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Foreword

The purpose of this Notification is to inform the European Commission of the Irish Government’s intention to impose public service obligations on the Electricity Supply Board in accordance with Article 3 of Directive 96/92/EC and Ireland’s legislation transposing the Directive, the Electricity Regulation Act, 1999, and to explain the nature of the proposed obligations and the reasons for their imposition.

The Notification further proposes a mechanism whereby the additional costs to the Electricity Supply Board of fulfilling these obligations can be recovered, without distortion of trade and at minimum cost to electricity customers.

The revenue and cost projections appended to the Notification are estimates based on the best information currently available, and may be subject to change. Similarly, the methodology outlined and the basis of estimating the levy on an ongoing basis may require modification due to unforeseen circumstances. Any material changes will be notified to the European Commission.
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Frequently Used Abbreviations

Several acronyms, abbreviations or alternatives are used throughout the text of the Notification. All are explained in the text, but for ease of reference, they are also listed separately here.

	Term
	Explanation

	The Act
	The Electricity Regulation Act, 1999

	AER
	Alternative Energy Requirement – a scheme under which a number of competitions were run to obtain RES-E

	BNE
	Best New Entrant, or the price set by the CER which a Best New Entrant would need to obtain to cover its costs and make a rate of return of 8.5%

	BnM
	Bord na Móna, Ireland’s State owned peat development company

	CCGT
	Combined Cycle Gas Turbine

	CCR
	ESB’s “Cost and Competitiveness Review” agreement, made in 1996

	CER
	The Commission for Electricity Regulation, Ireland’s independent regulatory authority with responsibility for electricity

	CHP
	Combined Heat and Power

	Edenderry Power Limited
	This peat plant is owned by Fortum (formerly IVO), which was successful in the Europeat competition in 1998. The term “Edenderry Power Limited” may be used interchangeably with “Fortum” in this Notification.

	ESB
	The Electricity Supply Board, Ireland’s former monopoly electricity generator and supplier

	GWh
	Gigawatt-hour

	kWh
	Kilowatt-hour

	MWh
	Megawatt-hour

	O&M
	Operation and Maintenance (costs)

	PES
	Public Electricity Supplier

	PPA
	Power Purchase Agreement

	PSO
	Public Service Obligation

	RES-E
	Renewable Energy Sourced Electricity

	TUoS
	Transmission Use of System charges

	VSS
	Voluntary Severance Scheme


EXECUTIVE OVERVIEW

INTRODUCTION

1. In February 2000, the Irish electricity market was opened to competition, in accordance with Directive 96/92/EC (“the Directive”). The transformation of the Irish electricity market from a monopoly to a competitive marketplace has meant that, in order to create a level playing field between all market participants, the Government’s public service requirements need to be transparently identified and costed. All final electricity customers can then be asked to share transparently in paying, by way of a levy, for such public service obligations (“PSOs”).

2. In pursuance of its energy policy objectives of security of supply, fuel diversity, environmental protection and use of indigenous energy sources, the Government has identified certain public services that it wants the former monopoly electricity services provider, the Electricity Supply Board (“ESB”), to provide to the State. 

3. The PSOs the Government proposes to direct the Commission for Electricity Regulation (“CER”) to impose on ESB are: -

a) to have available to it electricity generated from generation stations, which use as their primary energy fuel source peat harvested within the State, in an amount no greater than fifteen (15) percent of the overall primary energy necessary to produce the electricity consumed in the State in any year; and 

b) to have available to it electricity generated from generation stations, chosen by a competitive process, which use as their primary energy fuel source certain renewable, sustainable or alternative forms of energy.

The electricity available to ESB under the PSO at (a) above will be used, exclusively, in the first instance, to meet its needs in its capacity as Public Electricity Supplier.

4. The Government acknowledges that free market forces alone would not incentivise the ESB to have available to it generation using peat and renewable energy as primary energy sources. The most competitive form of baseload generation has been internationally acknowledged as combined cycle gas fired plant. Left freely to plan its generation portfolio, ESB or any other generator would most likely opt for gas-fired generation. Evidence of this trend is provided in a number of sample press releases contained in Appendix 4. 

Therefore, to ensure that its energy policy objectives are met, the Government intends to direct the CER to impose PSOs on ESB, and to cover the additional costs incurred by ESB in providing these PSOs by means of a levy to be imposed on all final electricity customers in the State.

5. ESB has considered how it can fulfil its PSOs in a manner that is cost effective and offers the optimum protection to the environment, and is consistent with the agreement which the Government concluded on 17th February 2000 with the ESB and Trade Unions representing its staff. With respect to peat-fired generation, it has been decided that the solution lies in a restructuring of peat-fired generation in Ireland. 

6. This Notification consists of three elements and proposes three separate tranches of PSO payments. The first two elements concern the restructuring of peat-fired generation in Ireland while the third element concerns renewable energy. The first element involves the phased closure of six (6) existing peat-fired generating stations and their associated costs. The second element deals with the construction of two (2) replacement peat-fired plant, to supplement the one (1) new peat plant due to be commissioned by the end of 2000. Each of these three (3) plants will use state of the art, efficient and environmentally more acceptable technologies. Finally, the third element of the PSO concerns ESB’s obligation to purchase the output of certain generation stations using sustainable, renewable or alternative technologies, and chosen by a competitive process, and their associated costs.

7. For completeness, it should be noted that in relation to renewable energy sourced electricity (RES-E) this document refers only to the programmes completed by the end of 1999, in respect of which ESB is legally obliged to purchase their output. This is without prejudice either to future programmes which may be implemented, after appropriate notification to the European Commission, to achieve national targets, or to emerging obligations arising from Community law, for example, the European Commission’s “Proposal for a Council and Parliament Directive on the promotion of electricity from renewable energy sources in an internal electricity market”, or related international obligations.

8. The indicative amount to be recouped by way of levy for the proposed PSOs is an aggregate […………………………………………….... …………..]( over the period 2001 to 2019. It represents no more than the additional cost of ESB’s method of complying with the PSOs and will be recouped by way of a levy imposed on all final customers in Ireland. Because the levy is based on consumption in Ireland, electricity exported over an interconnector to other Member States will not attract a levy payment while electricity imported from Member States into Ireland will attract the levy payment. In addition, the non discriminatory manner in which PSOs are imposed across the final electricity customer market will mean that the PSOs will not affect investment in energy production or supply in Ireland and will have minimal, if any, impact on cross border trade whether in gas or electricity. There will therefore be no distortion of competition in the electricity market and the principle of equality of treatment enshrined in Article 3(1) of the Directive will be respected.

9. Prior to introducing a levy mechanism to recover the costs of providing the State’s required public services, the Government wishes to advise the European Commission of its proposals and seeks confirmation that the Commission is satisfied with them. The Government submits that, taking into account the provisions of Article 3(2) of the Directive, Section 39 of the Electricity Regulation Act, 1999 (“the Act”) and Articles 16 and 86 of the EC Treaty, the PSOs which are the subject of this Notification are legitimate in their aim, the means of achieving them are proportionate, they are not distortive of competition within the electricity market in Ireland, which is the relevant market, nor do they in any way act against Community interests.

SUMMARY OF NOTIFICATION 

1. Irish energy policy has an objective of maintaining a reasonable level of self-sufficiency in energy supplies. While the current figure for energy self-sufficiency at a European level is a healthy fifty two percent (52%), the Government is concerned that Ireland’s energy self-sufficiency levels have dropped from forty percent (40%) in 1985 to twenty three percent (23%) in 1997.  

2. Directive 96/92/EC has introduced competition to the Irish electricity market and over thirty percent (30%) of Irish customers are now able to choose their supplier. The Irish electricity market is expected to move rapidly from a monopoly service to a very competitive marketplace. On 17th February 2000, the Government concluded an agreement with the ESB and Trade Unions representing its staff which will facilitate 40% market opening in 2002 with 100% market opening in 2005. In such a marketplace, the profile of the most competitive baseload generation plant is a four hundred (400) MW combined cycle gas turbine (CCGT) plant. It is anticipated that most competitors wishing to enter the Irish generation market will opt for this most competitive form of generation. This likelihood means that a strong shift to dependence on natural gas for Irish electricity generation must be anticipated. 

3. While the Government encourages a fully competitive electricity generation market, diversity of fuel sources for electricity generation and use of indigenous fuels for self-sufficiency reasons are basic tenets of Ireland’s policy of ensuring security of its electricity supplies. 

4. Ireland’s indigenous sources of energy supplies are gas, peat and renewable forms of energy. Unlike gas, peat and renewable energy sources are not competitive forms of electricity generation and will not be the electricity generator’s primary fuel source of choice in a competitive Irish electricity market.     

5. In recognition of the competitive market’s economic signals to generators, the Irish Government proposes to make an Order under Section 39 of the Electricity Regulation Act, 1999, directing the CER to impose PSOs on ESB. All final electricity customers in the State will meet the additional cost to ESB of fulfilling the PSOs. A draft of the proposed PSO Order is attached at Appendix 14.

6. By means of the PSO Order, the Minister for Public Enterprise, under the Electricity Regulation Act, 1999, will introduce a levy scheme. The scheme will be audited by the CER, which is the independent regulatory body for the Irish electricity industry, established under the Act.

7. The aims of the PSO Order, in line with paragraph 3 of the Introduction, are: - 

a) to ensure that Ireland has reasonable self-sufficiency in electricity generation capacity by ensuring that a percentage of the State’s generation capacity is fired on indigenous peat, and 

b) to help protect the environment by promoting the use of renewable energy sources. 

While not a primary aim, it is worth noting that in addition to fulfilling these primary objectives, the PSOs will also coincidentally serve the additional State objectives of stemming heavy migration from small urban/rural centres to Dublin, and preserving the national peat industry which operates in the economically deprived Midlands region of the country. In 1999, the peat industry employed two thousand four hundred and fifty one (2,451) people. If the Notification under review were a State Aid submission, this outcome would be consistent with Article 87(3)(a) and 87(3)(c) of the EC Treaties.

The increased deployment of renewable energy sources, including proposals for harmonized measures, also has a high priority at the European Community level.
8. The PSOs will be imposed on the State-owned ESB, which will be required 

a) to have available to it electricity generated from generation stations, which use as their primary energy fuel source peat harvested within the State in an amount no greater than fifteen percent (15%) of the overall primary energy necessary to produce the electricity consumed in the State in any year, and 

b) to have available to it electricity generated from generation stations, chosen by a competitive process, which use as their primary energy fuel source certain renewable, sustainable or alternative forms of energy. 

The electricity available to ESB under the PSO at (a) above will be used, exclusively, in the first instance, to meet its needs in its capacity as Public Electricity Supplier.

ESB intends to meet these obligations by

a) owning and operating certain peat fired generation;

b) purchasing, under a fifteen (15) year power purchase agreement (“PPA”), the capacity of a one hundred and seventeen (117) MW peat fired generation plant operated by Edenderry Power Limited; and

c) purchasing, under fifteen (15) year PPAs, the capacity of certain renewable generation plant operated by a variety of electricity generators in the State. As this obligation is based on competitions which have already been held, ESB has already entered into some of the contracts in question. The overall duration of any one of the contracts will be for fifteen (15) years, but some contracts have less than fifteen years left to run at this point. Others have not yet been put in place, though ESB is under an obligation to enter contracts when the generating capacity comes on stream.

9. The Government is mindful in imposing PSOs that the cost of their provision is borne by all final electricity customers in the State. Therefore the cost of the PSOs imposed must be minimised. In addition, every effort must be made to ensure that in meeting the State’s objective of a reasonable level of security of energy supplies, any adverse environmental impact of that requirement must also be minimised. 

10. There are currently six (6) peat fired plant operating in the State, all with generating units over seventeen years old. Sixty percent of these are, in fact, over thirty five (35) years old. An analysis of the costs of continued operation of these stations and their environmental impact was undertaken by ESB to ensure that the public service obligation orders being imposed met the State’s cost minimisation and environmental impact objectives. A summary of this analysis is contained in Appendix 8. It clearly demonstrates that in order to meet the objective of security of supply, the most economic option is to close the existing six (6) peat fired generating stations on a phased basis over the next five (5) years and to replace them with two (2) modern and efficient peat fired power stations. These new plants will be additional to the new Fortum peat fired power station at Edenderry.

11. Renewable energy power generation, excluding the large hydro plant operated by the ESB, has been promoted in Ireland under a series of Government initiatives, known as “Alternative Energy Requirements” (“AERs”) and under related EU programmes. To date, there have been four (4) of these AER competitions. Under these initiatives, the Government required the ESB to offer fifteen year purchasing contracts to applicants successful in competitions for rights to generate Renewable Energy Sourced-Electricity (RES-E) at least cost. In order to support Community programmes, the ESB is also  required to offer comparable terms to projects successful in EU RES-E support programmes (e.g. Thermie).

12. The Government now proposes to introduce a levy on all final electricity customers to pay the extra-competitive costs of building and operating certain peat fired generation plant and renewable forms of generation over and above the cost of operating competitive gas fired combined cycle plant. In addition, the levy will cover the closure costs of six existing peat fired power stations insofar as provision has not already been made for them. Security of supply in Ireland requires the immediate continued operation of the peat fired stations which are part of this Notification. The Irish electricity market has experienced constant growth in the last decade, with the result that there is little spare capacity at present. Without the steady generation of power by these peat-fired stations until they can be replaced by new plant, security of supply could be severely prejudiced in the immediate future. 

13. The best indicative estimate of the aggregate cost, in net present value terms, of the public service obligations that the Government proposes to introduce in the period 2000 to 2019 is [………………………………………  ………….]( This twenty (20) year period consists of five (5) years for the wind down and closure of ESB’s existing peat plant, and fifteen (15) years lifetime operation for the proposed new plant.

14. The additional costs to ESB of meeting the State’s public service requirements for the year under review will be audited and reconciled annually by the CER to the permitted levy payment in accordance with a Ministerial order. The CER is empowered under the Electricity Regulation Act, 1999 to certify whether the ESB has incurred the costs in accordance with the Ministerial Order.

15. The methodology will provide for a combination of non-controllable and capped controllable costs, both to be certified by the CER annually. Only the actual additional costs arising will be allowed for any year, subject to the cap on controllable costs. ESB has accepted the reasonableness of this approach, and will not be seeking a certificate from the CER in respect of any controllable costs it incurs in complying with its PSOs in excess of the aggregate cap on controllable costs. The capped controllable costs may be subject to change if the cost projections change in response to changes in circumstance.
IRISH ELECTRICITY MARKET STRUCTURE

ENERGY AND REGIONAL POLICIES

1.1. Ireland, among Member States of the European Union, has certain unique features, which determine, inter alia, its particular energy policy.

1.2. First and foremost, Ireland is geographically separate. Unlike Member States in mainland Europe, it has only limited interconnection with the sizeable energy networks of other Member States. One electricity interconnector with a nominal capacity of three hundred (300) MWs between Ireland and Northern Ireland has been operational since 1995. A natural gas interconnector links Ireland to Scotland, with a maximum daily capacity available for Ireland of six million five hundred thousand (6.5m) therms. 

There are also developments underway for an electricity interconnector between Scotland and Northern Ireland. While studies are ongoing, the possibilities of establishing further electricity interconnectors, between the Ireland and the United Kingdom and, in the alternative, with France, continue to be prohibitive from a cost perspective. Additional interconnections are likely to be put in place between Ireland and Northern Ireland over the coming years. However, any developments with Northern Ireland are heavily dependent on political stability in the region.

1.3. Secondly, relative to many other EU countries, Ireland has a low population density with population growth confined primarily to its capital city, Dublin. Throughout most rural areas the average population density is less than twenty-five (25) persons per square kilometre compared to the average European population density of one hundred and fourteen (114) people per square kilometre. Recent economic development has not been evenly spread and there is continued depopulation of rural and smaller urban communities outside the capital city. While the total levels of population growth in Ireland between 1981-86 and 1991-96 were broadly similar, the level of population growth in Dublin doubled in the period but only increased by fifteen percent (15%) in the Midlands region. The Government is seeking to discourage further migration and to limit the rate of population growth in Dublin, which is experiencing the high house prices and heavy congestion associated with over-development. 

1.4. Thirdly, Ireland has few indigenous energy resources. Hydro generation represents approximately four percent (4%) of total electricity production and opportunities for further development are very limited. The Government is actively promoting renewable generation and peat-fired generation but, as they are uneconomic compared to conventional power generation, they require support in a competitive market. Ireland has no indigenous oil or coal reserves. It has one commercial gas field, which currently supplies forty-five (45) million therms of gas per annum. This field, which provides thirty percent (30%) of Ireland’s natural gas requirement, has been in operation since 1979 and will be exhausted shortly. The potential development of a smaller gas field off the west coast of Ireland is discussed at paragraph 1.7 below. Therefore, it is evident that supplies of the major primary fuels for electricity generation have to be imported. 

1.5. As detailed in Appendix 1, the lack of indigenous fuels greatly pre-occupied the Government in the 1930s and 1940s, and a policy was formulated that native fuels should be given priority in power generation in an effort to develop and maintain some level of energy self-sufficiency. The Government of the day was also concerned with ameliorating a depressed local employment situation and stemming the national tide of emigration. As a consequence of these factors, ESB was instructed by the Government to develop peat fired power stations. 

1.6. ESB’s demand for a regular supply of peat led to the development of a thriving Irish peat industry and small urban centres in the Midlands region have flourished. While it is universally acknowledged that technically and economically peat fired generation is not the optimum fuel to be used in commercial electricity generation, Government policy has proved its worth, enabling ESB to maintain a certain level of output on numerous occasions in the past sixty years, notably during the Suez crisis and in the 1970s when the price of oil rose dramatically. In addition, in 1999 there were two thousand four hundred and fifty one (2,451) people directly employed or contracted in small Midland communities by the State owned peat development company, Bord na Móna (“BnM”). Understandably, there is a far greater economic dependence in the wider Midlands community on the income generated by the BnM workers. 

1.7. Electrical power generation, as a large purchaser of primary fuels, has also been central to the development of a natural gas field off the Irish coast in the 1970s. However, this field has almost been depleted. A further natural gas find off the West Coast of Ireland is likely to be developed commercially, but it will partially replace rather than augment Ireland’s current indigenous supplies of natural gas. As yet, there is no official confirmation of the capacity of this gas field, known as the Corrib field, but latest media reports are that this field is approximately two-thirds the size of the Kinsale field, with a projected fifteen (15) year lifespan. Other than natural gas, Ireland’s only native fuel supplies are peat and the renewable energy industry. Ireland’s fuel dependency patterns are further discussed in Chapter 2.

1.8. In an effort to develop a native renewable energy industry, and for reasons of environmental protection, the Government has to date launched four separate renewable energy initiatives requiring ESB to offer fifteen-year (15) PPAs to RES-E suppliers
 successful in the AER competitions.
1.9. As with the Government’s initiative in using peat as a priority fuel for electricity generation in the 1940s, the Government initiatives of the 1990s to cultivate the usage of renewable energy sources as priority fuels for electricity generation have had additional benefits that are highly ranked among Government and European Community policies. While renewable energy sources have the potential to offer substantial environmental benefits to the country, they also provide additional economic stimulus to Ireland’s outlying and economically deprived regions. By their nature, renewable energy projects are generally not sited in populated areas of the country and therefore have the potential to assist Government efforts to stem migration to Dublin. 

