provide advice to Ofgem and DTI’s offshore transmission project teams on options and issues as outlined in the April 2006 scoping document.  Accordingly, membership of OTEG will reflect the issues being addressed and therefore the expertise required.  To this extent, new members, additional delegates from existing members or delegates from relevant sub groups may be invited to join the group to advise on specific areas as appropriate.

8. It is also proposed to provide the opportunity for every third OTEG meeting to be open to all interested parties.  The intention is to use these meetings to increase transparency and to provide an opportunity for wider discussion on a predetermined agenda in order to maximise participation in the OTEG process.  

Chairmanship

9. OTEG will be jointly chaired by Giles Stevens (Ofgem) and John Overton (DTI).

Frequency of meetings

10. Meetings will be held monthly, alternately at Ofgem and DTI’s offices in London.  A schedule of meeting dates, agendas, brief notes and working papers for the meetings will be published on the Ofgem and DTI websites.  
Timetable

11. A number of consultations papers will be issued in the next 24 months.  In order to reduce the administrative burden for respondents, a number of issues will be consulted on collectively in single consultation documents.  A timetable outlining more detailed consultation timings will be presented in July.

12. DTI will take forward work on the appointment of an offshore SO separately and issued a statement on this on 29 May 2006
. Any necessary modifications to licences and codes relating to the offshore SO role will be consulted on as part of the process outlined in paragraph 11.
Scope of work

13. The scope of OTEG’s work is primarily confined to the work streams outlined in the scoping document and associated development. 

14. The areas where the views of stakeholders are sought are;

· geographical scope of offshore electricity transmission licences;

· the options for allocating offshore electricity transmission licences;

· applicable technical rules;

· price control design;

· changes to electricity licences; 

· changes to industry codes; and

· the overall regulatory framework. 

15. OTEG will not be discussing any of the following areas:

· Final Sums Liabilities

· Funding and the ‘funding gap’

· Role of the GBSO

· Consents/Environmental consents or generation

· Renewables Obligation (RO)

· Cable routing

· User commitment; and

· Issues associated with the development of an offshore distribution network.

Terms of reference

16. Terms of reference are as follows:

a.
For each work stream consider and comment upon the options as set out in the scoping document and the extent to which they would:

· deliver against licence obligations;

· deliver against identified objectives; and

· impact upon other parts of the regime.

b.
Where necessary and appropriate, suggest and consider changes or enhancements to the options as set out in the scoping document.

c.
Where necessary and appropriate, identify and develop potential alternative options and the extent to which they would:

· deliver against licence obligations; 

· deliver against the identified objectives; and 

· impact upon other parts of the regime.

d.
Make recommendations to Ofgem and DTI on issues and options for consultation.
Reporting structure

OTEG

17. OTEG will form a key point of contact for industry representatives in providing advice to Ofgem and DTI on options and issues associated with the development of a regulatory regime for offshore electricity transmission as outlined in the April 2006 Ofgem scoping document.

18. This group will be responsible for:

· commenting on options in each work stream

· suggesting and considering changes or enhancements to proposals 

· identifying and developing potential alternative proposals; and 

· making recommendations on issues and options for consultation. 

19. OTEG will meet monthly.

OTEG subgroups

20. A number of subgroups, including a specialist technical group will be formed to look at specific areas.  The role of each subgroup is to assist OTEG in providing advice to DTI/Ofgem on specific issues and options associated with offshore transmission as directed by OTEG.

21. OTEG will oversee the progress of the specialist subgroups and form a single point of contact to address any issues that arise from subgroup discussions. The time and location of such meetings can be decided at the subgroup’s discretion.
22. Progress of subgroups will be reported back to OTEG through either a written or verbal update from the appointed chair of the subgroup or a designated representative on OTEG.  Any written update submitted to OTEG will be made publicly available on the Ofgem and DTI websites.  A verbal update will be summarised within the formal OTEG minutes of that meeting and be made publicly available. 

23. Ofgem/DTI’s expectation is that OTEG and its subgroups will make recommendations on options and issues for consultation.  It is important to reiterate that nothing presented or discussed at the group can have the effect of fettering the Authority’s or Ministers’ discretion in relation to any decisions required of them.
Project Board

24. The Project Board (which comprises management representatives from Ofgem and DTI) will, among other things, monitor the progress of OTEG and consider the wider policy implications of any recommendations received against the wider regulatory framework.  It will also have responsibility for:

· overall delivery of project;

· approval of final recommendations to Exec/Authority/Ministers;

· ensuring that the project is delivered on time, budget and without challenge;

· reviewing project progress; and

· identifying, reviewing and mitigating escalated project risks.

25. The Project Board will meet monthly. 

Background Annex

A broad framework for the regulation of offshore transmission and distribution of electricity was set out in the Energy Act 2004
.  Once all of the relevant provisions have been commenced, the Act will extend the prohibition on generating, supplying, distributing and participating in the transmission of electricity without a licence or an exemption granted by the Secretary of State to certain offshore areas and will give the Secretary of State broad powers to introduce a new regulatory regime for offshore electricity transmission and distribution.  The Act will enable the Secretary of State to establish a regulatory framework while providing him with discretion in determining its exact nature.
Ofgem and DTI jointly consulted on two possible options for the regulation of offshore transmission in July 2005
. The majority of respondents to the consultation favoured a price control approach, rather than a less regulated merchant approach.  The Government accordingly announced its decision in March 2006 that a price control approach would be adopted.

