Press Release issued by Minister for Public Enterprise on 17th February, 2000.

 O’Rourke announces new milestone framework for electricity industry
The Minister for Public Enterprise, Mary O’Rourke TD, today announced a new milestone framework for the electricity industry.
This framework involves a transitional regime designed to give ESB time to prepare for the onset of full competition. The transitional regime is comprised of a 5 year internal contract between ESB’s generation arm and its Public Electricity Supplier function. The internal contract would facilitate the introduction of competition while at the same time providing a reasonable revenue stream for ESB with a view to obviating the need for State aid.
The Minister said that the internal contract, which would contain inbuilt efficiencies, would be approved and regulated by the Commission for Electricity Regulation. It would be reviewed in due course to take account of prevailing market conditions and the conclusion of the interim trading arrangements.
At the same time, an auction of ESB capacity will be held as soon as possible to facilitate competition in the independent supply sector which opens on Saturday, February 19th. This sector currently amounts to some 30% of the total market and comprises the largest electricity users in the country.
The market opening under the transitional regime will be geared to facilitate at least two new power producers in the Republic by 2002, in addition to ESB’s proposed joint venture plant at Ringsend in Dublin.
On the question of peat stations, the Minister said that the indications from the EU Commission on a State aid public service obligation (PSO) for peat were that, based on environmental and economic considerations, two new peat stations should be built to replace existing stations.
She said that the new stations would be owned by ESB under a PSO to be levied on all customers and would be benchmarked to best industry practice. Existing peat stations would have an interim PSO to facilitate orderly closure as the new stations come on stream. The PSO would also cover the new plant at Edenderry being built by Finnish company IVO.
The Minister said that there would also be PSOs in respect of renewable energy projects which were successful under the Government’s Alternative Energy Requirement competitions. Other elements not covered under State aid PSOs such as demand side management, apprentice training etc., would be addressed as part of the regulatory regime.
The Minister acknowledged that the challenges facing ESB would require ongoing support from the shareholder. She emphasised at the same time that delivery of the new framework would require a significant change programme within ESB.
All change would have to be delivered through negotiation and agreement between ESB and the unions. The Minister noted that all parties in the tripartite process had recognised the urgency of delivering the change programme in a short timeframe and that a voluntary severance scheme would be a key requirement in delivering the change programme. Financial support would also be available for reskilling and retraining.
Minister O’Rourke said that the way forward in the new electricity framework must involve the provision of a high quality infrastructure within Ireland as well as continuing shareholder support for ESB’s international investment strategy.
As part of the new framework, the Minister also announced principles on which the independent Transmission System Operator (TSO) for the fledgling competitive electricity sector will be based. This entails separating the operation of the transmission business from the rest of the ESB into a newly formed independent State owned company.
The Minister said that the formation of the TSO is a key part of the implementation of the EU Electricity Directive and the model which she has published complies fully with the requirements of the Directive.
The Minister stated "The TSO is the key interface between electricity producers and their customers. The establishment of the TSO is, therefore, a vital step on the road to liberalisation and I have taken great care, in consultation with the Attorney General, to ensure that it is structured in a manner which is capable of engendering confidence in the industry".
The Commission for Electricity Regulation has been given a strong role in overseeing relations between the new body and the ESB, in licensing the relevant parties and in regulating the contractual arrangements between them.
There is to be a separate Board for the TSO which will be a State Body in its own right and the Minister intends to move quickly to nominate the Chairman and the Board members.
In conclusion, the Minister added that all efforts will continue to be directed in the future towards regulatory compatibility on an all Ireland basis.
 

 

Framework Principles
 

Recognising the advent of competition and progress towards a fully open market there is a need for ESB to position itself as a significant player in this emerging market.
It is recognised that the issue of ESB's dominance must be addressed by willingly facilitating real and substantive competition while at the same time ensuring that ESB continues to be a viable vertically integrated commercial entity with a significant market share.
There are many challenges for ESB in achieving this and without doubt significant change is required. However, all parties recognise this must be done to ensure a vibrant ESB which is the only way of ensuring attractive and secure employment for staff.
 

Vesting Contracts/PPA's
- Reasonable revenue stream for ESB with a view to obviating the need for State Aid.
- 5 year contract that facilitates introduction of competition.
- Review to take account of prevailing market conditions and the conclusion of interim trading arrangements.
- Ability to invest to secure quality supply to PES.
- Agreed efficiencies to be included.
 

