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Introduction

Airtricity welcomes the Utilty Regulator's publication of its draft strategy and forward workplan. &l
stakeholders will find it a useful document for understanding the framework within which regulatory
Cecizionz are made and against which they may be measursd. In general we support the
proposed sirategy, although we have made soms comments on areas where we believe the

emphasis could be improved.

General

Mot all the levers necessary for delivery of the strategy are under the confrol of the Utility
Regulator. We believe that the differing statutory objectives governing regulation of electricity and
gas may no longer be appropriate; might not protecting the interests of gas customers involve
promotion and development of the gas indusiry? Might not the objecfives for regulating network
operators differ from those that are appropriate for suppliers, shippers and generators? Would it be

reazonakle to provide greater flexibility in licensing processes o maks senze

The energy markeinlace in Morthem Ireland has changed significantty since the original legislation
was enacied. The increazed level of supply competition and numier of parties developing small
renswable generation projects, suggest that a review should take place fo ensure that any
unnecessary constraints or anomalies are addressad. For example;

» if a Generafion Licence holder acguires an already-licensed asset, is it really necessary to
go through a relicensing process for the new assel?

+ wiould a legal amendment, that permitied assignment of a licence with the consent of the
Authonty, reduce unnecessary administrative effort without undermining proper regulatory
safeguards?

Review of strategic themes

Proteciing customers

The purpose of regulation is to comect market failure in circumstances whers the markst delivers
weak or perverse signals on conduct or economic behaviour.  We absolutely support the nesed for
regulation of monopolies (or effective monopolies), howsver competition doss exist in a number of
arsas of the Morthern Ireland energy market and we would suggest that it iz dominance and the
exercise of dominant behaviour that is the izsue affecting customers. Dominance may not always
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lie with one particular parficipant in a competitive market, therefore to focus solely on moncpolies is

unnecesgsarily to restrict the scope of customer protection.

It iz gleo unclear whether efficient action by dominant parties is always a good thing; after all,
efficient action that undermines competition iz highly undesirable. The purpose of regulation
should e to ensure that dominant pariies do the night things for customers and do these
effectively. Therefors we belisve the enduring sirategic goal in this arsa should be to protect
customers by ensuring that dominant parties act effectively in delivering their serdce.

It iz not only in the area of price that customers may nesd to be protected. Incumbents may deliver
market systems and interfaces with great efficiency, but if these are costly, bespoke to Morthem
Ireland and result in potential competitors incurring significant investment cozsts to enter the market,
then competition may be slow to develop - if at all. Yet customers siill have to pay the development
cozt although receiving none of the bensfitz of competition. This iz a lose-lozs situation for

customers.

Protection of customers must include early consideration of the most effective means to deliver
policy objectives, rather than assuming a delivery model then sesking the cheapsst
imglementation. There iz now considerably wider technical and commercial experience amongst
energy stakeholders than was the case ten years ago and for the zake of effective investment of
customers’ money, the Wtility Regulator must make full use of this expertise when making

fundamental decisicns on the direcfion and management of the market.

In focusing on effective and timely price contro!l of the dominant supplier, the Utility Regulator must
always be cognizant of the potential for collateral commercial damage to the independent sector.
The form of regulation that guarantses revenus to the incumbent is potentially ruinous to other
suppliers not protected in this way and we welcome the Regulator's willingness to take difficult
pricing decizions during the recent period of volatile energy prices.

YWe believe the Utility Regulator's proposed review of the mutual ownership model for key asseis is
timely. Customers face the unquantified, but hidden, underwriting nisk of meeting any revenue
shortfall on these loang. It is important (o balance any political/philcsophical preference for a
particular cwnership structure with proper consideration of whether this type of risk fransfer serves

a useful purpose or merely disguizes a fundamental business nsk.

Envirenmental sustainakility and securi

Recent events in the gas market have highlightsd the fact that plentiful existence of gaz may not
necessarily result in unconstrained availlability for consumption. The position of Morthern Ireland, at
the end of a very long pipeline needs no further emphasiz. We support the Uility Regulator's
recognition of the nead 1o avoid putting off imporant but non-urgent decisicns. This is one area
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where the strategic tensicn of addressing urgent, important issuss without ignoring preparaticns for

the long term iz most cbvicus.

Cwr rezponse to the consultation on barriers to competition in the Morthern Irsland energy market
highlighted our support for expansion of natural gas usage. However it iz not clear why
development of the gas industry should have a higher priority than protection of customer interesis
in the Utility Regulator's statutory objectives. Perhaps it would be opporiune fo consider whether
the legislative framework for regulation should e reviewsed to provide congistency within the

energy sector.

In terms of metening, we believe that customers should be empowered through the uze of aman
meters; their provision should not be regarded merely as a technical issue. When keypad metering
was being introducsd, technical considerations wers to the fore and an opportunity o reduce costs
in the competitive market was lost. Customers deserve better when it comes to the introduction of
smart meters. The widest range of stakeholders must be involved in deciding the reguirements for
such meters, before any purchase order or pilot implementation is approved. We do not believe
that Morthern Ireland customers should be expected to camy the cost of reinventing this particular
whesl and the widest possible use =hould be made of experiencs in GB and elsewhere.
Furthermare the project should be delivered by the Utilty Regulator, to prevent the natural
incentive on the incumbent buginess — for efficient delivery of an inappropriate solution — resulling
in a gzcond-best outcome for customers. It will alzo be important to ensure that the solution does

not preclude futurs technical innowvation.

Im facilitating enhanced levels of renewable generation, it is essential fo remember that connection
coats can make or break projects. A clear 22t of charging principles must be established to ensure
that developers are charged approgpriately for eguipment that is required, that refund rules are
defined where temporary eguipment is installed or connection capacity is shared and contestability
iz always an option — even for shared conneclions. The rules on connection asset fransfer,
treatment of these free assets in the Metworks RAB and impact on charges must alzo be clarified
as a matier of urgency. A right of appeal o an independent technical review must also be

introduced without delay.

Protecting vulnerable customers

It iz likely that energy prices will increasze in the medium term, in spite of any relief that may be
seen as a result of the current economic environmant. The only reasonable response to high
energy prices is to plan policy arcund the expectation of higher costz and aim to reduce
consumption. We thersfore support the Uity Regulator's objective of protecting the poorest
members of society through development of the social action plan. However we believe that
infisxibility of 2ome healing systems (such as storage heaterz), lack of education in best practice

on heating controls (technological as well az not opening windows if a room is too hot), legislation
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on the existence of standby setlings that cumulatively consume congiderable amounts of energy,

are issues that must be addressed in addition to thoze idenfified in the consultation.

Boosting compeiition

Cr rezponse fo the consuliation on barriers to competition highlighted the need for all-lsland
miarket solutions to reduce the cost of infroducing compstition. The Morthern Ireland market is foo
small for bespoke market dezigns that heap unnecessary costs on the customers who ultimately
pay. Morthem Irsland customers should be able to benefit from industry developments already
camed out by participants in the Rol market and neither these participants nor customers should
be expected to pay to reinvent sclutions already developed. Instead, customers should only be
expected to pay for solution implementation in Morthern Ireland. We therefars suppart the Liility
Regulator's strategic intent to work with the Commizsion for Energy Regulation on joint work

programmes.

A key izsue that affects development of retail competition and the volatility of prices impaciing
customers, is the lack of availability and poor product range of wholesale SEM hedging contracts.
Unlocking thiz blockage must be a key objective in delivering the full benefits of the Single
Electricity Market. We support the proposed review of the long-t2m power purchazing
agreements; belisving that individual generators should be able to offer hedging contracts and

thershy increase the numker of independent wholesale confracting parties.

Harmeonising ensrgy markeis

The SEM iz an example of a very succeasful joint implementation project. It has deliversd a
transparent and fair market structure in which gensrators and suppliers are all reated equally. Itis
a major improvement on previous arangsments in both jurisdictions and customers will benefit
from the improved pricing and suppor for retail competition that this wholesals market provides.
We therefore wholeheartedly support the development of further commonality of arrangements
envisaged by the CAG. We also look for full harmonisation of the gas retail arrangements to resulf
from this project and believe that retail market synchronisation acrozs the island of Irsland iz the
lrest route to deliver the benafits of competition to customers in Northem Ireland.

Im terms of infrastructurs, we strongly support Eirgrid's Grid 25 development strategy and we look
foreard to publication of the equivalent sirategic review of the Morthern Ireland transmission
metwork. Improvements in this area would also support the sirategic goal of environmental
sustainability and security of supply.

Evolving regulatory framework

We have stated earlier that we believe a review of the legislative framework for Northemn Ireland
regulation may now be appropriate, as the markst has developed considerably since the original

legislation was enacted. The propozed WHility Regulators review of its regulatory powers and
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functicns ought alzo to consider potential changes that would support consistency across the
energy sector and resolve tensions within and between existing legislation.

LUtility Requlator's erganisation
The Utility Regulator's significant restructuring means that it is now not always clear who is

responsible for what. We therefore ask that the website be redesigned to provide better access to
documentation and within this a *user guide to the Ulility Regulator” be included.
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ESB Independent Response to the NIAUR 5 Year Corporate Strategy 2009-14 &
Forward Work Programme 2009-10 Consultation

9™ January 2009
Gareral Comments

ESE Independant Enengy welcomes This valusbie opporiunity b comment an 1he NIALUR'S 5-Year
Comporale Strabegy 200214 & Forwand Work Programma 2009-10 and ba conirbuts 1o the debale an
the Impartant fackars affacling the eleclicily market in the madium-lerm. ESE Independant Ensrgy
operales in the elecricily seclor in both Pepublic of reland (RO and Morhern ireland (I} and
theralore has an obvious inkersst in The work pragrammes of balh the MIAUR and the Commission for
Erergy Reguialion {CER).

I ger=ral, we belive the paper Idenifies the key chalengss and IssUes 2.0, envronmental
sustainabilty, security ol supply, further comp=kian in the whoksak and retall marksts, furher
ramcnisaton o ErE gy marksls Marth and Sauth elc. Howswar, Inour v iew some Esues ars of
arealer signficancs than olhers. The skeclicky ssctor in Ireland lacss many chalenges over the next
decade nane more 5o than the nesd to ncreass (he panetration of renewable genaration 1o minimiss
our oear-depandance on loasi fual EHUI’IL’JT]’ QE‘FBI'EIZDI'I whisl slil E'I'I'-E-I]I'II'Q-H. comp=litive market for
Irvestors and 1he kowest possibke price for customers. Panewables, I:l-EII'ﬂl.'.-I."EItf"l'l ird, alsc has he
abiity 10 contibule to he soiution of offier key challenges (securky al supply, cost of cimale
change/zarban) bul thair ordery connection and aperation in The markal nesds 1o be carsfully
considened fram an Alklsland parspactive.

Whikst ESE Independant Enengy recoanises Ihat the NIAUR are responsibie far projecling NI
customers, we belleva thal an Al Eland Market Framework offrs balh raguistons e best opporunky
ko profect thair customers awer he medum 1o long-term. Therstore, il s mporant that he cojeclives
MIALIR'S 5-year srabagy are eligned 1o hoss in the CER'S 5-year sirategic plan. Inaurvisw this
wiould b best achievad through the devalopment by MIAURYCER of & joint S-ear siralegy specincally
addressing the Bsues afecling the furthar developmant of he Ak leland Eleciicity Merket post-SEM,
We bellave thal the most eflicient way 1o safeguard customer Interesls and all markal slakehakdars |5
thrawgh sflective susiainable campatilion in the AN Island manket. Key b his is ensuring 3 levek
playing fizkd for 2l marksl paricipants within the markst in &5 mary ereas of opsration 8s possible,

Anather key chalengs over the limeframe of this sirategy ks to encure thal investment in infrastruciurs
and incraasing enargy demands can conlinue 1 be met. Compsilion Tor rvesiment will mean that
irresbors will weioh up the risks end coportunilies associaled wilh the raguiatory erronment betors
commitling b new projecls. Therefore, the whole reguialony envronment el and he ok of MIAUR
ir the evolying reguialony framework are of paramount Imporlance. Reguialony slabilty is vial o
ansura imesior confidencs in ihe marksl. Stabiity in the ragulatory process in agdbion 1o a clear



strateqiz dreclion aliows cument and palential investars b foracast rek mane acourakaly and harslions
minimis= ihe et of business b hem.

There wil contirue bo be 3 major Tocus al European Linkon (EU) policy making level on anergy marksl
Irkagration, security of supply and Improved market competitveness, For examp, tha mminent EL
Third Package of enengy merket lberalisation ratorms will requine to be transposed into naional
legilative and raguiahony regimes. In this regard, ESE Independant Energy welcomes aclians
idenliiad by the MIALIR in the Famard Work Programme (FW P) b review The finalsed Thid Packags
and coneicer Implemertalion |ssuss assccialed wilh the challenges posed by the futher EL marks!
lberalisation ralorm agenca.



Specific Comments

E=ZE Indspendant Enangy would aksa ke 1o highlight the falowing poinds fram our parspsctive a5 an
indapendant s2cond Her relall suppier aperating inthe M1 eleciricity market:

HIE Energy Tarlff S=tting Pass-Through Charges'E-facor Price Comral Exerclss

I i5 well clear from previcus consulalions thal many existing Independent suppliers and potantial new
anlrania consider the cument 1ari sinichures unlair. Incumbents are shikldad from procursment nsk
bry pass-through and from @stimation risks by the K-Tactor which can underming the developmeant of
competition in ihe retsil market and polentialy Rinder new eniry by pralecting the requisksd supply
busiress against changes inmarksl condbions. End customers ullimataly baar these risks. ESB
rrlependent Ensrgy beleves that the whok |ssu2 of he K-lactor and pass-Ihmough nesds 1o b=
reviewad with 2 view 1o shifling thess risks back somewhal kowerds 1he ragulated supplier wha iz in

the b=t poaition b menade thess risks.

The cument procass of seling an annual tanfl in lsell has the polerts to creale risk far balh existing
Independant suppliers and new enfrants as they 1end 1o offer their own 12 producks In @ headging
markat that alfers products aver mullipk ime harzons or difarent contract imainas. Thersfos, & 3
rminimum, we believe 1het there nesda koe far QI'E'-EI'EIT 1[-E|I1IIE.I'EII1I.'.:|I', lim=inezs and l:1:1:l:ll'tlll1|'|'_|l' 1t
Irgut it thiewhole NIE Enargy rebal baritl struclure seting process and price conirol ecercise. Wa
are ol the view that there B & generd lack of publishad consukalive mlormation on past 1arif seting
and Insufficient time grven ko acdress consukatians. ESE Indepandent Enendy balkeve a ful, open
and imaly consukalivs framework far sstling MIE Enangy retsl taris woukd aod sionificent valus ta
the while trE.I'FE-I:l-EII'E'l'!:]I' ol tarit EEtﬂI'!; consuhaliones.

Al prasant, thars i no sppropriss raguiskony forum in M for suppliens Lo discuss issues such as
FEINSS5S charges, MIE tanirs, Uc&/DUcS charges etz dagpile raquests from suppliers and alher
clistomer rapressntatives farthe re-establishment of such a lorum. The resukant leck of Timety
infarmiation &nd ITanspanency on hess iBsues not anly puls suppiers in avery weak posilion when
passing Ihrough any changes to customars, bul can aka hase significant operational implcations due
o systams chandes and shorl limescales far implementalion &.3. recant FE0 reduclion
anncuncamant. ESE Indspendant Enengy would Kke ta s2e thie igsue speciically addresssd in tha
Fa! P far 2008,
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&t 1he recend workshop in Bellas] theane wias some dscussion aboul the eslablishmeant of 8 *Aetal
Manks Fonum® comprising suppiers and cther k2 slakeholdan under the new Astall Marksd
Deselopment Group In MIGUR. EZE Indepandant Enangy wiolld welcomes such afanim and skgnal
aur wilingness 1o participalein k.

