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Questions relating to the ownership of Elexon

Question 1

Do you agree with the proposed criteria to determine the future ownership of Elexon?
Please state why.

A Agree [] Disagree

B
Please state why.

We agree with the proposed criteria to determine Elexon’s future ownership. Elexon plays an
important role in the administration of the BSC, Market-wide Half-Hourly Settlement (MHHS) and
Electricity Market Reform (EMR). It is crucial that the ability of Elexon to continue to deliver these
roles is protected during the transition, and that the delivery of the Future System Operator (FSO)
is not compromised. Similarly, we see the independence and resilience of the organisation as key
to its future success.

We would add that as part of the proposed criteria, the needs of Elexon’s employees should be
paramount. We know from engaging with our people on the creation of the FSO that uncertainty
can be concerning. To deliver key industry work, Elexon will need to retain, attract and develop
talented employees, and so the approach to the transition should minimise uncertainty in both
timelines and outcomes, giving timely assurances on the organisational model along with impacts
for individuals around issues such as pay, terms and conditions, job security etc.

Question 2

Do you agree that public ownership and industry ownership are the two most credible
ownership options? In your view, are there any other ownership options that we should
consider, and why?

A Agree [] Disagree



In your view, are there any other ownership options that we should consider, and
why?

We agree that the two ownership models outlined in the consultation are the most credible options
currently to preserve the independence of the organisation.

Question 3

Do you agree with our stated preference of the potential combinations of BSC parties
which could own Elexon if industry ownership were chosen? Please state why.

A 1 Agree [ Disagree

B

Please state why.

We do not currently have a particular preference for any potential combination of BSC parties to
own Elexon. We recognise that a smaller pool of BSC parties may better enable to the transition to
move at pace. However, we note that the industry ownership model must be viable in the long-term
as the composition of BSC parties continues to change. We would note that we anticipate the FSO
will remain (or need to become, depending on the organisation’s legal form) a BSC party.

Question 4

To what extent to you agree with the analysis of the two main ownership options, public
ownership and industry ownership, and our preference for industry ownership?



A Agree
O Partially agree
1 Neither agree nor disagree
[ Partially disagree
[ Disagree

B
Comments regarding ownership options and our preference:

We agree that there are no significant advantages of either ownership option when considered
against the proposed criteria. Without a specific case for public ownership, we agree that a
sensible enduring option is industry ownership. However, we recognise that this is dependent on
the future ownership parties being fully supportive of the process.

We would note that the needs of employees should be captured and taken into account wherever
possible to ensure talent retention, with clear communication of key milestones and any employee
implications as early as possible.

Question 5

To what extent do you agree with our proposal that Elexon should transfer temporarily into
the public sector as a subsidiary of the FSO as a last resort, if industry ownership was
chosen following consultation but could not be implemented without delaying the creation
of the FSO? Please explain why.

A L1 Agree
Partially agree
L] Neither agree nor disagree
[ Partially disagree
[ Disagree

B

Please explain why:

We broadly support the principle of a temporary fall back option for Elexon ownership to ensure
FSO implementation is not delayed. However, we would like to better understand how the
proposed option (Elexon becoming a subsidiary of the FSO) might work in practice. We also



believe that other fallback options such as temporary ownership by another public organisation
should be explored.

For temporary ownership by the FSO, we believe a number of details would need to be worked
through to consider how quickly such an option could be implemented, whether it would
significantly reduce delay of FSO implementation and establish a clear process and timeline for
how the model would come to an end. Some detailed questions that would need to be considered
might include whether Elexon would become subject to any corporate governance arrangements
agreed between the FSO and its shareholder, or would require separate provisions, and which
rules and processes generally applicable to public corporations might apply to Elexon during the
temporary transition phase

Given the potential complexities outlined above, we believe other fallback options (likely to be
temporary public ownership of some form) should also be explored at this stage. However, our
strong preference would be to work collaboratively and at pace to ensure that any fallback option
was not required, given that it has the potential to introduce further complexity and could prolong
the sense of uncertainty for Elexon and FSO employees.

Question 6
Are any other changes required to implement either of the two ownership options?
Please provide your answer below:

There are various implementation issues that we believe would need to be considered, including:

e Pensions - Elexon is currently part of the Electricity Supply Pension Scheme (ESPS).
Further work would be needed to make arrangements for the transfer or set up of an
alternative pension scheme.

e Mechanism for recovering Value Added Tax - Disposal of shares in Elexon are
considered an exempt financial supply which means under VAT legislation the VAT on
costs associated with the sales is irrecoverable from HM Customs and Excise.

¢ Interaction with Energy Code Reform - the licensing of Code Managers as proposed
under the Energy Code Reform work may need to be coordinated with the timescales
associated with a change in Elexon ownership, particularly in the event that transitional
arrangements are necessary.



Question 7
What are your views on the proposed licence and code changes set out above?
Please provide your answer below:

We agree with a number of the proposed licence and code changes set out, and have some further
comments:

Changes to licences

Under the implementation of the industry ownership model, it is proposed that the obligation to
establish the BSC Company (BSCCo) (in Paragraph 1B of Condition 3 of the Transmission
Licence) should be removed. While we agree that this would be an appropriate change, we
suggest that it would make sense to remove this under either the public or industry ownership
option.

