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Dear David,

The Development of British Electricity Trading and Transmission Arrangements

Many thanks for the opportunity to comment on your May 2002 Report on ‘consultation and next steps’ for the development of British electricity trading and transmission arrangements (BETTA). 

The document has been helpful in firming up the Government’s intention to bring forward legislation to implement BETTA when parliamentary time allows.  Confirming our January response to the December 2001 consultation paper, the planned implementation date of April 2004 appears to be achievable from a settlement perspective, but both SESL and ELEXON will have to put work in hand immediately if this date is not to be compromised.  

From the document, we note the intent to involve SESL and ELEXON ‘at an early stage in the development of BETTA’.  As you are aware, SESL has started work to assess the implications of BETTA on settlement, albeit at a very high level.  From this high level analysis, it is considered that there are a number of critical activities as well as some design work that needs to be initiated in the very near future if BETTA is to meet the April 2004 target without unreasonable risks being taken.

Whilst residual uncertainty concerning legislative time is unfortunate, clarification of the next steps and provision of an indicative timetable of key events is useful.  However, as mentioned in our January response, until a firm timetable and plan is in place the commercial difficulties associated with switching from one set of trading arrangements to another are exacerbated, for market participants and settlement bodies alike.  A framework document describing how BETTA will operate and providing an overview of the BETTA trading arrangements would provide more clarity to the market and seek to reduce commercial risk.  Such a document would serve to indicate what participants’ settlement obligations would be under BETTA.  Whilst a high level schedule of key events and activities was provided at the recent BETTA project seminar, the implications for settlements have yet to be highlighted to the market.  The sooner market participants can be alerted to the tasks they are likely to have to complete before BETTA ‘go-live’ the less likelihood there will be that settlements issues will impact upon the project critical path.

As mentioned in our January response, once a firm timetable is in place, any intervening developments to the Scottish Trading Arrangements should be required to pass a stringent cost benefit analysis before implementation due to the short residual life of such changes.  This would appear to be consistent with Ofgem’s view, expressed within their proposal document of January 2002 on Scottish administered pricing arrangements from 1 April 2002.  Additionally any material or complex changes would tie up skilled resources which are needed for BETTA and which are now in short supply at SESL. Initiatives already in train (such as new Distribution Businesses) or planned (such as revised metering arrangements) are and will compete with BETTA for those skills. 

From SESL’s viewpoint, we would reiterate that our preliminary assessment indicates that there appears to be no major structural obstacles within SESL’s sphere of influence that would impede implementation of GB settlement.  However, two issues particular to SESL do need to be addressed in the very early stages of the BETTA project:

· the treatment of the SESL personnel and business, both during the project phase as Scottish Settlements activity runs down and post BETTA go-live; and

· an early decision on the mechanism for the recovery of settlement costs, both the outstanding 1998 Scottish Costs and the BETTA costs that will be incurred by SESL, bearing in mind that the existing mechanism via SESL and the SAS is envisaged to terminate at BETTA go-live.

On the latter point, you will be aware that SESL has no budget for any substantive work on BETTA in the current financial year.  A decision on cost recovery for the BETTA project would enable SESL to identify and ring-fence our likely internal costs, as well as start work in earnest. 
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