Many of he issues delailed in the FP, and In 1his response, ara Ikely be discussed and dabatad &t
thiz Retal Maket Forumwhich we feal wodld be a valuable advisory body and scunding board for the
indusiry. ‘Wewoul sso suggesl thal eiher tha Ralall Marksl Forum or the cther reguiakony fanim
sLgesied above, Ncomporale reguiar updales an ihe “SBA Comm ks Waorkplan™ and the *DETI
Strabaqic ENergy Framewank’,

Further Harmenlsation of @ ne gy makets Morth and Scuth

EZE Independant Enengy believas that the futher deselopment of an Ak iEland Mankest Frameswork
oflers Doth requialons the basl cpportunily 1o address he subetantial end dificull chalkenges the
island of Iraland facas orer the necel decade in the elechricity maket and thus ulimakaly the best
opporiunky o prolect cuetomers. TheAlk-sland Wholesale Marksl hes been in operaion now Tor st
avar 3 year since 1% Movambsr 2007, ESH Indapendent Enendy beliey es 1hare ara now possbly
further weays inwhich the two marksls could cperale a5 ane, sp=cifically the foloving:

+  Cumently, Independant Enargy operatas two diferant network market messaging business
process systams for dealing with new cuslomer regisiralions, de-enargisalions & ra-anengisalions
and meder readings processing etc. Harmonksalion of hese Sy stems wil, Arslly, reducs the oost
of doing-bUsingss in balh manksts aspecialy in relalion o reducing the cost of entry inlo the
marnkst 2inca 3 new entrant is unlkaly ko considar the Replblic of Ireland o Mathern Irzlandin
Isalatian. Sscondy, il 18 Bkely that by harmanising the bwo sy stems, the ovarall cost of pravidng

the networks marksl mes=ajing service could be reducad.

= Cumently, EEE Indepandent Energy are imvakaad in the racruilment of 2 number of our own
cuslcmers in ROI for paticipation in 3 comprehenshne piol testing schema nadyance of he man
rok-out of SPART Metarng acra=s al of ACL. This requiras the deselcprment of & funclional
specilication. This i baing conducled wilhoul 1he Redusion of MIwho B als0 now beainning o
separataly investigats the ral-oul of Ska BT Metaing acnzss Ml To minimee customers’ camant
& future costs, K would be mare Censlicial if this whole 2MART Melaring inkialive weas

corducied an 8 co-ordinated Alklsland basis. ESE Indapendent Energy b=dleses thal 1ha benalils
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end cosls associaled wilh SMART Melaring must be shudied and detamminad from an Alklsland
Market parspacliia,

Al prezent in NI there s an Enengy EMciency Ledy programme of scheme bo lund anengy
efficiensy maasures which Is currenlly being reviewed bk thera i no such Tomel schemea at tha
mament in P21 Howewer, anew lormal enandy eficiency scheme of sams sart far ACH, yel b b=
finally determined, Is now being conskdarad for propasal by the Depanment of Communicalions,
Erergy & Matural Rescirces (DCEWF]. Again, b achisse maanindful resuks intems of
improved and enhancad enangy stickncy measwres, dimaba changs and reduchians in cabon
emizzions, and ind=ed enandy cost s3vings Tor all customams, E2R Indepanden! Enendy believas,
Egan, 1ha such & sigrificant iniliative would be beblar sansed Foonduckad Trom an All-lsland
Famket parspaclive.

An irvestigation Ink 1he eflect of and the subsaquent harmanizalion of the dif2ing payment
schemes for renewables in NI and ACH{ROCs and Faad- in 1ariTs) woukd b= very usstul.
Cumertly, the divergence in the valus of AOCS and FoedHin Enifls acts & a tnancial ncentive 1o
locahe windanmis in Morihem Ireland. I these payments wers hammonised, Irvestment would
miare Ikely 18ke placs where & B mast sirategically benefcial ram & system perspective nstesd
of where it 15 passibly more financialy beneliclal to do 50, The impacl of the current ragime
shoul be sxamined and evalaled aganet the cosl of windtam development a5 sel cut in tha Al
Ialand Gid Shudy, which @ndegsoursd b Tind the least cost solulion 1o renewsbles penetration.

& hamionisalion ol the processss inboth ROLand W in relation b Fuel M DEdosre would ako
maks more sensa inan Ak EEnd conteel. Cumently, fuel mie i decksad in ROI and displayad
on customear imyclcas in RO akng wilth ervronmental CO2 inlcrmation. Howsear, 1his 5 not 1he
case a= ol yel in M. Currently, fuel mk (s detemined from the 2B pool bul & ney sindke
combined process for delermining the exact fusl mi incuding renewabies explckly should be pul
in place on an AFIsland basis.

12



Custormer Swhching & Swhching System

Oue b 1he phyeical sywibching Dimi ol S0, 000 sibes {150,000 with some addilional sperd’ an MIE ICT
gyulems 2 number of Issues’gueaslions arise that coukd potanlially 2ot 38 8 bamier 1 new entramls of
ind2ed abarner 1o sepansion of exiEting s2cond lier supplies 8.

» IMfor cample 3 new entrant in e domestic sactor iwhars acquisiion numbers ars Ikl 1o be
highesst) bakas on & sianficant number of new custamers then he phy skl limiwoukd b quickly
reached, blecking any olher suppler gaining cuslomars elthar 1SS or domestic.

# Ifanumber of suppliers wara 1o star I'EI!;IE'IE"'Q riew 8iles gk the same ima, and 1he numbear o
“remaining” & allable places wers kw, how woukd ha places in NIE systams be assioned?

iEvan that the "Enduring Zokkion” B unikely 1o 62 in place belore 2012, we (a2l that MIAUA should
ghve s0me consideration 1o thase 1ssues soon.

Lang-Tem Custamer Contracts

Thene s some coifusion as 1o whether this relab=s 1o “incumbenis™ or “enmrants™ offering kong1erm
ciistomer conracts. Howewar, ESE Indapendent Energy t=lieses thal, whatevar about he
ircumbent, there should b2 no resincliors pleced onthe solity of Indapendent sLppliers [ ok
ciiElomers ik lond-term customear contracks. In anapen and comp=t ke maksl, supplers and
cagtomers should b2 able to contract freely in & manner 1hat 18 b2 he mulual benefk of both parlies
and this may wel include long-tam cuslomer conlracts. To place any restricions on this would B2 1o
tre delimant of all paties concamed and could, far sccample, kad b swilching just for the sake of i
and far the optica of bas opposad o apen and 1air competiion. Cuskomers should havs no Imik ar
resiriction an cholce includng coniracl duration.

Liquidhy of contmct markst and further regulatory action 1o promode a mors devalopsd
sacondary hadging markst

Ab presant the 2EM 1= quika iliquid and Independent Enerngy Wollld SUpport amy measures b
imprave this inihe conled of supporting a suslainate compsiine markst bk wilh the careal het we
believs the rarksl woukd be best servad by anlilies wilh a suppfy and assccialed generation posilion.
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ESB Response to NIAUR Consultation on its 5-Year Corporate
Stratecy (2009 — 2014) and Forward Work Programme i A pril 2009 -

March 2010)

ESB welcomes this second opportunity to respond to NIAUR s 5-Year Strategy and
Forward Work Programme, which follows on from the submission made in
September 2008, Tt will be important that the strategy and work programme are
finalised s0 as to build on the many achievements of the last number of years while
recognising the regional and global challenges facing the sector and also aligning with

initiatives at a Evropean level.

ESB believes that the key areas identified as priorities for the period 2009 to 2014 are
those that will provide the greatest benefit to consumers in the energy sector on the
island of Ireland. NIAUR has identified certain steps that it will endeavour to follow
to realise these objectives. ESB suggests other initiatives that could be undertaken to
further develop these objectives over the same proposed timeframe. ESB has not
made any comment on the straiegic objectives or workplan proposed for the water
sector, and limits this response to the energy sector. ESB has grouped its comments

on strategic and workplan proposals under various headings below,

Aliznment of Policy, Strategy and Action on All-Island Basis

Eeference is made to other strategic reviews in the energy sector (DETI Strategic
Energy Framework and SEM Committee Work-plan) which are taking place over the
same timeframe. Where these reviews result in similar objectives and goals, with
interdependencies between work-plans, it will be necessary for increased cooperation
and coordination between the government departments and the regulatory authorities
in order for all key priorities on an All-island basis to be achieved. This coope ration
and coordination will allow for regulatory stability over the period where these

priorities are being delivered upon.

The successful experiences of the SEM establishment programme and the working
relationships that were developed over that period should continue to be leveraged, in

conjunction with the key stakeholders in Great Britain to further promote the
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expansion of the wholesale electricity market definition into a GB-Irl Market. which it
is envisaged will introduce further competitive forces in both wholesale and retail for

the benefit of all consumers.

Harmonisation of All-Island Markets

A consistent theme throughout the NIAUR draft strategy is that concerning further
harmonisation of energy markets and fostering enhanced levels of competitive
pressures within them. ESB supports this goal and the continved close working of
NIAUR with CER on practical initiatives such as promoting increased liquidity in the
wholesale electricity market, bringing significantly forward during 2009 the
implementation of IT systems within Northern Ireland to support high-volume
customer switching and further standardisation of operational processes at retail level.
These initiatives should encourage and facilitate greater retail market competition

within the Mass Market and lower end of the Industrial and Commercial sectors.

Eeference iz made within the NIAUR workplan to the cancellation of the long term
Kilroot contract and to its potential replacement with a future PPA contract. ESB
requests that the NIAUR workplan contains consultation on its proposals in this
regard so that the implications within SEM can be understood and to ensure that the

outcome is competitively neutral,

Creat Britain — Ireland Electricity Market

ESB believes that it is now timely, with further levels of electricity interconnection
planned between Great Britain and Ireland, to consider advancing a single Great
Britain — Ireland electricity market. The proposed increase in interconnection by
2012 has the potential to greatly reduce the level of congestion between the two
power systems and to allow for a high degree of market coupling, which should in

turn facilitate market competition dynamics to take effect.

This will require co-operation of all key stakeholders — in particular it will be
necessary to ensure support of all governmental and regulatory authorities (NIAUR,
CER and Ofgem) behind any such initiatives.  ESB believes that NIAUR in
conjunction with CER is best positioned to promote industry consideration of GB-Irl

in the near term, and encourages it to do so. Such initiatives will complement the

et
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current activities of the FUI (France UK Ireland) regional initiative working groups
which are currently focusing on increasing interconnector capacity and the operational

Alrange me nts for same.

Gas Market Initiatives

ESB supports the promotion of further gas market competition on an All-Island basis,
As such it awaits further progress under the Common Arrangements for Gas
initiatives, in particular with regard to conclusion of the known issues relating to

interconnection between both jurisdictions (Morth and South) and transmission tariffs,

ESE also awaits with interest the views and proposals of NIAUR regarding the

promotion of gas storage capability,

Sustainability — Treatment of Wind

ESB fully supports sustainability as being a key strategic objective of NIAUR over
the coming wvears. Indeed ESB's own corporate strategy framework to 2020 is

structured with sustainability being a key overarching principle.

The All-Island Grid Study concluded that significant strengthening of the electrical
transmission and distribution systems are required within Northern Ireland to
accommodate higher levels of mpewable generation in the coming vears. Obviously
connection of wind generation onto the power system and integration within the
market will be important over the coming years. ESB notes that NIAUR plans to
work closely with NIE to implement the necessary network developments required to

support sustainability.

With the purchase of SONI by EirGrid scheduled to be completed during the first
quarter of 2009 there is a very good opportunity to develop a consistent Grid
Development Strategy across the whole transmission system both north and south and
for system planning and deve lopment to be closely aligned from now on. The drafting
of network development plans, involving close coordination in order to maximise any
resulting efficiencies, requires to be progressed urgently to allow for increased

connection of wind onto the power system over the coming years,
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Furthermore, it will be important that support mechanisms are reviewed and enhanced
if appropriate, in conjunction with CER. to encourage enewable generation to locate
where most strategically beneficial on the island of Ieland, rather than in other

European jurisdictions should more favourable support mechanisms exist elsewhere,

In addition, at present there is significant uncertainty regarding the treatment of wind
within SEM going forward. This has a direct impact on the ability of wind-farm

developers to secure funding and as such this clarity in this area is urgently required.

It will equally be important that mechanisms are supported which allow for the timely
application and connection of conventional plant onto the power system as necessary
in the event that the projected build of renewable generation does not ocecur or for

other security of supply reasons,

Susiainability — SMART Metering

It will be beneficial for electricity consumers that SMART metering strategies are
aligned north and south, as this will further support retail market competition on an
All-island basis going forward, Alignment of the technology and its capabilities and
the supporting data management systems will further facilitate retail market
transactions and demand side management on an All-Island basis. The CER led
SMART Metering Project in Ireland is progressing well, with installation of meter
technology for pilot phase aleady commenced, and customer behavioural trials

scheduled to occur during 2010,

Progress in Northern Ireland is not as advanced and NIAUR is therefore urged to
drive forward agreement, within Northern Ireland, on the fundamental metering
technology and Meter Data Management System decisions with recognition of Smart
Metering decisions taken in Ireland as soon as possible. Opportunity still remains for
alignment of trials and subsequent recognition of implications and benefits on an All-
Island basis however, to achieve this, an agreed approach on SMART metering
technology across all suppliers in Northern Ireland will be required in the very near

future.,
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NIE Energy Limited (PPB) Response to the NIAUR 5 Year Corporate Strategy

2009-14 & Forward Work Programme 2009-10 Consultation

9™ January 2009

Introduction

MIE Energy Power Procurement Business (PPB) is pleased to have this
opportunity to confribute to the development of the Utility Regulators 5 year
corporate strategy and forward work programme for 2009-10, which we welcome
as a constructive step towards providing more visibility for market participants of
the way forward for regulatory strategy and an indication of the more immediate
regulatory pricrities.

Comments

We note that no reference is made to PPB responding to the first consultation on
MIAUR's corporate strategy and PPE’s response has not been published. It is not
clear whether this response was not received or has been overlooked.

In PPBE’s response paper of 19 September 2008, we suggested that the strategy
would need to reflect the following key challenges.

. Market power / dominance.

. Interfaces with GB notably on the NTS entry / exit reform arrangaments.

. The need for the Utility Regulator to engage directly at EU level on
regulatory issues (e.g. through participation in CEER).

We welcome the Utility Regulator's commitment, expressed in the November
censultation paper (ref. 2.1.38), to "continue to work with CER under the aegis of
the SEM Committee on ensuring the effective operation of the SEM including
ongeing market menitoring to tackle dominance and market abuse™

The Movember consultation paper does not appear to make specific reference to
the NTS issue or to closer EU engagement. We continue to believe that these are
important issues for Nerthemn Ireland that the Utility Regulator needs to address.

