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ELECTRICITY PRIVATISATION

At the last meeting of E(A) on Monday 22 February (E(A)88 3rd
meeting), it was agreed that I should report to Cabinet my
proposals for privatising the electricity industry in England and

Wales.
If colleagues agree, I propose to make a statement and release a
White Paper on Thursday 25 February. Copies of the draft

statement and White Paper are attached.

I am copying this to members of the Cabinet and to the Paymaster
General, the Chief Whip and Sir Robin Butler.

Secretary of State for Energy
QVS“AFebruary 1988
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DRAFT STATEMENT

‘j
:O With permission, Mr Speaker, I will make a statement about the

future of the electricity supply industry in England and
‘ p Wales.

<2our manifesto, we promised to bring forward proposals to
ivatise the industry. Our purpose is to give the customer
and e employees a better deal and a direct stake in the

in I believe the industry will achieve more if it is
into the private sector, freed from Government

and made accountable to its customers and

In framing I have adopted six principles:

tee of the customers'

promote
protect the
where natural monopoly

Security and safety of s must be maintained.

Customers should be give(O rights, not Jjust

safeguards.

All who work in the industry 1& be offered a
e

direct stake in their ftut - new career

opportunities and the freedom nage their

commercial affairs without interfere from
Government. @

Mr Speaker, there is substantial room for competit: i1n the
electricity industry. The distribution and transmi &)f
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electricity are largely natural monopolies, in which it would

some three-quarters of the cost of electricity. Only " if

competition is introduced will there be real incentives for
&nerators to build power stations efficiently, to have their
‘:s“}ons available and to fuel and run them efficiently.

j& not be economic to duplicate resources. But there is no
o natural monopoly in electricity generation, which accounts for

Ther are three conditions which must be met if competition in
ge@' n is to develop. First, the effective monopoly
j Central Electricity Generating Board will have
It will not be sufficient to leave the CEGB in

osition and rely on the growth of competition

France and private generators. Second,

ownership trol of the National Grid will have to be
transferred distri ion side of the industry. However
well regulated, e little incentive to allow
competing genera##érs fair access a grid it owned and
controlled. : vate generating compa@ies would have 1little
incentive to ter the market and . Finally, the
CEGB's obligdtion to provide bulk suppliles of electricity will
have to be :Fded, since it obliges t CEGB to take all the

key decisions power supply.

I therefore proppse to introduce 1ledislation at the earliest
opportunity to pr@gide powers to rg@tructure and privatise the
industry. These poweé i 2 u to reorganise the CEGB
into three new companies. The fir ill be a new generating
company, owning some 30% of the C xisting capacity, all
of it non-nuclear. The second will ise the remainder of
the CEGB's generating capacity, b@ ssil-fuelled and
nuclear. The third will be a nationaﬁa company, whose
ownership will be transferred to the t existing Area
Boards. The Area Boards will in turn be cofwert into twelve
distribution companies, preserving their rong regional
identity. The Government will consult the indust about the
implications of privatisation for the employees @3 tinuing
functions of the Electricity Council, but the Cou<=<§\itself
will be abolished when the new structure is put

place.
Once they have been established, the shares in th%e

SECRET - NO COPIES TO BE TAKEN




e - SECRET oy
SECRET - NO COPIES TO BE TAKEN
distribution companies and two generating companies will be

sold to the public and employees.

Mr Speaker, in future the distribution companies will be able
to look to private generators, Scotland, France, the two large
nerating companies or their own generation to meet demand.
25 new structure will introduce competition, which will be
he best guarantee of the customer's interests. But the
tion will also provide safeguards and new rights. It

te new opportunities for employees.

First, t ill establish regulatory arrangements to promote
compet1 to provide incentives for efficiency and to

oversee e ity prices to the consumer.

Second, a nu l%g : B Will be taken to ensure the

security of suppl Because ’ are no alternatives to
electricity in g of its uses, urity of supply is of
great importa '. The legislation 1 therefore place a
clear obligafi to supply on twelve distribution
companies, wt

capacity. i i simply a question of
having suffidlent capacity. Power h to be transmitted
through the naBional grid, and the g#id controllers have a
central role inYplanning and diregfing the use of power
stations so as s of the system and to
minimise cost. nsure that the national
grid company, owned by the dlSt companles, retains
this central role. The integri he grid and the
operation of power stations in merit Olll be preserved.

