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Dear Sir, Madam,
Bord Gáis Energy (BGE) welcomes the opportunity to respond to this Consultation on the investment request for
the Celtic interconnector.

A. Introduction and context
In general, BGE recognises that while interconnection
mix, we
believe that, as is the case for any investment, the business case for the project must be proven before a decision
to proceed can be made. This view stands regardless of who is paying for the underlying costs of a project but is
all the more important for interconnection projects such as Celtic which are seeking to be underwritten by the
consumer. The consumer cannot or should not be asked to underwrite an investment for which the business case
is, at best, extremely uncertain unless there is adequate protection granted to the consumer under the chosen
regulatory approach. We expand on this important point in our answer to question 4 below.
BGE has previously expressed its view1 that if interconnector policy is viewed on a stand-alone basis then it risks
overlooking and undermining the signals provided by other policies such as capacity, DS3 and renewables. All of
these policies, together with interconnector policy, are complementary to the overarching EU decarbonisation and
renewables targets. A holistic view of these complementary policies requires a position to be taken on the optimal
energy mix (including the optimum level of interconnection), that should outturn in order to achieve
decarbonisation and renewables objectives in the most cost-effective manner. Indeed we believe that taking in
account the impacts on the whole energy system, as opposed to just looking at the interconnector in relative
isolation, better aligns with the
July 2018 policy statement on electricity interconnection. 2
In terms of interconnector assessments where the costs are anticipated to be partially underwritten by two
countries (as is the case with Celtic), at a minimum BGE would expect alignment in both countries views on costs
and benefits. We also noted that such alignment was a basic necessity in our August 2018 response
consultation on general interconnector policy. 3
.
We cover this issue in some detail across answers 1 and 2 below. In effect, we believe that the level of disjoint
(and in some instances conflict) between the assessments of the TSOs and RAs on one hand and between the
RAs (CRU, CRE) assessments themselves, are sufficient to conclude that based on the presented information
the net benefit, and public interest, of Celtic is not proven.
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We
CRU/18/131 on interconnector assessment policy in August 2018
We note in particular that the DCCAE stated that it would be desirable that potential alternatives to electricity
interconnection such as storage, should be subject to high level consideration in the decision-making process around
consumer underwriting of electricity interconnection. https://www.dccae.gov.ie/enie/energy/publications/Documents/19/National%20Policy%20Statement%20on%20Electricity%20Interconnection.pdf
3 CRU/18/131
2
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In short, BGE does not believe that the business case for the Celtic interconnector investment is stacking up.
There is no clear evidence that the investment will deliver a net benefit for Ireland. 4 If the regulatory authorities
(RAs) are however still minded to support the project, given the uncertainties in the costs and benefits it is
necessary to cap the risk exposure of the general TUOS customer. We expand on this critical issue in our answer
to question 4 below.
The remainder of our response focuses on the questions raised in the consultation, before going on to conclude
on the need for a risk-sharing approach between Celtic investors and TUOS consumers should a decision in
support of the Celtic interconnector nonetheless proceed.

B. Consultation questions
1. What are your views on project costs and benefits provided in the Celtic Investment requests?
As mentioned in the introduction and context section above, BGE believes that the significant disparity
5) assessments raise significant uncertainty as to the
net benefit for Ireland of Celtic. This makes it difficult to lend support to the business case for the Celtic
interconnector at this point in time.
combined)
assessment, below.
1.1 BGE view on Costs and Capex
A 20% CAPEX underestimate
One of the biggest shortcomings we see in
to 20% as flagged by the CRU. The CRE (s. 3.1.1) also notes a significant risk of cost overruns given the
technical characteristics and the details provided by the TSOs. Based on the presented information
in the CBAs and this significant CAPEX underestimate,6 it is our understanding that the project will not deliver
a net benefit to the Irish system or consumers. There is a clear and significant risk exposure in underwriting
a project that is at best overly optimistic. BGE does not believe that we as a supplier, or indeed the CRU who
is legally obliged to protect the interests of consumers, should expose consumers to this level of risk and
uncertainty.7
Notwithstanding the lack of available detail on CAPEX elements, BGE has assessed the practical impact of
such an underestimation in terms of the NPV of the project across relevant scenarios. Our assessment shows
that an additional 20% CAPEX cost, when applied across the
modelled scenarios 8 results in a
negative NPV across all of them. In fact, an underestimate of CAPEX of only 13.3% would show a negative
NPV for France and Ireland combined for all of the four scenarios. Please see Appendix 1 of this response
for the detailed breakdown. The TSOs need to review the numbers used, explain the discrepancy clearly and
take it into account in re-assessing the NPV results across modelled scenarios.
BGE is acutely cognisant of the fact that if the Irish TUOS customer is to be adequately protected, then a
cost-sharing arrangement must be agreed between Ireland and France under the cross border cost allocation
(CBCA) process. In its consultation, the French CRE notes that ACER guidelines on the CBCA require that
the uncertainty range in costs noted in CBCA applications to RAs must fall within the +/- 10% bracket, but in
-12%; +15%) breaches this. Moreover, we note the
(s. 3.2) that their
-100
the square brackets here imply the figures are provisional and one could deduce that the
uncertainty range could be even broader than the -12/+15% the TSOs suggest. The effect of this uncertainty
range would appear to be even worse when considered in the context of a higher CAPEX cost bearing in
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underestimate of CAPEX and the lack of inclusion of Greenlink in the base case
5 Both the CRU in Ireland and CRE in France
6