We note that, under Ref 37 (page 49), the Utility Regulator will consider contract
cancellation options for Kilroot and may consult “on any decisions on future PPA
contract”. A final decision on Kilroot is scheduled in the FWP for either 2010-11 ar
2011-12. It should be recognised that this matter in not limited to Kilroot as there
are other power purchase contracts at Ballylumford and Coolkesragh in respect of
the open cycle gas turbines that can also be cancelled from Movember 2010.
Hence we consider this theme should be more generic rather than just focused on
Kilroot {although we acknowledge those confracts are the major ones).
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NIE Energy Supply’s Response to the NIAUR 5 Year Corporate Strategy 2009-14 &

Forward Work Programme 2009-10 Consultation
9™ January 2009

Introduction

HIE Energy Supply (MIEES) is pleased to hawe this opportunity o comment
on and confribute to the dewslopment of the LElity Regulators S year
corporate strategy and forward work programme for 2008-10, which we
welcome as a constructive siep towards providing more wisilbility for market
participants of the way forward for regulatory sirategy and an indication of the

key short and medium term regulatony priorties.

General Comments

n MIEES's response paper of 18 September 200E, relating to the earier
consultation on MIAUR's corporate strategy. we sugpested that the sirategy
would need to reflect the following key chalenges.

» The development of effectiive wholesa's and retail competiicon, and in
particular;
= availakility of suitable hedging products, and the effecliveness of
the cument hedging process
= dewveloprment of appropriate price controls
»  Protection for venerable customers

We note, and are pleased, that there are 3 number of actions planned for
2002010 that pick up on thess imporiant challenges, and we look forward to
working closely with MIAUR, and other staksholders where relevant, = the
develocpment of practica’ solutons.

MIEES also looks foneard to being fuly engaged in the wider sirategic snsrgy
debate which will follow the publicaton of DETI's Sirategic Ensrgy
Framework, and examining a'ong with NAUR, the Mclldoon Rewew report
recommendations.

Energy Retail Competition — the way forward

MIEES generally supports NIAUR's sirategy but has the following more
detailed comments to make regarding the decision paper included in this
consultation, that foouses specificaly on MIAUR's sirategic intent of
developing a more competitive energy reta” markst in Northern Ireland.

YWe agres thal confract markst Dguidity remains a concerm. The annua
market remamns msufficiently flexible and genersiors seem unable, or
unwilling, 1o offer ful cower. We are concermned that NIAUR's strategy may not
give sufficient emphasis o longer ferm consideratons.

& supply busmess will seek a balanced portiolic that includes longsr term
contracis. These may well be CfDs but PPAs may also serve as effective

HKIE Energy (Supoiy) 2
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hedges. |t is often easier for upsiream and downsireamn busnesses o hedgs
thieir opposite markst risks through werical integration rather than through
lomger term contracts.  There is 3 continuing debate on the menis of
generation/retail verdical integration and we feel that NIAUR should a1 l=ast
keep an open mind on the subject a5 it develops its reta’l strategy.

There are some economies of scale and scope in energy retailing and so a
larger market would be likely to assist compslition. There are two obwious
cpporunities for markst integration — within the electrizity SEM and bebaeen
refail gas and elsctricity m a dual fuel markst — but we do not think that thers
i the =same potenta’ for market integration in other directons, sther
gecgraphically with the GB market or with other products such as telecoms or
banking.

Perhaps the most imporiant part of the decision paper concemns price confrol,
cost pass-through and comection (k) factors.  Modificabions of pass-through
right perhaps be infroduced through collars & caps and yardsticks but these
would increase risk (and so the reguired margin} without removing the need
for a k-factor.

The remowal of the k factor would require a more fundarmental change in the
price control — possibly a switch from average revenue control o a "tanff
basket™'. This raises considerable difficulties which we think outweigh those
of the k-factor. Awverage revenue control with 3 commection facior remains our
preferred option for the reguliated market.

f the correction factor 's o be removed and the control changed to be on
tariffs, a systermn would nesd to be set up 1o do so. This would be difficult and
comglex. The risk 1o MIEES would be greatly increased and a much larger
rargin would be reguired,

As repards the other aspects of the action plan:

» Data availab®y: Agpregate information collected from all suppfers
under reporting requirernents in their licences could be published by
MIAUR. Data on individual customers should not be passed bebaeen
supgliers other than as part of the switching process.

= Branding: We note MIAURs plans for full branding separation m the
eleciricity and gas sectors. We look forward 1o engaging in the related
consuliaton exercises on this policy objective®. We assume that this
wiould not only be a feature of a strategy for Morthem Ireland, but would
be reflected in a harmonized all-island policy development process.

=  Long term coniracts, with the petental for locking i price stability, are
a choice that shou'd be coen o customers. Unfortunately, aspects of
the wholesale markst make it difficult to offer this option.  Any move to

= 3 price cap foomi of reguialion for pariicuiar groups of tarims, or sEndoe producks
: Imic hedlneg any redeiesd further business separation rels@ing o KIE Enssgy Lid

KIE Enemqgy (Supniy| 3
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prewent such confracis being offered would restrict innowation and
customer choice.

» Az regards switching harmonisation, that between Ml and Rol markeis
and that betwesn gas and eleciricity markets are more important than
that with GB.

»  Keter reading: The action item under meter reading is unclear. The
service of meter reading in the electricity sector im Ml has already been
tramsferred to Northem Ireland Elsctricty, and thersfore 5 a “regulated
monopoly” or common senvice.

KIE Ensrgy CSupniy| 4
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PHOENIX

IE7 AIRPORT RDA DOWIEST
NELFA ST ITTS 6l
TEL: DGR #332 4513
Fi 0 DOH #292 A%)5

Elena &rdnes
MIALR

Cusens House
Clusen Streaf

Belfast
BT1&ER

2% January 2008

Cear Elena,

HIAUR Draft Corporate Strategy (2009 - 2014) and
Forward Work Programme [Bpril 200% — March 20410)

Thank wou for the opportunity to comment on the U5y Regulator's (UReg's)
draft Corporate Strategy and Forward Work Plan. We welcome the clanity this

docurnent will wltimately provide for the forthcoming pericd and believe that by
adopting a fransparent strategy, JReg will ensure that the most prevalent

izzwes faced by the enengy sector are pricrtised.

The Phoenx Matural Gas Group (Phoen®] has already provided a
comprehensive response to UReg's recent consuliabon on the key issues in
developing this strategy’ and also to the Consultation on Electricity and Gas
Feta’ Market Competition m Morthem Ireland® Therefore, we do not remaks
every comment m this responss.

The evidence frorm Mosmhem freland's (MI's) homes and businesses show that
significant sawings on energy and carbon emissions can be made by
switching o natural gas and we welcome the indication that UReg will work
with DETI to promote the envirenmental benefits of natural gas owver the next
fiwe-year period.

n our previous response we commented that the marks! penetration of
natural gas is severzly skewed on a peographical bass and highlighted that
with some economic intervention. there is an mmediate opporiunity to

! T=0 Uity Haguass, Darsabopreasl ol aor & sl Corponets Srategy, Conaultsen o Koy i, 27 Jor 2008

* lirena Supshy L3 Respcioe B U UV Ragu ibe's Comul®Sen o5 Eedicls ared Cam RMalal Warks?
Cam palilisn ih Roshem Inears, BE° Julp 2002
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develop the natural gas network at Hillsborough, the Maze and along the
Ciownpatrick economic corridor.

UReg and DET! are in a unigue position to promote the development of our
natural gas indusiry and Phoenix wou'd ke to take this opportunity to offer
cur support to increasing the fake up of natural gas within the existing
licensed areas and exdendng the natural gas network throughout NI in line
with UReg’s undertaking.

Phosnix s actively engaped in the cumrent process of investigatng the
potential for Commaon Amangsments for Gas on an all-island basis and we
welcome the indication from UReg that projects will be pursued only where
thiey can defver real benefits for consumers.

The 'Energy Retail Competition — Way Forward' section states that placing
commercial incentives on suppliers in respect of procurement activities should
ower time allow lower owverall costs than the curent pass-through
arrangements. In this regard, we would be interested on reviewing any
evidence UReg can provide us that the current pass-through treatment of gas
cosis has led to an inefficient gas purchasing sirategy.

We agree with the view stated in the paper that any measures in respect of
Retad Compefiton must take account of the market conditions in Mordhem
reland. including the impact any measure may have on other customer
seciors.

We believe that the cwrent review of the Enengy Efficency Lewy is cne of 3
number of key consuliations for Nl gven the current economic pressures
faced by consumers alongside rising wholesa's energy costs, mcreasing fue
powverty and the challenge of reducing MI's carbon footprint. We hawe

significant experience of the Ml energy market and wil continue to prowvide
UReg with comprehensive responses o such consultations in an effort to
ensure that future policies are as informed as possikle.

YWe also support UReg's aim of co-ordinating the work of its cross-ulility
groups and would welcome the development of a transparent and informative
wehbsite to enhance UReg's communications capabilities.

¥We hope that these comments are useful but please do not hestate to contact
mie should you wish to discuss any of these further,

fiours sincerely,
Abigail

Abigail McCarter
Senior Business Analyst - Regulation
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Virldlan Powear & Emargy Limih

WO LY AR

Frwirr o orergy?

Il Houss
Ashioangate
Mavan Road
Elena Ardines Cuslin 15

Sisegy e Conm
the Usiity Regulator

Zusens Housse
14 Queen Street
Belfast

BT1 EER

o January 2009

Dear Elena,

COMSULTATION O HIAUR CORPORATE STRATEGY AND FORWARD WORK
PROGRAMME

Thank you for the opporunity to comment ugon MIAUR's forhcoming strategy and programme.

Zet agalnst the context of a wery challenging ecaromlc climate, volatle commaniy markets, the
nesd for urgent aclen o mElgate cimalte change and the inevilabla securlty of supply concam
b wesp the lights on’, the naxt fiva vears will present signiicart challengss for NIAUR,
Morthem Ireland and K5 energy cusiomers. These ane, ang will continue to be, unprecedanted
tmes: ine prasent global cred crisls has placed a serous slrain on Investment declslon
making.

2lven this context, MIALUR's methodical and disciplined approach 1o & five yaar corporats
girateqy Is very welcome. The best regulatony response to the unprecedenied changss in the
energy s2cior s 1o ensuwre a siable reguiatory environmant where declslons are made on a
ratlonal economic basls and In a fransparent manner.

Witn the abowe 0 mind, we relierate three prime abjeciives that shouwld underpin KIAURS
girateqy:

1. Improving Korthern Ireland’s Iniemational compatisiveness, by reducing and
removing barrers to open, compatitve and efcant energy markets.

2. Redwcing regulatory risk o aitract new Investiment, and a focus an Incentiyve Dased
reguiation where imely decisions are underpinnad by rational econamic justFication.

3. Ennancing regulabory process o Improve ransparency and accouniablity.

Regktorad OMas: 120 Malon: Road, Sefast BTS SHT, Nordhenn irsland
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Cur responses fo propesed actlon prioriies In sechon 2.2 of the programme are set out within
the attached annex. In summary, the maln palnis we make are a5 follows:

- Strategic network planning: create and Implament a sirateglc network plan,
Integrated with the Eingrid Grig Development Strategy (GDS) In the Rol, o connect
new generaton capacity, especlally renewable capacity, 1o l0ad centres. This s
particularly Important in the light of UK Government renewable energy targets and i Is
Impartant that Moriharn Ireland achieves Its share of national fargets. Glven the small
glze and rural nature of the network tis presents significant challenges. Howayvar
Morthem Ireland has a strong wind resource and access of wind to the grid on
economic ierms Is criical io being able to maximise our contribution to UK tangets.

= Delivering compsailtion for retall gag kay to domestic competition: 12 15 widely
accepied In Ingusiry thal competition for domestic customers will be basad on a dual
fuel prodwct of glectricity and gas. WPE ars concemed &t the continuing ack of
compesiion In retall gas and see nls as the most slignifizant Impadiment fo Sellver of
compeiiion for domestic customers.

«  SEM reform: The sirategy and programme g2t out the nigh lewel principles of good
regulatony praciice but Is not clear how this will b2 Implemented, parficularly through
the SEM Commitee process. The inal programme and work plan woulkd banet from 3
clear gelingation of MIALUR ang SEM Commities aciiviles and what areas of
appartunity, 9. governance and ransparency, are avallable for reforming SEM
regulation.

« Regulatory and market transparsncy: ihis Is of INcreasing concern and requirss
retatively simple action to ensure he market nas accaes 10 data and Informatiar. It
also requines timely, easy 0 access, comprehensive, and well thought cut market
communication systems. An SEM appeals mechanism would Increase accountabliy
and provide 3 mare secure basls for investor confldenca.

Flease do not heslate 1o contact us I we can elaorate further on any of the points we maks.

Yours sincarely

Zamell Blansy
Head of Regulation
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LAMNMEX
Razponse to Proposed Actlon Priorities, saction 2.2

Raf: 3%

Branging separation

YPE suggest thal the efficlency of the all-lsland markst wil be Improved ¥ ringfencing |ssues,
EUCN 35 branding separation, I5 harmonised betassn MIAUR and CER % ensure that
|urisdicticnal distorions are not created.

Ref: 4B

Tne lzsuss of long-erm arrangements for security of sUpply are best secured through a stable
capacihy pol which |5 adgressad In Ref 50

Ref: 50
We note the SEM Commitee minutes of the 2 Sepiember 2108 states

“The methadology far calculation T2 Capadity Pol should be reviewed o conskder amang
oaner things:

Whether the valatlity of the capacty pot can be reduced, and If 50 how.
Whether resikdual values should be Induded

The praposed capacity requirement calculaion
Imernational compartsans.”

Thls minute suEJeEis a more rigomoes review than suggesied by the reference.
Ref: &3

We suggest that a revlew of good governance should extend to the SEM Commities actvities
as wall as NIAUR and that new methods of fransparency Improvement are considerad.

The Federal Energy Regulalory Commisslon Im the US provides a good femplate for
transparency In regulatory gecislons. Their webslte (www.FERC gov) provides clear wp-to-date
Infarmation and commission meetings can be viewed I:]I"ﬁ'EI:E-HE-'..I

b e farc. go BrentCalendar FraniDiwtails seprTI0=4 20k Cal Type="al (i CalandarTT=] 00 & Dang=1/157
GoosVign=1

[ ]
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Ref: &3

We suggesi that stakenolder communications should also address meihods for e2nhancing
Indusiry engagement.

We ungerstand that @ new wabshe launch Is Beely In 2009 and suggest this should recelve
praminence In this action.

Other Actions:

Thers has been significant morease In the k2vy's Imposed by NIAUR on suppliers in NI and we

suggest that a forecast of fusture levys may be worth considering, fogetner with a review on how
the levy ks mistrioutad amang suppilers, network owners, and producers (gensralors).
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Consumer Council’s

Response to the Utility Regulator’s
Consultation on

Draft Corporate Strategy (2009 — 14)
and

Forward Work Programme
(April 2009 — March 2010)

January 2009
Our reference: PD20080203
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1.

1.1.

1.2.

1.3.

1.4.

1.5.

Introduction

The Consumer Council’s role is to give consumers a voice and to make sure that

voice is heard by those who make decisions that affect consumers. A Non-
Departmental Public Body, the Consumer Council was set up by statute in 1985
to promote and safeguard the interests of all consumers in Northern Ireland.

The Consumer Council has certain specific responsibilities for energy
(including natural gas, electricity and coal), passenger transport, food, and

water.

The Consumer Council welcomes this opportunity to respond to the Utility
Regulator’s consultation paper on their draft Corporate Strategy 2009-2014 and
Forward Work Programme 2009/10.

The Consumer Council’s response outlines some high level principles for
consideration during the period of the Utility Regulator’'s Corporate Strategy and
comments on some Forward Work Programme projects which are of particular
interest. We have not and will not outline our position on policy on any matter

until more information is available.