1.10. In short, past experience makes the maintenance of the now well established peat industry and the further development of the renewable energy industry central to the Irish Government’s energy and environmental policies.

SIZE OF THE IRISH ELECTRICITY SYSTEM

1.11. ESB’s current installed capacity is four thousand five hundred and twenty six point five (4,526.5) MWs. Demand for electricity is forecast to grow at an average growth rate of four point four (4.4) percent per annum over the next seven (7) years. The longer term assumption for growth rates is taken to average four (4) percent. A quick comparison with the installed capacity of other Member States of the European Union (1997 figures) establishes that the Irish electricity market represents less than one percent (1%) of the installed capacity of the European Union: -

Ireland’s installed capacity contrasted with other Member States

	Maximum Net Generating Capacity (MW)

In E.U. 15 (1997).

	Country
	Installed Capacity

	Austria
	17,322

	Belgium
	14,963

	Denmark
	11,772

	Finland
	15,697

	France
	114,407

	Germany
	112,633

	Greece
	9,574

	Ireland
	4,123

	Italy
	70,414

	Luxembourg
	1,213

	Netherlands
	20,123

	Portugal
	9,143

	Spain
	48,727

	Sweden
	34,044

	United Kingdom
	68,340

	Total
	552,413


1.12. Appendix 3 details the composition of installed generation capacity owned by the ESB and its primary fuel sources. 

CURRENT RESHAPING OF THE IRISH ELECTRICITY MARKET

1.13. Directive 96/92/EC became effective in Ireland on 19th February 2000. In preparation for its effective date, the Electricity Regulation Act, 1999 became law on 14th July 1999. A copy of the Act is contained in Appendix 2. The Act created the framework for the introduction of competition in electricity generation and supply in Ireland. It also established an independent regulatory authority, the Commission for Electricity Regulation (“CER”) to regulate the electricity industry.

1.14. The CER is constituted as an independent body in the performance of its functions. Its main powers and functions are as follows: -

Powers

· To grant authorisations to construct or reconstruct generating stations and licences for generation and licences for the supply of electricity (Sections 14 and 16 of the Act).

· To modify and revoke licences for generation and supply of electricity (Section 19 of the Act).

· To make and enforce directions to ensure compliance with licence conditions, and requirements by or under the Act (Sections 24 and 26 of the Act).

· To acquire information and carry out investigations (Sections 11 and 12 of the Act).

· To approve connection to and charges for use of the transmission and distribution network system (Section 34 of the Act).

· To approve regulations in relation to a grid code, for the transmission system, and a distribution code, for the distribution system, setting out standards of network performance (Section 33 of the Act).

· To settle disputes with regard to access to the transmission and distribution systems (Section 34(6) of the Act).

· To certify the amounts which may be recovered by licence holders, holders of authorisations and ESB in respect of public service obligations (Sections 39 of the Act).

Functions

· To publish proposals and engage in public consultation, pursuant to a Ministerial policy direction, for trading in electricity (Section 9 of the Act).

· To make regulations, subject to Ministerial consent, establishing an electricity trading system including the supervision and review of such a system (Section 9 of the Act).

· To advise the Minister for Public Enterprise on the impact of electricity generation on the environment (Section 9 of the Act).

· To advise the Minister for Public Enterprise on the development of the electricity industry (Section 9 of the Act).

The CER has a duty to carry out its functions and exercise its powers in a manner that:

· does not discriminate unfairly between the players in the market (Section 9 of the Act),

· protects the interests of final customers (Section 9 of the Act), and

· has regard to the need to:

· Promote competition in the generation and supply of electricity;

· Secure that all reasonable demands by final customers for electricity are satisfied;

· Secure that licence holders are capable of financing the undertaking of their licensed activities;

· Promote safety and efficiency on the part of electricity undertakings;

· Promote the continuity, security and quality of supplies of electricity;

· Promote the use of renewable, sustainable or alternative forms of energy;

· Take account of the protection of the environment; 

· Encourage the efficient use and production of electricity; 

· Take account of the needs of rural customers, the disadvantaged and the elderly; 

· Encourage research and development into renewable, sustainable and alternative forms of energy and combined heat and power generation and greater efficiencies;

· Require the system operator to give priority to generation stations using renewable, sustainable or alternative energy sources 

(Section 9 of the Act). 

1.15. Ireland opted for an authorisation procedure for the construction of new generation capacity. The criteria for the authorisation procedure are detailed in the Electricity Regulation Act 1999 (Criteria for Determination of Authorisation) Order, 1999. They are in line with the criteria provided in the Directive and are objective, transparent, non-discriminatory and published. Licences to generate and supply are issued by the CER. In the case of a refusal to grant an authorisation or a licence the applicant and the European Commission will be notified of the reasons for the refusal, and an appeals procedure is provided for aggrieved parties refused either an authorisation or a licence.

1.16. Eligible electricity customers are entitled to purchase electricity from any licensed electricity supplier. The definition of eligible customer includes all electricity customers whose consumption of electricity at any single premises in any twelve (12) month period is estimated and calculated to be, or to be likely to be, greater than four (4) GWh. Eligible customers currently represent thirty (30%) of the Irish electricity market. The Minister for Public Enterprise can amend the eligibility criteria to increase market opening. In addition, all final customers are entitled to purchase electricity from renewable, sustainable or alternative forms of energy. Combined heat and power (“CHP”) generators can supply electricity to their main heat customer, whether defined as an eligible customer or not, as well as to eligible customers.

The Tripartite Agreement between the Government, ESB and Trade Unions representing ESB workers now means that forty percent (40%) of the market will be opened in 2002 and 100% of the Irish electricity market will be open to competition around 2005.

1.17. As part of the framework necessary to allow competitive trading of electricity in Ireland, ESB published, with regulatory oversight, a Grid Code and a Distribution Code for the operation of the electricity transmission and distribution systems. Where an application is made for access to the system, ESB must offer to enter into an agreement for connection to or use of the transmission or distribution system, on terms, including price, specified in the directions of CER. 

1.18. The Act also provides that the Minister for Public Enterprise may by order issue directions to the CER requiring the imposition of PSOs on electricity undertakings related to:-

a) security of supply;

b) regularity, quality and price of supplies;

c) environmental protection; and

d) use of indigenous energy sources. 

The Minister for Public Enterprise must consult with the Minister for the Environment and Local Government prior to making such an order.

1.19. The Public Service Obligations, in compliance with the Directive, are required to be clearly defined, transparent, non-discriminatory and verifiable.  

1.20. An order made by the Minister, which applies to ESB, may require ESB to make such arrangements as will secure that, in a calendar year, there will be available to ESB a specific quantity of electricity from:

· Generating stations which use as their primary fuel, peat sourced within the State (not exceeding fifteen percent (15%) of the overall primary energy necessary for Irish electricity production), and

· Generating stations chosen as a result of a competitive process, which use as their primary fuel source such renewable, sustainable or alternative forms of energy as specified in the order or which operate as combined heat and power (“CHP”) plants.

Based on this Notification, peat fired generation will represent up to an estimated eight (8) percent of electricity generation in Ireland, or thirteen (13) percent of the overall primary energy necessary to produce that amount of electricity generation, over the period of the PSOs.

1.21. A PSO order may also provide for measures designed to encourage effective and efficient use of electricity and to reduce demand for electricity. 

1.22. The Act requires that any PSO order will be published and will be notified to the European Commission. The PSO order will also provide a mechanism for the recovery, by way of a levy to be imposed on final electricity consumers, of the additional costs of providing public service obligations, including a reasonable rate of return on the capital represented by such costs. 

1.23. The Act provides that a levy will allow cost recovery for a specified number of years with the amount payable in any one year being the amount of the additional costs certified by the CER as having been incurred by the undertaking required to implement the PSO obligation.

1.24. The Irish electricity market in 2000 has made some significant strides in a movement towards a competitive electricity market. The electricity trading market has been established as a bilateral contract based market structure. It is underpinned by interim trading arrangements based on the Minister’s Direction to the CER of 28th July 1999. Under these trading arrangements, the independent market sector may purchase top up or sell spill in order to settle any imbalances. In addition, arrangements have been made to facilitate trading across the interconnector between the Ireland and Northern Ireland (see Appendix 6 for further details).

1.25. The Minister for Public Enterprise has announced that the transmission system operator function for the Irish electricity market will be undertaken by a separate and independent State owned company, to be known as EirGrid. The necessary statutory instrument to formalise this new structure is currently under consultation and it is anticipated that Eirgrid will be operational in the near future. In the interim, the transmission system operator function is being undertaken by a ring-fenced department of ESB that no longer reports to the main Board of ESB, in accordance with the management unbundling requirement of the Directive. Appendix 5 contains a press release by the Minister for Public Enterprise which gives details of the new arrangements for the transmission system operator function.   

MARKET DEVELOPMENTS

1.26. A number of electricity industry players have expressed interest in entering the liberalised Irish market. To date authorisations to construct new power stations have been granted by the CER for 1,132 MWs of new gas-fired generation capacity, and several further applications have been submitted. The following table gives a synopsis of the interest expressed by international players in building gas-fired generation for the Irish electricity market:

Proposed New Generation Capacity

	Project
	MW 

	RR (Dungarvan) Assumed Commissioning 2003
	100

	Viridian (Huntstown) Assumed Commissioning 300MW 2003 
	2 x 300

	Ireland Power Energy (Mulhuddart)
	400

	Pharos (Cork)
	100

	Marathon (Duleek)
	400

	Fortum (Dunstown)
	400

	Epower (Navan) 
	400

	ESB/Statoil [Dublin Bay Power] (Ringsend)
	400


As all of the projects set out in the above table are proposed to be gas-fired plant, it is evident that gas is the fuel of choice for most new market participants because of the favourable economics of gas-fired generation. In the short to medium term, meeting the associated gas supply requirement is problematic because of limited gas transport availability. Legislation has been enacted to allocate available capacity fairly among all interested potential generators. In addition, the Corrib field off the west coast of Ireland will be developed by about 2003 and/or additional gas pipeline interconnection will be put in place to ensure that the reasonable commercial demands of generators can be met. 

1.27. The CER is mindful of the time necessary for independent generators to plan, develop and commission new generation power plants for the Irish market. In the interim period before this new generation is commissioned, the CER sought and gained the agreement of the ESB to an auction of generation capacity to participants in the independent market sector. This initiative is known as the Virtual Independent Power Producer (“VIPP”) auction. 

1.28. Under the terms of this initiative, ESB has made 600MW of virtual generation capacity available for auction to licensed electricity suppliers. The contract awarded to successful bidders in the VIPP auction will be a Capacity and Energy contract for a term of one year. The duration of the VIPP auction process will be the subject of discussion between ESB and the CER, and will depend on the level of independent generation entering the market. No bidder in an auction (defined to include all associations of companies, subsidiaries or related undertakings) may secure more than 40% of the capacity put up for auction. 

1.29. ESB was required by the CER to set up a separate supply company, which was to bid on an equal footing with any other licensed supplier, if it wished to secure electricity to offer to eligible customers.

1.30. The auction for the first tranche of 400MW of virtual generation capacity was held on Friday 6 October 2000. The auction for the second tranche – 100MW plus the surplus left unsold from the first auction – was held on Friday 13 October, and the auction for the final tranche – a further 100MW plus the surplus from the previous auction – was held on 20 October. In all, a total of 564MW of the 600MW available over the three auctions was sold. The successful bidders were:- 

· Viridian Energy Supply Limited, trading as Energia, 

· ePower Limited, and

· ESB Independent Energy.

1.31. A “Green” VIPP auction was also held on 6th October. The two successful bidders were:-

· ePower Limited, and

· ESB Independent Energy.

1.32. Business prospects for players in the Irish electricity market are very positive. A prosperous economy has produced an annual growth forecast in electricity demand of approximately four percent (4%) over the next twenty years, the duration of the proposed PSO. 

PUBLIC SERVICE OBLIGATIONS

LEGISLATIVE BACKGROUND

2.1. Article 3 of the Directive makes provision for the imposition of public service obligations (“PSOs”) by Member States. The Directive requires these obligations to be “clearly defined, transparent, non-discriminatory and verifiable”. There is also a requirement that they be published and notified to the Commission without delay. 

2.2. At a national level, Section 39 of the Act mirrors the Directive and allows the Minister for Public Enterprise by order to direct the CER to impose PSOs supported by an appropriate levy on final customers to recover the extra-competitive costs of complying with PSOs. 

BASIS OF APPLICATION OF PUBLIC SERVICE OBLIGATIONS                    

2.3. The Amsterdam Treaty of 1997 established the requirement for European Union policies to contribute to sustainable development. The European Union’s energy policy contributes to this requirement by taking its three core objectives and adapting them to reflect the requirements of sustainable development
: -

2.3.1. Security of supply - which aims to minimize risks and impacts of possible supply disruption on the EU economy and society;

2.3.2. Competitive energy systems - to ensure low cost energy for producers and consumers, to contribute to industrial competitiveness and wider social policy objectives;

2.3.3. Environmental protection - which is integrated in both energy production and energy use, to maintain ecological and geophysical balances in nature.

2.4. As a Member State, Ireland shares these Community objectives and its national energy policies seek to align with and contribute towards the achievement of Community energy policies, emerging EC legislation
 and related international obligations. Ireland is also mindful of its obligations to do so under the EC Treaty (Article 10).

2.5. Therefore in considering Ireland’s public service obligations for a re-structured electricity industry, the Minister for Public Enterprise has been guided by the EU energy policy objectives of achieving security of supply, promoting competitive energy systems, and protecting the environment.

SECURITY OF SUPPLY

2.6. It is generally recognised that competitive, diverse and secure energy supplies are essential to modern economies in order to sustain economic development. 

2.7. At European Union level, recent energy reports indicated that there is general comfort that, with self-sufficiency levels of approximately fifty two percent (52%) of demand, its security of supply objectives are being achieved. However, even at these high levels of self sufficiency, the Commission’s “Economic Foundations for Energy Policy Report” of December 1999 cautions against complacency, pointing to declining indigenous coal capacity, decommissioning of ageing nuclear capacity and the increasing maturity of North Sea oil and gas reserves.

2.8. From an Irish perspective, the figures for energy self-sufficiency are well below EU levels and show an accelerating decline, now averaging two percent (2%) per annum. Ireland’s self sufficiency in energy supply has dropped from forty percent (40%) in 1985 to twenty three (23%) in 1997.

2.9. Ireland’s island status within the European Union accentuates the Government’s concern with this decline.

2.10. Known indigenous energy supplies in Ireland are limited to a declining natural gas field off the south coast, Midland peat and evolving renewable energy sources. However, explorations are underway off the west coast of Ireland in an effort to replace the nearly  depleted natural gas resources off the south coast with the new Corrib field. 

Given the competitive economics of gas fired generation and an expectation that the new gas find off the west coast of Ireland will be commercially exploited, it is anticipated that gas will remain central to the Government’s self sufficiency strategy. It is projected that Ireland’s gas profile supply over the coming years will be as follows: 

· The Kinsale field is assumed to be fully depleted over the period to 2000 to 2005;

· The Moffat interconnector with Scotland is assumed to increase its transmission capacity to 14.5 million cubic meters daily (“mcmd”) in October 2000 and 17.0 mcmd in October 2001; 

· The Corrib field is assumed to commence deliveries not later than October 2003;

· A second interconnector may also be built to the United Kingdom. 

The following graph
 gives an outline of forecast dependencies on different fuel types over the coming years – 
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2.11. As stated previously, Ireland has a policy to promote greater self-sufficiency in primary energy sources. However, for Ireland to maintain even minimal self-sufficiency it must use peat, gas and renewable energies to do so.

2.12. Therefore, over the years, the Government has required ESB power generation’s primary fuels usage to focus on particular and indigenous fuel types. This has been important in underpinning the development and retention of indigenous energy resources. The Irish peat industry, the Irish south coast gas field development and indeed the renewable energy industry in Ireland could not have been developed without the availability of a large scale and financially secure user of their products such as ESB.

COMPETITIVE ENERGY SYSTEMS

2.13. Trends in European energy markets over the past ten (10) years have shown important developments in technologies and shifts in fuel type usage. This trend has been accentuated by the liberalisation of the electricity industry. There is now accelerated closure of older plant and their replacement by more competitive and efficient CCGTs and supercritical units. The improvement in technology and fuel usage has induced a continual improvement of thermal efficiency for the European electricity generation sector. Efficiency has been increasing by 0.9% per year, on average, since 1990. The rate of improvement accelerated in 1996 and 1997, reaching 1.2% and 2.3% respectively in each of these two years as a consequence of the commissioning of combined cycle gas plants in the period.

2.14. The Government recognises that usage of gas in combined cycle power generation would, currently, provide the most competitive baseload electricity generation for Ireland and would be the choice for a freely competitive market. The correctness of this assessment is substantiated by the fuel and plant types of all declared independent power projects for the eligible customer sector of the Irish electricity market. Public information and press details for these declared projects are attached in Appendix 4. However, as stated previously, the Government is working to achieve longer term national policy objectives, such as security of supply and fuel diversity that market forces alone will not achieve. In imposing public service obligations in furtherance of its policy objectives, the Government is conscious that: -

a) the costs of such obligations are borne by Irish electricity customers, and 

b) these costs impact on the relative competitiveness of the Irish economy compared with other European economies.

2.15. The Government is therefore endeavouring to achieve its policy objectives within a framework of minimum cost to the Irish electricity customer and minimum impact on the competitiveness of the Irish economy. 

ENVIRONMENTAL PROTECTION

2.16. The Irish Government is further cognisant of the fact that greater focus has been placed on the need to restrict emissions of greenhouse gases, including CO2, since the 1997 Kyoto Protocol. It is acknowledged that the main routes to reduce CO2 emissions are through improving the energy intensity of the economy (including thermal efficiency of electricity generation) and reducing its carbon intensity. 

2.17. In an Irish context, where public policy does not support nuclear fuel usage, the options to improve CO2 emission levels centre on increased natural gas usage, supporting energy conservation, increased penetration of more efficient technologies and increasing the contribution of renewable energy sources to electricity production. To date, the contribution of renewable energy sources to the national electricity requirement is low but Ireland has commenced a programme to support the further deployment of RES-E technologies. In the case of RES-E  Ireland is also mindful of the high priority attached to such development at the Community level.

2.18. Ireland is also a party to a number of international agreements and subject to EU Directives aimed at addressing European problems of soil and water-body acidification. Emissions of sulphur dioxide (SO2) and nitrogen oxides (NOx) are recognised as significant contributors to this problem. Ireland has ratified the Sofia and Oslo Protocols to the UNECE Convention on Long Range Transboundary Air Pollution. The Government also recently ratified the Gothenburg Protocol which requires further significant reductions in emissions of SO2 and NOx, as well as ammonia and volatile organic compounds. In addition to the above requirements, current SO2 and NOx emissions are controlled under Directive 88/609/EEC. The Government is aware that this Directive is being revised with negotiations linked to discussions on the broader proposal for a Directive on National Emissions Ceilings, which would be in line with or more ambitious than the Gothenburg ceilings.  

