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Introduction
1. On 28th November Ofreg released a Press Statement outlining a proposed agreement reached with Phoenix on a new licence framework. The press release included the statement;

“The agreement also provides for the transmission pipeline operated by Phoenix to be sold.  Ofreg hopes this will lead to a simplification of Northern Ireland’s transmission arrangements.” 
2. The current Phoenix conveyence licence combines both transmission and distribution elements. The sale of the transmission business will require the Phoenix company owning the transmission assets to hold a stand alone transmission licence. 

3. The Utility Regulator sees our role in this process as designing a new transmission licence in line with our statutory duties that will maximise customer benefits. Our role is not to select a purchaser although any purchaser will have to comply with the principles of the licence.
4. In January 2007 we produced a paper outlining our initial views on how the new licence could be designed and inviting interested parties to engage with us on the licence development so that we could take on board all proposals in achieving a licence that would maximise customer benefits.

5. We have since spoken to a number of parties who have presented various proposals on how the licence design might be progressed. We also gathered information from potential purchasers through a standardised questionnaire to ensure equality of access. We have now reviewed the information received and have taken it into account in presenting our considered opinion in this paper on the licence design that will maximise customer benefits. 

Licence Design

6. In our January paper, we proposed to use the PTL licence as a template for the new Phoenix transmission licence. All of the parties that we spoke to confirmed that they were happy with this approach and none proposed any fundamental changes from the PTL template. 
7. The PTL licence has performed well since it was granted in 2005, delivering significant benefits for NI gas consumers, and its use here should expedite the drafting process. Therefore we have decided to proceed using the PTL licence as the basis for detailed drafting.
8. The required revenue in the licence will be made up of debt repayments plus operating costs. On debt repayments, we have not been presented with any evidence by the parties that they can provide a particular structure of financing that would be superior to any other on offer. We propose that a similar 100% debt financed structure will be provided in the licence.
Operating Costs   

9. We view the area of operating expenditure as an important one in ensuring that customers are not saddled with inefficient and unnecessary costs going forward. We stated in our January paper that operating expenditure would be “based on an efficient, effective and co-ordinated operational regime”. 
10. All parties expressing an interest in purchasing the pipeline have confirmed that they wish to retain the PTL licence provisions on operating expenditure in order to reduce the cost of finance. 
11. We were approached by parties with a view to setting up a similar vehicle to NIEH i.e. a company limited by guarantee (CLG). They felt that they could operate more efficiently than NIEH and provide a benchmark. We do not believe that the costs associated with setting up and running another CLG is in the interests of consumers as such a CLG would also require cost pass through. Assuming additional annual running costs of £200k per annum this would cost the NI gas consumer a net present cost of £3.3m over 25 years using a discount rate of 3.5%.
12. We approved the introduction of a CLG into the ownership structure in NI as we felt the benefits of a low cost of finance outweighed the theoretical risks of increasing operating costs for an, operationally, well understood and uncomplicated asset. We will continue to monitor the operational performance of NIEH but at this point we do not see that allowing NI gas consumers to pay for the introduction of another CLG is appropriate.
13. Therefore in order to ensure the most efficient operation, we are minded to include drafting that will explicitly exclude the costs of setting up a new company limited by guarantee (CLG).
Network Code Rationalisation

14. As stated in our January note, we will continue to work towards a more co-ordinated NI transmission regime. We believe that this will bring additional benefits to customers through reduced operational costs and will eliminate barriers to entry for suppliers to NI. In order to achieve this we intend to work on a licence condition to oblige the licensee to rationalise the transmission regime by reducing the number of transmission network codes in NI.
Way Forward

15. We will now proceed with the detailed licence drafting, working with Phoenix and any purchaser that may emerge to ensure the licence meets our objectives. We hope to have the licence in place by June 2007.

16. The detailed licence conditions that emerge from this process will be subject to full public consultation and all parties will have an opportunity to review the draft and provide comment.

17. If you have any queries or wish to further discuss any of the issues raised by this paper then please contact:

Brian McHugh or Mike Lowry

Queens House 

14 Queen Street

Belfast

BT1 6ED

Tel: 028 9031 1575

Email:
brian.mchugh@ofregni.gov.uk 


mike.lowry@ofregni.gov.uk
NOTE: AS OF 1ST APRIL 2007 THE NORTHERN IRELAND AUTHORITY FOR ENERGY REGULATION (NIAER) IS NOW KNOWN AS THE NORTHERN IRELAND AUTHORITY FOR UTILITY REGULATION (NIAUR) AND OFREG HAS BEEN RE-BRANDED AS THE UTILITY REGULATOR FOR DAY TO DAY USE.