Consumers need more effective, tougher regulation. We look forward to working fully
with the Utility Regulator on all areas of their work alongside participating in all of the
proposed consultation exercises. Our position on particular matters will develop further.
Therefore, we would like to advise that our position as outlined is largely influenced by
the current situation faced by consumers and on some of these matters will develop and
change once more information becomes available or circumstances change. We
reserve our right to ensure consumers’ interests are protected in the ever changing
energy and water sectors and that we are not tied to previous responses made in

different circumstances.
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1.6.

1.7.

It is vital that consumers’ interests are at the heart of all the Utility Regulator’s
work. The Utility Regulator must demonstrate consideration and a balancing off

these interests over the short, medium and long term.

Following the structure of the consultation document the Consumer Council’s
response is split into two sections - the draft Corporate Strategy and the Forward
Work Programme. Many of the points raised span different priority themes and
Forward Work Programme projects and read across both documents. Some
points may be repeated, but where possible we have merged the draft Corporate
Strategy areas of Strategy Challenges and Drivers together with the Strategic

Themes to avoid unnecessary repetition.

2. DRAFT CORPORATE STRATEGY

2.1

2.2.

2.3.

2.4.

The Consumer Council welcomes the inclusion and importance given in the
strategy to forging relationships with key stakeholders. It is through working
together, and understanding others’ objectives, that good direction, advice and

policy is developed.

A major factor in constructive working relationships is transparent and timely
communication and cooperation. We are encouraged by the Utility Regulator’s
recognition of this necessity throughout all of their work and look forward to this
being demonstrated.

There must also be timely and effective communication with all consumers in
accessible formats and ensuring customers understand the information being

conveyed.

We agree with the benefits of the cross-utility approach being proposed by the

Utility Regulator. The Consumer Council has also found benefit in taking a cross
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2.5.

utility perspective on many issues and looks forward to working with the Ultility

Regulator in this fashion.

The Utility Regulator’s corporate strategy reflects that the regulation and
operation of the current water and sewerage regime is new to all stakeholders
(and we note that several projects in the Forward Work Programme look at the
development of various aspects of this regulatory regime). Given this fledgling
and faltered status and the present uncertainty of long term decisions over, for
example, metering or direct domestic charging for water a sufficient degree of
flexibility must be built into the systems and structures proposed by the Utility
Regulator to ensure adaptability to synchronize and link with any decisions and
outcomes from the NI Executive’s consultation. This flexibility must allow for the
development of a specific regulatory regime to reflect the unique position of

Northern Ireland.

3. Protecting consumers, rising prices and the need for concerted action

3.1.

3.2.

The Consumer Council agrees with many of the challenges that the Utility
Regulator has identified throughout the strategy. It is our view that high prices
and the human impact of this is without doubt one of the most challenging, yet
crucial, issues to be addressed. Given the extent to which prices have risen in
Northern Ireland we believe this issue needs to be addressed urgently, and

consider the Utility Regulator to have a significant and important role to play.

The Utility Regulator makes decisions which affect the amount of money in
people’s pockets. Therefore we believe that the Utility Regulator is well placed
to contribute to solutions within Departmental and Executive strategic direction
and policy to help alleviate financial pressure on the most vulnerable consumer,

for example variable tariffs based on consumption and ability to pay.
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3.3.

3.4.

3.5.

3.6.

3.7.

Urgent and priority consideration must be given to combating the impact of high
energy costs for households in Northern Ireland and the divergence in prices for

electricity and gas in Northern Ireland compared to Great Britain.

The issue of fuel poverty is the most important issue and challenge which
campaigners and energy stakeholders face today. Following over 50 per cent
price rises in both Phoenix Supply Ltd and NIE Energy’s tariff in a six month
period, eradicating fuel poverty must be at the top of the agenda. We fully
believe that the Utility Regulator has a role to play in combating fuel poverty
given their responsibilities in approving price increases for monopoly supply
companies and we look forward to working with the Utility Regulator in this
regard. We are disappointed that no steps have been taken to develop variable

tariffs to date.

We strongly agree that the protection of consumers must be the dominant theme
throughout the water reform process and beyond. Consumer protection and
water affordability must remain central in all considerations and decisions on

price control and wider sustainability, security of supply and EU issues.

The Utility Regulator’s final Corporate Strategy needs to reflect the ongoing work
in developing the water and sewerage price control process and principles. This
should link to the new governance structures within which the Price Control will
take place and carry to the evolutionary nature of the water and sewerage

regulatory environment and the ongoing progressive decisions being made.

The development of the price control processes and principles must reflect the
unique position in Northern Ireland with one water and sewerage company, one
multi-utility Utility Regulator and one multi-utility consumer representative. It
must also work within the strategic direction set by Ministerial guidance and the
Water Stakeholder Steering Group established to provide this. Therefore, there
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3.8.

3.9.

3.10.

3.11.

3.12.

is the opportunity for all stakeholders to develop unique processes specifically to

manage the price control process in the interests of Northern Ireland.

The Utility Regulator will be aware that the Consumer Council designed and
developed the Water Affordability tariff. We are happy to share our knowledge of
policy development in this area and explore its wider applications e.g. for social

tariffs and Social Action Plans.

The Utility Regulator should look at delivering and brokering new models, for

example mutualisation, tailored to deliver the greatest benefit to all consumers.

We believe that consideration must be given to the reasons for high energy
prices, notably the link between gas and oil at Continental levels and whether
more can be achieved to mitigate the impact rises in oil has on the price of gas

and subsequently on electricity on an national, European and global level.

Further, much can be done regarding incentivising and penalising supply
companies for their decisions in purchasing commaodities. This is of particular
importance in an environment were wholesale energy costs are passed directly
through to the consumer. The purchasing window for electricity needs to be
explored, as recommended in the Mclldoon Review of the October 2008
electricity price increase. The forthcoming price control supply consultations for
Phoenix Supply Ltd and NIE Energy provide an excellent opportunity for the
Utility Regulator to implement mechanisms that work in the best interests of

consumers.

Given that wholesale energy costs has been cited as the reason for recent rises
in gas and electricity, urgent action is required to minimise the impact on
consumers, particularly the most vulnerable. The current processes of direct
pass through does not act as sufficient incentive for supply companies to

purchase gas and electricity economically or in the best interests of consumers.
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3.13.

3.14.

3.15.

3.16.

We seek urgent remedial action to incentivise and penalise supply companies
over their purchasing decisions. The double price rises in both gas and
electricity during 2008 left many consumers struggling to cope financially,
however supply companies are able to pass through costs directly. A fairer

system, which works to the benefit of consumers must be in place.

We believe options must be developed to mitigate exposure to fluctuating
wholesale energy prices to protect consumers, and provide stable prices. Gas
storage is one such way, and we welcome development of this area. Increasing
our reliance on renewable technology is certainly another method which requires
consideration, however a cost benefit analysis must be completed to ensure that
any option is in the economic interest of consumers, in the short, medium and

long term.

The Consumer Council is concerned at the effectiveness of regulation in
ensuring the market gives a fair deal to both consumers and industry. Along with
learning from regulatory best practice, fundamental discussion on better and

tougher regulation to protect consumers is timely.

We welcome the Utility Regulator’s recently released consultation on Social
Action Plans. We have pressed for this for some time and remain committed and

look forward to working with the Utility Regulator in these areas.

Technological advancements may facilitate an environment of development and
progress. However it is also important to consider the cost associated with this
and the impact this may have on household budgets. Following recent price
increases, more homes have been plunged into fuel poverty. Therefore the
short term impact on consumers must be considered when making decisions on

technological projects, as well as the long term benefits these may bring.

4. Environmental Sustainability and Security of Supply Issues
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4.1.

4.2.

4.3.

4.4.

4.5.

There are many challenges in both the energy and water sectors in Northern
Ireland. Both are essential services for consumers and the challenge is to
ensure continuity of supply at reasonable cost. The additional challenge is
protecting the most vulnerable consumer against high prices and inequalities.
The Consumer Council does not underestimate the complexities in achieving
this.

The Utility Regulator emphasises the importance of the green agenda. The links
to the Utility Regulator’s sustainability strategy need to be clearly stated in the
Corporate Strategy along with clear objectives and rationale that takes account
of the changing context of high energy prices and forthcoming decisions about

water and sewerage services.

The balance needs to be found between long term sustainability and short term
stability. Developments in regulatory frameworks should be developed in the

context of wider Government policy areas.

We believe that environmental sustainability will be a challenging topic and look
forward to participating in the public debate on this issue on behalf of consumers
in Northern Ireland. We expect that the interests of consumers will be at the
forefront of any policy on this issue. We do not accept that consumers should
simply have to pay more to reflect the cost of carbon emissions or other
environmental considerations. Justification for any projects or initiatives taken
must be accompanied by a full cost benefit analysis. The benefits to all

consumers and Northern Ireland society must be demonstrated and made clear.
Given that in areas where natural gas is available there has only been 40 per

cent take up, we believe that an explanation must be sought regarding reasons

for this, before further roll out is started.
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4.6.

We are aware that the element of the current Smart Meter pilot scheme that
would test the experience of Northern Ireland consumers has been removed.
We understand that this is because the cost was high and the Utility Regulator is
of the view that consumer research from GB and the Republic of Ireland will
cover this. It is essential that the interests of Northern Ireland consumers remain
at the centre of the pilot scheme including evidence to show how the GB and
Republic of Ireland research will be sufficient in volume, detail and crucially

relevance, to reflect the experience and interests of Northern Ireland consumers.

5. Boosting competition in the retail and wholesale sectors

5.1.

5.2.

5.3.

A key consumer principle is choice, and competition may offer that choice to
consumers. However it is not enough to say that competition is an end goal in
itself that Northern Ireland must strive toward at any cost. Consumers must see
real benefits, in terms of driving down pricing and availability of innovative
products that could otherwise not be implemented through good regulation. We
do not accept that consumers will have to pay more to get competition in the
energy market or water sector. Consumers must see real benefits, both in the

short, medium and long term.

The Consumer Council understands that there are barriers to competition and
that the role of the Utility Regulator is to act as proxy to competition. In doing so,
we strongly advocate that the interest of consumers, particularly the most
vulnerable, is represented first and foremost in all aspects of the Utility
Regulator’s role. We look forward to working with the Utility Regulator in relation
to achieving this goal, both in the development of competition and all regulatory

duties.

We are concerned with statements made in the Mclldoon review that a
prospective market entrant was encouraged that the regulator had rubber
stamped the NIEE 33 per cent increase in the NIE Energy tariff. We believe

that the market should work in consumers’ best interests and do not accept that
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5.4.

consumers simply have to pay more for competition. The Mclldoon report was
commissioned independently by the Utility Regulator and its recommendations

must be acted upon or evidence provided as to why not.

The Consumer Council stands ready to play their part in protecting consumers in
a market which may potentially become more competitive. We look forward to
ensuring that the interests of consumers are prioritised when considering the

interface between consumers and the competitive market.

6. Harmonising strategy

6.1.

6.2.

6.3.

With regards to an All Island Energy market, urgent consideration must be given
to the role of the Single Electricity Market (SEM) and the benefits it has delivered
or is likely to deliver in both the short and medium term and weigh this against
costs both short and medium term. It is vital to know and identify the benefits
and costs of one all island market before entering into another or extending the
market further. The benefits to consumers, especially the most vulnerable in
Northern Ireland, must be at the forefront of the Utility Regulator’s thinking on all

island / all Europe energy markets.

With regards to the liquidity of contracts that operate alongside the SEM, the
Consumer Council believes that both Regulators, North and South, have a role to
play in enabling markets to become more liquid. When the market does not
operate as efficiently as it could, it is the end user, the consumer, who is
ultimately disadvantaged. Consumers in Northern Ireland deserve a market that
works in their short, medium and long term interests. Therefore it is imperative
that work is undertaken immediately to enhance the levels of liquidity, including
contract and hedging options into the market. The recommendation of the

Mclldoon review must be acted upon or evidence provided as to why not.

In relation to any proposed work on the Common Arrangements for Gas the

Consumer Council would expect that any options consider first and foremost the
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best interests of the consumer in the short, medium and long term. We would
not expect consumers to be disadvantaged in the short term while the market
develops. The Consumer Council looks forward to working with the Utility

Regulator in relation to this issue.

7. Evolving Regulatory Framework and EU level factors

7.1.

7.2

7.3.

7.4.

EU obligations provide opportunities for change to be introduced into the water
and sewerage industry and the energy markets. The Utility Regulator should
provide information on how they will work to ensure that all EU factors are
adapted and adopted in Northern Ireland to the advantage of all consumers to

realise the same benefits as consumers throughout the EU.

The affect of EU level factors on Northern Ireland not only has to be considered
and taken into account by the Utility Regulator but also needs to be clearly

explained to all stakeholders and consumers.

We do not underestimate the potential impact of the Water Framework Directive
(WFD) on the water reform process in Northern Ireland. The implementation of

WFD must fully consider the impact on the consumer.

Given the current climate of high energy prices, we believe that it is important to
look outside current traditional market-based options for answers. We welcome
consideration and analysis of the extent to which the debt-based model of
mutualisation may be appropriate, desirable or achievable in gas and electricity
supply, distribution or transmission markets, and also whether other models are
of economic benefit to consumers. For example, the Utility Regulator will be
aware of the Energy Brokering Feasibility Scheme being co-commissioned by
NIHE and the Consumer Council which will be significant in future models of

affordable energy.

8. Organisational Development
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8.1

8.2

8.3

8.4

8.5

In the Utility Regulator’s previous consultation on their draft Corporate Plan?, it
identified an opportunity for Northern Ireland to move more quickly and become a
centre of excellence in various spheres across the utility sector. We agree with
this, and believe this should be attained alongside the first priority and corporate
strategy of the Utility Regulator in becoming a centre for excellence in better and

more effective, efficient, targeted cross-utility regulation.

The Consumer Council recognises the need for balance between the Utility
Regulator’s strategic themes, for example sustainability and affordability, and we
look forward to working with the Utility Regulator in future to mitigate the impact

of this conflict for Northern Ireland consumers.

Given that, at a high level, the protection of customers is at the heart of what the
Utility Regulator does, we believe that a key priority in 2009 is for the Utility
Regulator to drive down regulated costs to narrow the gap between Northern
Ireland and Great Britain’s electricity and natural gas prices. Therefore we
believe the Utility Regulator should incorporate this objective into one of its

strategic themes.

The Consumer Council notes throughout the document the Utility Regulator’s
intention to consult with stakeholders on many of the areas outlined in their
corporate strategy. We welcome the Utility Regulator's commitment to consult

with stakeholders and we look forward to playing our part in these consultations.

The Utility Regulator should undertake pre-consultation work and gather views to
inform their consultations. Notification of the release of consultations should also
be provided. This will allow consultees to be better prepared and able to
participate fully. This work should be in a more open and transparent
environment where the Utility Regulator should provide timely and
understandable explanations.

! The Utility Regulator’s consultation on the development of the five year corporate strategy June 2008
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8.6  When issuing consultation documents, the Consumer Council seeks assurances
from the Utility Regulator that the recommended twelve week consultation period
outlined by the Department for Business, Enterprise and Regulatory Reform
(BERR)? will be adhered to.

8.7  Further, if a consultation document is going to be issued over a public / bank or
summer holiday period more time should be allowed. We are also firm on the
view that numerous consultation documents are not issued around the same time
and should be published on a staggered basis. Taking the number of
consultations the Utility Regulator has issued to date, over half of them were
between a 3.5 month period from 1 June to 19 September. Consideration must
be given to the limited resources of consultees, to ensure comprehensive

responses are returned.

8.8  The final Corporate Strategy should contain a definitive set of aims and

objectives to be achieved within the five year timescale.