2.19. The electricity sector, currently responsible for [………………] and  [………….](of national SO2 and NOx emissions respectively, has an important role to play in achieving lower emission levels. SO2 and NOx emissions in power generation are amenable to control using flue gas scrubbing technologies, clean combustion technologies and through fuel switching to lower emission fuels, in particular gas. The table at paragraph 4.1 highlights the high SO2 and NOx emissions levels from existing peat fired generating stations and shows how these will be ameliorated by the proposed PSOs. 

2.20. In short, the Government is careful to ensure that while it wishes to encourage security and diversity of fuel supplies in electricity generation, it does so in a manner that tries to minimise the impact of the primary fuel types concerned on the environment. 

PROPOSED PUBLIC SERVICE OBLIGATION ORDER

2.21. The Government is of the view that, in a fully open and competitive electricity market, its energy policy objectives cannot be fully met by market forces. The cheapest cost solution for baseload electricity generation is currently acknowledged to be natural gas based combined cycle power generation and, if market economic signals alone were to determine the shape of Irish electricity power generation, all new plant built for this market sector would be gas fired combined cycle plant. 

2.22. The Government therefore proposes to introduce PSO orders under the Act and by way of this detailed Notification now advises the European Commission of its proposals to levy charges on all final electricity customers to pay for the achievement of the State’s  policy objectives.

2.23. The proposed public service obligation orders will direct the CER to impose on ESB a requirement:

a) to have available to it electricity generated from generation stations, which use as their primary energy fuel source peat harvested within the State in an amount no greater than fifteen (15%) of the overall primary energy necessary to produce the electricity consumed in the State in any year, and 

b) to have available to it electricity generated from generation stations, chosen by a competitive process, which use as their primary energy fuel source certain renewable, sustainable or alternative forms of energy.

The electricity available to ESB under the PSO at (a) above will be used, exclusively, in the first instance, to meet its needs in its capacity as Public Electricity Supplier.

DESCRIPTION OF FUEL TYPES: THE SUBSTANCE OF THE PSO ORDERS

Profile of Existing Peat Fired Generation Plant.
2.24. Currently, there are six (6) peat fired generation plants in operation in the Irish electricity system. These plants are as follows:

2.24.1. Shannonbridge Generation Plant, Co. Offaly: This is a 125MW plant divided into three separate units. Units 1 and 2 are each forty (40) MW plants and Unit 3 is a forty-five (45) MW plant. It has one hundred and forty three  (143) staff.
2.24.2. Lanesboro Generation Plant, Co. Longford: This is an eighty-five (85) MW plant divided into two separate units. Unit 1 is a forty (40) MW plant and Unit 2 is a forty-five (45) MW plant. It has one hundred and nine (109) staff. 

2.24.3. Rhode Generation Plant, Co. Offaly: This is a one unit forty (40) MW plant. It has one hundred and ten (110) staff.

2.24.4. Bellacorick Generation Plant, Co. Mayo: This is a forty (40) MW plant divided into two separate units. Each Unit is a twenty (20) MW plant. It has sixty eight (68) staff.

2.24.5. Cahirciveen Power Plant, Co. Kerry: This is a five (5) MW unit. It has fifteen (15) staff.

2.24.6. Ferbane Generation Plant, Co. Offaly: This is a thirty (30) MW plant which was closed for refurbishment. (Arising from the recent agreement between Government, ESB management and ESB trade unions, the refurbishment is being cancelled to facilitate station closure). It has one hundred and nine (109) staff.
PEAT

2.25. The agency responsible for peat resources in the State, BnM, estimates that the following peat resources are available: -

· Sixty-five (65) million tonnes in the five (5) developed locations that serve the existing peat fired power generation stations;

· Twenty five (25) million tonnes at the East Midland bog group that will serve Ireland’s newest peat fired generation plant, Edenderry Power, due to be commissioned later this year.

Further analysis of expected peat resources in Ireland is contained in Appendix 8.

2.26. Based on current usage, the available resources can service power generation for at least thirty (30) years. However, all other things being equal, there is no economic basis for a generator to build new peat fired generation stations. In a competitive market, given their fuel, operating and maintenance costs, it would not be financially viable to operate them. Fuel costs alone are estimated at [……………](per MWh. Without a PSO levy these plants would not be economically viable. It is ESB’s strongly held view that when the period of the PSO is completed peat fired generation plants will be closed. 

2.27. The Government intends to support peat usage but, within the confines of this objective, wishes to ensure that peat fired generation must be as economical, efficient and environmentally friendly as possible. Therefore, in order to meet its public service obligation requirements, ESB investigated a series of options, including the possibilities for operational changes, investment in lifetime extensions, usage of new technologies and replacement of existing plant with new plant. Details of the analysis of the various options that influenced its decision-making are contained in Appendix 8.

2.28. The Government understands that a standard generation plant will be designed, as a base load plant, with an economic life of fifteen (15) years. After that period, load factors tend to reduce considerably and a commercially driven electricity undertaker would normally shut down the power plant as the cost of operation and maintenance of the plant becomes excessive relative to output. Against this background of common commercial practice, a review of existing ESB peat fired generation plant shows that the majority of existing ESB peat fired stations have units that are over thirty five (35) years old with equivalent running hours
 of up to two hundred and twenty thousand (220,000) hours. Pushed to the limit, the available expert advice indicates that, at best, these stations have a maximum remaining technical life, with refurbishment, of thirty thousand (30,000) hours or seven (7) years. 

2.29. While plant life can be extended, it is global industry practice not to keep thermal generating plants in active service beyond two hundred and fifty thousand (250,000) equivalent running hours. The reasons for this practice include: -  

a) the increased risks associated with operating older plants where cycle fatigue and embrittlement pose serious threats of failure,

b)  the emissions levels of very old peat plant that require significant treatment to be environmentally acceptable,

c) the lack of reliability of such plant which defeats the whole purpose of a security of supply public service obligation, and 

d) the cost to the electricity customer of continuous refurbishment and extensive maintenance requirements of very old plant. 
2.30. Therefore, ESB’s response to the Government’s public service obligation order for peat fired generation envisages the phased closure of all six (6) existing peat fired generation plants, and their replacement by two (2) new ESB owned peat-fired generation plants using modern and efficient technology, and the one (1) Fortum owned plant at Edenderry due to be commissioned by the end of 2000. 
A schedule showing the effects of the proposed PSOs is included in Appendix 10 for the six (6) stations, and Appendix 11 for the proposed two new ESB stations. Both PSO elements have been calculated on the basis of achieving best practice staffing and O&M for the technology in question. Obviously, given the age and technology involved, this will not be the same for the existing stations as for the new stations. The Notification for the existing stations is based on achieving the staffing levels shown below. 

Proposed staffing at existing Peat plant

	Station
	Current Staffing
	Proposed Staffing(

	Shannonbridge
	143
	[….]

	Rhode
	110
	[….]

	Ferbane
	109
	[….]

	Bellacorick
	68
	[….]

	Lanesboro
	109
	[….]

	Cahirciveen
	15
	[….]

	Total
	554
	[….]


The two new ESB peat plant will each have [….] staff.

The ESB has been involved in lengthy discussions with staff Trade Unions in an effort to secure these operational efficiencies not only in the two new peat fired plant but also with respect to the operation of the six existing peat fired power stations over the next five years. This is discussed in more detail in Chapter 4.

A schedule showing the effects of the proposed PSOs for the Fortum-owned Edenderry Power Limited is included in Appendix 12.
RENEWABLE ENERGY
2.31. In line with general European Union energy policy, since the early 1990s, the Government’s energy policy has supported renewable energy based electricity generation in Ireland. The Government recognised the medium to long-term role of renewable technologies in providing environmental protection and social and economic cohesion as well as additional security of supply. In addition, renewable energy will play a key part in EU and national efforts to address the risk of human induced climate change as a result of the combustion of fossil fuels. It has the benefit of contributing to a reduction in atmospheric emission targets determined under the Kyoto Protocol and decelerating the depletion of national fossil fuel reserves.  

2.32. Within the framework of the EU’s commitment under the Kyoto Protocol, Ireland has committed to a target of restricting emissions of greenhouse gases, including CO2 to one hundred and thirteen percent (113%) of 1990 levels by 2008. National projections have indicated that overall 2010 emissions will have increased by thirty seven point three percent (37.3%) above 1990 levels if Ireland adopts a “business as usual” approach; the projected increase in CO2 emissions is sixty two point seven percent (62.7%). As the electricity sector accounts for approximately one third of national emissions of CO2, electricity is acknowledged to have a role to play in responding to climate change.

2.33. The Government is also aware that, in addition to avoiding emissions of CO2, various forms of renewable energy (wind, wave/tidal, photovoltaic, geothermal etc.) also avoid emissions of other polluting gases (SO2 and NOx) and particulate that are the focus of UNECE Protocols and EU Directives aimed at reducing their discharge (Large Combustion Plant Directive together with its draft revision, draft National Emissions Ceiling, UNECE Sofia, Oslo and Gothenburg Protocols to the Geneva Convention on Long Range Transboundary Air Pollution).

2.34. Having decided that renewable energy had a significant part to play in Irish energy policy, the assessment of Government, at the time it introduced its renewable energy policies, was that most renewable technologies were not economically viable relative to conventional forms of generation. Indeed, given the continuing reductions in the costs for fossil fuel generation there is concern that liberalisation of the internal energy market could disadvantage renewables
 and it is likely that renewable technologies, in general, would be likely to remain uncompetitive for some time into the future. 

2.35. To achieve its strategy, the Government accepted that it would have to support and promote the development of these new technologies. Therefore, in 1993, the Government established the framework for implementing its commitment to renewable and alternative energy sources, known as the Alternative Energy Requirement Programme (“AER”). It also required ESB to purchase, under fifteen (15) year contracts, seventy-five (75) MWs of new capacity from renewable and alternative energy sources. The alternative sources supported under this programme included wind, hydro, industrial and municipal waste, bio-energies including landfill gas, bio-wastes and energy crops and fossil fuelled combined heat and power plants (“CHP”).
2.36. The Government's AER programme was set against a backdrop of:- 

a) increasing awareness of the contribution RES-E could make to key national and EU objectives,

b) a requirement to increase the RES-E contribution at least cost to consumers,
c) avoiding distortions to the extent possible and avoiding unreasonable expectations on the acceptable price
. 

2.37. The AER programme was thus launched with the following key characteristics:-

a) an emphasis on competitive tendering including a quantitative limit in order to ensure the benefits of competition accrued;

b) compliance with related EC rules on procurement;

c) guaranteed access for projects successful in RES-E EU programmes under terms comparable to those offered in the related AER category;

d) similar terms to be offered to existing RES-E generators in order, inter alia, to avoid  distortions in the bidding phase or thereafter.

Projects successful in the AER competitions were entitled to conclude binding contracts with the ESB for the purchase of electricity produced on a case by case basis  based on individual prices bid for up to fifteen years.

ALTERNATIVE ENERGY REQUIREMENT COMPETITIONS

Alternative Energy Requirement (AER I – 1994)

2.38. In 1994, an international competitive tender, known as AER I, was organised for seventy-five (75) MW of new alternative energy production. In this competition, notified by public notice published in the national newspapers and the Official Journal of the European Communities, applicants were invited to compete for secure power purchase agreements (“PPAs”) from ESB, for a term of ten (10) to fifteen (15) years (at the discretion of the bidder) with the term not to extend beyond 2010. It was a condition of contract award that a winning project must be in commercial operation by 1997.

2.39. To ensure a spread of the technology types, the Government required that the seventy-five (75) MW target be divided into four categories, and set out indicative band sizes for each technology, as set out below.

AER I – Target capacity by technology type

	Category
	Band size

	Wind
	30MW

	Hydro
	10MW

	Waste/Landfill Gas/Biomass
	15MW

	CHP
	20MW


No single project or the total of any single proposer’s projects could exceed fifteen (15) MW. Minimum project sizes were also stipulated. The minimum for wind was one (1) MW.

2.40. Standard prices per kWh were offered to successful bidders in order to avoid any unreasonable expectations of the acceptable  price range
. The competitive element was based on competitive tendering for capital grant aid (per MWh installed) required by each proposer.

2.41. Projects were then commercially evaluated and ranked in ascending order of grant/kWh output sought by the bidder. The selection process involved the Minister for Public Enterprise finalising the technology types to be awarded contracts and related generation capacities to be supported. The final outcome of the competition was as follows:- 

AER I – Result in MW capacity by technology type

	Category
	Outcome

	Wind
	45.8MW

	Hydro
	2.3MW

	Waste/Landfill Gas/Biomass
	11.8MW

	CHP
	20MW


Sufficient projects were submitted at the price offered and no grant aid was necessary.

Pre-AER Contracts

2.42. As part of the conditions of the AER 1 scheme and in order to avoid any dispute in a then novel competitive tendering procedure, it was agreed to offer existing Alternative Energy Producers the established AER 1 terms of purchase. The vast majority of these agreed to the new conditions and a small number remained on pre-existing contracts. This latter group includes the EU Valoren funded Windfarm project (6.45 MW). The Pre-AER Contracts consist of: - 

	Wind
	6.51MW

	Hydro
	8.44MW

	CHP
	7.68MW


The Second Alternative Energy Requirement (AER II – 1996)

2.43. In 1996, the Government introduced a second AER competition, to encourage the development of a large 10-30 MWh waste-to-energy facility. The initiative was aimed at securing a single flagship project of ten (10) to thirty (30) MW generation capacity. However, the initiative has not been progressed because of funding and planning difficulties and therefore no charge to a PSO levy arises.

The Third Alternative Energy Requirement (AER III – 1997)

2.44. The target for AER III was one hundred (100) MWs of generation capacity from four (4) technologies. The target capacity for the different technologies was:-

a) ninety (90) MWs wind, 

b) three (3) MWs hydro, 

c) seven (7) MWs bio-mass/waste including landfill gas, and 

d) a pilot wave energy project. 

The inclusion of ninety (90) MWs of wind energy projects out of a total of one hundred (100) MW indicated the increasing competitiveness of this source of electricity.

2.45. The wind generation target was sub-divided as follows:- 

a) an indicative twenty five (25) MW for projects of between five hundred (500)kW and five (5) MW, and 

b) the balancing sixty five (65) MW for projects of over five (5) MW and up to fifteen (15) MW. 

Site size was limited to fifteen (15) MW and the ownership limit for any one generator under AER III was increased to a maximum capacity of thirty (30) MW.

2.46. Competition was on the basis of price, and the price cap set for the competition was 3.9p (4.6c) per kilowatt-hour with the exception of wave energy, which had a cap of 5p (6c) per kilowatt-hour. Only bids lower than these prices could enter the competition. PPAs were made available for a maximum term of fifteen (15) years not extending beyond 2014. Payments for energy supplied are made, at the tendered price plus or minus time of day, day of week and voltage level adjustment. The tendered prices are indexed annually on the basis of the change in the Consumer Price Index. As a result of the interest shown in the competition and in order to provide for some project failures for a variety of reasons including difficulties in obtaining planning permission, the Minster directed ESB to offer PPAs to thirty (30) project offerings, a total of one hundred and sixty (160) MWs of generation capacity, as follows:-

AER III – PPA offer commitments by technology type

	Category
	PPAs offered

	Large Windfarms
	102 MW

	Small Windfarms
	37 MW

	Small Scale Hydro
	4 MW

	Landfill Gas/Waste
	17 MW


However, a number of projects are still in the process of being connected and, as a number of projects for which ESB is committed to providing PPAs may not achieve final commissioning due to planning or other difficulties, a projected outcome has been estimated. This projected outcome is:-

AER III – projected final outcome in MW per technology type

	Category
	PPAs offered

	Large Windfarms
	84 MW

	Small Windfarms
	37 MW

	Small Scale Hydro
	3 MW

	Landfill Gas/Waste
	3 MW


The Fourth Alternative Energy Requirement (AER IV – 1997)

2.47. A fourth AER competition was launched in 1997 with a view to securing twenty-five (25) MWs of new generation capacity from high efficiency CHP systems and up to 10 MWs of additional electricity generation capacity at existing sites. Some features of the competition included:-

a) Tenderers bid the price they required subject to a price cap of 3.8c (3p)kWh based on a constant load. The bid price is adjusted by time of day, day of week, voltage levels and by weekday hours load factor. 

b) A total of 2.2c (1.75p) of the kWh prices could be varied with a Low Sulphur Fuel Oil or Consumer Price Index with the remainder of the prices staying constant for the duration of the agreement. Up to 1.6c (1.25p)/kWh of that 2.2c (1.75p)/kWh could be varied with the Fuel Oil index at the generator’s discretion with the remainder of 2.2c (1.75p) varying with the Consumer Price Index (CPI).

2.48. As a result of the interest shown in the competition, the Minster directed ESB to offer PPAs to nineteen (19) project offerings, a total of fifty (50) MWs of generation capacity. The final outcome of the competition was 18 MW delivered.
Thermie Grant Aided Projects

2.49. As a positive demonstration of its support for innovation supported at the Community level, the Government obliged ESB to offer PPAs with terms of ten (10) to fifteen (15) years (at the bidder’s option) to all THERMIE funded renewable energy projects requiring access to the electricity market. These THERMIE PPAs were similar to the PPAs offered in the preceding AER competition in the related category, including the related price band accepted in the related technology. Suppliers of seventeen  (17) MWs of capacity have availed of Thermie PPA contracts to date including one project which relocated from another Member State with the consent of the European Commission.

Future Environmental Measures

2.50. The Government may launch further Alternative Energy Initiatives supported by means of public service obligation orders and levy payments to the extent necessary to achieve a common aim or binding obligation. The Government will inform the EU Commission in advance of implementing any such further initiatives. Likewise, if any measures are proposed to encourage effective and efficient use of electricity and to reduce demand for electricity by means of imposing public service obligations and supported by a levy mechanism, the Government will inform the EU Commission in advance of introducing such measures, in accordance with Article 88.3 (ex 90.3) of the Treaty read in conjunction with any appropriate guidelines, such as “Community guidelines on State Aid for environmental protection”.
For completeness, it should be noted that in relation to RES-E  this document refers only to the AER programmes completed at end 1999 in respect of which ESB is legally obliged to purchase their output. This is without prejudice to future programmes which may be implemented, after appropriate notification to the Commission.

Renewable Energy Conclusion

2.51. In summary, it is submitted that, at the current stage of development of the RES-E market, the AER programme is consistent with the high priority attached to the increased deployment of RES-E
 at the Community level, for reasons of environmental protection, social and economic cohesion and the substantial contribution RES can make to the implementation of the Community’s commitments to reduce greenhouse gases, its expansion in the EU constituting an essential part of the package of measures needed to comply with the Kyoto protocol, Article 6 of the EC Treaty and eventually a Community policy package to meet further commitments
.