detailed understanding of the technical elements or indeed CAPEX breakdown of the project
7 As noted above if the decision is still to proceed with support for the Celtic investment, serious consideration needs to be
given to capping the level of exposure of the TUOS customer to these risks
8 Sustainable Transition (ST) and Vision 1 (V1)

2

We thus urge the CRU to clarify these figures. Given that the project is clearly in need of significant funding
from the Connecting Europe Facility (CEF) before it could be considered palatable from a consumer
perspective, the TSOs should be obliged to recast their central CAPEX estimate accordingly. We return to
the cost-sharing and CEF needs in answer 4 below but in effect, we are strongly of the view that the revenues
the consumer can be expected to contribute towards the building of this or any interconnector project need
to be capped, and; interconnector owners must be exposed to some level of investor risk much like any other
competitive merchant investor.
Network reinforcement costs exclusion
Another
network reinforcement costs
from the investment case. Given the already heavily constrained nature of our network, BGE believes that
more consideration needs to be given to the level of overall system costs that would be involved with Celtic
being built. This for example requires a view on the needs and related costs for network reinforcements,
constraint costs and the costs of maintaining reserve on the introduction of a new 700MW single infeed into
the already heavily constrained Cork area network. The resulting costs should be transparent for market
participants and should be taken into account by the RAs, before making a final decision on this investment
case.
Largest Single in Feed and Assumed Levels of Offshore Wind
On a related point,
of the single largest in-feed (SLIF) reserve if Celtic was built. The TSOs assume that offshore wind of
comparable size to Celtic will reduce the costs that would otherwise arise with Celtic being the largest single
infeed to the system. There is also a disjoint between the TSOs estimate
estimate
which seems to be justified on the basis of a sharing of
the cost with offshore wind. We note however that: current and potential offshore wind farm investors are not
satisfied that the legal and regulatory regime in Ireland is currently adequate to incentivise offshore
investments;9 there is not yet
Scheme (RESS) and; that the TSOs do not include Greenlink in their basecase (
2018 decision
) but are willing to include assumptions on high levels of offshore
wind despite the lack of supporting regulatory and legal environment. We thus believe the offshore wind
development assumptions to be overly optimistic.
On this basis, we suggest that the exclusion of this cost is re-considered for inclusion and that any disparity
between the
are resolved. Any decision on the next steps for Celtic should include a
reconciliation of these figures and a more realistic view on the contribution of offshore wind to alleviate the
cost of the SLIF risk.
1.2 BGE view on TSO modelling and suggested benefits
Base Case
With regard to the scenarios modelled we believe that the base case modelled by the TSOs is unduly
optimistic and needs revision.
Firstly,
it is unintuitive that the Greenlink interconnector is being
modelled as a sensitivity rather than being considered a fundamental part of the base case scenario. 10
Secondly, adoption of a high wind penetration assumption as part of the base case is assumed in the
positive producer surplus in Ireland (and a reduction of reserve costs as noted
above). This is in our view overly optimistic and needs reconsideration in line with the view on offshore wind
as outlined in section 1.1. above.
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E.g. due to marine and foreshore consenting issues as well as connection avenues and costs
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Greenlink forms part of the base case. Such updates will likely see relevant changes in terms of load-weighted average
market prices in Ireland and the HHI calculation with and without the Celtic interconnector
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assessment of Security of Supply benefits by the TSOs
and support their request for further work on the approach to valuing Security of Supply. The CRE in particular
notes that the times when load may be lost, corresponds with restrictions on the main transmission network,
hence import constraints may in fact limit the Security of Supply benefits from an interconnector.11
We therefore believe it is sensible to include Greenlink as part of the
basecase; to reevaluate the high wind assumption and to reassess the security of supply benefits before a decision on Celtic
being in the public interest is made.
Practical impact of the TSO 20% CAPEX understatement
stimated
CAPEX by up to 20% has material consequences in real terms from a consumer exposure perspective.
, when you take into account the 20% CAPEX mistake the