2 http://www.berr.gov.uk/files/file44374.pdf
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9. FORWARD WORK PROGRAMME

9.1.

The Consumer Council looks forward to working with the Utility Regulator across
all of their directorates to achieve projects specified in their work programme.
Without entering into the detail of all the projects, and without limiting the
Consumer Council’s involvement in all appropriate work areas, we have
commented below on some of the Forward Work Programme’s projects which

are of particular interest to the Consumer Council.

10. Protecting consumers and Monopoly Regulation

10.1.

10.2.

10.3.

10.4.

During 2008 more consumers in Northern Ireland have struggled to pay for energy
following unprecedented prices increases. Therefore we believe protecting consumers is

the key priority for the Utility Regulator.

We recognise that work in price controls may reduce some costs, however we do not
believe that this is the only mechanism the Utility Regulator should use to drive down
regulated costs. With such volatility in wholesale prices more must be done to drive
down costs from the distribution, transmission and operating cost element of the final
tariff. We urge the Utility Regulator to identify ways to achieve this in the short term for

the benefit of Northern Ireland consumers.

We welcome the Utility Regulator’s proposed review of the economic purchasing
obligations of regulated companies. Given that the regulated companies can pass
through costs directly to consumers it is only consumers who are bearing the risk. This
needs to be addressed in the short term, with a penal system imposed should regulated
companies not purchase in the most economic or advantageous manner. We look
forward to having further discussions with the Utility Regulator regarding how this can be

achieved.

We welcome the work the Utility Regulator intends to do in implementing and updating

guaranteed service standards across all directorates. We have long campaigned for the
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10.5.

10.6.

10.7.

10.8.

introduction of guaranteed service standards for all gas and water consumers to end the
disparity with electricity consumers. We will continue our work with the Utility Regulator

in relation to guaranteed service standards for swift implementation.

We welcome price controls for mutualised companies and of the Utility Regulator’'s
intention to consider the performance of mutualised companies. Given these assets are
being managed on behalf of consumers we believe this is essential to ensure the

management is efficient and in the best interests of consumers.

We look forward to working fully with the Utility Regulator to ensure consumer views are
included and correctly represented in Ministerial Guidance on water and sewerage
services, NI Water's 2010 Price Control Business Plan submissions and the ongoing
improvement of the Price Control principles. Additionally we will continue to engage and
work with the Utility Regulator to monitor NI Water’s performance, identify and improve

poor performance and ensure value for money.

We will continue to work productively with the Utility Regulator on the annual review and

approval of NI Water's Scheme of Charges.

We would recommend that the Utility Regulator considers a review of NI Water's Codes

of Practice following NI Executive decisions on water reform.

11. Sustainability and Security of Supply

11.1.

11.2.

In line with their principle objective under the Energy Order (Northern Ireland) 2003, we
recognise that the main objective for the Utility Regulator is to promote the gas industry

in Northern Ireland.

We acknowledge the environmental benefits of natural gas over other fossil fuels. We
also recognise that an extension of the natural gas industry to other areas will provide
more choice to consumers, a key consumer principle. However we believe that before

extending the natural gas network, at a huge cost which is ultimately borne by Northern
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11.3.

11.4.

11.5.

11.6.

Ireland consumers, research is required to understand why there is not maximum take
up of natural gas in the two licence areas where it is currently offered. Barriers to the

uptake of natural gas must be identified before considering further expansion.

Given the volatility in energy prices, acutely demonstrated during 2008 by over 50 per
cent price increases in electricity and Phoenix Natural Gas, we understand the need for
gas storage facilities in Northern Ireland and support the Utility Regulator’s identification

of storage facilities as a key objective over the next five years.

We welcome the Utility Regulator’s intention to conduct a cost benefit analysis to
determine a smart metering implementation policy. While we understand the benefits
smart metering can bring to consumers, the cost per consumer to introduce this
technology must also be given due consideration, particularly at this time of high energy

costs.

We look forward to working with the Utility Regulator, DETI and regulated companies

with regards to developing and implementing the Strategic Energy Framework.

The consumer must be represented adequately and appropriately in the development of
work on sustainability in the water and sewerage services. We look forward to working
with the Utility Regulator in the development of NI Water’s sustainability and water

resource management strategies and their integration into the Price Control process.

12. Harmonisation of market arrangements

12.1.

We look forward to working with the Utility Regulator to ensure there is consumer
representation for the Common Arrangements for Gas (CAG). We are aware that
publication of a detailed cost benefit analysis is imminent and will comment on this
accordingly. We urge the Utility Regulator to learn from lessons from setting up SEM,
and to consider the recommendations from the Mclldoon Review, to provide a market
that demonstrably works in the best interests and which is cost effective for Northern

Ireland consumers.
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13. Boosting Competition

13.1.

As mentioned above, choice is a key consumer principle. However it must not be

obtained at any cost for the consumer. At this time of high energy prices, we believe that
every effort must be taken to drive cost down. However, the facilitation of competition in
Northern Ireland is likely to only add costs ultimately borne by consumers with no proven
benefits. We believe full cost benefit analysis is hecessary before undertaking any action

to facilitate competition.

14. Regulatory Framework

14.1.

14.2.

14.3.

14.4.

14.5.

We welcome the Utility Regulator's commitment to monitor and influence developments
in the European Union, given that legislation is made there which ultimately affects

Northern Ireland.

The Consumer Council recognises that alterations may be needed to the regulatory
framework to implement outcomes from the NI Executive consultation on water and
sewerage services. We are keen to work fully with the Utility Regulator on these work

areas.

We look forward to working with the Utility Regulator regarding the implementation of the
EU’s third package on energy issues to ensure consumers interests are represented at
this level.

Further to the recommendations made in the Mclldoon Review we would wish to see the
Regulator giving urgent consideration to the recommendations of the report in the short

term.

The Consumer Council has a major role to play in communicating with and educating
consumers so that they will have the skills and confidence to meet future challenges. We

look forward to engaging fully with the Utility Regulator in this area of work.
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15. CORPORATE AFFAIRS

15.1.

15.2.

15.3.

We welcome the Utility Regulator’'s commitment to give priority to working with
Government to address fuel poverty issues. We have outlined our view of the proposed
reforms to the Northern Ireland Renewables Obligation (NIRO) and the Energy

Efficiency Levy (EEL) in public consultation documents.

The Consumer Council looks forward to working with the Utility Regulator on their

recently published Social Action Plan consultation.

We are pleased to see the stakeholder communications work project and are keen to
work more closely with the Utility Regulator to benefit consumers. We also welcome the

proposed enhancement of online communications and the Utility Regulator’s website.

For more information on the above response contact Ciara McKay or Graham Smith on

028 9067 2488.
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Introduction

The Department for Regional Development’s Water Policy Division welcomes this opportunity to
comment on the consultation paper on the Utility Regulator’s 5-Year Corporate Strategy 2009-2014 and

Forward Work Programme 2009-2010 as they relate to water and sewerage services in Northern Ireland.

We are grateful for the clear, helpful layout of the Forward Work Programme (FWP). We are also

grateful for the pre-consultation workshop which was held on 10 December 2008.

Corporate Strategy

2 In general terms, we are pleased to note that Corporate Strategy has taken account of the current
political and strategic context of the water industry in Northern Ireland. However we believe that
the document would benefit if the Utility Regulator further strengthened those contextual
references in order to acknowledge the significant impact of such key external drivers on its future
work priorities. For example, it is particularly important to fully explore the implications of the
Executive’s recent decision to defer domestic payments for at lest one year and the need to
implement future Executive decisions following public consultation on the Independent Review of

Water and Sewerage Services.

3 We believe that the Corporate Plan should also more clearly acknowledge the difficulties faced by
NIW in transforming the company into a fully regulated utility. To this end, the Utility Regulator
should consider highlighting specific proportionate actions that it intends to take — indeed is already
taking - to help NI Water to address these issues in a way that promotes maximum confidence for

consumers.
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The Corporate Strategy should be worded to ensure that it clearly states that water is not yet a fully
regulated utility and is therefore subject to a much greater degree of Executive control than
electricity and gas. This is an inevitable consequence of continued subsidy payments by the

Executive on behalf of customers.

It is particularly important to take a cautious approach to ‘social’ issues such as affordability as there
is likely to be Executive policy intervention in a way that doesn’t apply to the other two fully
regulated utilities. While the adoption of cross-sectoral thinking and approach can be a ‘valuable
tool’ (page 17 refers), it is important to bear in mind the water industry is not yet regulated in the

same way as electricity and gas and may require a different.

The draft Corporate Strategy should more clearly distinguish between cross-cutting strategic
priorities and those that relate specifically to water, energy and gas. For example, its research work
on SMART metering cannot realistically apply to water without pre-empting Executive agreement on

the reports of the Independent Review Panel (page 28 refers).

The Corporate Strategy lists a number of key themes for the NIAUR Water Directorate including
sustainability, security of supply and compliance with European Directives as being important
aspects within PC10. While we have no argument with these themes per se, their inclusion at this
point in the process runs the risk of appearing to pre-empt ministerial guidance which will set the
strategic direction for PC10. It is important that both the Corporate Strategy and the Forward Work
Programme give proper emphasis to the role of the Minister and the Executive in setting the

strategic direction of the water industry as a whole and the price control process in particular.

On a similar note, Page 22 indicates that security of supply will drive a significant proportion of all
required regulated expenditure. Again, there is a risk that NIAUR may appear to be anticipating the
findings of the various working groups established to make recommendations on PC10 investment

priorities.
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10

We support the need to build an efficient regulatory regime by developing an effective network with
statutory partners (pages 26 and 27 refer). NIAUR might consider including specific actions it
intends to take to improve and build on stakeholder relationships. Indeed there is already much
good work being undertaken by NIAUR and the other key stakeholders. For example, NIAUR’s
involvement in the recent stakeholders Workshops and the development of Partnership Agreement

and its continuing role in top-level Water Stakeholders Steering Group.

DRD welcomes the acknowledgement that there are significant outstanding issues which will affect
the price control process and the development of regulatory structures (pages 26 & 27). However,
the Corporate Strategy and Forward Work Programme should also clearly acknowledge continued
government subsidy and its impact on all budget or funding issues. The Utility Regulator might also
acknowledge that it receives its own funding through customer charges via charges levied on NIW

and could use this opportunity to highlight its own role as economic regulator to consumers.

Forward Work Programme

11

12

13

The format of the Forward Work Programme is clear, concise and easy-to-read. However in line with
Article 4 of the Water and Sewerage Services (Northern Ireland) Order 2006, and as recently agreed
with NIAUR , we believe that it should include a more detailed estimate of costs than currently

available on page 53.

The ‘Introduction to Water’ in the NIAUR Forward Work Programme 2009-10 (page 36) makes no
mention of the current political and strategic circumstances. As with the Corporate Strategy, we
suggest that the Utility Regulator should clearly acknowledge the impact of key external drivers -
such as the Executive’s recent decision to defer domestic payments and the implementation of the

outcome of public consultation on the Independent Review - on its future work priorities.

Pages 36 & 37 ‘Overall Cost and Price Control from April 2010’ states one of the aims of PC10 is to

'set budgetary limits consistent with environmental improvements, addressing historic under-funding
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14

15

16

17

18

and ensuring that future generations are required to pay only for the service that they receive'. This
does not seem to take into account the need to keep bills as low as possible or the impact of

deferral and the subsequent continuation of Government subsidy.

Pages 37 & 38 discuss the need for PC10 to embrace policy decision from the Assembly including
charging policies, affordability and the Independent Review Panel’s recommendations on the future
of water and sewerage services. We believe that the wording of this section could be strengthened
to emphasis the importance of these issues and make it clear that they are not merely a part of
PC10 but are the chief drivers which set the overall strategic direction for the water and sewerage

industry.

Page 38 states that NIAUR is responsible for advising the DRD Minister on the amount of revenue
that NIW needs to provide a sustainable service to customers and to fund its investment
programme. Given continued government subsidy it might be more accurate to say it is responsible
for advising on revenue requirements and associated charges within the strategic direction set by

the Minister for Regional Development and ensuring Ministerial priories are met.

The Forward Work Programme provides further detail on NIAUR’s plans to review and implement its
social action plan (pages 44 and 46 refer). Again, the Utility Regulator should be careful not to

appear to anticipate Government decisions on social issues such as affordability.

Under ‘Ensuring Delivery — Resources and Risks’ NIAUR states that it will ensure delivery of its
Forward Work Programme through partnership and consultation (page 52 refers). With this in
mind, and in line with our comments made about the Corporate Strategy at paragraph 8 of this
response, it may be appropriate to include reference to the ‘Partnership Agreement’ which all

stakeholders recently endorsed.

The specific action priorities set out in relation to water in the tables on pages 48 - 52 and the
actions proposed to manage the associated risks (pages 59 — 62) largely seem reasonable and

proportionate. However, there are a number of issues which require further consideration:
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a)

b)

d)

The actions listed under project ‘Price Control Customer Views' (page 48) should clearly
distinguish between the role of CCNI as the consumer representative for water and sewerage

and NIAUR’s role as economic regulator.

An action listed ‘Price Control Value for Money’ is to ‘establish principles of regulation to
incentivise NI Water to out perform and deliver for the customer’ (page 48). This action should
include an acknowledgement that the principles of regulation are dependent on a final
executive decision following public consultation decision on the recommendation of the

Independent Review Panel.

An action listed under ‘Price Control Ministerial Guidance’ is to ‘work with statutory
stakeholders and particularly DRD Policy Unit to inform the development of ministerial social and
environmental guidance’ (page 48). As the development of Ministerial Guidance is the
responsibility of the Minister for Regional Development rather than NIAUR, it would be more
appropriate to state that ‘NIAUR will work with other statutory stakeholders to inform the
development of the Minister for Regional Development’s consultation on ministerial social and

environmental guidance’.

The specific nature of the various aspects of sustainability to be considered under ‘Sustainability
— Price controls’ (page 49) risk appearing to anticipate the outcome of the Ministerial Guidance

on social and environmental issues.

A mitigating action in the Register under ‘Price Control is ‘Cross Directorate Group work on price
control principles including as necessary sustainability issues’ (page 59). Again, NIAUR needs to
exercise caution in carrying out work which assumes that water is in the same regulatory

position as energy or gas.
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19 Finally, we believe that the development of the Corporate Strategy and Forward work Programme
could enable us to align our work much more closely to avoid duplication of effort and demand on
NIW. This may be some way off, but our vision is that we will, effectively, be able to share work
programmes in the future (with due regard to statutory roles). We urge the Utility Regulator to give
full consideration to all views and comments received and look forward to further discussion on the

revised documents prior to their publication in early 2009.
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ESBI Response to the NIAUR 5 Year Corporate Strategy 2009-14 & Forward Work

Programme 2009-10 Consultation

Intresduction

This response k& submilted by ESE Intamaional on bahall of Conlkesragh ESB
Lid. ESE| appreciles he opportunily 1o comment on 1hess impariant reguigkry
paramelers and we haws no objection to &l or part of It being published by 1he
Repulatory Autharbies (RAs).

This responzss commeants an the spediic guesions possd on Pagulalony Aulhoriies
{AAsS] papsar.

Wea woukd ke 1o drew yolr aterlian b our response b 1he M UR Coensultalion on
MIAUR Carporale Siralegy submitted Septembear 3302, The comments made in aur

ragponse are slil gpplicable and are summartissd n Append 1 &t e end of 1his
dc:umEnil.

