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A DECISION PAPER BY THE NORTHERN IRELAND AUTHORITY FOR ENERGY REGULATION ON THE APPROPRIATE WAY FORWARD
DECEMBER 2005
DECISION ON THE PROPOSED WAY FORWARD

JULY 2005 CONSULTATION

NIAER’s consultation paper of 5 July 2005 stated that there were essentially two options available for full market opening:
The first option, or ‘big bang’ option would allow 100% of customers to switch their supplier contemporaneously in 2007. The big bang approach would be similar to that adopted in RoI. The methodology is based on load profiling where domestic customers are allocated a profile of a standard consumption pattern and billed on their total kWh consumption with the assumption that  their consumption pattern fitted the profile.
The second approach would be an ‘incremental’ approach. Here customers would be able to switch on a piecemeal basis as requested. The rational for undertaking this approach is that it is likely that very few domestic customers would actually wish to change their suppliers initially, and there is unlikely to be much competition by second tier suppliers to serve the wide domestic population. The incremental approach will involve the installation of seasonal time-of-day (STOD) metering in the switching customers’ premises. The Keypad meter can satisfy the requirements of the incremental approach.
The consultation paper addressed only the incremental approach as it was considered that the costs of the big bang approach were so high that it could be rejected without further analysis.
There were several guiding principles in the consultation paper in regard to adopting the incremental approach as the design of full market opening:

· As indicated above, the approached adopted should be the least cost one;
· The incremental approach would allow the leveraging in of time interval metering (ToD) which the Authority has indicated support for;
· The approach could adopt the ‘common services’ model – the IT system currently used by T&D;
· The Keypad infrastructure could be used (and opened up to all suppliers);
· There would be a simple treatment of un-metered supplies; and

· There would be minimum change to the existing settlement process.

RESPONSES TO OFREG’S CONSULTATION PAPER 
This section summarises the responses received to the July consultation paper. 
Responses were received from:

General Consumer Council

NI Housing Executive

National Energy Action (NEA)

Gemserv

Newry and Mourne District Council

Lisburn Borough Council

Energy Savings Trust

PRI Ltd

ESB Independent Energy

Bord Gais Energy Supply

Coolkeeragh ESB

Airtricity

ESB

E.ON UK

NIE

The main question asked in the consultation paper was what form domestic market opening should take in 2007. Should it be based on load profiling or SToD type metering? The responses to this question fell into three categories.

1. SToD metering should be used. This was a view held by a minority of respondents but included NIE. The points made in support of this approach basically mirrored the points made in the consultation paper and concentrated on this being the low cost option.

2. Profiling should be used. This was a more widely held view and the STSs which responded all said that this was the only sensible option. The responses in favour of this course of action presented supporting arguments for their position as well as criticising the views put forward by NIAER in the consultation paper. STSs felt that profiling would be the most economic option and would maximise the potential for competition.

3. The paper contained insufficient information for the respondent to come to a conclusion on either option. The lack of detailed costings on each option was highlighted as a particular weakness in the consultation paper. These respondents wanted detailed costings to be produced to enable them to come to a decision.

The most substantive responses came from the STS who all supported the ‘big bang’ or profiling approach. They criticised the fact that NIAER appeared to have made a decision on the form of market opening despite the fact that this was supposed to be a consultation paper. The lack of any cost benefit analysis or detailed costings for the two options was particularly criticised and all STSs urged NIAER to carry out this piece of work before arriving at a decision on the form of market opening to be adopted for NI. Most felt that ‘piggy backing’ on the RoI system was a possible solution which would help reduce the costs of market opening. 

The relationship between the SToD approach with the current work on the all island electricity market was also a concern as the respondents felt the two different models were not compatible. The need to install a new meter was also seen as a major problem and a significant barrier to entry to the new market and one STS went as far as to say they believed that it would create such a barrier as to be incompatible with the directive.
PROPOSED WAY FORWARD
The Authority is grateful for the responses to the July consultation. This paper presents a proposal which the Authority believes is the most appropriate method of ensuring the EU directive is met. It is a proposal for an interim solution which will not preclude the establishment of any other trading arrangements in the longer term.
DEVELOPMENTS SINCE THE INITIAL CONSULTATION
Since the consultation paper was issued a secondary matter has become apparent which to some degree blurs the cost boundary between the big bang and the incremental approaches. This issue relates to the costs of replacing the legacy systems which NIE is currently using but which will become obsolete within the next decade. Since these costs are inevitable and the big-bang approach will encapsulate them to a much greater degree than the incremental approach then the cost difference between the two options is less clear cut.