The other principal condition for mainta ecure supply is
to ensure that electricity is generated a diversity of
fuels. It would be irresponsible to rely n sil fuels to
meet all our electricity generating req rements
legislation will therefore provide for a clear o ation to
be placed on the distribution companies to

specified proportion of non-fossil-fuelled

capacity.
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Iﬁ‘p The legislation will also incorporate an Electricity Supply

& Code, consolidating and updating the legislation that

‘ o currently governs the supply of electricity, dating back to

¢ the last century. Above all, we will maintain present

standards of safety throughout the industry.

%lly, the legislation will establish new rights for the
o

nsumer. Even after privatisation, the local distribution

es will remain natural monopolies. Although their
1
n

suff The consumer will therefore be given the right to

finan

com
pr%ll be regulated, I do not believe this will be
A o

ompensation if the distribution companies fail to
provide level of service. They will also be
required i a range of indicators of standards of

service, wh 1 be published.

Competition c I have described will
benefit the cong A the emplofee will also benefit, and
that is just : important. The new ucture of the industry
will provide @ider career opportunitie for employees, and
there will b@ attractive provisions tdlensure that they can
acquire shartes. Existing pension obligations will be
safequarded. The legislation will maKe no changes to the

industry's negdkiating and consultation

Because of the impertance of the proposals, I am today

publishing them in the

Mr Speaker, the electricity indust much to be proud of,
but I believe it can achieve more. rgposals will create a
modern competitive industry, the public and
responsive to the needs of customers an ees. There are

real benefits in prospect.
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privatisation #f the electricity suppl$hi
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bout the supply of electricity should be
e needs of customers.

should be designe® to promote

oversee prices and@ protect the
interests 1in areas ere natural
will remain.

should be offered a

er opportunities

and the freedom to manage th mercial affairs
without interference from Gov

Secretary of State fo y
House of Commons, & 1988
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Introduction

1. This White Paper sets out the Government’s proposals for privatising
the electricity supply industry in England and Wales. It explains the
present structure of the industry, the reasons for privatisation, the
reorganisation involved, the benefits, and the next steps to be taken.

2. The story of the electricity supply industry has been one of continuous
evolution and change, ever since its beginnings in the late 19th century. In
those early days, the industry consisted of many small private companies
and municipal undertakings, largely meeting local needs for lighting,
industrial motive power and public transport.

From the end of the First World War, the industry developed by
rsuing the economic benefits of building larger power stations and
ring their capacity to meet demand. This required the construction of
voltage transmission lines to carry the output of power stations round
ntry. In the 1930s, a largely regional 132kV (kilovolt) transmission

as constructed and connected to form a “national grid”. In the
1960s,.8 ional transmission system was built, operating

1 gnown as the “super-grid”. As a result, the

supplying some 230 TWh (Terawatt
ectricity a year through more than

- Electricity is now of great importangé to the economy. Last year, it
ounted for some three-quarters of the coal market and about a third
the country’s primary fuel consumpti@n. Revenues from the industry
ounted to almost 2% of our national #licome. The price and security of
gompetitiveness of industry.

electricity industry has a ord of technical and professional
e, acknowledged through@ut the world. Its greatest assets are the

pers the industry is its structure and its
position in

6. Despite the attempt by th Act 1983 to introduce more
competition, the industry remains cttve monopoly in areas where this
i1s unnecessary and harmful to the Mt f customers. Because of the
legislative framework in which it opdfates,#he industry remains one in
which the most important investment isi re effectively taken by a
monopoly supplier, with those who pay having little influence.
These decisions will become increasingly i t in the years ahead
since many of the industry’s assets are appr e end of their useful

lives. A substantial new investment progr 111 §¢ needed to replace
old plant and meet growing demand.

7. The Government's proposals will end the effectiv monopoly in
generation and give more influence to the distribution anies and their
customers. Every part of the industry will become propgrl untable to

Q
2
D
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building on its existing strengths. Not just the industry, but the economy
too, will benefit.

