
28-06-02 16:40 From- +01415664770 T-702 P.03116  F-546

T H E  D E V E L O P M E N T  O F  BRJTI!5H  ELECTRUXTY  TRADWG  AND
TRGNSMISSION  ARRANGEB=NTS  (BETTA)

OFGEM  CONSULTATMJN  PAPER MAY 2002

RESPONSE FROM.  SCOTTISHPQWER

1 Summary

1.1 ScottishPower’s  position on the development of Cl3  Wing and transmission
arrangements remains unchanged. However, the dirwtion  of this DTl/Ofgem
consukation  papa causes considaable  concan,

1 . 2 Our position may be summa&A  as followx

l ScottishPower  wiII  welcome a cmnplete  package of reform in  Scotland that
iucludes  BElTA,  the m3ii of  the rests-wturiug  ~om-ixct~,  and  satisfactary
transmission access aod charging  arrangemnts.

l The implementarion  of BETTA  must create a level playing f’&-$d  for
competition aud  therefore  mwt involve the dismantling  of the vesting
arrangements in &&ad,  Mludiog  the restructuring  contracts.

l Transmissioa  E~CC~SS  and  charging  arrangements are crucisl.  These  muff  be
fair  to ezisIing  playels  and consistent wi$h  energy policy  &j~iws
including the expansion of renewabks  k Scotlarzd,

1-3 However, progress in some areas and lack of progress in others since the last
consultation has increased our concern  that such a packge  will, not  be delivered
along with BE’ITA  and that wholesale trading armngements  will not be  developexl
for GB  which are satisfactoq  for all parties  and provide a sound framework  for
competitive artd  sustainable energy supplies into the future,

1.4 Our main concerns arising from the paper arc:

l the lack of progress 011  the restructuring  contracts;

l the GB  system operator IIMM%I  proposed by Ofgem  which goes beyond  those
functiorrs  which are essential for the  eftlcient  operatian  of a GB  market and
introduces complex titerface  and contractual arrangements which may
cornprOmiSe  system  security an#  safety;

l the mdaaism  for progressing the position on trausm.&ion  a~ and
losses.  The largest impact of changes  ia  these areas would be feIt  ia
Scotland via the extension  of arrangements  to ScotIatid  under  WCITA. Yet
the forum  in  which  the ismres  am  b&g  taken forward is concerned oaly
writh  the Flnglsnd  and Wales position.

This rqxx~se  sets out these and other concerns in more detail.
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1.5 We are  working with Government and Ofgem and fully parkipating in the working
groups with the aim of developing a package which creates a level playing  field for
all generators  and suppliers across GB. A significant change in  direction will
however be required in OUT  view for an acceptable and workable package to be
delivered for implementation in April 2004.
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2 Inmdllctioa

2 . 1 This paper sets out ScottishPower’s  response to the joint Ofgem/DTI  paper
published in May 2002  reporting on the previorrs ~~~~ultation on British Elecaicity
Trading and Tmsmission Arrangements @mA),  giving some concltlsions  and
putting  forward fun&r  issues for consultation.  A separate  response has been
submitted to the DTI,  an the d&t  Regulatory Impact Assessment

2.2 ScottishPower  welcomes the vision of the BWA trading amngments  with  the
prcqect  ofz

. being able to trade on commercial WIIIS  with counteves  anywhere in GB  in
relation tr,  the purchase and We of wholesale electricity;

. having equal access to the balancing mechanism and other balancing
arrangements (without the onerous host obligations of the current arrangements);

l being subject to  thz  same msmission  access, charging and losses arrangemenrs
as our competitors, so long as these are fair to  existing players especially in
Scotland.

2.3 We also welcome the decision to Vest the Scotland-England interconnector  in the
same way as all other  transmission assets within the total  Cl3  system and the  ending
of the discriminatory mgemenrs  whereby Scottish generators caq  all the  costs
of  providing  the  benefits of generation competition to custdmers  in England  and
Wales.