In 1his docurment wa comment spacilizaly an 3 MIAUR action priorilies;

- Trealmenl of ranewabias in SEM — corelraint paymants

- Polenlial Changes In Capacily payments

- Hamonisation of Generator Trarsmissian Use of Syslem Changing
Wa then comment on spactlic poinle mads in he document

MIAUR Inleracts wih ather departmenis in SEM e DETI, SOM, CER. 1 woul
helplul Tor Morthern Ireland Parfidpants b understand the relatiorehips with thess
departmenis ard 1he axtent to which MIAUR can influence them. The eleciriily
gactar in Marthern Iraland Taoss mamg l:fl-EllE'I'IQEIH cear the l:!:ll'l'lll'g dacade wih the
Incregss In e penetration of renewsbles, while =il ensurng & compeliive markat
for imvestors ard the kwast possibke pice for cuslomers. Cansful coreidenation must
b= Ql'l'ElI'I o these complex Esues. We also rafer o oher currant E-'IT-EI'IE'QE reviens
currartly teking pace in relalion to energy spacifically the DETI Svakgk Enengy
Fram=waork, SEM Commites Waork Flan and a numtsr of e conzullialions n he
Breas of susiainabiity ard 1he retall makel. Ik Imperalive thal e raievant
povarnment depariments ard RAs taks 3 coheshe appraach b work logether in e
devalopment of pens and e Esung of consultaliore b ensure The furlher
devakoprment of tha Al Island skectricty marnkel,
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Commems onthe Foeraard Work Flan

Rerewables Ref Page 60 & &1
Wea are piasad 10 nats that MIA UR stales 1hat “susiainability”™ is being a key slraleac
objctva owar the coming yaars.

Cormachion of wind generalon oo the powsar syslemn and intsgraion wilthin the
markat will b Imporian over 1he coming yaars. We nate that NI UR plans o work

chsely wilh the RMorthern Irsland neksork owner and DETI [ implemeant he

reCassary netwark degeipmants required 10 support sustainatility. The dralting af
retwark desaklpment plans requirss b b prograssad urgentty, (o allow far Ncraased

cannection of wind oo e powsr syslem over the coming years,  Due 1 he Esue

of 1he aconomic wiabllity of a peaking planl (22 balow) NALUR must coneldar how
besl b complementt wind Jensration wih conmventional generation.

Capachy Payment Ref Page 50 & &
ESBIvales simplizity, stability and transparancy n the approach bo CPK in genaral.

Wawolkd lika 1o draw wour attsnton o our reeponss o AIP'SEM Q20832 Fiad Cost
Besl Meww Enfrant Peaking Flant, whers we decussad he philcsopy of the Capadly

Payment mechanism and 1he valualions provided for Bast Mew Enlrant We would
Ik ta railerale cur analysis ciled mada in the response 1hal paint that & new peaking

panl &3 not aconom icaly wiable in the SEM a3 currently designed. 'We would
walkzame consultalionan the besl approach o proeiding FRaking pHant

Generatlen Tar{fs — Transmilsslon L2 of System Charging

Wa would Ike b draw your attantion 10 cur reepares o SEMVORDET, whare wa
supportad the dedision o hamonisa the Tranemission Uss o Syetem Charging in

e 2 |urisdchors In 1he SEM. Howsver we aleo ndcakd thal a delay in
mpkemanting the Incregsed TUGS proposals o alkow these cosls o be rellected in

the capadly (EME] calulabion and thal & separate capacity calkulalion may be

raqured far Marlhern Ireland Genergkirs. We Delieve hat the harmonigalion s
Claz=d wards the POl generalors and detnmantal o 1he Ml ganarabds. Wa Delievs

g fonm with I8 raguired with MIAUR and CER, 20MI1 and oher M ganeralors B
eamine the bast approach o he harmonisation ol he EArs.
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General comments on Stragedgy Challenge s and Drivers

1.3.15 — the growind mporiance of EL-Evel fackors — It is commanty accepled that
an aspiralion of the EU I3 o have 8 sindle European anandy market in skciricity and
8 single Europ=an anergy marked in gas. 2uch angle markat ragimes are argued b

bring many banefls 10 cuslomars and markeks, Induding grastar Fansparency,
realer compatiion, ek, Howewer it should be recognised that “ocne size fiks al® 5 nal

resassanily rue in all markats in the EU gvan that markets dfler in sz, comipleEity,

mahrily, ete. Wa would reguest that MIAUR a2t praaciivaly and use ik infusncs K
erEura lobbying k done far Marlhem Irslard on en EU basis b

i) ereure that charges iral may be coslly endar burdensome 1o nrcduce in
Morihem Ireland andior may bArg e real benet o Morthem Ieland customars are
clagsilied a8 cplichal jas cppoead o I'HE'IIZE'DI}"I;

il} ensure that ary gas market ar alecirity market rapulations of dirsctives that ars
pamsad at EU kvl ara al such & high kvel thal relional ragulators prasarsa/be given

e powsr 10 deldde 8l 8 el BEvel now 025l 0 &chieve the RiQh kevel
repulationddiractive (appropriale to the parlicular mankst).

1.4.10 — The pap=r aullines seceral “significant challengas” hat MIAUR ard olhers
facs;

il pricing of fossll fuels B Kkely b0 D2 diven sclely Dy markst fundamenials.
Cartbon prcing will e deall wilh as a separabta Issue &5 8 rasult of the emissions
calEsd Oy e uss O 13l Tuel. Hance Ericing of fossll nusls B refecd carcon may not
necassanily e an =1 hat will arisa and we do nol see MIALIR hasing a ok

il ass=ssing and dellvering the cptlmal mkx of poser generatlon and nd-fi2l
Liga.

The EU appears o ba e main diving force benind many envronmeantal iniliatives
including geals 1 achiews aignifcanl amission reduclons by 2020, and furlher
reduclions oy 2080, Parl of these gQoals app=ar 0 ncude he achiesament of a

carton nediral skcirdly generalicn sachor, herafors e miE of power Jeneratian
ard and-luel use |8 Ikely fo be deckded by the markat a5 manboned In (i aboee

onca e appropdiale Egielation Nes besn pAl N placs.

1.4.11 — Expanslon of the natural gas Indusiry — whilke here may be carlain
tenelilz o expanding the gas network in tams of increasad chodce for customers
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ard drearsilization al SrEldy Nesourcas, thage are HIQ.IE'lj ta be of lessar mporfancs
than the aconamic juslilicalion for same given that MIAUR have slaked that any
mxparsion of he gas network will ba coslly. Any considerafion of sepanding the
Maorlhem Ireland gas network should include a costbenedil analysis, and Indude a
companson of fnal end users gas costs ko olfer fusls. Only I such costbersnt
analysis proves a pasilive bansll, and gas i compstitive 1o alhar Tueks (nat just in the
ghot 1erm) should ary Jgass netwolk spansikn tlE'EElﬂ:lIJEl'j conEdarad.

1.4.21 - Long #rm powear procursment Contracis — We suppart MIS UR's propasal
I hiave @ review and assessment of e optimal way forward in ralaton to the fulure
of 1he lon-term Power Procirement comracks, & ramnal pubdic corsuiation should
CCOLr B2 parl of e rediew 10 ensurs fesdback mom all key stakehokers in his
ragard. The adwant of 1he 2EM has given rise fo an open, compalitive, mandatory
elecricity mamksl on 1he island of Ireland where prnces ars sab undar sTIck rukes
ralated to current marksl condbons. Insuch 8 scananc justiication 1or the conlinued
existence af 1he Kng Bm power procurement contracts musl b2 questioned. Furlher
e cnlinued existance of the long 1erm pEowsar procurement conracls may ack 1o
distort the markel. As such, these kng lem power procurament coniracls should be
terminakad &3 s0on 35 pessble o ansure marke! pricing is st an 8 common basis
for al, and o anable The SEM o achieye itz full polantial,

21.29 - Cancelladon of the Elreot contract — folowing on from e comment
aboe (1.4.21) concarning 1ong 1erm powsar procursmeant Contracts, gan 1he adeent
of the SEM and whal it brings 10 1he elclricty markat n NI, IE does appear that
miaintaining the Kool conlract is no ngar in e best mlerest of customars or the
2EM markat.

222 - Monopoly regulaton — a key sabagic am of NIAUR I8 staled b be
protecting cuslomers by ansuning ullity monopales act eMclenty”.

Tao achiews 1his aim, we suidast hat NIAUR should devole resaurces to he task af
imeestigaing the altermath of 1he Dreak-up tiom e one Compery of e Vindan
Group Le; SONI NIE Enardy PPE and 1he netarks parl of NE and wWhere Japs
hava since appearad Thare are oparational issues that have arizan that nesd o b
aiMrassed eg. 1he fallure of performancs esanomic panatlies o B2 incurrsd Oy
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QE'I'IETE'FZITE Ihr-:-ugh their i:lﬂg temn contracks with PRPE. (Some of 1hess igsues hava
bean ratsad al tha requiar NI ganarator maetngs wilh SO,

Wa ook 1 MIAUR 1o areura that al 1he vearicus entities of Virdian cpsrate on 2 e
arms kengih basis for a kvel playing fiak far all paties.,

EZE Inkrnational Cookseragh walcomes the opporfunity to comment an MIALR
Cralt Sralegy and e ambiicus Forward Wok Pregramme (Apl 2008 — March
20101 s important that the sralegy and work prograrnme are finalsed [ build on
the echkvemenls bz dake and 1o suppor the devalcpmant of the AFlsland marksat
Wa oK fopward b wiorking wilh MIALIR over 1he coming wear.  We waoul alsa
walzome 3 chanca to comment an the Douglas Meolldoon Raparl &= unfortunataty wa
wars notireakead in the preparaion ol e Reporl.
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App=ndlx 1.

Surmmary of HIALIR Censultaticn on K2y 1ssues - Cevelopmem of a 5 year
Carporase Strapedgy .

Renewables - ESEI agree 1hal he primary challenges 18cing Morhem Ireland
eleciicily are suslainability and amsircnmantal issues.  Spacifically ranewabies and
in particular wind) can conlribute o addrassing thesa primany challengas.

ESBI would welcome the apparfunity for lurther dscussion on hiow 1hey could co-

cparata with MIALIR [0 Bring acout a graaker penetralion of ranewatsss in Mortham
Iraland.

AR presdiausly glaled, wa waould welksoms & narmanised jpint appraach from MALUR

ard GER In relation 1o he ssues arourd e furlher develpment of tha Al Isiand
elecricity markel, parficulary far he plarning licenang process and peyment

incentivas far renewstbis.

Additionaly, the prasenl diferanial in payments fior renswables, PoCs va, FaedHn-
tariits, I Ineflcient. Hamonization of these payments would meks Indestment in
renewables maore ransparent and fair It would alsc ensure hal windlams ars
devalpadwhers | is stralegicaly benelidal iretaad of where it 1 simply Tnanciaky
viable.

Access 10 the eleciricly nersork: Gken the stEled ambiions of the UK
Goeammant in ralstion to ranewable enardy, il B suggesied that it may be mors
Bppropriale 1o gve renswable gensrators a pretermad stalus in ralation B gaining
access 1o he akciridty gnd as opposad 10 having & policy of ansunng “ranswab
Denefalion can be equitably accommcdated an the skeclricty netwoks® 53 slatad

Commadiry Prices and CompsHelan

From the Consuliaion - At the sarme ime there IS 8 reed fo maintan as much
OFaTIWaNd prEssLre an business ullity cosls 1o economic dessslapment reaasons”. It
5 nol clear whal Influencs the Pleguiator can have on dsing commadily prices



8.2 (I} G092 on fo 58y - “0ur pincipal abjectve in eleciridly i t pratect consumers
intzre=ta andin QE:E-'IIII promale the aificien], acoromic ard co-ordinated e hﬂ.ﬁ'"}'
Wa frd 1his stakernent regardng skeciricily b bs ncomplets and draw your abiertion
b the descriplion of MIAUR siahiary dulies contained in Annex 1, Rekvant Excamt
fram Enengy ordar 2002, Objectives of Regquiation ol ERcncity.

“The prndplke cojctve of the Depertment and Autharlly n carrying oul 1her

ragpecines  Sleciricity luncliore B 0 prolect e inkerssls of consumsrs af
elecricily. .whanever appropriate by promaling efleciive compeliion bekveen

persons  angaged in commerdal aclWities connecled wih the  genaration,
fransmisskan ar SUpply of akeciricty.”

Fuel Mbi: The paper autines a siluation where i the fdure MIwill be in he main
dependent on renewsbles (mainly wind and hydro) end gas for s eleciricly
ragurements. Given hat ranewables require back-up Trom Tossll fusl plant thers is &
ragl concam sboul the 1ack of dversily In the fugl mtz in NI This concam ks furlher
highighted by 8 similar position in the ROL It 1S supgested thal MIAUR should
proacively examine ways to widen the fugl mic In Ml 52 35 not to leave I fotaly
dependent an Jas a2 8 tassil Tuel.

1) & primary diiver for Wholesale (and 1hus end user) sleciridly pices i e cosl of
fual jpradaminanty gas) purchased by the generalors in he SEM. Currertlly 1he SEM
dctales thal the price bid irka he SEM markel by generators must reliacl cument
makat prices reqardess of whather the generalor has bought gas batker or worsa
than this presicusly. If there 5 3 desire ko reduce wholesale elciriciy prces a
conaideration could be given 1o altenng Ihe SEM bddng ke 0 &3 to a1 he usa of
currant gas prices &3 8 cap of SEM bid prices, but i the genarator has previolsly
oUghl pas &t a belter price han his, It would ba alkwed b bid In 3 kwer SEM prics
o reflect this. This i likely 1o bring banalils fo eleciiciy cansumers whils pratecting
e u=ara.

il Ancther whoksale Esue I8 to reexaming incanbves bo ol and pas axploralion
companies ta ENOUrags tham 1o explore aoff the coast of Iraland. HH.'-“I'Q pcce=a ko
Qe doem 1o home, !;I|'|'E'I'I Erocpar I'EI,EILIE'IEII'I ol such entities, or the mamner in which
they operale, shoul bring ecoromic bensfts f 1he Island of Ireland given tha
radusad dskance b market (and 1hus reduced frarepariahion 1aris) &3 well as bring
huge sacurily of supply benelis.
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Firmus Energy Response to the NIAUR 5 Year Corporate Strategy 2009-14 &
Forward Work Programme 2009-10 Consultation

8 January 2009

Elena Ardines

Queen’s House

Queen Street

Belfast

BT1 6ER

Dear Elena

Re: NIAUR Draft Corporate Strategy (2009-2014) and Forward Work Plan (April 2009-
March 2010)

Thank you for providing firmus energy with this opportunity to respond to the above.

We note that this consultation document aims to provide two main purposes, the first being the
Draft Corporate Strategy and the second the Forward Work Programme.

We have taken this consultation as an opportunity to note the following points to each section of
the consultation.

1. Draft Corporate Strategy:

We note that you refer to the Strategic Energy Framework (SEF) development work being
initiated by DETI and we have responded to that consultation under separate cover.
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We welcome that this Draft Corporate Strategy focuses on a number of key drivers and
challenges including a review of rising prices, to boost competition and to promote the
development of the natural gas industry.

Rising prices to consumers and the need for concerted action:

firmus energy is keen to deliver long term sustainable prices which offer gas consumers
in the 10 towns an affordable alternative to coal and oil home heating.

Indeed, one way that we have attempted to limit customers’ exposure to fluctuating
wholesale gas costs over recent years was to undertake an inventory gas storage trial
using the NW and SN gas pipelines.

