
OTEG Meeting 3  (First Open Meeting)

3rd July 10.30-14.00, DTI Conference Centre

Note of Meeting 
This note has been taken by DTI/Ofgem to capture some of the key points made and to inform further debate. Presentations from the meeting are available on the DTI website (http://www.dti.gov.uk/energy/sources/renewables/policy/offshore-transmission/offshore-transmission-experts-group/page30673.html) Therefore, this note will not repeat their content but concentrate instead on the questions raised and subsequent discussion. It is not our intention to clear the note with participants but it will be made available for their use in future work. The views expressed in this note are not necessarily the views of DTI or Ofgem.
Welcome and introductions

1. The Chairs welcomed and thanked all for attending the first open OTEG meeting. The aims of The day were to: 

· To provide an update on the issues that OTEG is considering and outline the way forward in developing the regime.

· To seek views on these issues to feed into the work of OTEG.
Update on progress 

OTEG / Project Board / Senior Advisory Committee

2. John Overton gave an overview of the thinking behind the project structure, explaining the governance and responsibilities. 
3. The following points were raised:
· Papers for meetings should be made available prior to meetings.

· Feedback on any aspect of OTEG was welcomed and any member of the team at DTI or Ofgem can be contacted.

· There is strong support for a charging sub-group

· OTEG will consider who to invite to join the Price Control sub-group and discuss at next OTEG meeting.

· Connections to the DNO grid need to be included in the scope of the codes work as the impact of constraints will be different. It is unclear whether distribution system charges can cover this issue as two required codes do not appear in the scope. The work on SQSS will have implications for the DNO.

· How will the offshore / onshore price control interaction be managed? The current onshore price control regime will be in place until 2011/12 for the three onshore TOs. The offshore price control will be separate from the onshore price control and although we will try to make it similar, there may be differences to onshore. 

Timetable

4. John Overton gave an overview of the draft high-level timetable, which outlined the key milestones and decision points in implementing the regime. 
5. The following points were raised:
· The latest date by which the regime must be in place if it is to have any impact on the 2010 target is 2007/08. This is driven by issues such as the availability of transformers and other equipment, which have lead times of 24 months. To build by 2010 major contracts have to be in place by mid-2007. Other issues outside the scope of the regulatory framework, such as planning, consents and off-take agreements are also major factors. 

· An outline framework and the parameters of the economics is desirable to enable R2 developments to proceed with certainty and contribute effectively to the 2010 target. 

· In reply it was stated that the consultation document planned for autumn 2006 was aimed at giving developers a greater degree of certainty. It would be helpful if industry were to provide DTI/Ofgem with considered views on what they required in terms of certainty and what the key risks are in relation to the timetable outlined today. 

· The issue of whether the new regime is focused solely on wind was raised. In reply it was stated that whilst the focus at the moment is on wind there is awareness of the role that wave/tidal might play in the future. One of the aims is for the regime to be enduring so that it should be flexible enough to accommodate other technologies in the future.

SQSS sub-group  

6. John Greasley gave an update of the progress that has been made to date. The broad objectives of the sub group (chaired by NGET) are as follows:

· Assess the relevance of the existing onshore GB SQSS for application to the offshore transmission networks

· Provide recommendations to OTEG (by late August) identifying feasible options for security standards relating to offshore transmission networks.

7. It was noted a modelling approach has been used so far for analysis.  The sub- group propose to populate appropriate network models with real system data and establish a deterministic level for generation connection criteria by applying a cost benefit analysis to these models. Information on these models will be made available through the OTEG website.  It was also clarified that while there maybe a possibility that onshore SQSS may be changed this is outside the remit of OTEG and the sub group.  Work is continuing on identifying generator requirements, the differences between onshore and offshore requirements and boundary assumptions.
Grid codes sub-group 

8. John Greasley gave an update on National Grid’s initial views on preliminary work to change commercial codes.
9. It was noted that the GB SQSS debate heavily influences the changes required.  It was announced that it is the intention to establish a sub-group once SQSS work is completed to take forward necessary grid code work identified by National grid.  

10. The issue of DNO - TO connections was highlighted as a potential area of complexity especially if an enduring regime is to be established.  

11. JG suggested that transitional arrangements may be required prior to an enduring regime being implemented. 

12. It was noted that the scoping document anticipated that the designation route through the Energy Act powers was the preferred option as the methodology for changing the codes, although this has not been confirmed yet.  

Action – DTI to clarify whether the designation process through the Energy Act powers to make changes to the codes is exempt from appeals.  
13. It was noted that the assumptions from the codes work stream were part of a working agenda only.

Action - SQSS and OTEG Secretariat to review assumptions papers for SQSS and Codes sub groups - check they are compatible and merge into single document - then circulate to OTEG members for comment before 21 July SQSS meeting. 
Adoption issues  

14. Giles Stevens noted that this issue had been previously addressed in a ‘Comfort Letter’ dated 30 December 2004. This letter had reaffirmed Ofgem’s commitment to the principle of ensuring that only efficient and economic costs are passed into any TO’s regulatory asset base.