8. The reorganisation proposed in this White Paper will be carefully
managed. The Government will work closely with the industry to ensure

its shareholders. The Government is determined to make electricity a better
O industry, by introducing competition and new customer rights, and by

that the interests of customers and employees are at all times safeguarded.

9 The industry as it is now

O 9. Interms of organisation, the electricity supply industry in England and

Wales comprises:

* The Central Electricity Generating Board (CEGB) which supplies
some 95% of power requirements from its power stations and owns and
operates the “super-grid” transmission system, including the links

ith France and Scotland; the CEGB also specifies the performance
uirements of new power stations, determines their design and

ction; it has a statutory obligation to provide
or the Area Boards.

ve statutory independent@rea Boards, each responsible for the
Stribution of electricity fro e high voltage grid to the final
gcustomer, through their 132kV@and lower voltage distribution
networks; the Boards have a statut@y duty to plan and carry out the
distribution of electricity to people @ho want it.

The Electricity Council, which is m@@e up of the Chairman and two

other members of the CEGB, the Ch#@irmen of the Area Boards. and

a small number of full-time memBers. The Council exercises a

co-ordinating role on matters of inffustry-wide concern. It also has

specific responsibilities for the cefiffral management of finance and

axation, industrial relations, R&P, national marketing and advice
Government.

features of the px t organisation will need to be retained

* The regional nature of fth rea Boards, responsible for the
distribution of electricity t customer.

* The National Grid and the beRefité it.provides.

The Area Boards 11. The market for electricity varies fflom afea to area. For instance, 25%
of sales by the South Eastern Electricity 1986/87 were to industrial
customers, whereas the figure for indust by the Merseyside and
North Wales Electricity Board was 53%. Th istribution also vary,
depending on factors such as geography umber and type of
customers. There is a strong case for retaMing i i
distribution companies, to respond to local nee prospects. It is
important for both customers and employed® that the companies
responsible for distributing electricity should be concernedawith particular
areas and should develop a regional identity. Ther also scope for

competition by comparison.
&I- 3

SECRET - NO COPIES TO BE TAKEN




SECRET - NO COPIES TO BE TAKEN

The National Grid 12. There is also an overwhelming case for retaining the benefits of the

National Grid, and the way in which the grid controllers plan and direct the
use of power stations.

13. The management of the power supply system is complicated because
electricity cannot be stored. The output of power stations and the demand
on the system have to be matched at all times, otherwise the quality of
supply will deteriorate and, in extreme cases, the system will fail. To ensure
that secure supplies are maintained, National Grid Control continuously
directs the use of power stations and the power flows in the transmission
system. Within this constraint, it also plans and directs the use of those
power stations available so as to minimise generation costs. It does this by

calling up the cheapest stations first, operating stations in what is known
as “merit order”.

14. The operation of the power supply system need not be determined by

s ownership. Whoever owns the grid in the new structure of the industry,

e grid controllers will need to retain their central role in scheduling and
ting the use of power stations so that:

wer 1s transmitted reliably to the distribution companies.

is met from those power stations which offer

peESt energy 1 the same way that the present “merit
operates.

in the interests of customers or emplojees. These are largely the result
the legislation that determines the stru@fure, functions and duties of the

*ctricity generation to the CEGB.
promoting competition has not been

uence in power station investment
rt in determining prices—and too
little say to the Area Boar customers have to meet the costs.

* Allows the Government of t interfere unpredictably in the
running of the industry. The 's managers do not have the
freedom to use their initiative "efijoyediby managers in the private
sector.

Monopoly 17. The CEGB has an effective monop ower generation. Its
ownership of the National Grid gives it cont ss to the market for
bulk supplies of electricity. There are, in factino poWer stations built by
private sector companies to supply regularly throug ‘super-grid”’, even
though existing legislation was designed to encouffige competition. There
is no reason why there should not be competing power stations, supplying
the Area Boards through the grid, and the Government b s it 1s not in
the interests of customers to be supplied by a monopo cer.

%
N
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security of supply, it has had some important consequences:

* Because the CEGB has to be sure of generating enough electricity to
meet its statutory obligation, the CEGB has to have the final say on the
number and type of power stations needed.

* Becauseit has to be sure of delivering electricity to meet its obligation,
it has to own and control the grid, even though this discourages
> potential competition.