2.4 We are glad to see  that Ofgem aq%s (Annex 2) that retail prices in Scotland, after
allowing for chaq$ng  differences in aetworlc costs, have m0ve4 broadly in line with
those  in England and Wales.

2.5 Our welcome for the broad vision of the  BE’ITA  trading arrangements is tempered
by concern in a number of areas, including:

l the restructuring contracts:
l the system ope~to~/transmission  owner split;
. the transmission access charging and losses arrangements;
l the process for ensuring adequate  scrutiny  from a G33  perspective  of the

mgements which wiU  be implemented at the start of IE�ITA;
0 rhe ability  tQ meet the target implementation date.

3
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3 Restructuring Coatracts

3 . 1 ScottishPower  remains firmly  of the view that BmA must  include  effective
measures to deat with the restructuring contracts, which, as OfgemlDTI  recognize,
underpin the arrangements put in place at Vesting.

3.2 To  that extent we are not satisfied with Ofgem/DTI’s  proposals for ‘appropriate co-
ordination” of Bffi’lTA with a “paralleY’  initiative on tie resbnrcturing  contracts (see
paragraph 3.8 of the May paper). We would reiterate, in that regard, the statements
made in our  response to the December  2001  consultation paper, in particular:

We fully endorse Ofgem’s assessment that “the  creation of a more
competitive framework in Scotland requires fundamentriZ  change  to the
arrangements put in pkce  at Vesting.” In par&Jar,  we agree rhat  tie
circumstances that dictated thox?  arrangements have  mat&al&~  changed and
char, as Ofgem has previously pointed out, they are now a barrier  to
effective comperirion  in Scorland.

As Ofgem points out in the December paper, the restructuring contracts
underpin the Vesting arrangements. In Our  assessmenr,  ir is essential
therefore that any dismantling of the vesting arrangements tied out as part
of BETI’A  involves, at the same time, the termination of any restructuring
contracts that would otherwise continue beyond the E’ITA implem~tation
date,

3.3 ScottishPower’s  continued support for BE?TA  is, as we have made ckaq dept&ent
in pW  on the inclusion of such measures as a core element of the  JS&‘I”M  pa&&e.
We  would  cdl upon Ofgem and  IX’1  to give a firrrr  and  unambiguous commitment
to  work  constructively with US and other relevant stalceho~ders  on &a b&.

4
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4 . 1 ScottishPower  believes that initial conclusions reached by Ofgem in the May
consultation on the allocation of  functians  between the  system operator and the
transmission own&s  ate  not supported either by the primary &j&&ves  of mA
or  by the criteria laid out by Ofgem in allocating functions between the system
operator and the  transmission owner+

4.2 Ofgem has  proposed  varia.as  criteria ia the allocation of functions giving parricular
weight to  two criteria:

(la) functions that directly affect market participants, and which cannot be easily
codified  and effectively monitored to ensure that no bias is being  exercised,
should be separated from those with market affiliations;

(lb) access 10  mnfidentidl  data, which may revti rhe  intentions of participants  in
market-based activities, should be available only to those that do not have
affiliated interests in those same market-based activities.

4.3 These requirements are met in all three of r.he  models of system
operatar/uansmission  owner @it - including the thin model where the system
o~rator directs those issues responsible for the real time and the real time integrity
of the electricity network.

4.4 However, Ofgem appears  to have place%!  little weight on its remaining criteria,
including:

(2a) it is practical,  effkient  and economic to undertake rhe  various functions of
the system operator  separately from the functions of the separate
transmission owners;

(31 the one-off costs of &Ming  the  changes should be as low as possible,
taking  into account borh  central costs and participants’ costs;

(5) there is the ability to ensure effective asset management, including safety and
environmental issues to meet both shorter and longer term  obligations;

and the criterion that Ofgem explicitly intrOduced in the May consultation @am
A%%}  that:

(6) functions continue to be carried out by those pztrties  who are currently
responsible for them unless there is a rquir~ment  to  rtiocate  responsibiJity
in order to meet the objectives of ]Bl?lTA.