The Utility Regulator’s recent decision to decline firmus energy’s request for an
extension to the inventory product trial was a disappointment to us given the potential for
this trial to reduce NBP commodity costs and in reaching this decision, the strategic
benefits of this trial did not appear to have been fully considered.

I's been suggested that the Common Arrangements for Gas project, (which plans to
consider the NI and Rol transmission networks being operated as a combined system),
may make provision for a future inventory product being, in all likelihood, an all island
service.

It is worth noting that firmus energy approached the Utility Regulator in 2006 with plans
to run the Northern Ireland Inventory Product. Initially the service was to be a trial with
firmus energy as the Supplier and BGE (NI) the Transporter.

Business rules were agreed and it was subsequently proposed to increase injection and
withdrawal capacity to 25,000 therms. It was also proposed that within day nominations
should be included within the updated business rules.
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firmus energy provided an assurance that all parties, including the Regulator,
Transporter and Shipper, reserved the right to terminate the trial at any time.

We would be keen to gain the Utility regulator’s support for this service that could
potentially benefit consumers and indeed reduce costs for our customers in the future.

firmus energy fervently believes that a Northern Ireland inventory service will be of long
term benefit to gas consumers. Therefore, we would still be very keen to discuss ways to
avail of existing inventory arrangements until such times as CAG warrants an alternative
approach being offered to Shippers.

Boosting competition in the retail and wholesale sectors:

In principle, the Belfast market is fully open to supply competition. However, there are a
number of issues that we feel would need to be reviewed before the benefits of full and
effective competition can become a reality for both business and domestic consumers in
Greater Belfast, not least consideration of the incumbent’s dominant position.

We recognise that our experience cannot be viewed as exhaustive. However, we have
identified a number of critical areas that do not appear to promote or facilitate effective
competition.

Exit Point Tolerance (EPT):

- New Suppliers, with few customers, are very exposed to fluctuations in daily
consumption. Given limited accurate daily data increases the likelihood of breaching
the EPT and incurring punitive charges.

- Conversely, the incumbent, with a large number of customers’ benefits from a
“Portfolio” effect of fluctuating consumption and the chances of breaching the EPT
are low. This approach acts as an impediment to new suppliers entering the Belfast
supply market.

Application of Conveyance Charges:
- We feel that it would leave less scope for ambiguity if worked examples of charges
were provided along with the conveyance charge statement.

- firmus energy has also had particular difficulty establishing how peak day capacity
was defined in the Distribution Network Code.
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Publication and Application of Transmission Charges:

- We feel that it would be easier for suppliers if transmission and distribution charges
were harmonised in terms of publication dates.

Distribution Network Code Modifications:

It would be useful if Phoenix Distribution published past and ongoing Code Modification
proposals.

Customer Switching Process:

Timescales and deadlines still remain uncertain. We feel that the ability for the
incumbent to object to a customer switching supplier up to D-8 is unsatisfactory as this
potentially exposes us to being left long on gas. Any objection should be dealt with at the
SMP confirmation stage. firmus energy plans to put forward a code modification over the
next few weeks that will help improve the switching process and we will be seeking
regulatory endorsement of this proposal.

Competition in Practice:

— Billing:

o There is only an obligation to “submit invoice documents as soon as
reasonably practicable after the billing period to which they relate”. This is
wholly inadequate.

— Meter Reads:

o Actual meter reads are taken every month by firmus energy. We are billing on
this basis because of ambiguity/uncertainty regarding telemetry reads. This
should be reviewed.

— Provision of Calorific Values:

o CV’s are only made available on D+7 by Phoenix. BGE Transportation

provides CV’s on D+1. This needs to be improved upon.

Expansion of the natural gas industry:

Customers will not switch from their existing heating or hot water systems to natural gas
without switching incentives. firmus energy would welcome increased collaboration
between DETI and the Utility Regulator to promote the benefits of natural gas and to
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challenge policy makers to choose natural gas a low carbon alternative to coal and oil,
where it is available.

firmus energy intends to make proposals to both the Department and Government on
funding mechanisms along the lines of the Reconnect programme for Renewable
solutions which can drive availability and conversion to natural gas in the new gas towns
in the NW & SN of the province.

The proposed incentive scheme will deliver a number of benefits:

o Reduce heating costs for home-owners

o Reduce the carbon footprint of a significant proportion of the housing stock in the
new gas towns

o Increase gas availability for small businesses, reducing fuel bills and carbon
emissions in the private sector

o Reduce cost and CO, emissions within the public sector estate

The costs of such an incentive scheme would need to be met by a collaborative
funding approach between the network operator, available energy efficiency monies collected
through schemes such as the NI Levy Fund and Government support.

2. Draft forward Work Programme

Effective Price Control Exercises:

firmus energy would welcome engaging with the Utility Regulator to improve upon
current Price Control Review arrangements.

Retail Market Opening:

Having played an active role within the Gas Market Opening Group and having recently
secured our first Belfast customer, firmus energy plans to support the Utility Regulator in
promoting and facilitating retail competition.

However, we feel the Gas Market Opening Group forum should be more of a decision
making forum and should impediments to the process be identified, it should be the
Utility Regulator who ultimately makes the final decision to help facilitate supply
competition.
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firmus energy would also welcome the opportunity to review with the Utility Regulator our
current licence arrangements which suggest a phased opening of the market. We feel
that this approach would be ineffective, costly and indeed confusing for customers.

Licence fees:

firmus energy has outlined its concerns on a number of separate occasions regarding
the fact that the Consumer Council’s costs are split 50:50 between Phoenix and
ourselves. We have recently received assurances from the Utility Regulator’s office
which plans to consult on this over the next 6 months and we would welcome this.

Prepayment metering:

We can confirm that we plan to play an active role in the proposed industry review of gas
prepayment metering in Northern Ireland.

Should you wish to discuss any of the above, please feel free to contact me direct on 02894
426840.

Yours sincerely

Michael

Michael Scott

Business Development Manager
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Northern Ireland Electricity plc Response to the NIAUR 5 Year Corporate Strategy

2009-14 & Forward Work Programme 2009-10 Consultation

9™ January 2009

Introduction

In responding to the Lkility Regulator's first consultation on its five year corporate
strategy Morthern Ireland Electricity ple (NIE) welcomed the miiative as a positive
step forward and gawe its wiew of the chalenpes, opporiunities and strategic
thermes and priorities ==t out in the Juns 2008 paper. We also commenied that
the final version of the docurnent should s=t out the UHility Regulator's strategic
aims ower the planning period and a tmetable for achieving them.

The strategie themss set out in the Utility Regu'stor's Movember 2008 updated
drafi corporate sirategy are recognisabls in the context of the strategic challenges
and policy goals set cut in DETI's draft Strategic Energy Framewcrk 2008, These
strategic themes set the framework for the Ulity Regulatce’s Forward Work
Programme and cur response focuses on those actions which are most relevant
tz MIE in its rele as owner of the fransmission system and owner and operator of
the distribution system n Morthern Irzland. Cwr cormments are in numerical crder
using the reference numbsrs in the Movember paper.

The mutual model (Ref 2 and 13]

We note that inm 2010-2012, the Wiy Regulator plans o “consider the
performance of the muilualised companies” and “review customer protection in
light of different financing models”®.

The eguity model has been vary effective in M. Since privatssation, accountability
to =guity inwesiors has comtinucusly driven management io seek efficiency
savings that have delivered significant real reductions of . 40% in core electricity
tfransmission and disiribution charges. HMone of the 14 elsctricity distribution
network operators nor the 8 gas distribution networks m GBE have adopied the
muiual modsl.

MIE's views on the mubual mods! are s2i out in more detad i our response (o
DETI's recant pre-scopng consuliation on its Sirategic Energy Framework 2000
and we have included an extract from cur response n the appendix.

Connection pelicy (Ref 12)

We note the Lhility Regu'ator's intention to review in 2008-10 eleciricity connaction
policies, faking imto account any sustainability issues and, m 2010-12, o create "a
competitive framewaork for electricity connections”.

The planned scope of the 200B-10 action s not clear from this brief description. 1
iz assumed that it refers o the environmenial sustzinability credentals of the
connectes and stems from Cecision Paper 2 (Sustanability] which states as an
action — "Exzamme the electricity grid connection policy in relation to embedded
generators conmecting to the electricily grid and consult on the way forward.”

FPresent amangsmenis ensure that all apptcanis for connection to the network are
dealt with on an eguiable basis. We will engage consiructively with the LUility
Regulator on amy proposals it brings forward for changss (includng Boence
midfications] intended io facilitate the connecton of embedded generators in
parbcular. For example, wese will need to appraise the praclicslties of

i
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implamentation including any commerzial, process and systems mplications and
in particular, any potential technical impact on the network.

If the objectwe of the 2010-12 action is the estabSshment of competiton in
connections “across the board” MIE considers that this will be a wery significant
and resource intensive task for NIE, MIAUR and parties who might sesk o
undertake contestable connecton work. There will need i be an early decision on
what aspects will be open to contestability. MIE will have to develop eguipment
specifications that will be appropriate for use by third parties, adoption and tzsting
regimes wl nesd o be developed and consideration given to warranties on the
section of network installed under a contestable arrangemeant. At the outset, it will
be important to test whether there is 3 market for contestable work and review
how compedition i connections has operated in GE.

Smart metering (Ref 18]

We agree that the proposed cost benefit analysis o defermine Smart Mefering
implamentation policy will need to fake full account of the beneft that has already
been derived from the distinctive high level of keypad vusage in Morthem reland.

Branding separation (Ref 33)

We notz the LhHility Regulator's intention to finalise plans for full branding
separation in the electricity seclor m the period 2010-2012.  NIE's parent
cormpany, the Viridian Group Lid has already agreed in principle to the separation
of branding between NIE and MNIE Energy. Ths will be taken forward in 2008
subject to the Uiility Regu'ator's consultation process.

Data availability (Ref 38

NIE recognises the importance of the provision of appropriate lewels of cusiomer
data, as agresd with the WHility Regulator, to suppliers both pre and post cusiomer
acquisition and we note thal legislation on data access differs betwesn NI and the
Fiol. We have proposed o the Liility Regulsior that we incude “dafa awa’ability’
as one of the work areas within the scope of consultation with industry
siakeholders as we move shortly to the next stage of the Enduring Sofution work
prOgramine.

Meater reading (Ref 39)

In Autumn 2003, in designing the arrangements to support full opening of the non-
domesiic marked, the guestion of how services including meterng actwites should
be made avalable to the market was addressed. The Hifly Reguiaior's preferred
mids! was confemed a5 one o which MIE wouw'd be the sols prowider of such
services. The rationale for this decesion was that, dus fo the relatvely small size of
the Morthern Ireland market, there would be no cost advantage fo customers in
establishing multple organtsations responsibles for market aclivitizs. 1 s NIE's
view that this remains the correct approach since the underlying rationa’s has not
changed.
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Enduring solution (Ref42)

In cur response to the consultation of 23 April 2008 on retall market development
wie highlighted a nurmber of issues, noting that harmonisation was 3 long and
complex process, that legacy systems constram further market development and
that any enduring solubion has to invalee exit from them, that engagement with the
indusiry i= essential as we move forward and that we intend o respond o
conocems expressad on issues such as data ransparency.

MIE has presented a report to the ity Regulator regarding the opbons for
technical systerms 1o support further retall marke? development and # has been
agreed in princiole o proceed on the basis of a full procurement with 3 view to
implementing an enduring solution m 2012, The procuremsnt documeniation will
specify, amongst other things, exit from legacy systems and the ab®ly to support
customer switches without significant constraint. The Suppliers Inteface Group
(the electricity industry forum) has been kept fully briefed on developments and
plans in this regard.

Within the rangs of issues 1o be progressed we recognise the need for a
significant input from industry siakeholders around consultation processes. In
particular, and in the short term, MIE has hightghted to the Wiility Regulator the
need for a focused engagement with the industry on a number of matiers to amve
at revis=d market procedures to support the enduring solubion. We will continus 1o
wiork with the LUtility Regulator fo ensure that the most efficient industry

engagement arrangements are put 'n place which minimise the impsct on
parbcipants. These arrangements for indusiny engagement will need to be set out
clearly in the overs” plan.

Alignment of TSC and tariff years (Ref 52)

MIE would welzoms clarifeation of the meaning of the reference (at para 2.1.37,
page 42) to exploring the Yeasibility of alignment of the Trading and Seitemeni
Code (TSC) and tanff years. 11 is our understanding that this was the rationale for
the RAs" decision in April 2007 to change the arniff year o commence on 1
Ciciober. Also, it will b= imporant to check whether there would b any
implcations for the enduring scofution.

Demand response (Ref 53]

Whie the action to review policies on demand response s plannad in the contexd
of sustainability and security of supply there will be impordant network
considerations that will nesd io be taken into account when consideration is given
te Srmart Grids. If the intention of this acton is to develop practical polices. the
design and operation of smart grids wil have ioiake account of the existing
architecture of the fransmission and distrbution nebtwork, which at preseni has
anby limited remote monitorng and contral,

Grid development strategy (Ref 534)

We note thal the Wility Regulator will "work closely with the network owner and
DETI to ensure the planning and defvery of 3 Gnd Development Strategy for NI
and the mplementation of the necessary network dewvelopments™. We have
commanted on the sswes that are relevant to the development of the electricity

3
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arid infrastructure i our response o DETI's pre-scoping consuliabon on its
Strategic Ensrgy Framework and we will forward a copy to the Wiility Regulator.
Metwork investment 1o facilitate sustainability policies will put upward pressure on
transmission and destribution charges.

EU Third package [Fef 3£)

DETI's wiew is that the divestment of SOMl w go 3 long way to ensuring
compliance with the EU third package. Implemeniation of the Directive's
requirernents as they relate to networks should fake fuf sccount of the nesd o
preserve the efficiences and synergies within the cument arrangsments for
network maintenance and development that create downward pressure on
network cosis for the benefit of customers.

Frivate network connections for remewables (Ref §2]

The 2009-10 action appears 1o be simiar to the corresponding action under Ref
12 (ihe above commenis refer).

Whis the 2010-12 action relating to the creation of a regulatory framework for
private electricity networks is contingent upon the cutcome of the 2008-10 action,
it is difficult at this stage to identify & deover for this panticular model. The model
requires that any parly buildng a private network must have a range of lepal
powsrs and an ongoing operation and maintenance capab®™y, all of which
currently st within MIZ. Snce MIE has demonstrated consisiently that it has
been able to delver eficient connections on-time, 3 private network model does
not s=em to be necessary.
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Appendix

Extract from MIE's response to DETI's Strategic Energy Framework 2009
Pre-consultation scoping paper.

Financing infrastructure assefs

DETI's paper states .... "the mulualiszed model has pofenbal fo offer benefifs fo
enengy consumers, over the tradiionsl equity model, Holh business models have
their deiractors however, The mosf signficanf queshion involves a consideralion
of whether the long sfanding RPI-X model for requiation of key enesrgy assels is
preferable fo the mutualised model, in ferms of cost efficiency, risks fo consumers,
and siabiiy of ownership, or does the mulvaized mods! provide an acceplable
aifernative offenng the prospect of lower costs and sufficient safeguards for
ENENgy COnSUmsrs,”

The significant enterprise defict which exsts in Morthern freland suggesis that the
mutual model poses another key strategic guesiion - s it apgropriate o
encourape the ownership of assats, which can othereise be owned and manaped
efficiently in the private sector, by semi-pubfe struchures? A principal cbjective of
public policy should be fo encourage private enterprise and entrepreneurship.