‘-‘S The obligation 18. The CEGB has a statutory obligation to provide bulk supplies of
to supply electricity to the Area Boards. While this provision was intended to ensure

* Because it has to meet its obligation, it naturally has to be able to
recover the costs of doing so.

Although demand forecasts and power station investment plans are
discussed and agreed in the Electricity Council, the CEGB'’s statutory
obligation means that it has to have the final say and the Area Boards and
the customers have to pick up the costs. Because of the industry’s structure,
power station investment decisions, which play a major part in determining
O electricity prices, are effectively taken by the producer and are not

ﬁcessarily driven by the needs of the customer.
Governmen e other weakness in the present structure is that the Government of
intervention e'da¥bas wide ranging powers to interfere in the running of the industry.
e pReimgsathe members of all the Boards that run the
in ry. e plans have to be approved by the
the industry’s total borrowing limit.
a clear framework in which these
ent of the industry does not have
Dm to manage in the same way as ifithe private sector. In the private
seglpr, the industry will be free of Governifient intervention in its day to day

agement, protected from fluctuating Pblitical pressures, and released
n the constraints on financing which pablic ownership imposes.

be

20. The Govern P'eaTm 1s to on the strengths of the present
structure and to correct its weakniessS@s, 80 that a more efficient industry can
develop. To achieve this:

* The twelve Area Boards will gvatised as twelve distribution
companies; each will have the oblifationito supply in its area.

* The National Grid will be maintain i1l retain its central role
in scheduling and directing the use oo tations.

* The CEGB's effective monopoly of electri ation will be ended.

* The CEGB'’s obligation to provide bulk supblies lectricity will be
ended.

* An effective system of regulation will be put in plac ensure fair
competition, to oversee prices, and to see that the pri€atiged industry

meets its obligations. r
c 5
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Present power supply arrangemef#s are illustrated in Figure 1. Two
s will be taken to end the CEGB’§effective monopoly in generation.

22. irst, a substantial part of itg@@@pacity will be formed into a competing
gener company. This ne pany will own some 30% of the CEGB'’s
existing ity includi oad spread of coal, oil and gas turbine plant
of various sizes ~This wi ble the new company to compete with
the remainder of the CEGB at @11 v€ls of demand and to compete, through
competitive tendering, for c with distributors to build new
capacity. The shares in the ne pany, and in the remainder of the
CEGB, will be offered to the publ

23. Second, control and ownership o nal Grid will be transferred
to the distribution companies. This is%e the grid has to retain a
central role in planning and directing the er stations to minimise
cost and to ensure that the system does not g lows from this that, if
the CEGB or any other generating compa the grid, it would
inevitably have to direct the use of all the maj er stations on the
system. To a large extent, it would have to deterMine how much competing
generation was allowed access to the system and howmi 1
stations were run. The Government does not believe i

put any generating company in such a position after

effectively owns the means of transmission and contr

power stations. This task will therefore be given to a gri
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jointly by all the distribution companies, which will have a direct incentive
to seek the cheapest sources of supply and to promote competition among
generators.

uture structure 24. The future structure of the industry in England and Wales is
illustrated at Figure 2. It will comprise:

* A substantial new generating company, formed from some 30% of the
CEGB'’s existing capacity, all of it non-nuclear.

* The remainder of the CEGB, owning the remaining power stations,
including the nuclear stations.

* Other existing and potential private generators, who will generally
contract with the distribution companies, the grid company, or large
customers.

* A separate grid company owned by the distribution companies. This
will operate and own the 275k V and 400kV “super-grid” transmission
system, the CEGB’s interests in the interconnectors with Scotland and
France and the pumped storage stations at Dinorwig and Ffestiniog.

elve distribution companies, based on the existing Area Boards,
x will also have the right to generate themselves where this does

eate loca gRelies in the production and supply of electricity.

FIGURE 2

Generating
Companies

Transmission

12 | : i \ %
Distribution ‘ { ; ’ﬁ\
Companies ‘ : >

ny Own Generation

GEN.1 and GEN.2 - Successor Companies to CEGB

PG - Private Generation
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25. In the new structure, the commercial relationship between the
distribution companies and generators will be governed by contracts. There
will therefore be no continuing role for the Electricity Council itself, in
which the Area Board Chairmen, the full-time members of the Council and
the Chairman and two other members of the CEGB discuss industry-wide
concerns. The implications of privatisation for the functions and employees
of the Electricity Council will be a matter for consultation beween the
Government and the industry.