LEGAL SUBMISSION

THE ELECTRICITY DIRECTIVE

3.1. The Directive acknowledges the right of Member States to impose public service obligations (PSOs) in their electricity markets:

... “for some Member States the imposition of public service obligations may be necessary to ensure security of supply and consumer and environmental protection, which, in their view, free competition, left to itself, cannot necessarily guarantee”. (Preamble, Recital 13)

At the same time the needs of the competitive electricity market must be borne in mind when imposing PSOs:

... “in the internal market, electricity undertakings must be able to operate, without prejudice to compliance with public service obligations, with a view to achieving a competitive market in electricity”. (Preamble Recital 9).

The imposition of PSOs must, therefore, not be such as to prejudice the ability of an electricity undertaking to compete on equal terms with its competitors in the market place.

... “the Member States, when imposing public service obligations on undertakings in the electricity sector must therefore respect the relevant rules of the Treaty as interpreted by the Court of Justice”. (Preamble, Recital 19).

3.2. Article 3 (2) of the Directive sets out the rules governing the imposition of PSOs. It provides as follows:

“Having regard to the relevant provisions of the treaty, in particular Article 90, Member States may impose on undertakings operating in the electricity sector, in the general economic interest, public service obligations which may relate to security of supply, regularity, quality and price of supplies and to environmental protection. Such obligations must be clearly defined, transparent, non-discriminatory and verifiable; they, and any revision thereof, must be published and notified to the Commission by the Member States without delay. As a means of carrying out the above mentioned public service obligations, Member States which so wish may introduce the implementation of long term planning”.

3.3. It is clear from these provisions that Member States have discretion in the choice of PSOs they wish to impose, the procedures by which they may be imposed and their financing. Although Article 3(2) indicates the objectives, which may be sought to be attained by the imposition of PSOs, it is ultimately up to each Member State to choose the objectives it wishes to achieve by means of public service obligations within the parameters set by the EC Treaty and the European Court of Justice.  

PAYMENT FOR PSOs


3.4. There is no indication in the Directive as to how PSOs are to be financed. This is a matter left to the discretion of each Member State subject to compliance with the requirements of Article 3(2) of the Directive. Section 39(5) of the Act provides that any order imposing PSOs shall provide for 

… “(a) the recovery, by way of a levy on final customers in respect of electricity provided to such customers, of the additional costs including a reasonable rate of return on the capital represented by such costs, where appropriate, incurred by the Board or holders of a license or an authorisation in complying with an order under subsection (1) including costs incurred after the variation or revocation of such an order,

“(b) the collection of payments in that respect by the Board or a holder of a license or an authorisation, 

“(c) the making, out of such payments so collected, of payments to the Board and holders of licenses or authorisations, as appropriate”.

PROCEDURES GOVERNING THE IMPLEMENTATION OF PSOs

3.5. Apart from the requirement that Member States publish details of PSOs and notify any proposed PSOs to the Commission, no procedural rules are laid down with respect to PSOs other than the requirement that they be clearly defined, transparent, non-discriminatory and verifiable. The procedures chosen by Ireland are set out in Section 39(1) of the Act, as discussed below at paragraph 3.11. 


LIMITATIONS ON MEMBER STATES’ DISCRETION

Article 86 EC Treaty


3.6. Despite the wide discretion of each Member State in the matter of PSOs in the electricity sector, it is not entirely unfettered in the sense that Article 3(2) of the Directive provides that it is subject to the provisions of the EC Treaty, in particular, Article 86. Article 86 (ex Article 90) provides that undertakings entrusted with the operation of services of general economic interest are subject to the rules of the EC Treaty insofar as the application of such rules does not obstruct the performance, in law or in fact, of the particular tasks assigned to them. The development of trade must not be affected to such an extent as would be contrary to the interests of the Community. 
In Merci Convenzionali Porto di Genova (Case C-179/90 1991 ECR I 5889), the ECJ made clear that Members States do not have the absolute right to entrust an undertaking with the operation of a service in the general economic interest thereby allowing a derogation from the provisions of the Treaty. The Member State must show that the application of the Treaty provisions will obstruct the performance of the rights assigned to the undertaking and the interests of the Community are not affected by the operation of the service.    

3.7. The effect of Article 86 is to allow a derogation from the provisions of the EC Treaty where PSOs so require, but only insofar as is necessary and the interests of the Community are not prejudiced. The means used to provide a service of general interest by means of a PSO must be no more that what is required to ensure that service is provided.

... “Member States must be vigilant to ensure that the effect of the measures they take is limited to what is strictly necessary for their attainment, and in doing so, must always examine which, if any, alternative measures that are less restrictive of competition could equally be envisaged. The Commission will verify carefully the compatibility of measures taken by the Member States with these requirements”. (Speech Antonakoupoulos, London, June 3 1997)

... “Definitions of general interest duties do not necessarily determine how they are to be carried out. That is why any exemption of the rules is subject to the principle of proportionality. This principle, which underlies Article 90 [now 86] of the Treaty is designed to ensure the best match between the duty to provide general interest services and the way in which the services are actually provided so that the means used are in proportion to the ends sought”. (Communication on Services of General Interest in Europe OJ 1996 C281/3 at para. 21) 

3.8. The procedures governing the imposition of a PSO, even in the near absence of specific procedural requirements laid down in applicable Community instruments, are not entirely unregulated. Article 3(2) of the Directive requires that PSOs be published and notified to the Commission without delay. This requirement is in accordance with the Commission’s general policy as developed over the years in applying Article 86. Since Article 86 makes possible a derogation from the provisions of Article 87 of the EC Treaty (Case 78/76 Stenicke & Weinlig 1977 ECR 595; Case C-387/92 Banco Exterior de Espana 1994 ECR I - 877) it is arguable that, provided that the level of payment in issue does not exceed that which is required to compensate an undertaking for the cost of fulfilling the public service obligation in question, the question of state aid does not necessarily arise. The sums paid (or advantages given) to the undertaking charged with the PSO are no more than is necessary to enable the undertaking in question to perform its services in conditions of economic equilibrium (Case C-320/91 Corbeau 1993 ECR 2533 at 2569). But the Commission’s practice, as accepted tacitly by the Court of First Instance and the ECJ (Case T-106/95 FFSA 1997 ECR II-229; Case C-174/97 FFSA 1998 I- 1303) is to verify the legitimacy of PSOs, in particular with a view to determining whether the compensation (or other advantage) granted in return for provision of the PSO does not exceed its true cost. Thus PSOs, and the compensation given to undertakings in return for carrying them out, are required to be notified to the Commission as if they were applications for state aid and are treated as such even if the level of compensation is no more than the actual cost of the PSO.

Article 16 EC Treaty

3.9. For the sake of completeness, mention should be made of Article 16 of the EC Treaty. The legitimacy of public service obligations within the internal market has, following the entry into force of the Treaty of Amsterdam, been enshrined in Article 16, which provides:

... “Without prejudice to Article 73, 86 and 87, and given the place occupied by services of general economic interest in the shared values of the Union as well as their role in promoting social and territorial cohesion, the Community and the Member States, each within their respective powers and within the scope of application of this Treaty, shall take care that such services operate on the basis of the principles and conditions which enable them to fulfil their missions”.

The Treaty of Amsterdam thus upholds the Community’s attachment to objectives of general economic interest and sets them firmly amongst the shared values of the Union. 

3.10. Article 16 does not amend Article 86 in any way but reinforces the principle whereby a balance must be struck between the competition rules and the fulfilment of public service missions. It confers a new legitimacy on the main institutional and legal balances in the Treaty of Rome (XXVII the report on Competition Policy 1997 points 97 and 100). Article 86, as interpreted by the ECJ thus remains the main framework provision governing PSOs.   

THE ELECTRICITY REGULATION ACT, 1999
3.11. Ireland has set out its requirement for PSOs in the electricity sector in Section 39 of the Act. A public service obligation is defined in Section 39(11) as an obligation placed on electricity undertakings, which takes account of general social, economic and environmental factors. 

Section 39(1) stipulates as follows:

“The Minister, following consultation with the Minister for Environment and Local Government, shall by order direct the Commission to impose on the Board and holders of licenses or authorisations or holders of a permit under section 37 of the Principle Act, public service obligations which may include obligations in relation to:

a) security of supply,

b) regularity, quality and price of supplies,

c) environmental protection, and

d) use of indigenous energy sources”.

The wording of Section 39(1) reflects that of Article 3(2) of the Directive.

Section 39(3) states that a public service obligation may be imposed on ESB in respect of electricity which is produced using indigenous fuel or renewable, sustainable or alternative forms of energy as their primary source or which operate as combined heat and power plants as a result of a competitive process. Measures may also be imposed to encourage effective and efficient use of electricity and to reduce demand for electricity.

3.12. Taking the provisions of Article 3(2) of the Directive, Section 39 of the Act and Articles 16 and 86 of the EC Treaty, it is submitted that the PSOs which are the subject of this Notification are legitimate in their aim, the means of achieving them are proportionate, they are not distortive of competition within the electricity market in Ireland nor do they in any way act against Community interests.

Legitimacy  

3.13. The Commission, has, for a number of years, acknowledged the legitimacy of State measures to ensure security of supply through the use of indigenous fuels for the production of electricity. The British Non-Fossil Fuel Levy Scheme, approved in 1989, proposed the introduction of a fossil fuel levy and a non-fossil fuel scheme as part of the restructuring of the electricity sector in England and Wales. The levy was intended to cover the extra cost of nuclear electricity for which the privatised electricity companies were obliged to contract with British Energy (XXth Report on Competition Policy 1991 at point 258). The Commission considered that the maintenance of the British nuclear sector would contribute to security of supply and supply diversity, both of which were in the common European interest. In State Aid for German Lignite Power Station, the Commission permitted the subsidisation of the construction of a power station, which would use locally mined lignite. (IP (92) 609 July 22 1992). The Commission has also looked favourably upon aid to promote the use of various forms of renewables and alternative energy sources in electricity generation. White Paper on Renewable Energy Resources COM (97) 599; Danish Energy 2000 XXVIth Competition Report at 245).   

3.14. Article 8(4) of the Directive reflects Commission practice in permitting the favourable treatment of indigenous primary fuels in electricity generation:

… “A Member State may, for reasons of security of supply, direct that priority be given to the dispatch of generating installations using indigenous primary energy fuel sources, to an extent not exceeding, in any calendar year 15% of the overall primary energy necessary to produce the electricity consumed in the Member State concerned”.

The use of indigenous fuels in order to ensure security of electricity supply is thus recognised as a legitimate aim under Community law.

3.15. Security of supply in Ireland requires the immediate continued operation of the six (6) peat fired stations which are the subject of this Notification. The Irish electricity market has experienced constant growth in the last decade, with the result that there is little spare capacity at present. Without the steady generation of power by these peat-fired stations, security of supply could be severely prejudiced in the immediate future. In the longer term, given that Ireland is an island economy with very few primary fuel resources except peat, it is necessary that the peat industry be maintained and that generation of electricity from peat should continue. 

Fuel diversity in an isolated system such as Ireland is also critical from an economic perspective. A significant factor in Ireland’s current economic renewal is the attraction of overseas investment, particularly IT industries which are highly sensitive to electricity supply continuity/security. If there are doubts about the security of Ireland’s electricity supply, investors might not locate in Ireland. Such negative perceptions would seriously damage the State’s economic revival and place it at a disadvantage against other interconnected Member States. Peat makes a positive contribution to Ireland’s diversity of fuel choices and therefore to security of electricity supply.

Proportionality

3.16. The proposed PSOs are proportional to the objective they seek to attain. The Government envisages the orderly closure of existing peat fired plants and the construction of more efficient new plant. The proposed improvements in operating efficiency of the new plant are in accordance with best industry practice. Existing peat fired generating plant has approximately [……………………….]( %) efficiency and new peat-fired plant will have approximately [……………….....]( %) efficiency. The improved generating efficiency of the new plant will also result in lower emission levels, which will be environmentally beneficial. New plant will be constructed on sites where existing plant is located. This will minimise the environmental effects of new infrastructure development.

There is no planned thermal efficiency improvement for existing peat fired power stations pre closure. These plants will be operated on the basis of lowest possible maintenance cost between now and their closure date, while meeting the peat burn requirement. However, if specific thermal efficiency improvement projects are identified as part of the business planning of any station, these will be evaluated over the remaining lifetime to determine whether they are economically feasible and will be completed if they are determined to be so.

No Distortion of Competition

3.17. The amount to be recouped by way of levy for the PSOs is no more than the additional cost incurred as a result of complying with the PSO orders. There is therefore no element of State Aid for ESB. The cost of the PSO will be recouped by way of levy imposed on all final customers in Ireland. Because the levy is based on consumption by final customers in Ireland, electricity exported over an interconnector to other Member States will not attract a levy payment while electricity imports from Member States into Ireland will attract the levy payment. There will therefore be no distortion of competition in the electricity market and the principle of equality of treatment enshrined in Article 3(1) of the Directive will be respected. In addition, the non discriminatory manner in which PSOs are imposed across the final electricity customer market means that the PSOs will not affect investment in energy production or supply in Ireland and will have minimal impact on cross border trade whether in gas or electricity.

3.18. For the two new peat fired plant, ESB will engage in a public tendering process for all its capital expenditure on the plants to ensure that the most efficient and cost effective plant is built. 

3.19. In the case of renewables, the commitments entered into by ESB are based on competitive tendering processes. This has ensured that the most efficient and cost effective bidders have been successful. 

3.20. The PSO associated with renewables is the difference between the best new entrant (“BNE”) price or the market price as determined by the CER and the actual costs incurred by ESB in purchasing renewable energy under its PPAs. The PSO amount will also be adjusted to take account of any revenue received in respect of an auction or other onward sale by ESB of the AER power. The competitive price of generation in the liberalised Irish electricity market, or BNE costs, have been considered by the CER in its paper dated 17th November 1999 entitled “Best New Entrant Pricing - a consultation paper”. This paper was finalised by the CER on 17th February 2000 following a public consultation process. A copy of the Decision Paper is attached to this Notification as Appendix 7.  

Not Against Community Interests

3.21. The Government proposes to introduce PSOs to implement its energy policy objectives of security of supply and environmental protection, in a transparent, non-discriminatory manner at least cost to the consumer. The PSOs will be implemented within a framework that provides proper monitoring and auditing of the additional costs by the CER. Government energy policy aligns with that of the European Union and its objectives are clearly not against Community interests. Irish electricity generation capacity represents less than one percent (1%) of EU generation capacity and within that Irish generation capacity the peat and renewable generation, subject matter of PSOs, represent approximately ten percent (10%) of that installed capacity. Therefore, the proposed public service obligations do not impact or affect the competitive European electricity market.
COMPONENTS OF THE PSO LEVY PAYMENTS

OVERVIEW OF PROPOSED PSOs

Government energy policy directs that :- 

· Ireland has a reasonable level of security of its primary fuel supplies for electricity generation, 

· Ireland has a diversified fuel portfolio for electricity generation, 

· Ireland has a competitive energy sector taking due account of public service needs;

· generation takes due account of environmental protection (which includes being a key component in meeting Ireland’s international environmental treaty obligations);

· indigenous energy sources are used. 

To achieve its energy policy objectives, the Government intends to direct the CER to impose certain public service obligations on the ESB. These are as follows:-

a) to have available to it electricity generated from generation stations which use as their fifteen per cent (15%) of the overall primary energy necessary to produce the electricity consumed in the State in any year; and 

b) to have available to it electricity generated from generation stations chosen by a competitive process, which use as their primary energy fuel source certain renewable, sustainable or alternative forms of energy.

The electricity available to ESB under the PSO at (a) above will be used, exclusively, in the first instance, to meet its needs in its capacity as Public Electricity Supplier.

Use of peat as a primary fuel source for the generation of electricity in Ireland means that Ireland is using a reasonable amount of indigenous fuels, it has greater primary fuel diversity in the national electricity generation portfolio and Ireland’s security of electricity supplies is improved. 

The Government acknowledges that peat fired generation is not the most environmentally friendly form of electricity generation. Therefore, ESB has decided to restructure its peat fired generation portfolio to improve its technical efficiency and emissions levels. 

The Government also wishes to promote renewable forms of electricity generation in Ireland so that it can improve the environment and meet its international environmental treaty obligations. In addition, renewable generation has the further benefits of being an indigenous primary energy source for electricity generation and thus assisting in the achievement of the Government’s objective of security of supply and diversity of its generation portfolio.

Ireland proposes to introduce the above public service obligations by way of orders under Section 39 of the Act using the levy cost recovery mechanism for PSOs contained in Section 39(5) of the Act.

ESB proposes to meet the PSOs by:-

a) operating its six (6) existing peat fired generation stations, until closed on a phased basis by 2005, 

b) replacing these stations with two (2) new peat-fired generating stations, with a combined capacity of two hundred and fifty (250) MW, to be built and operated by ESB,

c) using and paying for the generation from the new Fortum owned peat generation unit under the terms of its PPA, which was awarded by competitive tender, and

d) using and paying for renewable, sustainable or alternative energy generation chosen by means of competitive tendering; being all generation entitled to PPAs from ESB for fifteen (15) years under AER competitions I to IV inclusive and the Thermie Programme.

ESB’S BUSINESS POSITION

The Government is aware that ESB must operate commercially if it is to survive and prosper in the competitive and challenging environment created by the Directive. Therefore, it is not an option for ESB that it should build, operate or maintain any peat fired power stations in the Midlands in the knowledge that the plant cannot compete against the Best New Entrant. Unless it has the security that the extra competitive costs of peat fired power stations will be recoverable over their economic lives under established PSO levies on final customers, ESB cannot make long term capital intensive investments in any peat plant. 

The figures included in this Notification as projected capital costs for the two new peat fired power stations are ESB's reasonable estimates of likely capital costs. As minimum development work has been undertaken on these projects, pending clarification of the PSO levy position, no reliance can be placed on the accuracy of these estimates. ESB has stated that it could not proceed with the proposed capital investment if a cap was placed on the PSO Levy payment that based the levy applicable to capital expenditure on the projections in this Notification. If PSOs are imposed and a levy implemented, ESB will undertake competitive tendering processes for the components of capital expenditure involved. It believes that this process will provide the optimum and most cost effective solution possible for final customers. For PSO levy calculation purposes, ESB considers that it would be unreasonable and punitive to cap the capital expenditure for this project based on estimates rather than actual capital expenditure figures.

Following commissioning of the two new stations, ESB is particularly concerned with the change of law, change of regulation, change of industry structure, change of taxation and change in environmental law costs that may arise in respect of the proposed two (2) new peat fired power stations. Any PSO order will need to allow recovery of such costs on a pass through basis for actual costs incurred. 

ESB has carried out a detailed analysis of the full range of refurbishment and new build options in order to assess the most beneficial approach, economically, environmentally and technically, to delivering the Government’s stated objectives as outlined in the Overview of Proposed PSOs above. The details of this analysis are included in Appendix 8. 

By its nature such a major peat generation restructuring proposal will be surrounded with uncertainties as to when exactly the changeover from one regime to another will occur. This Notification envisages levy payments for existing ESB peat fired stations up to the dates of station closures. It is anticipated that the stations will be closed by 2005. If, however, the station closures are delayed, other than by reason of circumstances within ESB’s control, the indicative levy payment profile provided for in the appendices to this Notification will, of necessity, need to be reviewed accordingly. In the event of any stations being kept open for the purposes of transmission system security, additional costs thus arising will be dealt with outside the context of the PSO.