makes the total NPV for the IR+FR combined negative in all scenarios. Together, this reinforces our ask that
the central CAPEX figure be reassessed.
Network reinforcement and consequential constrained running impacts
BGE has already outlined its concerns in section 1.1 above around the lack of inclusion of network
ations. On a similar thread we note that the TSOs state in s. 3.5 that
ditional network issues arise
for the connection of the two interconnectors. However, these can be managed by dispatching generation or
From a consumer and investor perspective, this raises considerable concerns. It implies constrained running
of units in the market due to the onset of interconnectors a risk that should be made explicit before any
decision on this Consultation is made. Constrained running is having a significant impact on generation
procurement in the Dublin constraint area at present. This can have major consequential impacts on
consumer costs (noting TUoS costs increased in Ireland by circa. 23% on the back of the Locational Reserve
Service Agreements in Dublin last year) and on competition in the wholesale (and retail) markets. We need
to be clear that a consumer-backed project of any degree does not lead to similar impacts arising in any part
of the network. Finally, considering that security of supply benefits are being considered for potential inclusion
we request that the quantifiable costs of these consequential impacts noted above (e.g. the inevitable
increase in dispatch balance (imperfections) costs), are also taken into account in the CBA before a decision
is made.
Congestion rent figures
In light of the generally overly optimistic approach that has been taken to the numbers, BGE is also concerned
about the realism of the congestion rent figures presented in the CBAs given these are a major benefit driver
in the CBA. We recognise the redacted nature of the figures may mean the TSOs believe they are sensitive
for general public knowledge, but ask the RAs to review these numbers with their independent experts. On
completion of such a review we ask that CRU revert with a view on the sensibility of the numbers considering
our comments relating to security of supply, reinforcement and constraints issues discussed above.
CEF funding assumption
With regard to funding and cost sharing we have failed to find any rationale behind the TSOs assumption of
obtaining only a 50% grant from the CEF rather than seeking the full 75% that is potentially obtainable.
Maximisation of grant funding is necessary to minimise any burden that may be put on the consumer
depending on the outcome of this Consultation and the TSOs should be obliged to seek the maximum amount
possibly obtainable in this regard. We return to this important issue in further detail in answer 4 below but in
essence we are of the view that if the investor bears more risk of the interconnector project, they will
potentially be more proactive in seeking external funding to minimise the risk exposure.
11

We note the CRE are minded to exclude assumed security of supply benefits
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Asset lifetime
With regard to the assumed lifetime for the Celtic interconnector, we believe alignment between
chosen 4545-years is not considered reasonable for
projects of this nature and scale, and 25 years seems to be a more reasonable lifespan assumption for
interconnectors. We note for example that Ofgem, in determining its regulatory treatment for interconnectors,
applies a life span of 25 years. We believe 25 years will also better provide a more realistic view of the
potential impact of Celtic on tariffs in Ireland.
Limitation on review of risk factors
Finally, BGE wants to flag its limitation on commenting on the risk factors presented in A1.3 of the Investment
Request File given they are redacted entirely. We are entirely reliant on regulatory oversight for these and
(s)
and the likelihood of them driving higher costs and/ or any further uncertainty they raise for the Celtic project.
2.
investment case.
2.1 BGE view on Costs and Capex
BGE views
and approach to modelling only the Sustainable Transition (ST) and
Vision 1 (V1) scenarios as more realistic than the
range of scenarios modelled . They are more in line
with the general high, median and low approach to modelling as the TSOs typically apply in their adequacy
assessments for example.
In general, we note that the CRU was unable to carry out a detailed bottom-up benchmarking
assessment as against their own benchmarking, due to
. Moreover
however we believe
up to 20%
its assessment of net
Overall, the CBA modelling indicates that
Celtic would drive benefits for both Irish and French consumers even when excluding potential security of
supply benefits, 12 with the CRU
20% CAPEX understatement. It is not in our opinion practical
or prudent to give any weight to resul
CAPEX underestimate.
own
assessment, makes it clear that if the CRU includes the 20% CAPEX underspend in figures, the NPV for
IR+FR is in fact negative in all scenarios.
2.2 BGE view on CRU s modelling and suggested benefits

