Offshore Transmission Experts Group, Meeting 1 June 2006

Agenda item 5: Geographic scope and allocation regulatory options

1. In Offshore electricity transmission – scoping document, Ofgem outlined four broad options for defining the geographic scope of transmission licences offshore. These are:

· Point-to-point between generating station and shore;

· Offshore areas covering multiple generating stations;

· Offshore extension of the existing transmission areas; and

· The whole offshore area.

2. SSE’s preferred option is the extension of the current transmission areas into the adjacent offshore areas. It is important to note that, under this option, competition would still exist for the construction of the network through the required tendering process.

3. In supporting this option we are conscious of the need for an enduring regulatory regime that is appropriate not just for existing offshore generators but also for prospective developers in five, ten, twenty years time. We are also conscious of the uncertainty around how the offshore generation environment will develop; for example, the distance of generating stations from the shore, the range of commercially-viable technologies, and the impact of changes in the onshore generation portfolio. Consequently, we believe that the regulatory regime should provide sufficient certainty to promote a pro-investment climate for prospective generators while being sufficiently flexible to accommodate future developments.

4. We believe that the offshore extension of the existing onshore transmission boundaries would minimise regulatory uncertainty and minimise risk for participants; hence, promoting investment and allowing for future developments. Under this model, the existing framework for the GB electricity market would be retained and changes to, for example, access rule, codes and trading would be minimised. Thus the exposure of existing participants to changes in the electricity market would be small.

5. By extending the onshore transmission regime offshore, a default supplier of transmission network would be provided – again, resulting in greater certainty for prospective developers. Where the proposed development offers two, equidistant points of onshore connection then we believe both licensees should be obliged to offer a connection and the developer would have the choice.

6. It is our opinion that a single transmission service provider operating under appropriate regulatory control would result in the most efficient – both in terms of cost and capacity – development of the onshore and offshore transmission networks. The market would benefit from the experience of existing transmission licensees, and have the certainty of dealing with mature, financially secure companies.

7. While we believe that changes to the current GB electricity market should be minimised, we acknowledge that changes will be necessary. In particular, we recognise the need for changes to the GB SQSS. We remain concerned, however, that any change does not unduly discriminate against existing or prospective onshore generators
. Consequently, our preferred option assumes that changes to the GB SQSS should be non-discriminatory and TNUoS charges should be reflective of the standards that apply.

8. Extension of the role of the current GBSO offshore means that offshore connection points will be subject to bilateral connection agreements under the existing CUSC framework. The GBSO will continue to collect TNUoS charges from generators, and pay transmission licensees in accordance with the price control. By extending the existing transmission licence boundaries offshore, little change to this framework – including the SOTO code – would be required.

9. Furthermore, we believe that the benefits of extending offshore the existing transmission licensees’ RPI-X price control – with its proven incentive properties – should not be understated. It is likely that the scope, form and duration of the existing price control would not need to be modified, and assets could simply be added to the RAV of the incumbent licensee.

10. In conclusion, we believe that a simple and transparent approach to offshore licensing should be adopted that minimises regulatory uncertainty, minimises risk to participants and requires minimal change to the existing electricity market. We believe that this is best achieved through the extension of the current transmission areas into the adjacent offshore areas.
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� 	We note that National Grid have presented a paper to the CISG proposing non-firm connections for new generation in the Scottish Islands. Any changes to the GB SQSS proposed in this forum should be mindful of changes proposed elsewhere.