&on of the 26. The grid company, owned by the distributors, will operate in much the

grid pany same way as the CEGB’s National Grid Control and Transmission Division
operate at present. It will direct power stations so as to meet demand at
lowest cost, ensuring that power flows on the transmission system and the
quality of supply remain within technically acceptable limits. So the major
advantages of a national integrated system, with a merit order of operation,
will be maintained.

What will be different is that the grid company will operate on the
of contractual relationships with generating and distribution
ies. This will be a change from the present operational and

relationships between the CEGB’s grid controllers and the
wer st

ontractual arrangements'@gtween the generating, distribution

d companies will be for them to'ggotiate; and the Government will

ts part in helping to put in pla@k the new arrangements before
Atisation. There are at least two appr@aches which would be workable
huse they largely preserve the way iMAwhich the system operates at

Contracts through the grid comipany: In this approach, the
distribution companies contract for @lectricity supply from the grid
company. The grid company would, ¥ turn, contract for capacity and
or energy supplies. It would call upgfiose power stations which offered

e cheapest energy, so as to imise the cost of meeting any
icular level of demand. Bere would also have to be other
allow the grid company to use power

he system operating reliably and

Direct contracts: In this , the distribution companies
contract direct with the gene panies for existing and new
jointly, though it is likely
that overall demand forecasts andWequi¥ements for reserve capacity
would be agreed on a national basi8? contracts through the
grid, direct contracts would involve cdpa nd energy charges. The
grid company would have to be invol nfirm the technical
feasibility of adding capacity to the syste nner proposed and
to agree the associated connection and tra i ;
to day basis, the grid company would still call e power stations
which offered the cheapest energy.

29. These two approaches are not mutually exclusive. ay develop
side by side.While some or all of the distribution compan oose to

Q
2
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start by contracting with generating companies through the grid company,
there will be no statutory provision to prevent them from contracting direct
with generators. However, the grid company will need to be involved, to
ensure that the interests of the power supply system as a whole are
protected. In all cases, the grid company will have to retain its central role
in scheduling and directing the operation of generating capacity connected
to the grid.

30. In the new structure, the statutory obligation to supply will be placed
on the twelve distribution companies. It is not possible to give the
obligation to a generator in a freely competitive market. To decide
otherwise would be to stifle competition at the outset. The generator could
not be sure of winning contracts for the capacity it felt was necessary to
meet its obligation. So it would have to be given the power to build whatever
apacity it considered necessary, whether or not the distribution companies
eed. The generator could perhaps allow some capacity to be built outside
ontrol; but it would still have to have the final say on how much

ity was needed, and the right to recover its costs from potentially

ing distribution companies. In effect, it would be able to prevent

mpetiion developing and that is precisely the weakness of the present
t thedd :s proposals seek to overcome.

capacity and energy from the
ating companies, or by generatifig themselves. This will give the
ibution companies a much greater $&y in decisions about how many
what type of power stations should b@lbuilt. It is these companies who
1 direct with the industry’s 22 millionf@ustomers; they are best able to
it is therefore right that they

estment decisions.

32. The new structure will § e competition and provide a
framework in which more will dg It will give the distribution

companies:
* The incentive to promote compet@ eneration.

* The ability to connect competing gefer to the system.

* A wide choice of generators. &

So long as electricity generation remains a monop re will be no way
of telling whether costs are as low as they co¥ld be and no effective
external pressure to reduce them. In the new structure, distribution
companies will contract for power station capaci

competitive tenders. They will also have stronger i

economic schemes for local generation and for managin

as to reduce requirements for bulk generating capacity. S
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: face real pressures to build plant efficiently. This will be crucial in the years
ahead as the industry invests substantial sums to meet growing demand and
replace old plant. More than 70% of the CEGB’s capacity is now 15 years

r old or more, and the CEGB currently predicts a need for some 13 GW

(Gigawatt = 1000 megawatts) of new plant to be commissioned by 2000,
equivalent to a quarter of its present declared net capability.