THE DETERMINATION OF APPROPRIATE PSO ORDERS 

ESB recently completed a study of potential refurbishment or new build options for peat plant taking into account the GWh produced by each option, environmental constraints and the remaining available peat resources (available to ESB) from BnM. The study determined that seven (7) investment options would utilise the required amount of peat which will deliver eight per cent (8%) electricity from peat generation
. The table below summarises the results of these options, the detail of which is included in Appendix 8. All figures shown represent the average for the period 2001-2019 inclusive.

Indicative emissions levels and PSO cost of new build versus refurbishment options(
	Combination
	PSO (£m)
	PSO (€m)
	t/per MWh Adj CO2

	kg/MWh Adj Nox
	kg/MWh Adj SO2

	Basis of Notification: closure of existing plant, building of two new plant
	[….]
	[….]
	[….]
	[….]
	[….]

	Other options
	[…….]
	[….]
	[…….]
	[…….]
	[…….]


Condition of Existing Peat Stations
4.1. All the existing plant average over thirty (30) years of age, are characterised by efficiencies in the region of [………………………………….] compared with efficiency levels in the region of [……]for new peat plant. The emission performance of these plant is compared to new plant below:

Emission performance of existing plant versus new plant projections

	Existing plant
	CO2 

(t/MWh)
	SO2
(Kg/MWh)
	NOx

(Kg/MWh) 

	Bellacorick
	[….]
	[….]
	[….]

	Cahirciveen
	[….]
	[….]
	[….]

	Ferbane
	[….]
	[….]
	[….]

	Lanesboro
	[….]
	[….]
	[….]

	Rhode
	[….]
	[….]
	[….]

	Shannonbridge
	[….]
	[….]
	[….]

	New peat station
	[….]
	[….]
	[….]


It is worth comparing the emission levels envisaged by the proposed restructuring of the Irish peat generation business with the emission levels envisaged at the time EU clearance for Europeat (i.e. the competition won by Fortum) was sought from the EU Commission in 1995. Such a comparison shows that Ireland’s emission levels can be further reduced by opting for a solution that closes older and less environmentally friendly plants.

CO2 emissions projections as per Europeat competition and as revised for new peat build(
	Year
	Specific CO2 T/MWh

	
	Scenario 2B – Europeat competition
	PSO Notification – new build

	2001
	[….]
	[….]

	2002
	[….]
	[….]

	2003
	[….]
	[….]

	2004
	[….]
	[….]

	2005
	[….]
	[….]

	2006
	[….]
	[….]

	2007
	[….]
	[….]

	2008
	[….]
	[….]

	2009
	[….]
	[….]

	2010
	[….]
	[….]

	2011
	[….]
	[….]

	2012
	[….]
	[….]

	2013
	[….]
	[….]

	2014
	[….]
	[….]

	2015
	[….]
	[….]

	2016
	[….]
	[….]

	2017
	[….]
	[….]

	2018
	[….]
	[….]

	2019
	[….]
	[….]

	Average
	[….]
	[….]


4.2. In considering the future shape of public service obligations that can fulfil its energy policy requirement for a reasonable level of security of supply, the Government was conscious that the public service obligations imposed to meet that objective should recognise the need to comply with the other two primary European Union energy policy objectives, i.e. competitive energy systems and environmental protection.

4.3. ESB’s existing peat generation plants have not yet been subjected to integrated pollution control legislation. However, the Minister for the Environment and Local Government has scheduled 2002 as the start date for the application of the Integrated Pollution Control (IPC) licensing regime to existing peat plants. In addition to the range of new technical and administrative requirements that IPC licensing would impose, the Agency has strongly signalled that it will require more stringent emission controls and better ash management from the peat stations. IPC licensing requirements will have significant cost implications for existing peat fired generation plant.  

4.4. A review of the existing ESB plant’s age profile, plant condition and scale of investment required in environmental amelioration measures, clearly signalled that no economic argument could be made to justify significant investment on environmental amelioration given that they have very limited remaining technical lives. The 2002 deadline imposed by Integrated Pollution Control licensing focused attention on the need to make longer-term decisions on ESB’s peat generation plant. It was self evident that continuing to operate the existing peat fired power plant was not a viable or sensible option. Attention then turned to consideration of plant refurbishment or complete plant replacement as possible solutions to the Government’s PSO requirement. 
4.5. An analysis was undertaken of the economics of refurbishing some or all of the existing plant to keep them operational, taking account of the initial capital cost, the ongoing O&M costs and the environmental impact of each option.  

4.6. It was recognised that if plant were refurbished then it would mean that the greater part of the refurbished plant, being already over thirty five years old, would be run beyond the internationally recognised maximum technical lifetimes of such plant, which is forty (40) years. The analysis included as part of the refurbishment cost the repair or replacement of high temperature tubing and headers, burners, brickwork, flue gas ducting, fuel and ash handling equipment as well as updating some turbine and electrical auxiliary equipment.  

4.7. The second determining factor in the decision not to refurbish existing peat fired generation plant was the thermal efficiencies of existing peat fired power stations, and the consequent environmental impact of and associated costs of continuing the operation of the six existing plant. Understandably, the thermal efficiencies are deteriorating as the plants get older. While refurbishment of existing units would halt the decline in thermal efficiencies of these stations, it could not give long term efficiency gains when compared with those obtainable from modern peat fired generation plant. 

4.8. To put the efficiency deficiency in context, the existing peat stations, based on pulverised fuel burned in suspension, have net efficiencies ranging from [……..]( percent [……] to […..] percent […..]. Refurbishment would retain these efficiency levels. However, the efficiency level of the new Edenderry Power one hundred and seventeen (117) MW peat fired station, based on advanced fluidised bed combustion technology and improved turbine designs, […………….]. 

4.9. The third issue considered in reaching a decision not to refurbish was the fact that even with refurbishment, the six (6) existing stations would have higher on-going costs than would be anticipated in a new station solution. 
4.10. The option proposed as part of this Notification is in the order of [………………]( million pounds [………………] better than the next best alternative. Therefore, the conclusion reached was that the best longer term solution to the energy policy requirement was that all existing six (6) peat fired power stations should be closed and the generation capacity they provided replaced by two (2) new peat fired plants.

4.11. In the light of this conclusion, it was necessary to reach agreement on this approach between affected parties including ESB, Trade Unions and BnM. This has now been done.

4.12. The capacity margin in the Irish electricity system is recognised to be very constrained over the next few years, even with the existing peat plants in operation. In order to maintain adequate supplies to customers, time needs to be allowed to phase the closure of existing stations to coincide with the commissioning of the new power stations. In addition, BnM’s fuel supply agreement and the associated work and cash flow dependencies within BnM on ESB peat fired power generation need to be managed by this phased approach. 

4.13. The optimum timing for the implementation of ESB’s strategy of plant closure and new plant construction is deemed to be a phased closure of the six (6) existing plants over the next five (5) years and their replacement by two newly commissioned peat fired plant within that same period. The rationale for a five (5) year change over period is that

a) it takes approximately (18) eighteen months to progress a new generation station through its planning, environmental and regulatory licensing phases and approximately a further thirty (30) months to build the station, 

b) peat bog preparations and development work needs to be undertaken by BnM which takes a minimum of four years, and 

c) agreements have to be reached and implemented with the Trade Unions representing the staff in the peat fuel stations scheduled for closure.

4.14. ESB proposes to commission a new one hundred and fifty (150MW) plant at Shannonbridge and a new one hundred (100MW) plant in Lanesboro, both by 2004/5. The siting of the power plant is determined by proximity to peat supplies, availability of suitable sites and ready availability of transmission facilities. 

DETAILS OF PROPOSED PSO COSTS

4.15. The indicative extra competitive cost of these PSO levy orders in the period 2001 to 2019 is [………………………………………] punts [……………………..]( in net present value terms
. A yearly summary of the proposed PSO levy is contained in Appendix 9. 

The rest of this chapter and its associated appendices provide a fuller explanation of the PSO costs which need to be recovered by a levy on all final electricity customers.

WIND DOWN AND CLOSURE COSTS FOR EXISTING PEAT PLANT  

4.16. In the context of the commissioning of two new peat fired plants in 2004, the following are the proposed closure dates for existing peat fired generation plant:-

Peat plant closure timetable

	Unit in Power Plant     
	Projected Closure Date

	
	

	Ferbane
	2000

	Shannonbridge U1
	2003

	Shannonbridge U2
	2004

	Shannonbridge U3
	2004

	Rhode U3
	2003

	Cahirciveen
	2003

	Lanesboro U2
	2004

	Lanesboro U3
	2004

	Bellacorick U1
	2004

	Bellacorick U2
	2004


4.17. The above closure dates allow time to build and commission two (2) new plants without affecting the national generation security standard. 

Phased Plant Closure Costs

4.18. In order to implement an orderly transition, provision needs to be made for the costs associated with the operation and phased closure of the existing six (6) peat fired plant together with the costs associated with the building and operation of new plants. 

4.19. Focusing on the phased closure of existing plant, the following costs need to be recovered by ESB from levy payments on final customers :- 

· [……………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………….…](
· [………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………](
· [……………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………….]

· […………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………]

[…………………………………………………………………………………………………………………………………………………………………….]
Cost of Staff Severance Arrangements

4.20. [……………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………….]

4.21. [……………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………]

4.22. […………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………….] 
4.23. [……………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………….]( 
4.24. […………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………….] 
4.25. [………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………….] 
4.26. [………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………….] 
4.27. [………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………….] (
The Costs of Dismantling Power Plants

4.28. [………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………]

4.29. [………………………………………………………………………………………………………………………………………………………………………………](
4.30. [……………………………………………………………………………………………………………………………………………………………………………………]

4.31. [………………………………………………………………………………………………………………………………………………………………………………………]

4.32. […………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………]

[………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………….]

[…………………………………………………………………………………………………………………………………………………………………………………..]

Closure Provision and Closure Costs

[……………………………………………………………………………………………………………………………………………………………………………]

[…………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………..]
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Annual Costs of existing Peat Plant

4.33. The main annual costs associated with existing peat-fired power stations are fuel, payroll, operating and maintenance costs and centralised services and overheads. 

4.33.1. Fuel Cost: approximately [……….]( p.a. For the purposes of the Notification indicative fuel prices based on ESB’s existing fuel supply agreement with BnM have been included. The estimated costs of fuel for the existing stations during the phased close down period is derived by multiplying the cost of fuel, which is currently[…………………………….], by a projected peat burn at each station over the period prior to closure. The projected peat burns are based on the history of peat burns at the affected plants over the past five (5) years. A copy of ESB’s Fuel Supply Agreement with BnM is available for inspection if required.

4.33.2. Payroll: approximately [……….] p.a. Staff numbers, reducing from five hundred and fifty four (554) to [………………………….] over the next three years, represent the projected numbers and actual salary costs of people working in the peat stations.

4.33.3. Non Payroll Operations and Maintenance Costs: approximately [………..] p.a. To enable plant to operate safely during the pre-close down phase, a minimum level of additional work will continue to be necessary at the plants giving rise to additional operating costs associated with the plant. 

4.33.4. Centralised Services and Overheads: approximately [………] p.a. In order to optimise the costs associated with a portfolio of stations, certain services are provided on a centralised basis. Each station pays for these services based on usage. The services provided to the peat stations within the ESB group are as follows:

a) financial services including accounting and treasury services;

b) computer systems and associated software and hardware support;

c) technical consultancy services;

d) telecommunications;

e) public relations services;

f) legal services including property, litigation and commercial contract work;

g) power generation management services; 

h) environmental and safety services. 

The costs included for centralised services include both services provided and centralised management costs. From time to time the services provided are benchmarked by ESB against externally purchased costs to ensure that regardless of the “captive customer” nature of the services, they represent fair value for money. Some of the services are time recording based.

4.33.5. Remuneration of Investment: approximately [……………]( p.a. As with any business undertaking, the peat fired generation stations must make a return to the shareholder on the capital invested in them. Therefore, a capital charge is included to recover the outstanding book value of existing assets and working capital. The return on investment used is […………………………….] real, which is ESB Power Generation’s minimum benchmark threshold requirement for undertaking all generation projects.

Annual Review of Projected Levy Payments

The indicative PSO levy costs detailed in this Notification are ESB’s best projections at time of making this Notification. As stated previously, the operational costs are calculated using the BNE cost as the competitive plant benchmark. The costs are in 2000 money and should be read as subject to indexation at the appropriate indices. Details of the proposed methodology for calculating the PSO levy and the appropriate indices are set out in Chapter 5. 

The methodology will provide for a combination of non-controllable and capped controllable costs, both to be certified by the CER annually. Only the actual additional costs will be allowed for any year, subject to the cap on controllable costs. ESB has accepted the reasonableness of this approach, and will not be seeking a certificate from the CER in respect of any controllable costs it incurs in excess of the aggregate cap on controllable costs. The capped controllable costs may be subject to change if the cost projections change in response to changes in circumstance.
The actual costs incurred will vary over the years due to changes in circumstances such as technological advances for the BNE, changes in taxation regime, environmental legislation, or general changes in law. It is therefore important that the amount of the levy should be adjusted annually for over/under recovery.

LEVY TO COVER COST OF NEW PEAT PLANT 

4.34. The Government, with EU approval, held a competitive tender for a state-of the-art one hundred and seventeen (117) MW peat fired power plant in 1996. The Finnish company, Fortum, won this competition. The plant is currently under construction with an expected commissioning date of November 2000. This plant is supported by a fifteen (15) year PPA from ESB, which was offered by the Government to the winner of the peat competition. The power purchase contract for Edenderry Power Limited is available for inspection if required. 

4.35. In addition to the Fortum plant, as mentioned previously, it is proposed to replace the existing six (6) peat fired generating plants with (i) a new one hundred and fifty (150) MW peat fired power plant at Shannonbridge, capable of burning approximately 1.2 million tonnes of peat per annum from developed bogland, and (ii) a new one hundred (100) MW peat fired power plant at Lanesboro, capable of burning eight hundred and fifty thousand tonnes of peat per annum from developed bogland. These are the optimum sizes of station based on existing peat resource distribution.

4.36. These two (2) additional plants are likely to be built on the existing power station lands. They will employ approximately […………………]( staff in total. The projected commissioning date for the two (2) new plants occurs in 2004/5.

4.37. The PSO requirement for the two (2) new ESB peat fired power stations is detailed in Appendix 11, and the requirement for the Fortum plant is shown in Appendix 12. The financial models show the actual model bid by Fortum for the Europeat competition, but the figures for the two (2) new proposed ESB plant, of necessity, can only be ESB’s best estimate of the capital costs of commissioning two (2) new replacement peat fired stations. 

4.38. The figures provided are augmented by projections of the operational costs of these three (3) stations for their economic lives. For the two ESB owned plant, the final year of operation is expected to be 2019. ESB has made its PSO calculations on the basis that the two new peat fired plant will not have economic lives beyond this date. Without a PSO levy the two new peat plants would not be built. Running baseload, the fuel and O&M costs (excluding capital) would be significantly higher than the operating costs of a CCGT plant. Indeed the fuel element alone would be of the order of […….] per MWh. If these plants were not run as baseload units, the financial situation would deteriorate further. When the period of the PSO is completed, neither ESB nor any other plant operator will be able to operate these plants without losing significant monies and therefore, when the PSO levy finishes the plants will be closed.

Capital Cost

4.39. As part of the process of building the two (2) new additional power stations, ESB obtained estimates from two internationally recognised suppliers and used the lower of the two prices provided. The following table summarises the capital costs used, net of brown field site savings:(
	Cost category
	Shannonbridge 

150MW plant
	Lanesboro

100MW plant

	
	IR£/MW
	€/MW
	IR£MW
	€/MW

	EPC
 budget price
	[….]
	[….]
	[….]
	[….]

	Less […….]
	[….]
	[….]
	[….]
	[….]

	Expected EPC Tender Price
	[….]
	[….]
	[….]
	[….]

	Planning
	[….]
	[….]
	[….]
	[….]

	Connection
	[….]
	[….]
	[….]
	[….]

	External Advisors
	[….]
	[….]
	[….]
	[….]

	Insurance Proposal
	[….]
	[….]
	[….]
	[….]

	Project Management
	[….]
	[….]
	[….]
	[….]

	Bonds/Arrangement Fees
	[….]
	[….]
	[….]
	[….]

	Start-up
	[….]
	[….]
	[….]
	[….]

	Total Other Costs
	[….]
	[….]
	[….]
	[….]

	Total Plant Cost
	[….]
	[….]
	[….]
	[….]

	Contingency [……]
	[….]
	[….]
	[….]
	[….]

	Total Capital Cost
	[….]
	[….]
	[….]
	[….]


In putting together the capital costs, ESB assumed that the new units could be built on brownfield sites alongside existing units. Budget estimates therefore include savings against green field construction for both plants of [……………], as outlined in the table below. The award of construction contracts for the new units would be on the basis of a competitive tendering process and, therefore, the actual capital costs will differ from the estimated prices used in the attached projections. ESB will submit the specifications for the plant to the Government prior to tender, so they can be benchmarked to Best International Practice (BIP) in consultation with the CER, to ensure that no “gold plating” of the specification occurs. The actual PSO levy payable will need adjustment to reflect the actual outcome.
Brownfield Site Savings 150MW & 100MW Units

	
	IR£M
	€M

	Land Purchase
	[….]
	[….]

	Infrastructure
	[….]
	[….]

	Competition Development
	[….]
	[….]

	Planning
	[….]
	[….]

	Connection
	[….]
	[….]

	External Advisors
	[….]
	[….]

	Water
	[….]
	[….]

	Bid Costs
	[….]
	[….]

	Start-up
	[….]
	[….]

	Owners Development Fees
	[….]
	[….]

	Total Savings
	[….]
	[….]


It should be noted that no dismantling and rehabilitation costs or residual values have been included in the calculations as it is deemed that the dismantling and rehabilitation costs net off against any residual values achievable.

Breakdown of costs of new ESB plant

4.40. As with all elements making up the PSO levy, in relation to the capital cost of the new plant the Government’s overall objective is to achieve the lowest life-cycle PSO levy charges, consistent with operating the units in a safe and efficient manner and utilising best international practice and procedures.

Annual Costs

4.41. The main running costs of the new peat stations will be fuel, payroll, operating and maintenance costs as well as centralised services and overheads.

Fuel Cost

4.42. The price of fuel is projected forward using ESB’s existing fuel supply agreement with BnM as the basis of fuel prices for the new plants in the case of the ESB plant, and for the Fortum plant using the pricing derived from its fuel supply agreement with BnM. 

Payroll

4.43. Staff numbers are projected to be […………….](each, for the two new ESB peat fired power stations at Lanesboro and Shannonbridge. This staffing level will be the cap for the purposes of the PSO. These numbers are based on best practice levels and, therefore, are substantially lower levels than currently in operation in ESB’s peat fired stations. Staffing levels in both stations will reflect the optimum use of external resources (e.g. contractors) to best industry practice. 