Transition Regime
- Gives ESB time to prepare for the onset of full competition.
- Agreed efficiencies to be included.
- Optimum generation portfolio for ESB within technical and financial limitations.
- VIPP to operate
- Facilitates competition from Feb 19th 2000.
- Market opening to facilitate at least two new entrants plus ESB proposed plant (JV) by 2002.
Reciprocity
- Efforts will be directed towards regulatory compatibility on an all Ireland basis.
Public Service Obligations
- Indications from EU Commission on a State Aid PSO for peat suggest that, based on environmental and economic considerations, two new peat stations should be built to replace existing stations.
- New stations to be owned by ESB under a PSO and to be benchmarked on construction and O&M to best industry practice.
- Existing stations to have an interim PSO for up to 5 years to be dovetailed with the opening of new peat stations and to facilitate orderly closure.
- PSO to be levied on all customers.
- PSO also to cover Edenderry plant and AER.
- Other PSOs may be necessary in the future as specified under Section 39 of the 1999 Electricity Regulation Act & Articles 3.2 of the Directive i.e. "including security of supply, regularity, quality and price of supplies and to environmental protection".
- Other elements not covered under State Aid PSO (e.g. DSM, Apprentices, etc.) to be addressed as part of the regulatory regime.
General
- The challenges facing ESB will require ongoing support from the shareholder.
- Delivery of the above principles will require a significant change programme within ESB.
- All change to be delivered through negotiation and agreement between ESB and Unions.
- Recognised by all parties that there is an urgency to delivering the change programme in a short timeframe.
- A VSS will be a key requirement in delivering the change programme.
- Financial support to be available for reskilling and retraining.
- Continued ESB commitment to ongoing provision of a high quality electricity infrastructure to support national development.
- General shareholder support for ESB's international growth strategy.
 

Principles of Transmission System Operator
Establishment of Transmission System Operator (TSO)
· TSO to be established by Minister as a separate independent State Company for the purpose of meeting the requirements of Directive 96/92/EC for independent operation of the transmission system.
· Chairman and Board to be appointed by Minister
· 1st Chief Executive to be appointed by Minister – thereafter appointed by Board
· TSO to be governed initially by a Statutory Instrument and with Memorandum and Articles approved by the Minister.
· Transfer of staff to be subject to negotiations.
· TSO to have adequate funding and staff to underpin its independence and to properly perform its functions. Transfer of both funding and staff to take place from ESB in the short-term with Commission for Electricity Regulation (CER) to approve.
· TSO to have a specific obligation to protect commercially sensitive information against disclosure to competitors.
 

Operational Issues
· ESB to own the transmission system and TSO to operate the transmission system.
· TSO to have control over the transmission system necessary to comply with its functions under the Directive 96/92/EC.
· Planning the development of the grid to be a TSO function.
· As asset owner, ESB to maintain the grid and carry out the construction work in accordance with the TSO development plan using its own resources and outsourcing. The outsourcing contractors to be on a list agreed between ESB and TSO; the CER to decide in relation to any dispute with regard to the content of the list of outsourcing contractors. European and National legislation in the labour area to apply to all contractors.
· In case of delay by ESB or default by ESB, TSO to have rapid step-in rights to arrange for work to be undertaken by an approved contractor by direction of the CER
· Independent Power Producers (IPPs) may provide their own shallow connections, if they wish.
 

Infrastructure Agreement
· A regulated infrastructure contractual agreement, made in accordance with principles set out in a Statutory Instrument based on these principles, will be put in place to govern the relationship between ESB and the TSO. This will contain the safeguards necessary to underwrite equitable treatment of market players and independence of the TSO in accordance with Directive 96/92/EC.
· Negotiation to be overseen by the CER, advised by internationally experienced expert(s); the CER to approve agreement and have power to direct both parties to agree amendments to reflect CER industry requirements.
· The CER to have an arbitration function as between the TSO and ESB which is rapid and binding; enforceable by the High Court.
Licensing
· Transmission System Operator (TSO) licence to be issued by the CER
· Use of system tariffs to be determined by the TSO and regulated by the CER.
· Transmission Asset Owner (TAO) licence to be issued by the CER
· TAO revenue for the transmission system to be regulated by the CER