33. Since the grid company will be calling up those power stations which
offer the cheapest energy, generators will also have incentives to fuel and
run their stations efficiently. They will also face real contractual incentives
to ensure that their power stations are available. Last year, fuel costs
& amounted to almost half of total electricity operating costs and, in future,

generating companies will be free to purchase coal and other fuels from the
most competitive sources.

4. In these ways, competition will create downward pressure on

nerating costs, which last year accounted for some three-quarters of total
ating costs.

Incentives

penerating company will have a

new capacity; every generator

1 have to compete to meet the distrib@fors’ requirements. Because the
stributors’ prices will be regulated, andiheir costs not simply passed on
the customer, their profits will dependion how well they control their
ts. And because generating electricity#ccounts for some three-quarters

i g§will have a very strong incentive
ating companies. Real competition

Access to the grid ribution companies will own the grid and
and the market will be able to €8 ot nerators to the system. Potential
in power private sector generators will Hav fidence they will be treated fairly.
They will not face the prospect g their power stations directed by
grid controllers working for the C private sector concerns would
be willing to take the substantial ri cing a major power station if
access to the system and use of the stati controlled by their principal
competitor.,

38. Ifitis owned by the distribution compa

able to operate a market in power. It will

calling up the cheapest power stations in ‘“nf@ri ” to meet demand,
while ensuring that the power supply system does not fail.

39. However, the present arrangement does not necessarily meet the
demand for electricity at minimum cost to the customer. B se the CEGB
has no competitor, there is no way of telling whetleriitd§ capital and
operating costs are as low as they could be; and there external
pressure on the CEGB to ensure total capacity is minimi its most
efficient plant is available or that its costs are kept as lowhas able.

N
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40. Inthe new structure, the distribution companies will seek competitive
tenders for the construction of new capacity and the grid company will call
up the stations of competing companies based on their quoted prices. There
will be real financial incentives for generators to build plant efficiently, to
have their plant available, and to run them efficiently. So because there will
be competition, the grid company will have more chance of meeting demand
at minimum cost to the customer.

Choice in geg@gation 41. The distribution companies will have a wide choice of sources of
a ope for generation:

c ion
* They will be able to contract with the two new generating companies
formed out of the CEGB’s existing capacity.
‘ ) * They will be able and more willing to contract with existing private
generators, and with new ones that enter the market once they see that

fair and effective access has been introduced.

ey will be able to generate themselves, or enter into joint ventures.

g to supply large users near their
on borders. And larger users will als@ibe able to buy electricity direct
generators, by-passing the distribuflon companies but using their

smission and distribution systems f@r ‘“common carriage” of the
tricity. Common carriage was allowedfor in the Energy Act 1983, but
provisions of that Act will be updated 0 ensure that common carriage
to ensure that the tariffs are
the regulator powers to settle

at will occur straight away, there will

etition in the building and operation

]l requirement for new generating

capacity in the next ten years, a wing requirement thereafter, will

create room for new private secto rs to enter the market. This new

capacity will be necessary if winter ethand is to be met. At other times

of the year, there will be surplus capagt om for competition between

power stations to meet demand at lowggt cos§. The prospect is for a more

diverse and competitive electricity in r ith new types of power
station, better equipped to meet the dem stomers.

<\
e,
£
S

SECRET - NO COPIES TO BE TAKEN




SECRET - NO COPIES TO BE TAKEN

Security of supply and the need for
nuclear power

44. There are three principal conditions for a secure supply of electricity:

* Proper control of the generating and transmission systems, to ensure
that power can be delivered where it is needed.

* Sufficient generating capacity to meet demand.

* Protection against interruptions in fuel supply.

he first of these conditions will be met by ensuring that the grid
y retains central control of the transmission system and the power
onnected to it. As far as the second is concerned, the distribution

188 will have every incentive to contract for sufficient capacity to

. But to ensure that they do so, they will retain a statutory

uppl gas for not placing any additional obligation

g ating companigs have been explained earlier. If one

esent monopoly in electricity

sure secure supply. The Area

re at present responsible for mainta@hing final supply to 22 million

In future, the distribution Wompanies will also take

ibility for contracting for sufficient gdflerating capacity. They will

e to demonstrate the same commitmi@nt to ensuring that their
ers are supplied as they have in the pa

bns is best achieved by using

icity. There are various ways

ing diversity in fuel supply, sudlt as facilities for importing coal

itself, the use of oil or gagdr dual-firing in power stations, or

@f8Upply, such as wind or tidal power.