4.4 These criteria, together with the stated objective of BETTA  to inuoduce  to Scottish
customers the benefits  of the wholesale compeition  now established in England and
Wales, clearly lead to the thin model of system operator as being the one that best
meets the objectives and criterion.

5
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4.6 Broadly speaking rhz role of system operator should be limited to those real time
operations needed to facilitate the wholesale market and to maintain the integrity of
the dectricity  nerwork,  while  the transmission owner  would plan, operate and
maintain the grid, provide  cunnections  to new cu~mers and through appropriate
connection agreements recover  the costs of  owning and operating transmission
assets.

4.7 The thin system operar.o~=  model is pragmatic and achieves Clfgem’s stated
objectives. It also significantly minimises risks in its design and implementation. It
provides a model whkh  allows  the transmission owners to maintain the value of
their transmission businesses, and to grow and develop it in response to all
stakeholders  needs, including for example  customers seeking generator connections,
and the requirements of the governments and Scottish Executive in building
networks which SIR  suitable for the growth of  renewaMes  need4 to melt  the  UK’s
inWnational  obligations.

4.8 The rugged nature of much if the Scottish terrain combined with adverse weather
has impacted supplies to Scottish customers on several occasions over the past few
years. Whilst ‘steady state’ trading arrangements can be controlled nationally, the
integrated nature of Scottish Transmission and Distribution support the retention of
a thin madel,  allowing  local configuration of the network by the transmission owner
during times of stress. We believe OI.U  customers value the local integrated network
control and emergency management systems which minim&3  disruption duting
recent severe weather events and which were recently  commended by PTI. Long
lines of communic;trian  to a remote system operator  in perhaps  the South of
England, to switch lines in Scotland, particularly under storm conditions, will
impact rest.or;ition  times and degrade emergacy response, The 132kV  network in
Scotland is a particular instance of the close integration between transmission  and
distribution functions in ensuring supplies to SW Scotland are restored as quickly as
possible.

4.9 A number of tie responses to the December consultation  not&  that rhe  proposed
timescale  for implementarion  in April 2004  was ambitious. Significant  slipge  has
already occurred since the December consultation - for example it was originally
suggested that the consultation that appeared in May woald  appear in February. No
adjustment has been made to the propored  timescale for implementation. It is
therefore the pragmatic, and the least risk choice to impkmens  a thin system
operator  which will be consistent with the goals of a UK  market.

4.10 Ofgem proposes making the transmission  owners responsible far the planning and
delivery af new investments, as  we13 as the maintenance of assets. Sccr$tisbPower
fulzy supports this z&cation  of fuwtions. This will promote system security and
allaw  the full benefits from integrated planning of both  load and non load related
investment. Additionally,  ~II the case  of the two Sco&h Transmission ticen-
allow for the benefits of transmission and distibution  co-ordination to be retained.

4-11. Electricity networks are a viral paft  of the national infrastructure, and partkularly
important to tile  development of Scotland. We strongly suppo~  the Etention  of
investment decisions with the transmission owner, based an network integrity and
customer  need, and subject to regulatory review of  prudence. Electricity is an

6
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essential pan of the Scottish economy, and decisions on appropriate infrastrucrure
support the economy should remain with the owners of the local network

4.12 The allocatian  of functions proposed by Ofgem fails to consider rhe  needs of the
transmission owners in carrying  out the functions allocated to them by Ofgem. T h e
new transmission owners will not su& without appropriate direct linkages  to the
generators on their network as opposed to being mediated through a third  parfy  (the
rysrem  operator). These linkages would allow transmission owners to plan major
mainterrance  outages on their transmission systems  at the we  time as generators
take their major annual outages. Such co-ordination has successfully taken  place
between SP Transmission (SPT)  and generators on the WI’  network for many
years. For example, it allows necessaq  outages at major  substations ro  which
generators arc connected  to take place with minimum disruption to the generators’
plans. These linkages will provide the tr;anstission  ownen  with the informzuion
they need  to plan the development of their network. These hkages  will aho
provide the  tmnsmirsion  owners with the  information they need  to off&  generators
new connections which are appropriate to the generators’  needs, SP llawnission
notes that new connection  offers to generators often change from that  requested by
the generator a~  rhe  initial approach. Through dialogue between the companies more
suitable and cost effwtive  c~n~~ection  solutions emerge. Such WI  approach would be
consistent through $mgnising that generators seeking connection to the distribution
systems  in Scotland  would  in any event d4  with the companies directly. Since
many of the new wnne&ons  are at the cusp af the distribution and transmission
systems such an approach will be the most consistent as weU  as the most effmtive,