The EU directive requires that full competition is introduced by July 2007. In order to achieve this deadline decision needs to be taken now on which option for full market opening to proceed with.
The experience of FEMO 2005 has given the authority no illusion as to the time scale difficulties and expense of setting up an information system database. 

It now appears that because of the tight timescale it will be impossible to set up either of the options on time by July 2007. It appears that that the only feasible approach is to opt for an interim solution.
There are several other reasons why an interim approach can be deemed appropriate:

The Northern Ireland context in 2007 does not necessarily merit big bang functionality. The market conditions will still be characterised by limited wholesale opportunities – certainly until the existing PPAs expire. With the low gas reach there will be limited dual-fuel opportunities – although the gas market will have developed further by 2007. The supply margin headroom in Northern Ireland is the lowest in the UK so the profit potential and therefore market entry is likely to be limited.
However there are several requirements which the interim solution must possess:

· It must be capable of being developed into either the big bang or incremental option.

· The costs associated with establishing those parts of the interim solution which will not be further utilised by either of the big bang or incremental options must be minimised (Nugatory costs)

· Robust market design needs to be implemented before systems put in place (to avoid similar IT problems which have occurred during the  FEMO 2005 process)

It is now proposed that the form of an interim solution which will meet these criteria will be more akin to an ‘interim incremental’ model. However there is nothing to stop – and indeed it may be appropriate – to move from this model to a full ‘big bang’ model after a few years. The interim solution would therefore leave the final options for market design open while at the same time satisfying the requirements to allow domestic competition by 2007.

The Authority therefore advocates a two-staged approach: First off, an interim incremental solution which would involve the minimum investment to support Directive compliance, followed – if desired - by a longer-term full volume solution.

The interim incremental solution would be characterised by several features. It would utilise existing legacy and the new FEMO 2005 systems (when they are finally in place). By using existing profiles the complexity will be minimised. The solution will use manual processes for customer transfer. There would be minimum development needed to support an interface with the SEM and un-metered supplies would be uncomplicated.
Once the interim solution were in place the decision could be taken later to move to a full volume solution. This would require a new registration system and PES billing system and a more robust SEM interface. However as already stated many of the legacy systems will eventually need replaced in any event. Delaying the move to full volume solution would allow additional time to consider the longer term retail model including a more thorough consideration of the scale of obsolescence of the legacy systems and of how piggy-backing on RoI model might be achieved.

WHAT IS NEEDED FOR AN INTERIM SOLUTION
Several key IT systems will need to be established. These will be able to  build on FEMO 2005 systems. Thorough project scoping will be required. It is essential that the design stage of the project needs to be finalised before the build stage is entered into.

NIE has stressed the importance of employing a primary contractor to guarantee the functionality and deliver of the systems. NIE wishes to avoid problems it has encountered with leading the FEMO 2005 programme.
The following diagram shows a suggested programme structure:
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COSTS

NIE has produced for the Authority some indicative costs for the different options.

It states that a prudent, unvalidated cost estimate for the interim ‘incremental’ approach would be c£5m.

While it is harder to estimate the costs of the full volume solution they could be in the region of c£30m. Here the key cost drivers are the data migration tasks, however, SEM settlement and aggregation would also be major factors.

NEXT STEPS

The decision to proceed with the interim system has been taken by the Northern Ireland Authority for Energy regulation. The next steps in the process, for which decisions will need to be taken very soon are as follows:

1. The establishment of Stakeholder Governance
It is envisaged that the high level principles of the project can be signed off with the cooperation of the wider industry. This should perhaps take place through the existing IME group. Following that step the next stage will be to set up a programme steering group, e.g. FMOSG. Finally a detailed design authority will be needed such as a new SIG group.

2. NIE’s Role

NIE’s role will need to be firmly established. If it is decided to go with a primary contractor for the project then the interface between NIE and the primary contractor needs to be defined.

3. Cost Recovery

The Cost recovery mechanism needs to be established. It is proposed that the PSO channel is again utilised.

VIEWS OF READERS

The Authority will decide shortly on how to proceed with the next steps. In the meantime it is willing to hear the views of interested parties on the interim solution which it is minded to adopt. Suggestions on the appropriate ways to implement the next steps will be particularly appreciated. Views should be sent to:

Lisa Mullan

Queens House

14 Queen Street

Belfast

BT1 6ER

Tel: 028 9031 1575

Fax: 028 9031 1740

Email: lisa.mullan@ofregni.gov.uk
The closing date for responses is 3 February 2006.
Please indicate if your reply is confidential and therefore cannot be published.
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