¢ ovide protection. All of these are

likely to play their part. eliance on fossil fuels would
increase the electricity industry’s € o future price shocks of the

d for the significant non-
fossil-fuelled contribution that can only y nuclear power.

47. The Government is determined that publ

programme should be maintained. The industry

record: standards of safety and environmental i0n are vigorously
enforced now, and will be no less vigorously enforcegi ture. Nuclear
safety legislation makes no distinction between p and private
ownership; changes of ownership will not compromise maintenance and
enforcement of safety standards. The Government is committed ensuring
that the independent Nuclear Installations Inspectorat

resources necessary to perform its duties effectively. Nuclea

be under no less a duty to attach the highest priority to the

workforce and the public.
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48. By leaving the existing nuclear stations in the hands of a substantial
company which will inherit the CEGB’s nuclear resources, the new

_ structure will ensure continuity and high standards in the management of
the nuclear programme. The Government is satisfied that the Pressurised
Water Reactor (PWR) can provide nuclear energy safely. The decision to
proceed with the PWR at Sizewell B was taken only after careful
independent assessment of the issues by the inquiry inspector. The Nuclear
Installations Inspectorate (NII) has completed its assessment of the safety
issues for the Sizewell B design and granted a nuclear site licence. The
safety of that design has been exhaustively examined and found to be
acceptable. The NII will, of course, have to continue to be satisfied in
respect of individual projects, examining in particular those safety issues
which are site specific. The construction and operation of any future
nuclear station will be subject to receiving the necessary safety, planning
and other consents.

The Government believes that Parliament, the public and the
ivatised industry should be given a clear statement of its strategic
ities. The legislation to privatise the industry will therefore provide
tatutory obligation on the distribution companies to contract for a

i minimum proportion of non-fossil-fuelled generating capacity.

i ired will be fixed at a level achievable at the time of

mmission new power stations. The
#ition companies will be able tO@geet this obligation by contracting
ficlear capacity, though contracts

rom any source, provided the

ts are obtained. The two main

he Atomic Energy Authority
A), and British Nuclear Fuels plc (BNFL) are all potential sources of
ply.

Regulation 50. Even after privatisation, t activities of the distribution
companies and the national grid co i1l remain, in large part, natural
monopolies. An effective regulatory 1 \ll therefore be established by
legislation, to promote competition safeguard the interests of
customers. The market in wholesale i f electricity will also be
regulated initially, although the burden o
competition in generation increases.

51. The regulatory system will be designed t

industry with incentives to operate more effici

benefits are shared with customers. Regulation

price control, which will help to provide the t incentives to the
industry’s management, and avoid unnecessary bureaucracy. The issues to
be addressed in constructing an effective regime are, r, complex.
They include the nature of the price to be controlle atment of
generating costs in any price control formula, the fea ! 1
the same formula for all twelve distribution companie
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implications of the obligations placed on the distribution companies. The
terms for common carriage on the distribution and transmission systems
will also have to be reviewed. All of these issues will be the subject of
detailed consultation with the industry.

52. Responsibility for supervising regulation will rest with a Director
General of Electricity Supply, who will enforce the provisions of licences
issued to the industry. The terms of these licences will regulate the prices
which can be charged for electricity and specify certain terms and
conditions of supply. In addition, the Director General will be given
statutory duties to safeguard the interests of customers and to promote
competition in the industry. The costs of the Director General’s office will
be met through fees charged to the various licensed bodies.

53. The monopoly aspects of the core business of supplying electricity will
need to be “ring-fenced” for regulatory purposes from the other activities
currently undertaken by the industry. The new companies will be liberated
from existing public sector restrictions on diversification and will be free to
develop other business activities outside the regulated area of electricity
supply. Separate accounts will be required for the core business and for the
other activities of each company. The revenues of the regulated activities
i1l not be allowed to cross-subsidise the other businesses: businesses
otitside the regulated core will be subject to existing competition
legilation. The relationship between the Director General of Electricity
7, thedi gneral of Fair Trading and the Monopolies and

lation will be the terms of access to the
. While the new structure will provide

supplies at reasonable cost. So the terfils for common carriage of this kind

between private generators and large @ustomers will be closely regulated.