4.44. The costs for staff at the Fortum plant are included under the terms of the power purchase agreement between ESB and Edenderry Power Limited for the output of the power plant. 

Centralised Services and Overheads

4.45. In order to optimise the costs associated with a portfolio of stations, certain services will continue to be provided by ESB on a centralised basis for its two (2) new stations. Each station will pay for these services based on usage. The services provided to the peat stations within the ESB group will be as follows:

a) financial services including accounting and treasury services;

b) computer systems and associated software and hardware support;

c) technical consultancy services;

d) telecommunications;

e) public relations services;

f) legal services including property, litigation and commercial contract work;

g) power generation management services; 

h) environmental and safety services.

Carbon Taxation

4.46. The average cost of a unit of electricity, including return on investment, from the two (2) new ESB peat-fired generating stations in the period 2004 to 2007 is anticipated to be [……….] per kilowatt hour. In putting together the cost projections underlying the PSO Notification, ESB recognised that a carbon tax may be levied in future years but has not included any additional cost in the PSO figures submitted for either the Edenderry plant or the new proposed plant. 

Remuneration of Investment

4.47. [……………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………….] 

4.48. […………………………………………………………………………………………………………………………] 

4.49. […………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………] 

4.50. [………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………]
Basis for payment

4.51. The basis for payment for the two new stations will be the difference between the cost to ESB of building and operating, at a reasonable rate of return, the power stations and the market price of electricity (currently defined as the BNE). For the Fortum plant, the PSO will be the difference between the price paid to Edenderry Power Limited by ESB under its PPA and market price as defined by BNE. The PSO will only cover the extra competitive costs associated with peat stations. 
4.52. The BNE is used to derive the competitive price pending development of a fully competitive market. ESB will submit for approval by the CER proposals to adjust the Public Electricity Tariff to ensure there is no over/under recovery of the extra competitive costs incurred by ESB in complying with its public service obligations through the operation of the two mechanisms (i.e. PSO levy and Public Electricity Tariff).

Annual Review

4.53. The indicative PSO levy payments proposed in the attached projections of costs are a best estimate of actual costs at this time. It is proposed that annual adjustments be made to the actual PSO levy paid to ESB in any one year to reconcile any over or under payments based on actual outcome. The levy payment figures will need to be adjusted annually, in accordance with the methodology set out in chapter 5, to take account of such variations as:- 

a) inflation on the different cost elements for both new ESB peat units;

b) movements in the BNE, or market price; 

c) movements in the market price;

d) possible peat supply problems relating to BnM; 

e) environmental costs including carbon trading costs not already included in the projections; 

f) additional taxes (including carbon taxes), levies and changes in law; and 

g) change in use of system charges over the period.

Reconciliation of Shannonbridge and Lanesboro vs. Fortum(
[…………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………]

[…………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………]

[…………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………](
Average annual PSO cost for each of the three new peat stations(
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Breakdown of the per kilowatt-hour cost of generation and the associated PSO
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· […………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………..] 

· […………………………………………………………………………………………………………………………………………………………………..]

· […………………………………………………………………………………………………………………………………………………………………………………………………………………………………………..]

RENEWABLE ENERGY BASED ELECTRICITY GENERATION COSTS

4.54. Although the competitive tendering approach for the Government initiative, known as the Alternative Energy Requirement (“AER”) promoted a minimum cost solution, it resulted in generation capacity being provided to the Irish electricity system at costs above the BNE costs that would be acceptable in a fully competitive market place. At the time of the various competitions, the Government made a commitment to ESB that the extra competitive costs associated with such generation would be transparently identified and that they would be passed on equitably to all electricity users. Section 39 of the Act reflects that commitment.

Required Public Service Obligation Levy Payments

4.55. The extra competitive costs of electrical power generated under the fifteen (15) year PPAs awarded to successful bidders under the AER competitions and EU Thermie funded projects need to be funded equitably by all final electricity customers. 

4.56. The extent of renewable energy now available in the Irish electricity market as a result of Government initiatives is set out below. An analysis detailing the basis of calculating the costs paid under the PPAs, together with a fifteen year PSO levy forecast, is contained in Appendix 13. 

AER I

4.57. A total of one hundred and seventy two (172) technical proposals were submitted and all four technology bands were over-subscribed. ESB offered PPAs to thirty-four (34) projects representing, in aggregate, one hundred and eleven (111) MW of generation capacity. Because of the extremely competitive nature of AER, only projects which had declared an AER capital grant requirement of zero or less succeeded in being awarded PPAs. While some projects did not proceed because of planning or other difficulties, the seventy-five (75) MW capacity target was achieved. The results of the competition were as follows: -

AER I: PPAs offered and final capacity outcome

	Technology
	Target Capacity MW
	PPA Offers

MW
	Outcome

MW
	Price Range p/kWh (year 2000 money)

	10 Windfarms
	30
	73
	45.8
	4.28 – 4.41

	10 Small scale hydro
	10
	4
	2.3
	4.41

	6 Landfill gas/waste
	15
	12
	11.8
	4.41

	8 CHP
	20
	22
	20
	3.88

	Total
	75
	111
	79.9
	


AER I increased the amount of electricity generated from renewable energy in Ireland by thirty five percent (35%).

Pre-AER Contracts

4.58. As part of the conditions of AER 1 scheme, it was agreed to offer existing Alternative Energy Producers the established AER 1 terms of purchase. The majority agreed to the new conditions and a small number remained on pre-existing fixed term contracts. This latter group includes an EU Valoren aided windfarm project. The Pre-AER contracts can be summarized as follows:
Pre-AER contracts

	Technology
	Target Capacity MW
	PPA Offers MW
	Outcome MW
	Price Range p/kWh (year 2000 money)

	Wind 
	Already existing
	Already existing
	6.51
	4.2 – 4.4

	Hydro
	Already Existing
	Already Existing
	8.44
	3.6 – 4.2

	CHP
	Already Existing
	Already Existing
	7.68
	3.88

	Total
	
	
	22.63
	


AER II
4.59. To encourage the development of Biomass and waste as energy sources, the Government initiated a second AER competition seeking a single flagship project of ten (10) to thirty (30) MW. This competition resulted in the offer of a contract for the construction and operation of a thirty (30) MW waste-to-electricity project. However, the project did not qualify for European Regional Development Funding (ERDF) support, and as the project timing was not consistent with the draft Dublin Waste Management Strategy, there were planning permission difficulties associated with the project with the result that it did not proceed.

AER III

4.60. One hundred and eighty eight (188) technical bids entered the competition, amounting to over one thousand one hundred and twenty eight (1,128) MWs of generation capacity. There were ninety-two (92) commercial bids amounting to six hundred and eighteen ( 618) MW. As a result of the interest shown, the Minister obliged ESB to offer PPAs to thirty (30) projects offering, in aggregate, a total of one hundred and sixty (160) MWs of generation capacity. 

4.61. The results of the competition were as follows:

AER III projected outcome

	Technology
	Target Capacity MW
	PPA Offers MW
	Projected

Outcome

MW 
	Price Range p/kWh (year 2000 money)

	8 Large Windfarms
	65
	102
	84
	2.43 - 3.07

	8 Small Windfarms
	25
	37
	37
	3.03 – 3.52

	10 Small scale hydro
	3
	4
	3
	3.82 – 4.29

	3 Landfill Gas/Waste
	7
	17
	3
	3.63

	Total
	100
	160
	127
	


AER IV

4.62. In September 1997 the AER IV competition was launched, aimed at securing twenty-five (25) MWs of newly installed additional generation capacity from high efficiency Combined Heat and Power systems and up to ten (10) MWs of electricity generation from existing systems. Some thirty two (32) technical submissions amounting to seventy-nine (79) MWs were received under AER IV and nineteen (19) projects, totalling fifty (50) MWs, were offered contracts. Of these projects, four (4) have so far proceeded. The results of the competition are as follows: 

AER IV outcome

	Technology
	Target Capacity MW
	PPA Offers

MW
	Outcome 

MW15
	Price Range p/kWh (year 2000 money)


	Combined Heat & Power (CHP) Projects
	25
	50
	18
	3.91 – 4.12

	Total
	25
	50
	18
	


THERMIE Projects

4.63. As a positive demonstration of its support for research and innovation, the Government mandated ESB to offer ten (10) to fifteen (15) year PPAs in respect of the kW capacity granted funding, to all THERMIE funded renewable energy projects requiring access to the electricity market. These THERMIE PPAs offer similar terms and conditions to the PPAs in the AER competitions. 

The results of this Government initiative were as follows:

THERMIE Projected Outcome

	Technology
	Target Capacity MW
	PPA Offers

MW
	Projected

Outcome15 MW
	Price Range p/kWh (year 2000 money)

	Windfarms
	All Eligible Thermie Projects
	16
	16
	3.33 – 4.41

	Hydro
	All Eligible Thermie Projects
	1
	1
	4.41

	Total
	
	17
	17
	


Projected Levy Amounts arising under the AER Initiatives

4.64. Appendix 13 sets out in detail the current position in regard to generation from every AER plant in Ireland with an ESB PPA as well as current supply prices from those plants. These supply prices are based on current fuel prices and are therefore subject to change. Also included in this schedule is the amount of support sought for each plant based on the BNE price established by the CER. A total indicative support figure has also been calculated. Some additional AER generation is also expected to come on stream, as some of the plant has not yet been built or has yet to attain full generating capacity. 

5. PSO LEVY METHODOLOGY 

INTRODUCTION

5.1 This chapter sets out a proposed methodology for:

· the determination of the PSO initial values,

· the annual review process to update and review these values,

· the validation of the costs incurred,

· the charging of the PSO levy to all final customers.

5.2 This chapter does not address the contractual arrangements between ESB Power Generation and the Public Electricity Supplier (“PES”), the Vesting Contract, which will be agreed and finalised with the CER.

5.3 This chapter outlines:

· the principles upon which the PSO Levy is to be calculated and the high level methodology;

· the benchmark for setting the competitive or market value of power against which the cost of PSOs are measured;

· the mechanisms for reviewing and revising that benchmark;

· in the case of ESB peat generated power:

· the manner in which allowable PSO costs will be determined, and

· the manner in which those costs will be adjusted for inflation or other changes in costs over the duration of the PSO;

· the manner in which allowable costs will be adjusted under contract in the case of bought in peat generation (i.e. Edenderry Power Ltd.’s revenue) and how the excess cost will be calculated;

· in the case of renewable or AER generation, the manner in which the allowable cost will be adjusted under contract, and how the excess cost of such generation is calculated.

PRINCIPLES
5.4 The amount of the Levy will be the excess of ESB’s allowed costs for bought in and owned peat fired generation and AER, including an economic return on investment where relevant, over the revenue at a market price for that generation, and any other revenue accruing to ESB associated directly with that generation. In determining ESB’s allowed costs for the proposed new peat generation, the cost recovery allowed to ESB will be subject to market based criteria. 

5.5 The PSO Levy will be applied to all final customers of electricity in the State. The Levy will be applied on a pence per kilowatt-hour basis.  

5.6 The Levy will apply to power provided under existing renewables contracts, or proposals to which ESB is committed to offer a PPA at Government behest under existing programmes, at the date of this submission.

5.7 The Levy will be applied annually based on forecasts of output, costs (as defined under the agreed criteria), and market price, and will be reviewed and recalculated ex post to:

· reflect the actual values of uncontrollable costs;

· reflect the outturn controllable costs, subject to a cap on the maximum value which may be claimed against the Levy;

· take account of the restated BNE or market price as determined by the CER;

· reflect the collection costs incurred by the TSO;

· correct forecasting errors. 
5.8 Any over/under recovery of excess costs against the ex post determination of allowable excess costs incurred will be repaid/recouped in the second year following the reference year, through an adjustment factor chargeable as part of that year’s PSO Levy.

5.9 The calculation and recovery of the Levy will be subject to oversight by the CER as provided for in the Electricity Regulation Act, 1999 and in accordance with the principles set out in this notification. A combination of non-controllable and capped controllable costs are provided for in the methodology following, both of which will be certified by the CER annually. ESB will not be seeking a certificate from the CER in respect of any controllable costs it incurs in complying with its PSOs in excess of the aggregate cap on controllable costs.
HIGH LEVEL METHODOLOGY
Setting market value.

5.10 As indicated at 5.4 above, the amount of the levy will be calculated as the excess of ESB’s actual annual cost of fulfilling the Public Service Obligations, subject to a cap in respect of ESB’s controllable costs, over the revenue that could be earned by selling the electricity produced at a market price. In the transition period up to and including 2004, it is envisaged that a market price will not be available. For this period, and for other periods when a market price is not available, the price used will be the all-in cost per MWh of a Best New Entrant (BNE) Combined Cycle Gas Turbine (CCGT) operating at baseload, and at efficiencies, availabilities and cost parameters determined by the CER. The BNE, as determined by the CER, applicable on 19th February 2000 yields a time weighted price of £26/MWh or €33/MWh (see Appendix 7). This value will be reviewed by the CER annually, and revised as appropriate.

5.11 From 2005 the market will be fully open and a time-weighted market price will be determined by the CER in an open consultative process, and posted by the CER in its annual review.

5.12 The extra-competitive costs of all PSOs, whether for ESB’s own generation, or for the bought in generation from Edenderry Power Limited and AER contracts, will be measured against the same BNE or, when appropriate, a market price as determined by the CER. To maintain consistency, all output values will be measured as exported MWh.

Criteria for ESB peat fired generation required revenue

Proposed new generation plant
5.13 ESB has proposed that the criteria which determine its allowable cost will be, as far as possible, those which allow ESB the same level of cost recovery as an IPP operating a peat-fired station to Best International Practice (BIP). To this end the individual cost elements allowed for recovery will be subject to the following criteria:

· The minimum performance and operating specification of the plant will be agreed in advance with the Department of Public Enterprise, and these specifications will form the basis of ESB’s Requests for Proposals for the stations. Subject to these specifications, the criterion for procurement will be the least cost per MWh exported over the plant lifetime. This will avoid possible “gold plating” in the specification (see also paragraph 4.39, pg. 51).

· Fuel costs will be a function of the contracted fuel price for specified fuel quality, the contracted thermal efficiency profile of the plant and the MWh exported, and will be allowed on the basis of actual output.

· Non-fuel operating costs, including estimates of the non-fuel variable operating costs (all of which are deemed to be fixed) will be benchmarked to BIP and the levels of cost agreed subject to indexation. The base cost in year 0 will be determined in advance, and will include all the non-fuel costs as set out in Appendices 10 and 11.
· The capital element is priced on a real terms annuity basis thereby ensuring price stability over the long term for this element. The real rate of return used reflects ESB’s criteria for this type of investment, and the constant real annuity payments calculated using this rate of return will be subject to indexation. The capital cost of the plant will be available only when formal bids are received and the current indicative values in the notification will be revised and finalised for incorporation in the PSO.

· Any items deemed non-controllable, (see 5.20 below) will be on a pass-through basis, as they are outside ESB’s control and potentially volatile. Insofar as excluded items, e.g. carbon tax, will be a part of a BNE’s costs only the excess over BNE cost will form part of the PSO.

5.14 As peat is not a traded commodity, there is no market reference for it, and its price is outside ESB’s remit. The peat price in the contract will be subject to the agreement of the Department of Public Enterprise. It is assumed that any future contract will be linked to movements in a basket of alternative fuels, as at present.

5.15 For existing peat plant, a similar approach will be taken to that outlined above. However, as this plant is obsolete it cannot be expected to perform to BIP. 

Controllable and uncontrollable expenditure

5.16 For the purpose of the methodology, controllable expenditure is defined as:

(a) expenditure, the level of which can be determined by ESB upon making this submission, and which ESB through its own efforts may reasonably be expected to contain within predetermined escalators, 

or

(b) over which ESB exercises control during the project lifetime.

As ESB can influence the behaviour of such costs it will carry the risk that the incurred costs may exceed the projected cost. However, any reduction in the projected costs will be passed back to the final customer. 

5.17 Uncontrollable expenditure is defined as:

(a) expenditure the level of which is determined by parties other than ESB upon making this submission, whether determined by competition or otherwise, 

or

(b) expenditure over which ESB cannot exercise control during the project lifetime.

As ESB cannot influence the behaviour of such costs, which will ultimately be determined at the stage of commitment, the risk is not proper to ESB and should be passed to the final customer. 

5.18 The cost headings used in the projections are listed at 5.19 and 5.20, showing which are defined as within ESB’s control and therefore not subject to review, and which are outside ESB’s control, and are therefore subject to annual review. Costs within ESB’s control will be allowed and verified by the CER on the basis of actual costs incurred, subject to a cap based on the projections in the notification as adjusted for CPI, with the exception of payroll which will be indexed at a different index more truly reflecting the changes in pay rates in Ireland. Costs outside ESB’s control will be passed through on the basis of actual cost, whether higher or lower than that included in the projections contained in the notification.

5.19 Controllable Expenditure falls under the following categories:

5.19.1 Payroll 

As the stations are discrete entities and the initial payroll cost has been submitted at Best International Practice for the technology in question, there is no basis for projecting real cost changes. Payroll is considered controllable by ESB, as the company can ultimately determine the number of staff and their rates of pay. ESB will have only limited control over changes in the rate of pay, as these will be influenced by national partnership agreements. However, by constraining pay indexation to a national inflator, ESB will be incentivised to contain payroll costs.

For existing stations, during the programmed closure period, staff numbers used for calculation of the PSO will be based on agreed operating levels for the specific plant, and pay escalators will be constrained at the national pay inflator. 

For the new ESB owned stations, calculation of the PSO is based on [….]( staff for each station.

5.19.2 Fuel, usage only   

Fuel usage (of standard tonnes of peat) will be determined by the thermal efficiency/degradation of the stations. For the new stations, this will be set and verified at commissioning. Its achievement will be driven by ESB’s operating regime. For existing stations, the thermal efficiency/degradation allowance will be verified by the CER.

5.19.3 Materials   

Annual usage of materials is based on the forecast operation and maintenance programme and will be subject to a simple CPI inflator that takes into account economy-wide activity. As materials will be subject to a range of specific inflators, in practice, this approach will expose ESB to market risk.   

5.19.4 Non-recurring Costs (cyclical maintenance and overhaul) 

These costs are be based on ESB’s overhaul programme. The achievement of the projected costs will be dependent on ESB’s ability to plan and deliver the engineering project and the costs will be capped at the projected value, subject to the CPI inflator, thereby exposing ESB to market risk. As it may be necessary to reschedule overhauls, it is proposed that the review mechanism will provide for shifting of overhaul costs between years within the allowed cap.

5.19.5 Business Services, Corporate Centre and Power Generation overheads and Generation Services  

These comprise centralised services and overheads detailed in section 4.42 of the Notification, and are mainly internal services. 

5.19.6 Insurance   

The initial value is the industry standard as advised by ESB’s brokers and is subject to a CPI inflator. ESB will be incentivised to negotiate within the industry standard each year and to ensure that its risk management strategy keeps the premium constant in real terms. As the tendency is for insurance costs to rise in real terms, it is proposed that there will be a review mechanism to ensure that the cover obtainable is adequate and, if appropriate, to provide for additional cost increases. 