15. It was stated that no key areas within adoption could be identified as possible issues for a sub group.

16. To aid understanding it was agreed that developers would provide more detail on the issues they believe need to be addressed. DTI / Ofgem indicated that it would form a view on the validity of these concerns and make a further statement on adoption in the forthcoming consultation.

Action - Developers to provide DTI/Ofgem with paper setting out all the issues they will need guidance on that are critical to projects going forward on time. TOs to provide similar paper on issues that would prevent adoption going forward. Outline paper by 25 July and full paper for next OTEG on 2 August.

17. Separately, Ofgem noted that a review of the responses received to the scoping document and a general statement on the progress made is to be issued in the form of an “open letter” to be published shortly.

Action - Ofgem to publish scoping document update on the website. 

Price control sub-group
18. Giles Stevens noted that there has been discussion at OTEG about the need to set up a sub-group to look at the issue of price controls offshore. Ofgem had developed and published a draft terms of reference to be agreed by OTEG as the basis for any sub-group.  

19. It was noted a price control sub group try to meet as soon as practicable to develop the high level principles for the autumn consultation document.  It was clarified that the detailed process could not be done until after the consultation document in January and the group would reconvene then.   

Action - OTEG members to comment on price control sub-group terms of reference and make expressions of interest in membership by 12 July.
Charging methodologies 

20. Aileen McLeod presented SSE’s paper which argued strongly for there to be a specific sub-group on charging methodologies.  National Grid noted that internal discussion had taken place and the possibility of coordinating with the CISG workgroup was an option.

Action – National Grid to advise on the potential (and timescales) for advancing offshore charging discussions through CISG.  
Geographic Scope & Allocation method: Presentations of models



21. John Overton gave a short presentation outlining the background to the issues to be considered when developing the regulatory framework. This was followed by short presentations on options for geographic scope and allocation from:

· BWEA

· BEAMA Power Ltd

· SSE

· Scottish Power

· National Grid

· Ofgem

22. There was little support for point-to-point licences.  Industry views were:

· It offered little scope for optimisation of projects (encouraged "cherry picking")

· It was more complex from a regulatory perspective

· It created more responsibility and uncertainty for developers as it required them to find a TO to connect their project.  

23. SSE proposed extending the current TO areas, offshore arguing that there would be little benefit to be gained from a competitive TO appointment process in the tight timescales.  

24. National Grid highlighted the trade-off between pre-appointed TOs (for one or more areas) which can replicate the onshore timing of connection/access offers and arrangements that can introduce additional competition in TO appointment process.  Given the difficulties of holding meaningful competition in advance, the scope for enhancing competition and obtaining additional regulatory information from the adoption process was highlighted.
25. BWEA and BEAMA both marginally favoured a multi-TO area based approach (the 3-5 TO model) arguing it provided the best opportunity for optimisation and ability to drive costs down through benchmarking.  BWEA were not particularly opposed to having a single competitively appointed offshore TO on the proviso that it was independent.  BEAMA argued for safeguards to ensure no offshore TO operated a majority of areas.   

26. Scottish Power strongly favoured the area-based multi-TO approach, and was strongly opposed to the extension of existing TO areas. 
Plenary discussion

27. There were a number of issues raised based on the presentations. 

· It was noted that initial discussions with Elexon were underway with regards to BSC code changes.  

· It was noted that the SQSS was not including other technologies due to tight timescales, but there was awareness within the subgroup of the issue.

· The likelihood of a TO of last resort was discussed. Ofgem noted that it would have to look closely at the circumstances if the situation arose where no TO wanted to bid to build a particular connection. It was asked whether or not licences would include an obligation to make an offer to build a connection. It was noted that this would all be part of the consultation process.  The option of an economic test was proposed to deal with adoption and was noted as one of the many options to consider.

· Role of GB SO and TO’s were discussed.  It was clarified that the GBSO could plan networks and TO’s could possibly overlap, but the most efficient regime was the main objective. 

· The issue of different geographic zones and cables within one zone crossing another zone to enable it to connect to its preferred onshore point was raised.

· It was questioned whether there was much advantage and benefit to be gained from pursuing a competition allocation method for appointing TO’s given the tight timescales for manufacturers orders.  However it was stated that competition was part of Ofgem’s statutory duties and there could be a variation in the level of competition.  It was agreed that where competition could exist within the regime was not clear and more time would need to be spent on this.

· It was suggested that competition in design work for projects already under development would not exist once the work of the SQSS sub-group is complete but it will still exist in terms of design of equipment.  

· The consumer perspective is also important in terms of timescale as well as lowest cost. There is a trade off between timescale, competition and costs. The market should define these tradeoffs. 
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