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7th February 2003

Reference       
Dear David
Response to first BSC consultation

Thank you for the opportunity offered to Powergen to comment on the Balancing and Settlement Code under BETTA. We look forward to seeing the changes resulting from BETTA, which provide an opportunity to radically amend the existing arrangements by creating a unified GB-wide market.  We do, however, have some concerns in relation to governance, cost recovery and the allocation of transmission losses, which we feel need particular attention.  Please find our response to all of the views invited below.

Proposed legal framework for the GB BSC

We agree that the GB system operator should have the licence obligation to have in force a BSC, which sets out the terms of the balancing and settlement arrangements to apply throughout GB.  It is difficult to see how a uniform GB-wide market could be achieved without mandating such an agreement.

Basis of GB BSC

Developing the GB BSC using the existing England and Wales BSC is the most practical way forward, although as described in greater detail later, we would prefer that all key commercial terms for balancing, settlement, connection and use-of-system affecting market participants were to be contained in a single GB Code. 

We recognise that the requirement for primary legislation and the inherent complexity of BETTA has slightly delayed the project to 1 October 2004.  Nevertheless, it is important that there is no further slippage in the timetable, as this will mean that those companies operating in Scotland will continue to endure for longer, trading conditions, which fall short in terms of both competitiveness and transparency, compared to those that apply to England and Wales.

Geographic scope of the GB BSC

It is appropriate that the Shetland Isles should be included within the scope of the GB BSC by virtue of the fact that they are part of the North of Scotland Distribution Area.  Excluding the Shetland Isles from the GB BSC would lead to fragmentation of the arrangements, which clearly runs contrary to the aim of BETTA to create a unified GB-wide market.
Generic changes proposed to change the existing BSC to a GB BSC

The generic changes, outlined by Ofgem/DTI in the consultation, all seem pragmatic amendments to ensure clarity and consistency within the GB BSC.

Parties and participation

We concur that the definition of Public Distribution System Operator should be widened from England and Wales to GB, making SHEPDL and SPDL Distribution System Operators, consequently requiring them to be parties to the GB BSC.  Again this provides consistency with the existing BSC in England and Wales.

Governing law and general legal conditions

There is no practical reason why the GB BSC and the framework agreement should not be subject to English law, with the exclusive jurisdiction of the courts of England and Wales.  We are in agreement with the view that the fact that the GB BSC will create some rights (in relation to heritable assets in Scotland) where Scottish law will apply does not mean that the governing law of the GB BSC cannot be English law.  This approach would appear more sensible given the greater number of parties in England and Wales and in the interests of consistency with other GB-wide agreements.

Governance

The governance arrangements and processes for amending the various codes within the England and Wales market are currently unduly fragmented, cumbersome and unnecessarily bureaucratic.  We therefore believe that BETTA provides the opportunity to rationalise and improve these arrangements by reducing the number of codes and thereby bring together all the substantive terms that impact market participants under the governance of a single Panel.

Ideally, this would involve combining the GB BSC and GB CUSC, Procurement Guidelines, Balancing Principles Statement, BSAD Methodology Statement and other related commercial documents.  Clearly, this would also involve amending the Licensing arrangements requiring the GB SO to establish particular codes, statements, charging methodologies etc.  Such arrangements would allow market participants to propose changes to the above documents.  Currently, even if Ofgem support suggested industry changes to these documents, they cannot implement such changes without the supporting recommendations of NGC.

The current fragmentation of electricity trading arrangements across a diverse range of documents and codes creates barriers to industry participation and at times leads to duplication and uncoordinated activities.  It would be unfortunate if BETTA were to perpetuate the deficiencies of the existing code structures and governance.  At the very least, oversight and management of the GB CUSC and GB BSC by one overarching GB Panel, which is independent of the GB SO, should be considered.

Regarding the specific issues raised in the consultation, we are of the same opinion as Ofgem/DTI that where the objectives of the Panel are GB wide and the market arrangements common across GB, the membership of the Panel should not require any specific Scottish, English or Welsh representation.

In our view, the key to good governance is to ensure that the Panel represents the cross-section of views of industry participants, customers and other relevant stakeholders.  We do not believe the current governance arrangements under the England and Wales BSC achieve this and without the establishment of a more representative Panel, (i.e. one that represents a wider cross-section of views) it is difficult to see the value of Panel recommendations.  It might be better if the relevant Modification Groups made the final recommendations to Ofgem on modification proposals; as such groups are formed of individuals with specialist expertise, they should be in a better position to make informed recommendations.  This would allow the Panel to focus its time on the efficient administration of the code modification procedures.

In terms of ensuring a cross-section of views is represented by the Panel, we would propose a revised process for the election of industry members.  Parties (or rather Trading Groups as currently defined under the England and Wales BSC) would be required to vote in particular constituencies depending on the nature and scale of their activities.  For example, larger players could vote for two places in a larger player constituency, small players could vote for two places in a small player constituency and traders, one place in a trader constituency.  Such an approach, would in our view, stand the test of time even if further major structural changes were to take place across the industry, as even if the size of constituencies were to change the broad range of industry views would still be represented.  It is worth noting that this separate constituency model was originally successfully applied to electing Panel members in gas in the early years of the Network Code.