5.19.7 Employee and Public Liability   

The amounts included in the submission represent ESB’s experience of costs incurred in the generation business, and are assumed to continue at a constant value over the duration of the PSO. No provision has been made for possible real increases in cost that is outside the control of ESB. ESB will be incentivised to manage its business to avoid such employee and public claims, and minimise the exposure.

5.19.8 Environmental costs (based on current obligations)   

Environmental costs under current legislation can be estimated and ESB will accept the risk of managing these environmental obligations and meeting its cost targets in real money values. Indexation will be applied to the submitted figures at CPI.

5.19.9 Closure costs for  existing plant

ESB has estimated the closure dates and costs of physical plant dismantling. Firm values for severance costs have been included based on ESB’s historical experience. A provision to cover these items has already been made in ESB’s accounts for existing plant. The PSO will relate only to the cost of advancing the closure as now required under the accelerated closure programme. ESB will take the risk of completing the closure programme within the projected cost, unless any delay/failure is due to circumstances outside ESB’s control. In the event of any stations being kept open for the purposes of transmission system security, additional costs thus arising will be dealt with outside the context of the PSO.

5.20 Uncontrollable expenditure falls under the following categories:

5.20.1 Fuel price

As ESB is obliged to purchase peat from Bord na Móna under its PSO obligation, it has no commercial leverage by which it can influence the price. The price of peat will be agreed with DPE. For the purpose of calculating the PSOs, ESB has included peat fuel costs based on the existing peat contract price. The current contract expires in March 2002. The existing contract contains price escalation factors based on both Bord na Móna’s O&M, and world prices for other fuels. As ESB cannot influence the price, it is proposed that changes in the price element of peat will pass through to the end consumer. 

5.20.2 Capital cost of new stations (subject to an actual bid process) 

The capital cost of the new peat stations will be determined by a bidding process for the major elements which will make up the greater part of the total cost (as included in Appendix 11). The balance will be ESB project management costs the maximum value of which will be fixed at the contract date by agreement with DPE, subject to consultation with the CER. These costs may be lesser or greater than the current supplier indicative prices, but will ensure that the stations will be priced competitively and the cost impacting on PSO will be minimised. 

5.20.3 Rates  

Rating valuation will be set by local authorities and the charge will be revised on a yearly basis. ESB has estimated the costs based on charges for the current year. However, as rates are a form of local taxation and ESB has clearly no control over either the current charges or the escalators, it is appropriate that this cost is passed through to final customers. 

5.20.4 Transmission Use of System Charges (TUoS) 

This charge has been projected based on current National Grid tariffs. However, the charge will vary over time in response to changes in generation and demand patterns. ESB cannot influence these charges. This is a regulated cost and it is appropriate that it should be passed through to final customers.

5.20.5 Environmental costs (based on future obligations)   

These items will be driven by future environmental legislation, the financial impact of which cannot reasonably be estimated at this time. While ESB will seek to minimise the potential impact of environmental requirements in the design and specification stage, it will have no ability to influence these costs once contracts have been signed and it is appropriate that they should pass through to electricity customers. 

Indexation
5.21 The fixed costs formula below at 5.26 provides for two indexation factors. A wage indexation factor is applied to the payroll element “x”. This percentage will be determined from the cost data in Appendices 10 and 11. The balance of the controllable fixed costs (excluding carbon taxes, landfill taxes, and TUoS) will be subject to CPI.

DETERMINATION OF ALLOWABLE COSTS

Values

5.22 The amount of the estimated Levy, Le, in any year y, can be expressed as:

Le = (Ay+ By + Cy – Dy) + Ty + R

where

	Ay =
	the allowed costs for ESB peat generated electricity, whether from ESB’s existing portfolio of generation plant, or the proposed new ESB generating stations of approximately 100MW and 150MW capacity.

	By =
	the amount payable by ESB under the terms of its Power Purchase and Sales Agreement of March 1998, with Edenderry Power Limited.

	Cy =
	the total of all amounts payable under the Power Purchase Agreements contracted under the AER and other Government approved programmes, detailed in Appendix 13.

	Dy =
	the revenue received for the total output in MWh exported under the contractual arrangements at A, B and C above at a market price
, reactive power, and any other revenue.

	Ty =
	the allowed collection costs of the TSO as regulated by the CER.

	 R = 
	adjustment factor to compensate for any over or under recovery through the levy mechanism, defined below at 5.36.   


5.23 The allowed costs, Ay, in any year shall be calculated in accordance with the following formula:

Ay = (FCy * Zy) + VOM + CTy + LFy + TUoSy + LRy + (ECy per MWh * MWh exported) 

where:

	FCy
	are the fixed costs itemised in Appendices 10 and 11, for each individual year of the assets’ life, excluding carbon tax, landfill tax, and TUoS. In this context, fixed costs include all costs other than fuel costs and are itemised below. 

If the actual controllable fixed costs incurred are less than the indexed allowed value from FCy0
, then the allowed costs will be the actual cost incurred. Discussion of the “capping” methodology is at paragraph 5.24 below.

Controllable: 

· Payroll.

· Materials (O&M).

· Non recurring costs.

· Business Services, Corporate Centre and Power Generation overheads, Generation Services.

· Insurance.

· Employee and Public liability.

· Environmental costs (based on current obligations).

· Closure costs.

Uncontrollable:

· Capital cost of new stations expressed as an annuity in real terms. See 5.20.2 above.

	Zy
	is an adjustment factor reflecting actual availability of the plant compared to agreed availability parameters for any year y, and will be calculated as follows:

Where availability ≥ [P] then Z=1.0

Where availability < [P] then Z=1.0* (actual availability/P)

P is the % availability required to meet the ESB’s fuel usage obligations under the fuel purchasing agreement. Actual availability shall be verified by the TSO.

	VOM:
	It is assumed that the existing and proposed peat plant will run at base load for the duration of the PSO. Operation and maintenance costs have been estimated as fixed, based on this assumption, and VOM at zero. Should the running order of the plant deviate from baseload, appropriate additional variable operation and maintenance costs will be estimated and agreed with CER.

	CTy
	is carbon tax cost incurred for CO2 emitted, or any other environmental cost or tax not yet legislated for in any year y.

	LFy
	is the landfill tax cost incurred for landfill produced in any year y.

	TuOSy
	is the Transmission Use of System charge. 

	LRy
	is local rates charge in any year y.

	ECy
	is the allowed energy cost per tonne, multiplied by the allowed thermal efficiency per MWh of output as determined under the ESB Fuel Supply Contract with Bord na Móna and any successor agreement, and the target efficiencies for existing and new plant. The MWh exported quantity measured at the high voltage side of the generator transformer shall be estimated in advance for each year to facilitate the setting of the levy. The actual MWh exported shall be as determined for the Trading and Settlement System, and the levy will be adjusted accordingly.


Capping costs


5.24 Two methods of capping controllable fixed costs were considered:


· An aggregate cap, or

· A cap on individual cost items.

While a cap on individual cost items, at first glance, looked attractive from a regulatory control perspective, ESB argued that an overall cap will deliver better value to the customer. The customer is protected by an aggregate macro level cap that can be reviewed and regulated by the CER without line by line item caps on power station managers that ESB say would make their jobs unworkable. ESB considers that any production manager needs to be afforded the normal operational freedom to determine the best business solution for any given situation at any one time. They say that a requirement that a station manager must rigidly adhere to annual line by line item caps set in advance without hands on production experience could not provide the customer with optimum solutions and “on the spot” economic decisions.  

Change in law
5.25 In the event of a change in any legal requirement which increases or decreases the amount of the additional costs incurred in meeting the PSO, such increase or decrease in costs shall be added to or deducted from the levy as calculated at 5.22 above.

Indexation

5.26 The values in 5.10 above are expressed in year 2000 money. As the Levy will extend over a 15 year period from the commissioning of the new plant, it will be necessary to calculate the values in money of the day. The following indexation arrangements are proposed:

Allowed Costs for ESB peat generated electricity, “A”

The allowed fixed costs will be calculated for each year, y, as per details in Appendices 10 and 11.

The fixed costs FCy for any year y, submitted in this application shall be indexed as indicated below to estimate the required revenue in year y:   
FCy =  CFC y0* (1-x) * CPI y  + CFCy0* x * W y +NFC y 
                      CPIy0


   W y0

where

	CFCy0
	is the controllable fixed costs as per this notification.

	NFCy
	is the estimated non-controllable fixed costs as agreed with CER. As indicated at 5.13 and 5.20.2 above this is the annual capital charge calculated as a real terms annuity and will be subject to indexation.

	NFCy
	= Annuity*CPIy

                  CPIy0

	CPIy
	is the estimated Consumer Price Index as published by the Central Bank of Ireland for the year y.

	CPIy0
	is the Consumer Price Index published in November of year y0.

	Wy0
	is the arithmetic average of the quarterly values of the average earnings per hour for all industrial workers, (adult and non adult rates of pay, base September 1985 +100) hereinafter referred to as the wage index, as published by the Central Statistics Office for the year y0.

	Wy
	is the forecast wage index as published by the Central Bank of Ireland for the year y.

	X
	is the payroll proportion of CFC in each year. The value of x will be taken from the yearly payroll value as set out in Appendices 10 and 11.

	(1-x)
	is the non-payroll proportion of cost in each year.


The variable operation and maintenance in excess of that at base load running as agreed with CER, shall also be indexed in accordance with the formula above.

EC will be indexed as per the peat fuel purchase agreement, which will be agreed by DPE.

Edenderry Peat “B”

The cost of power purchased from Edenderry Power, B, shall be indexed in accordance with Technical Annex 2.3.1 and Technical Annex 4 of the Power Purchase and Sales Agreement.

AER contracts “C”

The cost of renewable energy purchased under existing PPAs and AER programmes, and those to which the ESB is committed to offer a PPA at Government behest, or under existing programmes, C, shall be indexed in accordance with the terms of the individual contracts, to which reference should be made to establish valid figures.

Best New Entrant /Market Price “D”

5.27 BNE or market value, D, will be established each year, as outlined above, and benchmarked to market in money of the relevant year. Indexation will not be necessary.

Collection costs “T”

5.28 The collection costs which will incurred by the TSO will be estimated in advance for the purposes of collecting the levy and will be regulated according to the CER’s assessment of what may constitute reasonable collection costs. Indexation will not be necessary.

IMPLEMENTATION, RECOVERY, AND REVIEW PERIOD 

Initial value

5.29 The initial PSO Levy values will be set immediately following EU approval. The PSO will be calculated annually for the following year or part thereof, based on the financial data in Appendices 10 to13.

5.30 These values are summarised in Appendix 9. Each year these values will be indexed as indicated above at 5.26, and applied from 1st January, following approval by the CER.

5.31 The PSO Levy will not take effect until the appropriate EU approval is given and the Ministerial Order signed. Pending approval, the PSO Levy as projected will serve as a basis for estimating the value of the Levy required for the first period of the levy’s operation, and as a basis for the quantification outlined above.

Recovery

5.32 The rate of the levy will be determined by the CER based on:

· The estimated final customer demand, which will be supplied by the TSO each year.

· The values of the levy, which will be calculated annually in accordance with the process and methodologies contained in this chapter.

5.33 The PSO Levy will be translated into a transparent charge to be recovered as a p/kWh charge on all electricity customers. The charge will be calculated according to the formula: 

P= Le * 100

     De

where De is the total estimated final customer demand in kWh, and Le is the estimated amount of the levy in IR£
.

Annual review 

5.34 The proposed annual review is focussed on the determination of PSO price movements in compliance with the predetermined parameters specified in this chapter. These parameters may change only in accordance with the formulae above.

The PSO values expressed in the formulae will be reviewed annually and inflated or revised in accordance with the criteria outlined above. Revised values will be implemented before the end of each year to calculate the PSO charge applicable in the following year.

5.35 Because the levy mechanism involves an ex ante estimate of the extra-competitive costs which ESB will incur due to the PSOs in any given year, it is inevitable that the allowable costs actually incurred may vary somewhat from the estimate. Likewise, the levy rate is set annually on the basis of an estimate of final customer consumption which may also vary, so the amount collected cannot be predicted with absolute accuracy. The CER will verify both the allowable costs actually sustained and the total amount actually collected. This may show that there has been an under recovery or an over recovery of the Levy, and this will have to be adjusted for.

5.36 In year y-1 an ex post review of the previous year’s Levy will be carried out to establish any over/under recovery. The over/under recovery R, to be adjusted in year y, will be quantified:

R = {(Lr-La) y-2}* (1+ I)

	where
	

	(Lr)y-2
	is the value of the Levy required to cover the extra-competitive costs of ESB in year y-2, payable in year y-2, as certified by the CER in year y-1;

	(La) y-2
	is the actual value of the Levy collected from consumers and paid to ESB in year y-2;

	and
	

	I  
	is the actual annual interest rate at Euribor compounded over an average period outstanding of 2 years.


A positive value of “R” means that there was an under-recovery of the levy in year (y-2), and therefore increases the amount to be collected in year y, whereas a negative value means there was an over-recovery, and thus it reduces the amount to be collected in year y. 

This value R will be added to the following year’s allowed PSO Levy as indicated above at 5.22.
AVOIDANCE OF ILLEGAL CROSS-SUBSIDY
5.37 At present, the extra-competitive costs to ESB of peat-fired generation and bought in AER generation are covered through the public electricity tariff. In order to avoid any illegal cross-subsidy or over-recovery of the costs through a combination of the Levy and the existing tariffs, ESB will submit for approval by the CER proposals to adjust the Public Electricity Tariff to remove these extra-competitive costs from the latter.

5.38 In the case of AER, the PSO Levy will also be adjusted to take account of any revenue received in respect of an auction or other onward sale of the AER power.

CONCLUSION

This Notification informs the EU Commission, in accordance with Article 3 of Directive 96/92/EC, of the Irish Government’s intention to direct the CER to impose on ESB public service obligations which will require ESB:-

a) to have available to it electricity generated from generation stations, which use as their primary energy fuel source peat harvested within the State, in an amount no greater than fifteen per cent (15%) of the overall primary energy necessary to produce the electricity consumed in the State in any year; and 

b) to have available to it electricity generated from generation stations, chosen by a competitive process, which use as their primary energy fuel source certain renewable, sustainable or alternative forms of energy.

The electricity available to ESB at (a) above will be used, exclusively, in the first instance, to meet its needs in its capacity as Public Electricity Supplier.

The Obligations are to be imposed by means of an Order made under the Electricity Regulation 

Act, 1999, for reasons of security of supply and environmental protection.

The electricity available to ESB under a) above will be used, exclusively, in the first instance, to meet its needs in its capacity as Public Electricity Supplier.

This Notification demonstrates that the public service obligations are in compliance with the Directive and with general EU law. The public service obligations are clearly defined, transparent, non-discriminatory and verifiable. They are also legitimate, proportional, do not distort competition and are not against Community interests.

This Notification further demonstrates that the means of implementing the public service obligations is the optimum both from an economic and an environmental perspective.

Appendix 1

Historical Background of ESB

In 1927, the Electricity (Supply) Act established the Electricity Supply Board (“ESB”). At that time there were one hundred and sixty one (161) electricity undertakings in the State providing power to a fraction of the population. The average number of customers supplied by any one undertaking was two hundred and eight (208). There were wide variations in technical standards and a great diversity of electricity systems. In 1927, Ireland was an economically underdeveloped rural economy as evidenced by its progress in electrification; for example, in Dublin only 33% of houses had electricity compared with 87% in Amsterdam and 99% in Copenhagen. 

In an environment of depressed agricultural prices and the damage done to the economy by a civil war, the Electricity (Supply) Act was, in many ways, a national “act of faith” in the country’s future. Following unsuccessful efforts to secure private enterprise investment, the Government decided to invest scarce financial resources on a national electrification programme in order to provide the necessary foundation for economic development in the emerging State. 

ESB was established as a non-profit making statutory corporation and entrusted with the work of implementing Ireland’s national electrification programme. The Electricity (Supply) Act allowed ESB the flexibility to deal directly with customers or work through the existing one hundred and sixty one (161) local undertakings. The engineering differences of a diverse group of small electricity undertakings coupled with their unwillingness to invest capital in new standardised technology was such that it became inevitable that, if the Government’s goal of national electrification was to be achieved, then the only practical way forward was to achieve a standardised national electricity service.

ESB proceeded to do so. It completed the harnessing of Ireland’s major river, the Shannon, for electricity generation in 1929. The only other major form of electricity generation in the State, at that time, was a small coal fired power station. 

In its first ten years of operation, ESB reduced the price charged for electricity by eighty percent (80%) and increased the number of electricity customers from 45,402 to 170,000.  
The Second World War, 1939-1945, saw Ireland faced with its first real fuel supply crisis. A severe drought and scarcity of coal supplies made ESB’s task of maintaining security of supply for existing customers, let alone expanding the Government mandated national electrification programme, a difficult and challenging task.

The difficulties experienced in maintaining supplies of electricity during the war years made the Government acutely aware of the importance of self-sufficiency both with respect to the supply of electricity itself and the necessity of having an ample supply of fuel needed for power generation.

In the post-war years, the Government committed itself to an ambitious and focused rural electrification programme. It strongly promoted peat-fired generation to support this electrification objective and established a national peat agency, Bord Na Móna (“BnM”) to organise peat production. The promotion of peat fired generation offered Government the prospect of long term security of supply of electricity by using its main indigenous source of primary fuel, peat, in the power stations. It also offered Government the opportunity to promote economic activity in one of Ireland’s most economically depressed areas, the Midland region of the country.

Over the last sixty (60) years, Ireland’s economic landscape has changed dramatically. The national electrification programme has long since been completed. ESB now operates nineteen (19) power stations nationally; of which six (6) are peat fired generation stations. At the end of 1999, the peat fired stations represented seven (7) percent of the installed generating capacity of the State and during that year supplied eight (8) percent of electricity consumed. In combination with ESB’s existing hydro generating stations, the peat fired stations provided the State in 1999 with nineteen (19) percent self sufficiency in generation capacity. A thriving national peat industry has been established in the Midlands based on peat fired generation, employing, at peak in 1999, two thousand four hundred and fifty one people (2,451) and producing approximately three million one hundred thousand tonnes (3.1m) of milled peat, of which ninety three percent (93%) was supplied to ESB for power generation purposes. 