4.13 In relation to the specific  details of the allocation of functions proposed  by Ofgem,
ScattishPower  would note the following:

. It is appropriate for the system operator to be responsible for the purchase
call-off of balancing services.

a n d

1) Transmission outage plans and regional outage plans should be developed by rhe
transmission owner, with a co-asdination,  rather than approval, role being
play&  by the system operator.

l The planning and offering
transmission opk3.-ators.

of new conwctions should remain with the

4.14 It is appropriate  for the system operator to maMain  a co-ordination role when
developments on one system impinge upon another.  In many respects this is a
development of the existing British Grid Systems Agreement processes.
ScottishPower  notes Ofgem’s concerns regarding assurance that new connections are
managed in an independent and non discriminatory process, and supports these
aims. These issues will exist not only witi the transmission owners, but also with
the distribution operators throughout Great Britain. These concerns can be tackled
both by the application of competition Iaw  through kence  conditions ar-4  by a more
transparent methodology of publishing applicarions  for connection to the
transmission system. In many parts of the United States  (for example in the PJM
connection), information about connections is readily available to all parties on the
web. This avoids suggestions that the network operator may favour an afftiated
generation business. Additionally, it should be noted  that information about

7
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connection appkations  is often availabk both through the press and through tie
planning prucess.

4.15 It is therefore appropriate that the transmission owners  should  maim&  connection
agreements with the users on their netwark,  and be responsible for proposing  and
cul.lecting tariffs for connections and use of system. Apg~opriare charges wauld  be
made between the trammiSSiOn Qgmators in respect of either use of each other
systems, or in respect of any special network developments  that had taken place in
furtherance of government policy - such as that needed to  accommodate a rapid
expansion of renewable, Balancing use of system payments; would huwever  be paid
by the users to the system operate.
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5

5 . 1

5.2

5.3

5.4

5.5

5.6

5.7

Appointment of a GB  System Operator

Scott.isliPower  believes  that the appointment and governance of the new system
omwr  is crucial for confidence in the  open and tr~sp;uent  ~0r3cing  of the new
BElTA market.

The  role of the system operator is crucial to the  market. The system opefafor  has a
unique zole in holding contracts with market players, These contracts we exercisable
by the system operator alone in operational timesci&s,  with the  additional
privileged  right to exercise of contracts  in the post-gate closure period.  The
svzfcture  of these contracts is such that only  limited aggregate information about
them is made Latin  to the ma&et. Such a privileged role  in the market place
requires appropriate arrangements for the  appointment and  gov~~  of this party,
and cMltinued and focussed regulatory scrutiny.

However the consultation paper is Largely  silent about these issues except to note
that ‘appropriate incentives and Wence  conditions on transmission owners and rhe
GB  syswm opezatar  and the application of competition law will be capable of
regulating effmtively  the ability  of the GB  system operator to favour  any affiliated
transmission owner”.

The activities of the transmission owners  are one of the dtivers  for the contractual
relationships proposed by Ofgem. However it is doubtful whether a system opera~r
having ar\ internal  relationship with one transmission owner and exter~~ti  contraca
relationships with the other two will lead to even handed treatment between
transmission owners by the system operator.

ScuttisbPower  notes that rf\ere  was significant suppoa  in tie responses to the
December consultation for an independent system operator. Only one respondent
promoted the ownership of the system operator  in the same group as one of the
transmission  owners. This one respondent to the December consultation who
advocati  an integrated transmission system operator model higMighted  a number of
perceived inefficiencies that could arise as a result of separzing  system operator and
transmission owner functions. These included for example:

l the widespread use of short term plant ratings;
+ flexible outage a#angements  including live line working, short emergency

return  to service and accelerated maintenance;
9 the use of real time monitoring of transmission plant.