For either ownership option, it is proposed that the remainder of Condition 3 of the Transmission
Licence should pass to the FSO’s Electricity System Operator licence. We request that further
consideration is given to this issue. The requirements imposed on the ESO, which include to have
in force a BSC and secure certain details of what the BSC will and won’t contain, were introduced
at a time when the ESO’s relationship with the BSC was quite different to today. This relationship
would change even more fundamentally with a move to an industry ownership option. We question
whether it remains appropriate for the ESO (or, in the future, FSO) to retain the level of overall
responsibility for the BSC in licence conditions, given the role it will have. We would welcome
further discussion with BEIS and Ofgem on this issue.

Under the industry ownership option, we agree that it would be appropriate to add into the
licence(s) of the proposed new shareholders an obligation to own the BSCCo and to co-operate in
its maintenance as necessary.

Changes to codes

Aligned with the view expressed in the consultation, we do not consider that ownership under the
public option (whether as a permanent or fall-back solution) will itself require substantive changes
to Section C or the BSC more generally, apart from a change in references to the new FSO.

Under the industry ownership option, we agree that Section C of the BSC would need to be
amended to reflect the existence of multiple shareholders. This would necessitate changing
references from National Electricity Transmission System Operator (NETSO) in Section C to the
new shareholding group, while also considering the substantive provisions required to
accommodate the new ownership arrangement, such as removing the prohibitions on increasing
BSCCo’s share capital or transferring issued shares, both in paragraph 2.2, Section C, BSC. In
particular, we believe that the majority of revisions to the BSC resulting from a change to industry
ownership would arise in paragraphs 2.2-2.7, Section C.

However, we do not believe that it would be correct to remove all references to NETSO in Section
C and we request that a more detailed review of this is carried out (which we would be happy to
assist with). In particular, some references relate not (or not solely) to the ESO’s role as



shareholder but also its role as the entity which is subject to Condition 3. If (hoting our request for
further consideration of this above) the FSO remains subject to any part of Condition 3, these
references in Part C should remain too. For example, paragraphs 3.7 and 3.8 are relevant here. In
addition, we believe that paragraph 2.6 should continue to apply. This would be necessary to
require Elexon and its subsidiaries to take steps to ensure that the FSO is able to comply with the
licence condition.

There are other areas of the BSC that we believe merit further consideration for change, on the
basis that they refer to the ESO in its capacity as shareholder of Elexon. For example, Paragraph
4.4.1, Section H, BSC notes that “The NETSO (in each of its capacities under the Code) shall
ensure that Protected Information is not [...]". This may include information that the ESO receives
in its role as shareholder, or otherwise.

We expect that changes to the BSC will need to clarify which provisions will continue to apply to
the FSO (i.e., in its capacity as System Operator and a Voting Party under the Code), and which
will be appropriately attributed to the new shareholders of Elexon.

Question 8
Have we considered all relevant costs and benefits of these proposals? Please state why.

Please provide your answer below:

Based on our current understanding, we agree with the costs of implementation that have been
identified and that they are likely to be minor. We would appreciate assurance that any costs
associated with the sale of shares (e.g. transaction costs, and associated VAT costs as hoted in
guestion 6), as well as any other costs efficiently incurred by the ESO in supporting the transition to
a new ownership model, would be recoverable.

Do you have any other comments that might aid the consultation process as a
whole?

Please use this space for any general comments that you may have, comments on the
layout of this consultation would also be welcomed.

A summary of our response
We are broadly supportive of the preferred proposal set out in the consultation for enduring



industry ownership as the model that best preserves Elexon’s independence and accountability to
industry. However, we recognise that this is dependent on the future ownership parties being fully
supportive of the process. We do not have strong views on which parties would be best suited to
take on the shareholder role, although the chosen group must remain viable in the long-term as the
composition of BSC parties continues to change.

While we understand why a temporary fallback option has been proposed, we would like to further
understand how it would work in practice and the proposed exit arrangements regarding process
and timelines. We also believe that other fallback options such as temporary ownership by another
public organisation should be explored. Our strong preference would be to work collaboratively and
at pace to ensure such a fallback option was not required, given that it has the potential to
introduce further complexity and could prolong the sense of uncertainty for Elexon and FSO
employees.

As noted in the consultation, we agree that any decision taken on ownership should enable Elexon
to continue to perform its existing important functions and should not preclude any outcomes of the
Energy Code Reform work. Consideration should be given to how the timescales associated with
the future appointment process as administered by Ofgem, as well as the licensing requirements,
will interact with the ownership transition to minimise the potential for complications.

It is also crucial that in the transition to a new ownership model, the needs of Elexon’s employees
remain paramount. To ensure Elexon can retain, attract and develop the talent it needs to continue
to fulfil its critical roles, the approach to transition should minimise uncertainty in both timelines and
outcomes, giving timely assurances on the organisational model along with impacts for individuals
around issues such as pay, location, terms and conditions, and job security.

We look forward to working with Elexon, BEIS, Ofgem and other industry parties on the
implementation of a new ownership model following the outcome of this consultation. If you have
any questions regarding our response, please direct them to Colm Murphy
(colm.murphy@nationalgrideso.com) in the first instance.
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Thank you for taking the time to let us have your views. We do not intend to acknowledge
receipt of individual responses unless you tick the box below.

Please acknowledge this reply
At BEIS we carry out our research on many different topics and consultations, and your
views are valuable to us. Would you be happy for us to contact you again from time to time

either for research or about other consultations?

[1Yes [INo