We do not feel there would be any benefit from the Transmission Owners having a non-voting place on the Panel, as the view of the TOs would more appropriately be articulated through the GB SO.  Moreover, increasing the number of Panel members could make Panel meetings more difficult to manage.

Cost recovery

When originally launching the BETTA project, Ofgem stated it was about, 'bringing the benefits of competition and choice to Scottish consumers'.  In a recent Ofgem press release, dated 30th January 2003, the overall benefit to Scottish customers was estimated to be approximately £95 million per year.  It was also stated in the notes to editors section that there will be smaller benefits to customers in England and Wales.  

What seems clear is that the main beneficiaries of BETTA, namely participants active in Scotland in the post BETTA world (including for that matter, Powergen) should shoulder the main burden of costs that arise as a result of BETTA implementation.  This should certainly cover the Elexon BETTA development work and a 'Scottish' contribution to Pool NETA costs.  The latter might be achieved, as suggested in the consultation, by Scottish market participants as a GB players contributing to the outstanding Pool NETA costs.  If however, BETTA is not implemented until 1 April 2005, Pool NETA costs will have been fully recovered by the time Scotland has been integrated into the GB-wide market.  

Consideration should, perhaps, be given to whether companies active in the former Scottish market area should, post BETTA, be required to pay a proportionate share of the original Pool NETA development costs to former England and Wales market participants, for the benefit they are receiving from such assets going forward.

In conclusion, it would be particularly inequitable if parties that only have interests in England and Wales were to be expected to contribute substantially to BETTA reforms that are largely focusing on extending NETA style trading arrangements to Scotland.  Although Powergen clearly supports the aims of NETA, we remain concerned about how the costs of BETTA will be funded.  We would urge Ofgem to publish its consultation of BETTA project cost recovery as a matter of urgency.

Settlement metering

We concur that the GB BSC should recognise the comparability of the settlement metering under the SAS and so include such metering in its definition of the 'relevant code of practice'.  This seems to be the simplest way of ensuring all GB parties comply with section L of the BSC.  

To ensure consistency and transparency across GB, no specific provisions should be made in respect of the metering systems measuring the flows of energy for the generation in the portfolios of the two Scottish companies if these meters are to be used in settlement.

Representation of cascade hydro as a single BM Unit

The rules detailed in section K.3 of the Code should be applied across GB to determine whether or not a cascade hydro station should be represented as a single BM unit, which must be based on the individual merits of a station.  The nature of operation of cascading hydro schemes, however, seem to make it necessary that they are treated as a single BM unit.

Interconnectors

Powergen do not perceive any benefit in making specific changes to the BSC provisions concerning the Moyle interconnector.  It is unclear why the rules applied to the Anglo-French interconnector cannot be applied to the Moyle.

Transmission Losses

A failure to apply zonal transmission losses across the whole of the GB market will reduce the potential benefits to Scottish consumers under BETTA, as they would not receive the loss factor credits due to them, reflecting the benefits the location that such customers bring to the system. 

Powergen believes that the costs of transmitting electricity within the GB market should be appropriately allocated to users of the transmission system, which to a greater or lesser extent, contribute to those losses.  The level of transmission losses is a function of the geographical pattern of generation and demand and the voltage of transmission and characteristics of the components that make up the transmission system.  This is already reflected in the fact that there are differences in the level of losses allocated in Scotland, compared to England and Wales and that loss factors are applied on electricity transmitted from Scotland to England.

Any new transmission loss regime under BETTA must therefore properly reflect an appropriate geographical differentiation of loss factors.   This is best achieved by extending the P82 Introduction of Zonal Transmission Losses on an Average Basis scheme, which has recently been approved by Ofgem for England and Wales, to the whole of the GB market.   It is worth pointing out that the change in losses allocated to users in England and Wales under this scheme will be relatively small with increases or decreases on average of no more than 1.5%.  This compares to a marginal scheme where the change might have been plus or minus 3% for a few generators.  A number of parties, including Powergen, have argued that the application of marginal loss factors would be a truer reflection of the costs particular users place on the transmission system.

Failure to provide locational loss signals by applying the pre P82 uniform system losses to the whole of the GB market would see parties operating in the England and Wales market cross-subsidising participants active in the Scottish market. Without the right cost signals, the real economic benefit or disbenefit (in terms of losses) of locating generation in different parts of Britain would remain hidden and this would not be factored into decisions to invest in new generation capacity or to close existing stations.  This would potentially lead to an overall increase in GB system losses as electricity has to be transmitted further than otherwise would have to be the case, with an associated environmental disbenefit of higher emission levels, with customers across the whole of Britain picking up the bill.
Given that from a GB SO perspective, the 132kV system in Scotland is to be considered as part of the transmission system, this might be considered to introduce some anomalies in the treatment of 132kV system losses in Scotland, compared to England and Wales where such lines are usually considered to be part the distribution systems.  We did consider whether Scottish 132kV losses should be calculated separately and allocated in a similar way to distribution line loss factors in England and Wales, but concluded that this would not be required if the 132kV system were to be incorporated into to the load flow modelling used to determining the transmission loss factors under a GB-wide zonal transmission losses scheme.

The current arrangements in Scotland have prevented Scottish customers benefiting from a fully competitive market.  Powergen supports Ofgem's vision of a single GB market with a single set of rules for trading arrangements.  We are happy to meet with Ofgem to discuss any of the issues raised in this response.

Yours sincerely,
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