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Introduction
Airtricity welcomes the opportunity to respond to the 2007 Consultation on the NIE PPB Price Control.  PPB’s function in the market is unique, in that its existence in the SEM is solely to operate the legacy, PSO-supported privatisation contracts.  In this role it is essentially a fee earner rather than a trading organisation; managing the PSO contracts in return for an allowed revenue.  Many of its previous functions, setting BST, promoting energy sales and managing the imbalance market, are no longer required in the SEM world.

In this context, it is important that PPB should be adequately resourced to ensure that its PSO function is properly deliverable.  If PPB can demonstrably add value by reducing the cost burden of the PSO, then there is a good case for sharing the benefit between customers and the Viridian shareholder.  However we believe that the magnitude of change between current market arrangements and the SEM is such that baseline and potential PSO costs cannot yet be understood with the level of certainty required for the design of a PSO reduction incentive scheme.  
On balance therefore, we support the Utility Regulator’s proposal that PPB should be awarded an allowed revenue, with the possibility of a future incentive mechanism being investigated.

Consultation topics

current price control
We note that PPB’s operating costs have risen by over 60% over the last five years, which is a significant increase over a short period.  The spectacular increase in profit over the period [particularly in the last two years] suggests the existing volume incentive mechanism may have been overly generous.  It could also be taken as a warning of the potential for unintended outcomes where an incentive structure provides equal rewards to both windfall gains and the results of skilful management. 
new price control – nature and duration
We fully support the Utility Regulator’s concern over the impact of SEM on PPB’s activities and the consequent desire to constrain the control period until experience supports fuller awareness of the reality of operational issues.  However introduction of SEM has also seen a desire to harmonise certain issues across the island of Ireland, including the decision to realign the tariff year to coincide with the Pool year that runs from November to October.
We do not see any clear logic for retaining a March year end for one regulated activity when many others are moving to a Pool year basis.  We therefore believe that the new PPB price control should run until the end of October 2008, to gain experience of Pool operation and allow design of a more enduring price control environment.
operating costs
The cost of salaries discussed in detail in the Consultation, but other categories, such as MBIS and Interbusiness, are not discussed.  Both of these categories represent significant costs, but there is neither disclosure of what lies within these categories nor analysis that would show whether the figures are reasonable or not.  Similarly there is no indication of why pro-ration of “other costs” is considered an appropriate approach to assessing the impact of increased staffing on existing costs.

In terms of “SEM Related Costs”, there is no indication of whether these represent the amortisation of market readiness investment in the runup to SEM go-live or something else.  No information has been provided on the amortisation period for SEM investment, nor is there any indication as to whether PPB has benefited from shared investment in this area.  A significant amount of the proposed cost has been disallowed, but no reason has been given.
In terms of revenue, no account appears to have been taken of the value of settlement reallocation to purchasers of CfDs (or any other Suppliers) from PPB.  Given the benefit to Suppliers in being able to offset some of their market security cover cost through settlement reallocation, we would have expected this to have been noted as an offset to the cost items.

Without additional detail, it is impossible to say whether the correct X-factor should be 3%, 10% or 0%.
guaranteed profit margin and the k-factor

For PPB only, we support the revenue-with-k-factor form of regulation.  In general this form of regulation is distortionary to competition, but for market-wide imposts we agree that it is appropriate to provide an effectively risk-free operational revenue.  Of all the regulated activities in the SEM, we believe that operation of the PSO generation market interface and conduct of hedge contract auctions must be the least likely to result in cost-disallow.  We therefore support the Utility Regulator’s position, that PPB is essentially a risk-free business.
In terms of whether PPB is a trading or non-trading business, its basic activities in the SEM will be to:

· bid PSO generator plant into the market

· validate and collect generator revenue from the MO

· collect PSO and pay generators

· manage difference payments with CfD counterparties
· conduct CfD auctions

As bidding principles for generators are tightly defined, it is not immediately apparent why PPB should be considered as a trading organisation rather than as a cash management operation, where profits come from organisational and process efficiency.  We therefore support the Utility Regulator’s position, that PPB has no competitors and cannot make a loss unless it is operated significantly less efficiently than expected.  We therefore believe it is appropriate that the PPB shareholder should carry the business efficiency risk, in the same way that shareholders of other service organisations do, and that the price control should not include an ex-ante profit guarantee.
incentives
Given the change in PPB’s remit compared with the current market arrangements, it is difficult to see how a meaningful comparison can be made of past performance compared with the potential for PSO reduction in the SEM.  On the other hand it is clear that the PSO could benefit from an unfortunate event that impacted an individual participant.  While we would support an incentive mechanism that rewarded genuine value-add, any such mechanism would have to exclude windfall benefits that were due to normal market operation.  It is not yet clear how PPB can deliver significantly lower PSO costs in view of its future, narrower remit, other than that to be expected from a reasonable and prudent operator.
We therefore support the Utility Regulator’s proposal to examine ways to introduce an appropriate incentive mechanism in due course.
Summary
Airtricity generally supports the Utility Regulator’s approach and proposals for the PPB price control going into the SEM.  We do, however have reservations as to the duration of the control and lack of detail surrounding the makeup of the proposed allowed costs.
We believe that:

· the price control should extend only to the end of October 2008, and

· that an appropriate incentive scheme is appropriate and should be developed.

Due to the lack of detail provided in the Consultation, we have not been able to form a view on 

· the proposed adjustments to operating costs, or

· the X-factor