case for Celtic. The range of deviation calls for a single, realistic assessment of the CBA which includes the
most realistic costs, benefits, assumptions, scenarios and impacts. The overall assessment should be agreed
across all relevant TSOs and RAs, as otherwise the decision of the public interest nature of Celtic is at best
inconclusive.
BGE has taken figures 10, 11, 12 and 13 from CRU/18/265 to illustrate this point. Figure 1 below,
demonstrates the range of distribution of NPV when one plots French benefits against benefits in Ireland:
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Figure 1: NPV Quadrants
(Irish NPV represented on horizontal line; French NPV represented on vertical line)
It is clear from plotting the NPVs of the above noted scenarios that
views on NPV
greatly diverge. Taking for example the view on the impact of the Greenlink interconnector on the Celtic
, they deviate greatly so as to render the degree of the impact inconclusive.13
The TSO and CRU modelling is also highly divergent when it comes to the view on NPV for France in every
scenario (with or without Greenlink).14
with the investment case for the Celtic interconnector. It lend
the net benefits are uncertain.
scenario if Greenlink is also built the NPV for France is negative across the board,15 as well as the range of
uncertainty in NPV across what we believe are realistic scenarios, would lead to the conclusion that this
Celtic investment is not in the public interest.
Before further consideration is given to making a decision on whether Celtic is in the public interest, we
request the single piece of assessment as outlined above and agreeable by all stakeholders as well as an
independent assessment that takes into account our comments above.
The BREXIT sensitivity
When one assumes Greenlink to form part of the base case, as the CRU suggests, one can deduce quite a
material impact of the BREXIT sensitivity. The results of the BREXIT sensitivity on the NPVs of the ST and
V1 scenarios with Greenlink included, are stark:

13
The CRU view of the Greenlink impact also deviates substantially as between the ST and V1 scenarios for reasons not
explained in the Consultation.
14 The NPV for Ireland shows significant deviations in terms of the view on impact for the ST+Greenlink and V1 scenarios
15
CRE-2018-015)

6

NPV

ST
+ V1
+
Greenlink
Greenlink

ST + Greenlink +
Brexit

Average
across
three scenarios

Average
excluding
Brexit Scenario

Ireland

157

-140

264

93.7

7.5

France

-134

196

257

106.3

31

Figure 2: NPV for selected scenarios
Data source: Table 14 (CRU identification of beneficiaries and cost bearers) in CRU/18/265
Considerable weight is clearly attached to the impact a hard BREXIT would have for Celtic. Given the
diversity in NPV ranges in Figure 2 above, and the state of political play of the BREXIT situation, we suggest
that further careful consideration is given to the weight of influence given to the BREXIT sensitivity in
informing any decision on the progression of the Celtic interconnector.
the numbers presented above for a hard BREXIT are unduly positive considering where
political negotiations are at and the timing of this Consultation. A hard BREXIT may not have as material an
impact on interconnector flows16 as the CRU/ TSO analysis suggests. We therefore suggest consideration is
given to the fact
certainty on the direction of BREXIT; (ii) at the time of the project commissioning, the UK exit will likely be at
least 6 years past BREXIT, by which time (if you consider public UK intentions to mitigate friction in trading
as much as possible) we would expect that a relatively frictionless trade between Ireland and GB should
exist; (iii) as time goes on, over the
lifespan, trading concerns are also likely to reduce much further.
Ultimately, by the time the CRU is writing its decision it should have a better view on the BREXIT situation
and whether their assumptions need re-consideration in the CBA before finalising any decisions. A hard
BREXIT may call for a higher weighting but if a soft BREXIT lands, then the sensitivity may need to be
removed altogether. As evidenced in the CBAs themselves and emphasised above in section 2.2 this would
greatly reduce the value in the business case for Celtic.
3. Do you have any additional evidence in this area that we should consider?
Determining the optimum interconnector for the consumer
Notwithstanding the range of uncertainty in the CBA results presented in this Consultation process, what is
clear is that between this Consultation and the CBA presented for Greenlink is that Ireland does not benefit
from having two additional interconnectors on the system. 17 It is therefore necessary from a consumer
perspective that the Irish consumer is only asked to underwrite one interconnector and does not underwrite
two interconnector investments that effectively cannibalise each other. In the absence of such an approach,
there is a financial risk to customers of an over-investment in interconnection as a means of delivering
services that could more efficiently be provided through alternative forms of investment.
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E.g. political statements: House of Parliament, Overseas Electricity Interconnection POST NOTE 569 https://researchbriefings.parliament.uk/ResearchBriefing/Summary/POST-PN0569 Published February 2018 and Utility Week -