Such proposals highlight the ability of a system operator and associated transmission
owner  to manipulate savings in a non-transparent  mannef  and the implicarion  that
this sort of efficiency will be realized on one network but not on the other two,

Such savings can  still be achieved between a system operator  who is managed
independently of a transmission owner in a transparent manner by the introduction
of appropriate incentive  schemes between them. Separation of the system  opemtor
from au the transmission owners would therefore ensure both  msparency and
efficiency in that the savings would be achieved across the entire GB network.
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5.8 The governance and appointment of the system  operaru~  is therefore  crucial. Best
practice til be developed by reference to both developments in other counties  and
in respezt of ather  relate4 appointments in this country.

5.9 Governance models which are best practice and should be thoroughly explored
include:
l the  appointment of Elexon  as the BCCo for the  mA m&et  in &q&n&  ad
l the  gavemance  of RTQ  West in the  United Sates

5.10 Points in common between these models include that of an independent governing
board. Mditionally,  the RTO West mo4el provides for a tnrstee  selection
committee with the right to appoint the inckpendent  goveming  bd.  Board
members must meet a conflict  of interest standard ;md  serve  sraggered rerms.  The
trustee selection is such that members of the Board of Trustees include individuals
possessing collectively a broad range  of relevant expertise in commodities markers
(inclu4ing  commockies  uading risk management), ckctric  bulk power  transmkkn
in the Western Interconnection, utilities management, law, finance, economics,
accounting, information trxhnalogy,  engineering,  regulation an4 public policy.
Trustee  members =e selecte4 by a wide range of stakeholders,  with suitable
candidates being proposed by an appropriate sezuch  firm. Meetings of the Board and
Committees ase  open to the public.

5 . 1 1 Finally, Ofgem’s concerns about rhe  affiliarion  of the transmis~on  owner with
energy businesses are understantible,  if misplaced. There is no evi4ence  to back up
ofgem’s  assertion  that appropriate incentives, hccnce  conditions and the applicz&n
of competition law are capable  of regulating the GB  system -ator  from fsvouring
an associated transmission owner compare4 to their belief that such measures are
not sufficient to prevent abuse when the GB  system operator  has an aff%ated
generathn  intfxest

1 0
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6.1 We support  the idea that the three transmission owners  should implement consistent
transmission access and charging arrangements that allow users access to the GB
trading market withcmt  pancaking of charges. However, care must be taken  when
moving to such a regime to  ensure &t all pties  are treated equitably. The paper
makes  a number of references to locational signals being provided by the access and
charging regime. There is also a reference in the Regulatory Impact Assessment to
the faft  that the benefits to custorne~  in England  and Wales due to BET&%  will be
smal.l  because the market is f&c  larger than the Scottish market. This  leverage effect
due to the relative size of the markets and the geo~phical  distance between them
will also act to aggerate the impact of any transmission losse!s  and charging
regimes which are designed to give locational signals.

6.2 We ase  pakularly  concerned that systems based on zona!  marginal losses of the
current KY&P methodology used by NGC wilt give extreme signals to users of the
kcxtish wawti?ision  systems bccausc of their rr=fcrcncc  to the 17ugc  and  distant IO&
centres of the south (a situation that would apply under the%  methodologies even if
genertrticrm  and load is in balance within Scotland). While we recognize  that the
quest for economic efficiency may necessitate some locational signalling  we would
be concerned if a system based on forward estimates of the cost of future investment
was to be implemented at a time when substantial envy  of renewable generation in
Scotland is anticipated. We noted with intesest, and fully support, the comments
made on behalf af Scottish Ministws  at the 20 June seminar regarding tie
detrimental effect which Ofgem’s desire for locational charging of  transmission
costs could have on  the development of the renewable energy resources of northern
Scotland. The need for and the siting decisions of renewable generators are driven
by ~~nsideracions  ather  than the eff~t  on twwn.ission  investment, as indetxj were
the siring decisions of the pre-vesting Scottish generating plant. We note, in
passing, that it would be unacceptable if the potential impact of locational charges
on new renewable generation were to be ameliorated  at the expense of the  pre
vesting generation.