However, the most recent statistics from the Irish Central Statistics Office continue to show the Midlands as the country’s poorest region with disposable incomes eleven percent (11%) below the national average. Within the Midlands region, Offaly is its poorest county with an average disposable income of seven thousand one hundred and thirty punts (IR£7,130) compared with the average disposable income of nine thousand, nine hundred and four punts (IR£9,904) for people living in Dublin. Understandably, the Midlands peat industry and its associated local economies, in particular Offaly, are heavily dependent on ESB power generation .
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Electricity Regulation Act 1999
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ESB installed generating capacity

	Plant
	Age
	Fuel
	MW
	Station Total MW

	Moneypoint 1
	14
	Coal
	305
	

	Moneypoint 2
	15
	Coal
	305
	

	Moneypoint 3
	13
	Coal
	305
	915

	Poolbeg 1
	29
	Gas/Oil
	120
	

	Poolbeg 2
	29
	Gas/Oil
	120
	

	Poolbeg 3
	22
	Gas/Oil
	270
	

	Poolbeg CC
	1
	Gas
	460
	970

	Tarbert 1
	31
	Oil
	60
	

	Tarbert 2
	31
	Oil
	60
	

	Tarbert 3
	23
	Oil
	256
	

	Tarbert 4
	23
	Oil
	256
	632

	Aghada 1
	20
	Gas
	270
	

	Aghada CT11
	19
	Gas
	90
	

	Aghada CT12
	19
	Gas
	90
	

	Aghada CT14
	18
	Gas
	90
	540

	North Wall CC
	18
	Gas
	109
	

	North Wall CT
	17
	Gas
	163
	272

	Great Island 1
	33
	Oil
	60
	

	Great Island 2
	32
	Oil
	60
	

	Great Island 3
	28
	Oil
	120
	240

	Marina CC
	21
	Gas
	115
	115

	Ferbane 1
	43
	Peat
	30*
	

	Ferbane 2
	43
	Peat
	30*
	

	Ferbane 3
	43
	Peat
	30*
	

	Ferbane 4
	36
	Peat
	30
	30

	Rhode A
	40
	Peat
	40*
	

	Rhode 3
	37
	Peat
	40
	40

	Bellacorick 1
	38
	Peat
	20
	

	Bellacorick 2
	37
	Peat
	20
	40

	Shannonbridge 1
	35
	Peat
	40
	

	Shannonbridge 2
	22
	Peat
	40
	

	Shannonbridge 3
	18
	Peat
	45
	125

	Lanesboro 2
	34
	Peat
	40
	

	Lanesboro 3
	17
	Peat
	45
	85

	Cahirciveen
	43
	Sod Peat
	5
	5

	Erne 1
	50
	Hydro
	10
	

	Erne 2
	45
	Hydro
	10
	

	Erne 3
	48
	Hydro
	22.5
	

	Erne 4
	49
	Hydro
	22.5
	65

	Lee 1
	43
	Hydro
	15
	

	Lee 2
	43
	Hydro
	4
	

	Lee 3
	43
	Hydro
	8
	27


	Plant
	Age
	Fuel
	MW
	Station Total MW

	Liffey 1
	53
	Hydro
	15
	

	Liffey 2
	56
	Hydro
	15
	

	Liffey 4
	56
	Hydro
	4
	

	Liffey 5
	51
	Hydro
	4
	38

	Turlough Hill 1
	27
	Hydro
	73
	

	Turlough Hill 2
	28
	Hydro
	73
	

	Turlough Hill 3
	26
	Hydro
	73
	

	Turlough Hill 4
	26
	Hydro
	73
	292

	Ardnacrusha 1
	71
	Hydro
	24
	

	Ardnacrusha 2
	71
	Hydro
	24
	

	Ardnacrusha 3
	71
	Hydro
	21
	

	Ardnacrusha 4
	71
	Hydro
	22.5
	91.5

	Clady
	
	Hydro
	4
	4

	Total
	
	
	4526.5
	4526.5


* not operational
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Appendix 4 comprises the following newspaper articles:-

Irish Independent

5 October 2000
“Corrib’s £100m gas pipe to join the grid”   by Tony O’Brien

The Irish Times

6 September 2000
“£60m power station given go-ahead”

The Sunday Business Post

23 July 2000

“Race hots up for Ireland’s energy”  by Niamh Connolly

The Sunday Business Post

23 July 2000
“ESB/Statoil (Dublin Bay Power) – profile”

“e-Power – profile”

“Ireland Power/BP Amoco/e-Power – profile”

“Marathon Power – profile”

“Dungarvan Energy – profile”

Irish Independent

23 June 2000
“Viridian secures grid connection”  by Charles Weston

The Sunday Business Post

4 June 2000
“Way cleared for new power plant”   by Niamh Connolly

The Sunday Business Post

4 June 2000
“Gas producers compete in bid to supply first ‘liberalised’ power station”  by Niamh Connolly

Irish Independent

2 June 2000
“ePower and BP Amoco to form power and gas marketing venture”  by Pat Boyle

The Irish Times

2 June 2000
“Epower buys 40% stake in Dublin firm”  by Arthur Beesley

Appendix 5

http://www.irlgov.ie/tec/press97-00/press00/feb17th00.htm
press release issued 17/02/00

Appendix 6

Final Proposals for Trading Across the North South Interconnector
Appendix 7

Best New Entrant Decision Paper
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draft pso order –  8 november 2000

DRAFT

S. I. No. OF 2000

ELECTRICITY REGULATION ACT 1999 

(PUBLIC SERVICE OBLIGATIONS) ORDER No. 1

I, Mary O’Rourke, Minister for Public Enterprise, in exercise of the powers conferred on me by section 39 of the Electricity Regulation Act 1999 (No. 23 of 1999) in consideration of general social, economic and environmental factors and following consultation with the Minister for the Environment and Local Government, hereby make the following Order:

General Matters
1. This Order is made the ( day of ( 2001 and may be cited as the Electricity Regulation Act 1999 (Public Service Obligations) Order No. 1. 

2. Words and expressions used in this Order which are defined in the Electricity Regulation Act 1999 shall have the meanings ascribed to them in that Act. In addition, the following words and expressions used in this Order shall have the following meanings: 

(a) the “Act”: the Electricity Regulation Act 1999; 

(b)  “PSO Levy”: the levy referred to in paragraph 8 of this Order;

(c) “Levy Year”: a period of 12 calendar months commencing on 1 January in each year except that, in the case of the first such period the duration may be less that 12 calendar months and the first such period shall commence on (.
(d) “y”:  denotes a given Levy Year y, 

3. The Public Service Obligation shall last until 2019.

4. I hereby direct the Commission of Electricity Regulation as soon as possible and by whatever means it sees fit, to impose on the Board public service obligations in the terms set out in this Order.

PSO for Peat

5. The Board shall take such steps and make such arrangements as may be necessary to secure that, with effect from (, it has available to it, and purchases, as appropriate, the amount of electricity generated by generating stations which use, as their primary energy fuel source, indigenous peat, in an amount no greater that fifteen (15) per cent of the overall primary energy necessary to produce the electricity consumed in the State in any year.  

PSO for Renewable, Sustainable or Alternative forms of energy

6. The Board shall take such steps and make such arrangements as may be necessary to have available to it and purchase electricity generated pursuant to the contracts listed in Schedule 1 (as amended, novated or replaced from time to time with the approval of the Commission) for the respective terms of those contracts. 

Levy


General

7. There shall be a levy in respect of the matters contained in this Order, which shall be known as the “PSO Levy”. The PSO Levy shall be estimated, calculated, adjusted, collected, accounted for and paid in accordance with the provisions of this Order. 


Calculation of PSO Levy amount – principal formula
8. The PSO Levy shall be calculated in respect of each Levy Year, according to the following formula:

Ly = L(P)y + L(AER)y + L(C)y


Where:

L(P)y means that part of the PSO Levy in respect of Levy Yeary calculated in respect of the Board's additional costs incurred in complying with its obligations set out in paragraph 5 of this Order, estimated or certified by the Commission in accordance with paragraph 9 of this Order.

L(AER)y means that part of the PSO Levy in respect of Levy Yeary calculated in respect of the Board's additional costs incurred in complying with its obligations set out in paragraph 6 of this Order, estimated or certified by the Commission in accordance with paragraph 9 of this Order.

L(C)y means that part of the PSO Levy in respect of Levy Yeary calculated in respect of the cost of the Transmission System Operator of collecting and accounting for the PSO Levy, estimated or certified by the Commission in accordance with paragraph 9 of Schedule 2 of this Order.


Estimation and certification
9. The PSO Levy in the first period shall be estimated by the Commission. The following arrangements shall apply in relation to the PSO Levy in each subsequent period:

(a) no later than 30 September in the year immediately preceding any Levy Yeary, the Commission shall notify the Board and those who have obligations under paragraphs 10, 11 and 12 of this Order of its estimate in respect of Levy Yeary of the total amount of the PSO Levy, and of each component thereof described in the principal formula in paragraph 8 of this Order;

(b) each such person may make representations to the Commission within 28 days of receiving the notice referred to in paragraph 9(a) and the Commission shall have due regard to any representations made;

(c) no later than 56 days after the last date upon which representations are due to be received under paragraph 9(b), the Commission shall either:

(i) notify all such persons that its estimate remains unchanged; or

(ii) issue a revised estimate.

(d) The PSO Levy shall be collected pursuant to paragraph 10, accounted for pursuant to paragraphs 11 and 12 and paid by final customers pursuant to paragraph 13 on the basis of the estimate of the Commission confirmed or issued under paragraph 9(c).

(e) Within 56 days of the publication of the Board’s annual audited accounts in respect of each Levy Yeary, and in any event within 180 days of the end of that Levy Yeary:

(i) the Board shall provide to the Commission details of the actual additional costs incurred by it representing L(P)y and L(AER)y in the principal formula referred to in paragraph 8 of this Order consistent with its audited accounts; and

(ii) the transmission system operator shall provide details to the Commission of the actual costs incurred by it in respect of L(C)y in the principal formula in paragraph 8 of this Order consistent with its audited accounts.

together in each case with a separate certificate from its auditors, detailing the actual amounts of the costs referred to in paragraph 9 (e) (i) and (ii), as appropriate, and certifying that the costs in question have been incurred and the amounts recorded have been properly extracted from the books and records of the company.

(f) Within 90 days of receipt of the information referred to in paragraph 9(e) of this Order, the Commission shall certify the total amount of the PSO Levy in respect of that Levy Yeary and shall separately certify the amount of each component of the principal formula in paragraph 8 of this Order.

(g) If, in respect of the components of the principal formula in respect of a Levy Yeary, the amount of the components as certified by the Commission pursuant to paragraph 9(f) of this Order is different from the amount collected by the transmission system operator in respect of Levy Yeary, the estimate of the amount due in respect of the Levy Year which next commences after the certification by the Commission of the amounts in respect of the Levy Yeary pursuant to paragraph 9(f) of this Order shall be adjusted to provide for the over or under recovery of the PSO Levy in Levy Yeary to be corrected.
Duty to collect PSO Levy

10. It shall be the duty of the Board, of holders of licences granted under Section 14, subsection (1) (b), (c) and (d), and subsection (2) of the Act, and of holders of permits granted under Section 37 of the Principal Act, who make a supply of electricity to any final customer to invoice every such final customer in respect of, and collect from them, the PSO Levy in accordance with the provisions of Schedule 2 to this Order.  

Duty to account to TSO for PSO Levy
11. It shall be the duty of every person to whom the duty to collect the PSO Levy in paragraph 10 applies to account for and pay to the transmission system operator all amounts invoiced by it in respect of PSO Levy, in accordance with the arrangements described in Schedule 2 to this Order.


TSO duty to account to Board for PSO Levy

12. It shall be the duty of the transmission system operator to account for and pay to the Board all appropriate amounts received by it in respect of the PSO Levy, in accordance with the arrangements set out in Schedule 2 to this Order.


Duty to pay
13. It shall be the duty of every final customer, owed to the electricity supplier which invoices him/her, to pay to that supplier the amount of PSO Levy properly invoiced to him/her. Each electricity supplier which properly invoices the PSO Levy shall be entitled to recover as a debt the PSO Levy duly invoiced.


CER oversight

14. Each person, other than the final customer, who has any obligations imposed on it pursuant to the Order shall prepare and adhere to a document describing the procedures which it will adopt in order to comply with those obligations. The document shall contain such procedures as may be necessary or expedient in order to secure the proper performance by each such person of its obligations pursuant to this Order, including:

(a) in the case of the Board:

(i) the procedures according to which it will estimate each component of the PSO Levy,  as appropriate, described in the principal formula contained in paragraph 8 of this Order, for the purposes of its application to the Commission;

(ii) the dates by which it will provide information required by this Order to the Commission and the format in which such information shall be supplied.

(b) in the case of those persons who have obligations under this Order to collect the PSO Levy from final customers:

(i) the procedures according to which they will invoice final customers, including the format of invoices;

(ii) the procedures they propose to adopt in order to collect enforced payment from final customers of the PSO Levy;

(c) in the case of the transmission system operator:

(i) the procedures which the transmission system operator proposes to adopt for the collection of PSO Levy from those who collect it from final customers, for the calculation of its own allowed collection costs and for the onward payment of the PSO Levy to the Board.

15. It shall be the duty of every person who has obligations pursuant to this Order to provide such information and documents to the Commission as it may require from time to time for the purpose of ensuring that such person complies with its obligations under this Order, including without limitation, information and evidence regarding amounts invoiced, received, accounted for and paid by it pursuant to its obligations under this Order and the costs incurred by it, as appropriate, in relation to the performance of its obligations in this Order.


TSO duty of priority dispatch of generating stations

16. It shall be the duty of the transmission system operator to give priority of dispatch to generating stations, the output of which is the subject of this Order.

SCHEDULE 1

Renewable, Sustainable or Alternative Energy contracts referred to in paragraph 6 of Order

	Date of contract
	Parties to contract
	Contract quantity (MW/time)
	Term of contract

	
	
	
	

	
	
	
	


	
	
	
	


SCHEDULE    2 

PSO LEVY: INVOICING AND COLLECTION TERMS

1. Every person who has a duty to comply with this Schedule and collect the PSO Levy (in this Schedule, “Collector”) shall invoice the PSO Levy to every final customer to whom they make a supply of electricity.

2. Each Collector shall ensure that the PSO Levy is invoiced to every final customer as frequently as the related charges are invoiced and shall ensure that the full amount of the PSO Levy to be invoiced to each individual final customer in respect of a Levy Year shall be so invoiced during that Levy Year.  

3.  The issue of the levy attracting VAT is being examined.

4. Every invoice in respect of the PSO Levy shall identify the amount of the PSO Levy being invoiced, separately from every other item being invoiced and shall describe the amount as “Public Service Obligation Levy”.

5. Every invoice in respect of the PSO Levy shall include, in a form approved by the Commission, following consultation with the Minister, a description of the Levy.

6. Each Collector shall account for and pay to the transmission system operator all amounts invoiced in respect of the PSO Levy no less frequently than once every 3 months, at a date to be determined by the Commission.  

7. The transmission system operator shall account for and pay to the Board all amounts received by it from Collectors pursuant to paragraph 6 of this schedule, but after having deducted the costs referred to at paragraph 9 of this schedule, no less frequently than once every 3 months, at a date to be determined by the Commission.

8. Every person receiving amounts on account of the PSO Levy pursuant to this schedule shall issue a receipt to the person paying that amount or in the next invoice, set out the amount of the PSO Levy paid in the previous period.  

9. The transmission system operator shall be entitled to deduct from the amounts to be paid to the Board pursuant to paragraph 7 an amount equal to its proper costs in complying with its obligations as a Collector, as approved from time to time by the Commission. The amounts so deducted shall form part of the calculation of the PSO Levy in respect of the following year as item L(C)t in the principal formula in paragraph 8 of this Order.

Each Collector shall diligently pursue all final customers in respect of all amounts of PSO Levy invoiced but un-discharged.






( Commercially sensitive information


( Commercially sensitive information


� In addition to RES-E the programme also supported a small number of small scale CHP plants to  increase public awareness of that technology.


� See Commission Report entitled “Economic Foundations for Energy Policy “ (special issue – December 1999)


�  e.g. Proposal for a Council and Parliament Directive on the promotion of electricity from renewable energy sources in an internal electricity market


� The graph does not take account of the possibilities offered by off-shore wind generation, which has to be further examined in the context of variable seabed conditions, wave climate, water depth and planning rules and other renewable energy technologies which are not sufficiently matured due to continuing technological or cost impediments. 





The graph is based on a “high-closure” scenario, and is indicative only.


( Commercially sensitive information


( Commercially sensitive information


� Equivalent running hours is a measure of actual running hours and start-up/shut down cycles


( Commercially sensitive information


� e.g., see  Communication from the Commission: Energy for the future; Renewable Energy Sources- White Paper for a Community Strategy and Action Plan (COM (97) 599 final-p8):


�  e.g. whereas the highest price offered for wind powered electricity is 4p/kWh compared to the equivalent  highest price in another Member State of 11p/kWh.


�  See 6 above


� Communication from the Commission: Energy for the future; Renewable Energy Sources- White Paper for a Community Strategy and Action Plan (COM (97) 599 final): Council resolution of 8 June 1998 on renewable sources of energy (OJ no. C 198, 24.6.1998): Resolution of the European Parliament on the above quoted Communication from the Commission (A4-0207/98) and the European Commission’s proposal (see footnote 10 below) which in the case of Ireland calls for a binding obligation to increase the penetration to up to 13.2% of total consumption by 2010.


�  See the European Commission’s Proposal for a Council  and Parliament Directive on the promotion of electricity from renewable energy sources in an internal electricity market COM (2000) 279 final “explanatory memorandum”.


( Commercially sensitive information


( Commercially sensitive information


� see paragraph 1.20. These figures are based on 1999 data.


( Commercially sensitive information


� These are output adjusted averages. They are used since each of the scenarios investigated has a different level of GWh generated, and for a fair comparison the scenarios must be brought to a common base in terms of GWh. This is done by “adding” output to bring all scenarios to the level of highest peat GWh scenario, with the additional GWh being generated by mid-merit gas plant. The emissions for the additional mid-merit gas generation are then added to the peat emissions to calculate the output adjusted average. The rationale for using mid-merit gas generation emissions to calculate the output adjusted average is that this is the category of plant which is displaced from running baseload in the highest peat generation scenarios.


( Commercially sensitive information


( Commercially sensitive information


( Commercially sensitive information


( Commercially sensitive information


� Net present value discount rate used is […..]%.


( Commercially sensitive information


( Commercially sensitive information


( Commercially sensitive information


( Commercially sensitive information


( Commercially sensitive information


( Commercially sensitive information


( Commercially sensitive information


( Commercially sensitive information


( Commercially sensitive information


� Engineering, procurement and construction costs


( Commercially sensitive information


( Commercially sensitive information


( Commercially sensitive information


( Commercially sensitive information


( Commercially sensitive information


� This includes a number of projects which are still in the process of being connected and are expected to be commissioned prior to the end of year 2000, and a number of projects for which ESB is committed to providing PPAs but due to planning permission delays or other difficulties may not achieve final commissioning. The overall outcome has been estimated by applying a probability factor of 50% over whose completion there is some doubt.


� The original price range was below 3.0 p/kWh. However a significant portion of the price indexing is directly related to Platt’s 1% HFO (Heavy Fuel Oil) prices, which has resulted in the year 2000 prices listed 


( Commercially sensitive information


� In the case of the PSO amount for AER, the market price is taken to include any revenue received in respect of an auction of the power contracted by ESB which is subject to the PSO.


� FCy0 refers to the agreed allowable value of the fixed costs in year 2000 real terms.


� Although every effort has been made to ensure that the values in this Notification are given in both IR£ and €, the initial values of the levy will be collected in IR£. However, the way in which the equations are framed in no way precludes the conversion of all these elements into €.
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