-

tariffs on cross-border flows. New tariffs are perhaps unlikely, not least because tariffs are set at zero for electricity imports
under WTO rules (and 0.7 per cent for gas, which is not applied by the EU), but other forms of non-tariff restrictions on
cross-b
material an impact on interconnector
transfers. https://utilityweek.co.uk/how-will-brexit-affect-the-funding-and-operation-of-uk-interconnectors/ Published
21/11/2017
17

were to proceed. The an
respectively. BGE analysis (see response to CRU/18/216) also shows that if new interconnection is required then there is
really only the case for one interconnector. In addition to the potential risk of constrained running of plants and increased
interconnection between Ireland and the UK or a delay in the development of wind capacity in SEM pose risks to the projects
could have on the NPV for Celtic.
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We acknowledge
in terms of which interconnector should progress in
being underwritten by the Irish consumer. We suggest however that perhaps a tender-type approach,
whereby an open transparent competition would be held, would be appropriate as ultimately CRU is
responsible for the eventual cost that is borne by the consumer and we need to ensure that the consumer
does not bear the cost and risk of both projects progressing. We therefore suggest that more risk is put back
onto the investors such that their investment decision is aligned with that of the interests of the general TUoS
customer.
Qualitative Considerations
considerations e.g. (European solidarity) as an assessment
criterion for the Cross-Border Cost Allocation (CBCA). It may however be used as part of the justification for
a 75% Connecting Europe Facility (CEF) grant, as under the CEF rules the interconnector may be funded
with a 75%, rather than a 50%, grant if it: (i) is innovative, (ii) has regional security of supply benefits; (iii)
would be considered
best. Maximisation of the grant funding would thus hang solely on the EU solidarity point, which would be
strongest in a hard BREXIT scenario which we separately believe is overly pessimistic as described above.
Thus the level of funding obtainable from the CEF is also highly uncertain, adding to TUOS exposure risk,
which all adds weight to the need to consider placing a maximum limit on the revenue the Irish TUOS
customer should be asked to pay if they are to underwrite investment in Celtic. We return to this issue in
answer 4 below.
Finally we urge the CRU to avoid making a decision in the public interest based mainly on qualitative
arguments.
EWIC impacts
On the subject of optimal interconnector investment we feel it prudent to emphasise the lack of reference in
these CBAs and consultation to the fact that Irish consumers are already underwriting the EWIC
interconnector
regulatory treatment applied to it and it is customers, not investors, that will pay for this. This in our view is a
major drawback of imposing a second (or third) interconnector cost on consumers and a cost which should
be included in the decision-making process.
On island reserve provision
Furthermore, regardless of the level of interconnector capacity that Ireland develops it will still need on-island
reserve provision which the consumer will also have to pay for. With increasing interconnection, an impact
on the level of dispatchable generation on the system will materialise which in turn will drive increasing levels
of constraint costs. This does not bode well for consumers and as mentioned in section 2 above the costs of
this should be taken into account in determining the public interest. On a related point, any potential reduction
in energy prices assumed due to Celtic will have a knock-on impact on the level of indigenous replacement
reserve given that the investment case for such reserves would likely be more difficult.
EU targets post BREXIT
Arguably, if a hard BREXIT materialises it casts doubt on the extent to which Ireland would be subject to the
under relevant legislation. This in itself lends further weight to the fact that ideally, from a consumer
perspective, the optimal mix of infrastructure necessary to meet EU objectives (including the level of and
which new interconnection), should be decided upon.