Thers s 3 wery fine line between mutuatsation and public ownership - in both
cases there is no eguity interesi. In the rest of the UK, financing utility
infrastruciure asssis on the basis of the mutual model is far from being accepted
public pofoy. In 2004 071 and HM Treasury forma®y set owt their concems in a
joint paper on the potential public policy conssguences of highly geared
struciures. Their concemns included the increased risk of company fature and the
associated msk transfer to customers and taxpaysrs. weakensd efficency
incentives and reduced regulatory flexibility.

The muiual model has wery limited application in the wility sector in GB. Glas
Cyrmru (Welsh Water) and Metwork Raill are the only examples of mutuzasation in
the wiility secior in G, both cases having arisen as a resu' of company disiress.
Thers are no sxamples of muiualisaton among the 14 elscincly distribution
network cperators or @ gas distibution networks in GB.

When setling price controls the GEBE regulators have not pushed companies
towards the mubual model. Their appreach s reflected in their assumptions and
statements on capita’ struciure.  In their 2004 price reviews Ofgemn and Ofwat
adopted gearing assumplions of ST.5% and 55% (of RAE wvalue) respectively.
This is similar to the approach adepted by the U5y Reguiator in setting MIE's
price contro! for the period 2007 to 2012

Indications are that neither Ofgem nor COfeat will depart significantly from their
previcus decisions on gearing when sefting the next price controls. Ofwat’s
posdion on 100% debt fnanced structures was refliected in the following statement
from its 2004 final determination ... to rely wholly on debt wiou'd risk forcing the
whole sector into an unsustainably brittle struciure io the wiimate detriment of
customers”.
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Lack of transparency and accouniability within the amangements for corporate
povemnancs of a3 mubuslised company are & matier of concemn. It s arguakle thai
the weakness in these structures is the sbsence of any real economic interast by
the members in the performance of the company. Without this there s no real
puarantee that the struchures will work in 3 fgorous and efectve manner as there
is n financial conssguence for the members in the event that they fail in the role
of supeniision and calling management o account. In stark contrast. the equity
investors in & company lose valus n ther nvestment if the company does noi
perfionm.

In 2007 the then UK shadow fransport secretary was reported in the media as
hawing said thai the current struciure whersby a group of unpaid members acis as
& proxy for sharehoders has failsd 1o keep Metwork Fail in check and that there's
a general acceplance thai the company s not really accountable to anybody. The
report by KFKG info aspecis of Metwork HaTs corporate governance published
by the Cffice of the Rail Regulaior last August highlights a lack of clarity about the
role of members and the way they are selected. It also draws attention o issues
around members having access to approprate infermation and analysis in order
to take an informed wview of Metwork Rails performancs, inchuding future
prospecis, 5o that they can hold Metwork Ra? to account efficienthy.

The long term wviability of the financial structures underpinning utility ass=is s a
crucial issus. [ s possible that if the structures repressnted by the mutual model
fail. then any such failure may affect 3ll mubualised asssis,

The equity model has been very effective in M. Since prvatisalion accountability
to =guity inwesiors has continucusly driven management to seek efficiency
savings that hawve delivered significant real reductions of 40 n core
transmission and distribution charges.

Douglas Melldoon's Movernber 2002 report {on the October 2008 elecinicity price
increases) highlights where effort should be prioritised. He notes that generation
costs account for ¢ 70% of electicity b®s for domeste cusiomers. He then
highlights the success of regulation in capiurng for customers the efficiency gains
in the fransmission and distribution networks. He goes on io say "Even if it were
possible to reduce these costs by — say — a further 25%, the net overall effect on
gleciricity prices would be small.” He identifies gensraticn as .. the par of the
indusiry which is mst implicated in the need to change and evolee if lang term
policy objectives of both the British and Irish Gowernmenits are to be met”
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Northern Ireland Water Response to the NIAUR 5 Year Corporate Strategy 2009-14
& Forward Work Programme 2009-10 Consultation

8™ January 2009
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Introduction

Northern Ireland Water {NIW) welcomes the opportunity to respong o this
second consuifation from the NIAUR (UR) on the development of the UR's
slrategy Tor e next 5 years and I Toreard wark programme Tor &gl 2009 2
March 2010. This response showld be read in conjunclion with our response
1o the firs? cansulation from the UR In September 2008, The UR consultation
paper = set out under the two broas heamings of e draft corporale S year
sirategy and the forward programme for the next financial year. We have
foliowed these broad headings In structuring our response below.

As we Inmcatad Imoour September response this wil o2 3 key period of
development In water reguiation In Morthem Ireland (M) We bellewe this
presents @ unique opporunity Tor estabisning 3 robust sirategy between a0
the stakenolders Involeed and we Iook forward 1o confinuing to achvely
particlpasz wih the UR In the development of tls sirategy.

Al this point we would also like to note that whilst there may be synergles In
the presentation of the UR slrategy as a document coverng all e s2cions
reguiatzd by the UR we would suggest thal separate documents seting out
the distinct Issues and proposed UR strategles for each area would betier
2nable responoents o focuUs on the Key Issues Tor 8ach secior

Draft UR corporate strategy 2009 - 2014

We welcome the fact that the UR has accepted a number of the commeants
made by MW In response [o e firsl UR strategy consullaion and In
ientilying the strategic themes which need to be addressed In e next five
YE3rs. These themes Inchuds:

+  The need to eslablsn 3 robust regulalory regime for the reformed waler
angd sewerage Industry

. The goal of ceddng down the warking relationships bebween the UR
and MIWW — particulany in the context of price contnal reviews.

LEH)
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+  The aspirafion io harmonise best practice GB water regulation with
iocal policy sevalopmant in the M1 context

+  The preparation and Implementing of the PC10 and PC13 regulatory
revlews within the period to which this consultation appliss.

However, whllst In highlighting these themes the UR has. no doubl been
glving conslderation as o how they might be practically addressed, we woukd
Tind It h2ipful IF In The inal gocument the UR could 582 out more expllcitly and
practically how these themes will be workad through In the coming years.
This Is paricularly the case in regard 1o the need Tor the UR to 521 out s
approach i the PC13 revlew which will s2t a regulatory determination for 3 5
yEar perod.

In gur wlew there are also 3 number of imponani areas which we f2el have nat
peen Tully addressed In the UR consullaion and which we feel wamankt further

consideration. These Inclede for example:

«  The need for long s2rm Investmeant planning for an ndustry whoee assets
are long-iwed and where the chalienges of cimate changs,
EUstalnablity, fooding risk and securlty of supply all requirs long term
approaches — with the Implications this has for regulation;

« Discuesion of the Issues assoclated with risk maragement and
governance for a publicly-cwned and reguiated ulify with Gowemment-
pwnad egquity and 350 approaches o ephancing fnancial susiainasiity
within & constrained pubdc inance environment.

+ The challenge of applylng conventienal Incentive based regulation o 3
publicly awned corporation wih govemment as the sole sharehalder.

" The URs views on where It would llke 1o se= the NI water industry In 3
years both in terms of corporate status and apsrational perfarmancs.

Finally we belleve the ralalive newness of the water reguiation framework In
Ml can provide an opportunity fo take best practice from the Cfwat and WICS

K Fdaler Heooas=om 15 150 MU D] Doroe lation on Ue 4
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reguiatory frameworks and adapt these %o the NI context In fresh and
nnovaiive ways. The window fSor such an opporfunity wil close over the
perizd refzmed B2 In the UR stralegy consultation. Were this to occur, an
opportunity to take a lead In developing innowatve approaches lo water
regulation In the UK will have been lost. We beliewe that the UR has a
chance o take a lead In facllitating 3 wider stakeholder dialogue on the
development of water regulatien In MI and It would be good fo Ees 3
worksineam adaressing this 35 a distinet companen? of the UR's sirategy over
the naxt few vears.

Forward work programme 2009 - 2010

In this part of the consullaion the UR has Indicated that probection of the
customer |s the most dominant theme far the Inlial and geveloping phase of
water reform. Whilst we recognise the strong nesd to demonstrate progress
in Improving customer senvice, thers should be an equal emphasis on
ensuring the fnanceaoility of NIW. This Is especially the case given that one
of the key outies of the UR |5 o ensure that NN |5 able to finance Its
raguiated actvities.

However, litlle reference Is made o this latter point In the UR consultation and
we peligye this dimension of the UR'S ouly 15 of Impartance not anty o KW
put 350 o consumers and wamanis greatsr emphasis and detall In such 3
strategy document The fulfiiment of this inancing duty would also appear o
ralse 3 @stinctive sat of methodological IssuUes In the context of 3 publciy-
owned waler utliity. In addifion, we beliews the role of the UR Is nat simply
about prateciing customers but encompassed within 25 dulles s the role of
enabiing customers to bensfs from the Improvements faciitaied by the type of
eftecve Incentive-based regulation that promotes the delivery of good water
ang Eewerage sendces Tor custamers In an efMclent and susiainable manner.

In paragraph 2.1.10 the UR outines the Isswes crilical o the water Ingustry at
is present stage of development We believe the UR should be mindful of
the Interplay bebween Inese points. For example a fough approach to driving
effclenci=s will Increase the probabdity of under-performance and potentlally
helghtsn the risks Taced by tax pavers — something the UR needs to consider

now o address In the Sevelopment of the reguiatary framewors.
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3.4 The forward work plan actions outlined by the LR for the Water sechor In
2003/10 s=em 10 b= a comprehensive st and we ook foreard to continuing
o work with the UR throughout the next financlal year on these Issues In the
consultative and colaborative marner aspied o by the UR.

i
h

Finally, we believe the UR and MW have @ shared vislon - to creals 3 workd
class water senice for Morthem Ireland and we recognise that hawving an
eflective approach to regulation has 3 key roke 0 play In faclitating this. It
therefors may be ussful for such a wision to be arlculazd within the context
of the UR sirategy for the water sector.
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Single Electricity Market Operator (SEMO) Response to the NIAUR 5 Year
Corporate Strategy 2009-14 & Forward Work Programme 2009-10 Consultation

12" January 2009

1 Imtfrodwction

SEMO welcomss the opportonity to comment on “WIATUER Dreft Corporase Stressgy (2008 — 14)
a=d Forwand Work Programmns (April 2009 — harck 20000 4 Unlmy Regelaror Cossmbetion
Papar™.

SEMO agreas with NIAUR wha= if stetes in relamoz to the devslopmoemt of the 21 island eleciricicy
markat that, “The challezge over the comging years & to ezsurs that the SEM contioues fo meet i
objectias thoougk the poovisicm of a sible =kt with trapsparset aod sguitable tading
aTazgamzanls

The following comp=s=rz addrass the key ttames outhned = the documsent

2 Easic Market Conditions

= order for the bepefizs of the $EM to be fally melked by elecmicity usars in botk junsdictons.
SEMO beliawa that painmaming the siwbility of market cozditions is prramount This, in oor wiew,
does mot mephy et the SEM camnot chamgs over the cozing vears. Tha SEM wnll be parceived as
stable of iix behsviour is predictable. Approporzie chizges can be imrodocsd into thea SEM
gradezally apd in & busingss fhsodly way £ they do pot nndesning the ahiliy of participants fo mee:
reasonzble finamcil targess.

Siable market conditions szabls bosmessas fo izchnde rsasonable expecietions of the avolubos of
the markgt = thes becinecs plaps. To soweme this s e cess, SEAD belisve that following
appropriate consultyion and proposels, @ defined amount of moSice & gives pror fo the inrodoction
of 2oy stgzificamt chazges Procesdizg m this mannes will govs confidencs 1o =vessoms and ansure
that tha SEBI is parceived as 2 stable masket. It will also anable the SEM to espomd o somacoral
changus mking place = the alscmcity industry.

To this szd. SEMD baliens tat the Anthority”s Corporaie Smategy and Forwerd Work Progresome
pley an meportant role as thay give iz mdicaiion to bosiness of the soategic theenes thet will ba
gudi=g fxtars regulatory thizki=g and decicions. Egually. given that tee SEM, and othes aspects of
the =dustry, are regalated by NLIAUR 2=d CER ucder t=s asgis of the SEM Cozamizizs, it would
be dasdrable that & SEM Commitee Strategy and Feooward Werk Program: wounld 2lso be produced

3 Outcomes
An Adpprapricie Balance of Cemeration

With mgerd to tha swomass of SEM, SEMO mote the Awthorify’s sivisme=t fhar 3 = maasure of
[SEMs] smcoosss will be the comtnuing etracton of Dew imvestment in genssation writh an
appropriate balazce betwesn comsszoiomal Soosd fogl 2=md repearzhls gemeretion”. Whik the
“ataction of mew Mvesizeant in gemecation” is an chjective of the SEM; attracting wn “approprios
balapcs betwsan comsstiomal foswll foel 2zd reoewebls gsoaeracios” kar =ot besn an explica:
objectia to date. Batker, the SEM bas beso desig=ed wik the primary ofjectire of incsoiiizing
imssstmant in capecity rathas than mimencing the “appropriate bale=ce™ mifarmed o im the papar.
Ths cogoing dsvslopmmsot. using muasket lewvwrs a2pd ctfer policy fmstrumsmts, of 2 balazoed
gezaration porifolio compeising the approprizds mix of pla=t will become an mcrsasmghy Imporizns
DEENIC TP z
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cozaidaration 25 anergy polcy evobmes 2nd develops in both Weordarn Irsland 2=zd the Regpuoblic of
Fule=d 2=d ac further repewabls. a=d partozlerly sensaable gensration which & mfermicezt in
naiore, 5 cocnecied fo the all Kla=d trazs=issios matanccks.

4 Short Term Necetzary Actions
Mfariet Monitaring

EEMO agreas with NIAUR shar further dewlopmant of bothk wholesals and ressil maarkes
comapedition 5 desireble. Compattion in $ERI & not vet at a stage whars the regulaiory controls pat
in placs during the AD Iiland Project suck 25 & Biddi=g Prmciplas can be relexed. It will be
importnt over the coming years to ackisve the stroctoral chazges oecessary o 2low the moerkes
fazcoioz moae Sraaly.

I= this regand, SEMC sapperts the wrock to d2ng of the mesket proeitonzg of SEM (Raf 4€) and has,
e=d will poztirne, fo coztribme to and asrist the Rogolatory Autheritiss i carrying oot thet work.

Comrocts Marker

The cogomz dewslopmsnt of the SEM iz likely 1o meguie the developmant of sves mom
sophisticated traded prodocis fo soppert perticipants” mading straiegies. When comying ot i
raview of tha lomg tamm conmacs (Faf 37) and purckasizg a=d hedg=g sowtugios (Faf 3) the
HApthority may consider measorss b stimulaie 3 Canspament comtracts murket (Ref 43). The
ghemce of such @ merket for SEM is potencally exposing supplisrs i 2 oumber of cases o
excussive pool price risk In e case of a mazdatory pool, it i5 oportant art feaxible webicles axis
that ezable participent: o manzgs thair risk

Wkile Diected Conmacts and Men-Dirscted Comtracts 2o sonse wray o reducing this msk, their lack
of fexibility mean the: suppkars and genarators emcer into anmial coztracts that pmay over the course
of the year tan ot to be wery costhy for eithar party. I addition, withoe? a liguid coztacts nearket,
gezaretors and seppliers will tend towards vertical integrasion. This =g coe=ter to the objecthe of
Ersaiur trazspemncy = tradizg amengsnants. Forthesnsoms, this mey act a5 @ barrier o greaer muiil
Comapedition.

FEuropean Develanmas
Looking forward and to greater regienal cooperation, SEMO will continne to mamtain crtical

mwareness of developments at a regiomal and ET kevel mchuding the ongome mplememation
of the Third Package. (Ref 546, 5T).
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