6.3 Nor, however, do we favour a scheme simik  to  that introduced for generator
connection charging in the Scottish Hydra  Electric  Transmission Limited arca. This
scheme increases the total share of transmission charges paid by generators and
seems to be a departure fkom  Ofgem’s previous  palicy  of encouraging shallow entry
charging. We would welcome a clear steer from Ofgem regarding their current
preference on the principle of  deep or shallow entry charging.

6.4 We nok that development of new access arrangements for England and  Wales has
started  under the governance of rhe  CUSC  Amendments Panel, and that NGC has
initiated a thorough review of its transmission charging methodologies. I+OWW~,

given the impomce  of transmission issues to the users of the Scottish networks we

do not believe that these fundamental reviews should be WI&-!  aut solely from the
point of view of panic&ants  in England and Wales. We were not reassured by the
policy outlined at the 20 June seminar that GB  consultation for EITA  w0~J.d  be
ctid  out based on the E@md  and Wales documents extant at the time. Unless
the current reviews in England and Wales are suspended and replad by a GB
process under the auspices of the BETTA project, we believe as issue could
undermine the BETTA  process completely.

1 1
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6.5 There will be pressure for any new chztrging  methodology to  be ti harmonised”,  It
must be recognized that such harmonistion  can  occur at different levels, and does
not mean that the charges will be the fame.  For example the objectives could  be
harmonised,  with different principles applied to each newark,  or the principles and
objectives could be harmonkd  but with different  pa~~~~eters  appropriate to each
m~work. It is appropriate that these charges  should  be agre4  and collated by the
local transmission op4~U~

6.6 It is clear that the NGC network and the two Scottish networks have ~gfllcan~y
different charactefistics.  For example, 13ZkV  forms pan  of the tramnission
network in SaMand,  but not in  England  and Wales. The: topologies of the networks
are diffeent.  The  security standards applied to the networks are different. Any
moves to harmonise  chasging  must be carefully consi&xed  - as well as  considering
the p&ion  of parties connected to the 232kV  networks in Scotland compiired to
generators attached to the 132lcV  networks in England and Wales.

1 2
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8 . 2 At this stage with tie challenging raTgets  of implementing BE’MX  by April 2004,  a
clear programme  of work with clear re~nsibilities  laid out in an ovm
framework document is urgently needed. Ofgem intend to re!y on the new GB
system operarar,  the existing msmissian  licence holders and central setice
providers to deliver appropriate system developments. This cannot be achieved
withaut  a clear statement and agremenr of resp9ntibilitks  between the parties.

8.2 Furthermore the necessary investment of many millions of pounds by these parties
in maldng  appropriate changes to the existing legal canrracts, and in mifying,
developing, implemenring  and testing systems will not take place without clear
guaranms  of cost recovery.

8.3 As &CZUQJ  n~ced, the timescales for implementation are challenging. To achieve
them, two necessary preconditions are:

0 a clear framework and
l an agreement on cost recovery before expenditure is incurred by the affected

parties.

8.4 ln addition there have been a number of major projects of a similar scale to
BEnA, for which Qfgem and/or DTI have ken RSpOnsible, including the
Electricity Pa01  in England & Wales, the opening of full  rsupply  competition  in
19% NETA, and the Uilities  Act Ransfex  themes which far  various  Ireasons  did
not meet their original mget  impkmenration  dares.

This causes additional c~rxetn  that the target &te  of April 2004 might not be met.
For this reason  we believe that Ofgem should:

l evaluate and pwblicise the risks of not meeting rhe target date;
+ develop any neCessaq  contingency plans, and;
a establish processes to monitor and update its progress against plan and RF

evaluate its rislc  assessment if necessary.
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