4. What are your views on the initial high-level regulatory framework proposed by EirGrid?
By way of brief recap, based on the analysis presented BGE lacks confidence in any argument that the Celtic
interconnector is in the public interest, or in its economic case across a range of likely scenarios and
sensitivities.
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From a consumer certainty and cost exposure perspective we are extremely concerned at the wide gaps
We
are furthermore concerned by the lack of inclusion of Greenlink in the basecase and by the evident impact
the progression of Greenlink, for which a CRU decision in the public interest has already been made, has on
business case.
BGE has also pointed to several overly optimistic assumptions made by the TSOs in their CBA and the
overall lack of reference to the impact on the business case of EWIC, which the consumer is already
underwriting, if Celtic progresses.
A practical example of our concerns is the level of risk such uncertainties raise for consumers when one
considers the Cross-Border Cost Allocation (CBCA) and Connecting Europe Facility (CEF) options that the
CRU and CRE must agree on. In this regard, under CEF, we note that the Celtic interconnector is expected
to meet the qualifying criteria for a 50% EU grant and could apply for up to 75% of CAPEX. However, given
the range in NPV conclusions as between the CRU and CRE there is a gap in terms of the level of revenues
each RA might expect to recover from their respective TUOS customers. On top of this, the total CAPEX is
contrary however, the CRE view on the French: Ireland benefits are 35%:65% 18 which would result in a 35:65
sharing of EU funds in favour of France (65% to France as the lesser beneficiary). On this basis, the most
ble from EirGrid TUOS customers.
Unfortunately, unlike the CRE, the CRU does not clarify their view on the maximum spend they believe should
apply to Irish TUOS customers instead setting out the impact on TUOS customers as at best a 50:50 split to
at worst a 70:30 split (with Ireland paying 70% of costs). 19
pay. What is further disconcerting is that the
thus far exceed that implied by the figures outlined above, particularly if the CRE is wedded to its proposed
20 Lastly, as explained in answer 3 above, qualitative considerations should bear little
weight in swaying a case in the public interest particularly when the quantitative business case is
inconclusive. We note that the EU solidarity argument is likely most useful in the case of a CEF application
but that its use is strongest under a hard BREXIT scenario which we separately believe is overly pessimistic,
as previously discussed. Thus the level of funding obtainable from CEF is also highly uncertain which adds
weight to the need to ensure adequate protection from risks for the consumer.
This lack of confidence in the business case based off the figures presented and the range of uncertainty in
how exposed the Irish TUOS customer might be as demonstrated above, in our view, underscores the need
for serious consideration to be given to the extent of consumer protection required should some underwriting
by the consumer still be decided upon. At the very least, bearing in mind that the CRU will not decide on the
optimal mix or optimal interconnector to be pursued in the interest of the consumer, we believe that the
interconnector promotors must necessarily take on more of the risk. This can be addressed in the choice of
regulatory approach.
The regulatory approach
BGE broadly sees three regulatory approaches to interconnector regulation - the regulated, merchant and
Regarding the choice between the regulated and merchant investment
approaches, it has been observed21 that
regulated company knows what its costs and demands are but does not tell the regulator. Rather, the
problem is a lack of coordination between all those parties potentially involved. Those who propose to
build new transmission, and those who must approve such building, need to be confident that generators
18
19
20

Per Table 11 in the CRE-2018-015 consultation
The CRE broadly concurs with the CRU considering that dis-benefits to French users are more likely to be greater than
Reaching agreement on this between both RAs will also affect timelines in delivery of the project.