The work streams outlined for OTEG are concerned primarily with offshore electricity transmission. 

Issues for consideration

Topics discussed at OTEG may need to be considered in light of a number of issues, including:

· Compliance with applicable legal requirements. Such as those within the Electricity Act, the Energy Act and relevant European law; 

· Achievement of Government renewable energy targets. The regime should facilitate the connection of a proportion of Round 2 wind projects in time to contribute to the 2010 target of 10% of electricity from renewable energy resources and to the Government's longer term aspiration for 20% electricity from renewables by 2020;
· Efficient network development and system operation. Transmission companies should have incentives to respond to changing demands for capacity by network users, including optimising the use of existing capacity. In addition, demands for capacity should be backed by appropriate and proportionate long-term firm financial commitments by network users, particularly given the long-term nature of the underlying investment. This should lead to stranded asset risks being minimised;

· Preventing undue discrimination. The transmission licensees are prohibited by statute and/or their licences from discriminating between certain persons and/or classes of persons. Nonetheless, there are advantages – in terms at least of the transparency of the licensees’ compliance with these non-discrimination requirements – to designing a price control which prevents or limits to an appropriate and practicable extent the scope for undue discrimination between users and/or categories of users; 

· Promotion of competition. The arrangements should, wherever appropriate, promote competition between industry participants, and where possible facilitate market entry;
· Support an enduring regime.  The framework proposed should deliver a regulatory framework that is sufficiently robust and flexible to adapt to developments in transmission or generation activities offshore;

· Appropriate allocation of risk. Risk should be allocated appropriately between transmission companies, network users, and consumers, and the returns available to transmission companies should be appropriate to the risks they face; 

· Preservation of security of supply. The framework proposed should allow transmission companies to make investment and operational decisions which are consistent with security of supply requirements; 

· Simplicity and transparency. The package of incentives should form a consistent and coherent whole, recognising interactions between different types of incentives, and should be implemented, to an appropriate and practicable extent, in a simple and transparent manner; 

· Promoting social and environmental objectives.  Any proposals should be consistent with the Secretary of State’s and Ofgem’s wider statutory duties, reflecting the direct impacts that the transmission systems have on the environment, as well as the role transmission systems play in facilitating broader social and environmental objectives;

· Minimise implementation costs. The arrangements should not impose disproportionately high implementation or administrative costs on industry participants, recognising that such costs might be expected ultimately to be passed on to consumers; 

· Clear and appropriate accountability and responsibility. The arrangements should ensure an appropriate balance between Ofgem and the transmission companies in terms of accountability and responsibility, based on clearly defined obligations and, where possible, ensuring minimal ongoing regulatory intervention and involvement, consistent with the principles of better regulation; and

It may also be useful for members to consider the relevant background and objective chapters, which are already published in the public domain.  For example, the objectives set out in:

· The DTI’s future offshore consultation
;

· The joint DTI/Ofgem consultation on the regulation of offshore electricity transmission
;

· The government’s response to the consultation
; and

· Ofgem’s scoping document
Roles

Role of chair

· Confirm each meeting agenda with secretariat;

· Facilitate meetings so that they run to agenda;

· Confirm working assumptions (e.g. 132kv and above is transmission offshore);

· Agree responsibility for actions and resolution of issues;

· Ensure register of issues and assumptions are complete and up to date;

· Manage the update and discharge of the actions record;

· Act as a formal interface for any specialist sub groups; and

· Inform decision making process at Ofgem and DTI

Role of secretariat

· Produce draft agendas;

· Identify and agree agenda items with chair / members;

· Capture actions at meetings;

· Agree ownership of issues/actions with Chair;

· Produce, circulate and agree final (brief) minutes;

· Schedule meetings / attendance;

· Distribute agendas and any papers;

· Maintain action register and follow up as appropriate;

· Maintain assumptions register; and 

· Update websites.






















� http://www.dti.gov.uk/energy/sources/renewables/policy/offshore-transmission/offshore-%20transmission-gbso/page29208.html





� It is expected that the majority of electricity generated from offshore wind projects under Round 2 (R2) will be delivered to onshore networks by means of high voltage� transmission lines.  Ofgem and DTI will be considering the regulation of offshore low voltage distribution lines separately 


� Regulation of offshore electricity transmission – a joint consultation by DTI/Ofgem, July 2005.


� � HYPERLINK "http://www.dti.gov.uk/files/file22791.pdf" ��http://www.dti.gov.uk/files/file22791.pdf�


� � HYPERLINK "http://www.dti.gov.uk/files/file18058.pdf" ��http://www.dti.gov.uk/files/file18058.pdf�


� � HYPERLINK "http://www.dti.gov.uk/files/file27137.pdf" ��http://www.dti.gov.uk/files/file27137.pdf�
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