The Government will review carefully ghe provisions of the Energy Act 1983

governing common carriage on botlf the transmission and distribution

8ystems, including back-up and t@p-up supplies. The Government is
ermined to remove barriers to and effective competition.

Customer protection : s gff6 create and maintain strong and effective
and safety * ot only on prices, but also on the standard and
safety of serv PrOV distribution companies. This will be

achieved by co-ordinated acfioMlin®a number of areas.

56. The Electricity Supply R ions, which lay down the procedures
and standards that public electri lers have to observe on safety and
quality of supply, are being thorou ised and brought up to date. The
new Regulations will provide a sou or the safe operation of the
privatised electricity supply industry.

57. An Electricity Supply Code will set h&basic statutory right of
customers to receive a supply of electri@ity ar@ the duties of public
electricity suppliers in providing that supply. e will be included in
the privatisation legislation and the licenses i%ued to the industry. It will
codify and update the law governing electricity suppl

oA
<X\
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customer representation by Electricity Consultative and Electricity

"“ ; Consumers’ Councils are lost.
< O: Standards of service 59. The Government believes that it is right not only to regulate the price

of electricity, but also to provide for high standards of service. The
legislation will therefore create a new system of guaranteed standards of
service, to be overseen by the Director General of Electricity Supply.
Defined levels of service will be set by the Director General after discussion
with the distribution companies. Where companies fail to meet these levels
of service, customers will receive a pre-determined level of financial
compensation. The Director General will also collect and publish a range
of standards of service indicators. These will enable comparisons to be
drawn between distribution companies, and encourage them to improve
their efficiency and standards of performance. The details of these two
schemes will be completed after thorough discussion with the industry and
customer representatives.

Industr ions 60. The electricity supply industry has a long tradition of good industrial
and empl rights relations which is rightly prized by management and the rest of the

workforce. The present industrial relations machinery covers both the
negotiation of terms and conditions of employment and consultation on
atters of common interest, such as education, training, and health and
ety. It was originally set up before nationalisation, when there were
eygral hundred employers. So it is not geared specifically to the present
st ure of the industry. The Government has therefore accepted that
re ay changes to the negotiating machinery in the
ivati privatisation, it will be for the successor

pension schemes. The industry will
finance pension liabilities.

The new structure of the #dustry will provide wider career
portunities for employees, anddfhere will be attractive provisions to
afes. Privatisation will give employees the
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Next steps

63. The Government intends to introduce legislation at the earliest
opportunity to:

* Provide powers to restructure and privatise the industry.

* Establish a regulatory system.

* Modernise the law on electricity supply.

* Establish a new system for maintaining and improving standards of

service.

64. The Government’s intention is that these powers should be used to
create the proposed new structure of the industry. The CEGB will be
reorganised into two generating companies and a national grid company.
he Area Boards will be converted into twelve new distribution companies,
which ownership of the grid company will be transferred. The industry

il be consulted about the future handling of the Electricity Council’s
ions, and the Council will be abolished when new arrangements have

n greed. The shares in the distribution companies and the two
aniesalll be offered for sale to the public, including the

, The proposals set out in this Whit@#Paper will secure a more efficient
economic supply of electricity, building on what is best in the
| the present structure.

power stations will be driven by the
tion companies apdfo will reflect the needs of customers.

Greater @ i cr downward pressures on costs and
prices, and ensure that thegcd§toler, not the producer or distributor,

comes first.
Customers will be given new@\ot just safeguards.
Management will have more eO use their initiative within a
clear regulatory framework.

The security and safety of electric will be maintained.

Investment plans will be subject to ¢ ial tests, and the industry
will have access to private sector fina
Employees will have the right to own rés i their industry, and
customers will also have the opportunity.

A modern competitive industry will be created, widlely owned by the public,

and more responsive to the needs of customers and emplo The industry
will have a better chance of meeting electricity dema inimum cost.
There are real benefits in prospect for the custome logee and the

R

SECRET - NO COPIES TO BE TAKEN




	