21
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and final users will have sufficient demand in future to warrant the investment. This applies not only to
The
consequence of a lack of coordination is the likelihood that transmission investments will be uneconomic:
too much too soon, or too little too late, or in the wrong place, etc. Such mis-investment will be costly to
those market participants that pay the immediate costs, and ultimately to taxpayers and/or customers in
general.22
Littlechild concludes that
key task is to search for, discover and indeed create transmission
investments that at least increase net benefits. To achieve this, it is necessary to discover or design the
incentive-maximising and risk- sharing contractual arrangements most favourable to the successful
coordination of such investment
private initiative approaches are more effective than regulation in the process of discovering and creating
mutually advantageous transmission investments. A more effective role for regulation is to assist rather
What is clear from the commentary above is that a full WACCXRAB approach as proposed by EirGrid is not
appropriate. In principle, given the level of uncertainty with the project a merchant approach would be
preferable at this point. However, we are cognisant of risk-sharing approaches such as the cap and floor
regime23, which may also be appropriate in this case.
In principle if either new interconnector proceeds, then they should both be subject to a cost/ risk sharing
approach given that the financial viability of each is heavily negatively impact by the other. Given the impact
of and on Greenlink, we are of the view that if both or either investment proceed, CRU should place some
level of investor risk on the project promotors,. This approach in our view is:
(a)
(b)
(c)

equitable between investors in each interconnector;
reflects the uncertainty that progressing with both imposes and places that risk significantly with
investors not customers/ consumers; and
reduces, but does not remove, the level playing field concerns between merchant alternative
technologies and interconnector projects (notwithstanding the substantial grants that such
projects can be granted).

support to
interconnectors should ideally be
assessed in unison to determine which is optimum and in the best interests of the consumer.
Ring-fencing of the TSO
Finally, in terms of regulatory oversight, BGE also seeks to raise its concerns at this point with regard to the
ring-fencing plans of the TSO as operator of the Celtic interconnector when that same TSO is also
administrator / operator of the SEM capacity and balancing markets and plays a central role in procuring DS3
services. Taking DS3 services for example,
calls out ancillary service revenues are expected
to be of such a level that any impact on the cost of the largest single infeed reserve by virtue of Celtic being
built, are mitigated. This implies DS3 revenue aspirations which in turn in our view raises valid concerns as
to the influence TSO actions around DS3 could have given the likely impact on Celtic revenues that DS3
procurement or operational decisions could have.
BGE does acknowledge that the CRU has taken steps in recent years to mitigate market participant concerns
in this area, but we also note the decision before go-live of the new SEM that any changes to TSO licences
not necessary for Ibut would be revisited in
future. At that time, in response to CRU consultation CER-16-368, BGE suggested a number of specific
licence condition changes that we believe could help mitigate similar-type concerns and we ask the CRU to
revisit these. 24 We believe the prospect of Celtic being built adds impetus to the need for re-consideration of
ring-fencing requirements in the near term.
22

http://www.econ.cam.ac.uk/research-files/repec/cam/pdf/cwpe1160.pdf
23
E.g. the NEMO and Greenlink interconnectors
24

undue favouritism for its own business arms in carrying out any and all of its functions/ tasks and in condition 11 particularly
concerning procurement of ancillary services, to cover the need for the TSO to take account of avoiding undue favouritism
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C. Summary and conclusion
In conclusion, BGE believes that there are significant shortcomings in the TSOs
s that undermine
any confidence in a conclusion that the Celtic interconnector may be in the public interest. The key shortcomings,
these described in more detail in the body of our response, can be summarised
as follows:
i.
evidenced. The risk to the TUOS consumer could be greatly higher than that conveyed in figures in the
account the uncertainty range which is in addition to this
underestimation. We demonstrate that if a 20% increase is required, it would result in a negative NPV
across the ST and V1 scenarios both with and without Greenlink. The public interest nature of the Celtic
investment thus falls away when assessed quantitatively. The correct level of CAPEX should be taken into
account in a re-assessment of the NPV of the project across modelled scenarios. A purely qualitative
argument such as EU solidarity in favour of the public interest is not acceptable when the consumer is being
asked to underwrite such a large and uncertain investment;
ii.
: include Greenlink due to
interest; apply more reasonable assumptions around offshore wind, and; revaluate the value attributed to
the security of supply benefits assumed for Celtic;
iii. The rationale for excluding the costs of network reinforcement is insufficient. TSO commentary implies
there will be much more constrained running of on-island units with Celtic coming in and these need to be
transparent for investors but also for consumers from the perspective that they should not be asked to back
a project that could result in constraint issues (and consequences) akin to those being seen in the Dublin
area currently. Furthermore the likely related increase in imperfections charges for consumers should also
be taken into account in the CBA decision;
iv.
the single largest in feed reserve
with Celtic coming online. This should be considered for inclusion particularly when more reasonable
assumptions around offshore wind are also taken into account;
v. The BREXIT sensitivity is in our view too pessimistic if one takes positive public political positions into
account and whether friction in trading is a realistic outcome that will last beyond the short term;
vi. Related to BREXIT, if a hard BREXIT did materialise, it could cast doubt on whether Ireland would be
on the binding nature of the 15% EU interconnector target
for 2030;
vii. The fact that consumers are already underwriting EWIC, and the negative cost impact the addition of
another interconnector to the Irish system will have on EWIC s business case have not been factored in;
viii. It should also be borne in mind that regardless of the level of interconnection built there will still be need for
on-island reserve which will have to be paid for, again by consumers;
ix. BGE has also expressed views on the need for more clarity on: congestion rent figures given they are a
driver of high benefits as well as into the redacted risk factors presented in A1.3 of the TSOs analysis and
whether they place more uncertainty on the Celtic business case; the need for the TSOs to explain the
assumption of only obtaining 50% CEF funding rather than seeking 75% which approach is not optimal for
consumers, and; the need for both TSOs to align the asset life to 25 years.
The range in views between the TSOs and RAs on the NPVs and other major shortcomings outlined above leads
us to the conclusion that the public interest of the Celtic interconnector is not proven. We suggest to the RAs that
the public interest decision on Celtic should therefore not be determined without the further assessment and clarity
we outline as necessary, in answers 1 3 above. In section 2.2 we have called for a single piece of assessment
agreed by all stakeholders to achieve an aligned view on the NPVs. At the very least, in light of the presented
analyses, to protect the consumer we need a solution that minimises the risk exposure of the TUOS customer
and aligns the incentives of the TSO with the customer by placing a relevant proportion of the risk with the investor.
In our view, this requires that the approach to regulatory treatment must move away from the traditional
WACCXRAB approach as proposed by EirGrid for the Celtic interconnector. The case for a sharing of risks and
costs between investor and consumer is strengthened when the business case is marred by uncertainty with
widely deviating views on the NPVs as between the RAs and the TSOs, as is the case here. We note also that
should a soft BREXIT materialise the BREXIT sensitivity may need to be removed altogether which would greatly
for its own business arms; putting consumer interests first; and obtaining CRU approval for procurement methodologies akin
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promotors. As Littlechild observes, transmission investments must at least increase net benefits and to achieve
this an incentive-maximising and risk sharing contract approach should be pursued. We submit that, akin to the
ir TUOS customer should be exposed to, the CRU should take a
We thus firmly believe that more
risk is put back onto the investors such that their investment decision is aligned with that of the interests of the
general TUoS customer. A cost/ risk sharing mechanism, such as a cap and floor regime, could achieve such an
objective. Critically, the parameters of such must be consulted upon.
Notwithstanding our comments above however, based on the analyses provided in this Consultation and the
previous 2018 CBA consultation on Greenlink, it is clear that Irish consumers will not benefit from two
interconnectors. We need to ensure that the consumer does not bear the cost and risk of both the Greenlink and
Celtic projects progressing. Despite the CRU s hesitation to pick a winner as between Greenlink and Celtic,
given that the CRU s primary responsibility is to protect the consumer, we suggest that a market mechanism such
as a tender would be appropriate for further consideration. A competitive process akin to a tender would best
determine which of the interconnectors is optimum and can deliver benefits in the most cost-effective way for Irish
consumers.
Finally, in terms of regulatory oversight and consumer protection BGE believes that the prospect of Celtic
progressing adds
-fencing arrangements. We
BGE suggestions made regarding licence changes that could help in this regard in
our
-16-368) during the I-SEM project.
I hope that you find the above comments and suggestions helpful. We would welcome further engagement on the
subject of new interconnection and the underwriting of such by consumers before a final decision on this
Consultation is made. BGE has also responded to the French CRE s parallel consultation on the Celtic
interconnector and we attach that response here also, for your information.
Please do not hesitate to contact me should you wish to discuss anything herein further.
Yours faithfully,

Julie-Anne Hannon
Regulatory Affairs Commercial
Bord Gáis Energy
{By email}
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APPENDIX 1
(as referred to in section 1.1 above)

Increasing CAPEX by 20%

Breakeven CAPEX (13.3%)
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