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Dear David,

The Balancing and Settlement Code under BETTA

Thank you for the opportunity to comment on this consultation into the Balancing and Settlement Code under BETTA. Our comments are given below. We have also set out more detailed comments in the attached note, following the headings in the consultation paper.

Small Generators and 132kV network

We believe it is essential that the commercial framework for small generators under BETTA is harmonised across GB. In particular the relevant documents such as the CUSC, BSC and Grid Code need to be amended for BETTA to ensure that generators connected to the 132kV system would not be penalised simply because they happen to connect to systems licensed as “transmission” or “distribution”.  This should be achievable. However, if Ofgem do not believe that this treatment of the 132kV network is possible for some reason, then we believe that the definition in the Electricity Act would need to be amended to include 132kV in the distribution businesses of the Scottish licensees.

Cost Recovery

There seems to be an inconsistency of approach to the issue of how the costs of the development of historic systems and processes that will continue to be of value to the enduring BETTA arrangements will be funded. We believe that both outstanding Pool NETA Costs and outstanding Scottish ’98 costs should be handled in the same way. In particular, both of these costs should form part of the BETTA cost to be recovered across GB. To do otherwise for either of these costs would be discriminatory and would involve unnecessary changes to the Codes and settlement systems.

Transmission Losses

We believe that it would be appropriate to average losses over the whole GB system as part of BETTA. This would reflect the practical realities of the GB market and in particular the limited ability of individual generators or suppliers to affect overall losses. We also note that the effect of this on average E&W losses would be minor.

Ofgem have recently approved modification P82 to the BSC, which introduces a scheme for zonal losses. We are firmly opposed to the application of zonal losses. In particular, we do not believe that the scheme would provide any meaningful locational signals to which generation could credibly respond. However, the scheme would introduce significant windfall gains and losses for existing generators depending on their historic location and without reducing losses or costs overall. These issues are particularly important to Scotland. We therefore firmly believe that P82 should not form part of the GB BSC. Instead, transmission losses should be allocated equally across GB post BETTA.
Settlement Metering

The specification of the metering in the Scottish market has mirrored that in E&W. The integrity of the settlement of the market in Scotland has been judged sufficiently robust, and will continue to be so under BETTA, without radical change to the metering requirements.    The GB BSC should therefore include metering systems that currently form part of the settlement arrangements under the SAS. This would include those systems that are already compliant under the SAS, those relating to historic Codes of Practice (COPs), that were compliant before the SAS came into being and those that have been issued with derogations under the SAS. 

For those metering systems that have never been part of settlement under the SAS, this metering is equivalent to the pre-vesting metering that existed in E&W at the onset of the Pool. Two options should be made available for this metering. Firstly, it should be possible to apply for a dispensation from the metering requirements to the GB BSC Panel. Secondly should new metering be deemed to be required, either at BETTA Go-live or some time after, then the costs of installation should be borne by the market. There are precedents for these in the transition to the Pool in E&W through the Interim and Final Metering Systems projects. The metering arrangements must not preclude parties, including customers, currently operating in Scotland from participating in BETTA, or without incurring significant cost.

Governance

The two TOs in Scotland will continue to have responsibility for investing in and maintaining the transmission system. We therefore believe that the TOs should be represented on the GB BSC Panel. Given that the GBSO/TO will have a seat on the Panel, to not include a representative of the Scottish TOs would be discriminatory.

More generally, the formation of new industry agreements such as the GB BSC and GB CUSC allows a significant opportunity to revisit the governance processes under the industry agreements. In particular, we regard it as unacceptable that parties do not have a right to appeal Ofgem’s decisions to implement or reject modifications. One option for addressing this would be to provide for the prospect of an appeal to the Competition Commission appeals tribunal by any Code signatory affected by a modification approved by the Authority. This would also be consistent with the mechanism for appeals under the Competition Act.

Interim Reforms to the BSC

We are concerned that industry documents such as the BSC, CUSC, and even transmission charging methodologies are being changed in parallel with the consultation process for BETTA. We note Ofgem’s comments made in their letter of the 17th January in relation to changes to the industry codes following BETTA progress. Nonetheless, such changes make it virtually impossible to effectively consider the impact of the roll out of these documents to GB. A prime example is the impact that the change to charging methodologies in UoSCM-M-07 makes to the treatment of directly connected licence exempt generation. This immediately impacts on the consideration of generation connected to the 132kV network in Scotland. Unless an embargo on changes to industry documents is immediately put in place, or cognisance is taken of BETTA in the modifications to E&W documents, meaningful consultation on the GB documents is impossible and detracts from the BETTA consultation process.   

The Shetland Isles

We do not understand how Ofgem’s proposals for the treatment of Shetland could work in practice. Ofgem imply that the GBSO should have responsibility for the balancing of the system on Shetland (since the islands would fall within the scope of the BSC), however the physical balance of generation against demand on the islands would continue to be undertaken locally. This is particularly unclear given that any connection to the mainland would be likely to be considered a transmission connection. This would make the commercial arrangements for matching generation and demand on the island an issue for the GBSO, and in turn the GB arrangements, rather than a local issue. This issue will therefore need to be revisited when there is greater clarity about the treatment of the 132kV network, both in terms of the commercial arrangements and the SO/TO split.
In any event, we would agree that the Shetland Isles should continue to be treated for settlement purposes as part of the North of Scotland BSP Group, rather than creating a separate Group for Shetland itself.
Yours sincerely

Rob McDonald

Group Regulation Manager

Scottish and Southern Energy Response to the Balancing and Settlement Code under BETTA consultation

Legal Framework for the GB BSC

In general, we agree that the GBSO should have the licence obligation to have in force a BSC for application throughout GB. However, we firmly disagree with the view that other areas of work will have minimal impact on the development of a GB BSC. In particular, for example, the definition of Transmission will have an impact on the GB BSC, as well as the GB CUSC, transmission charging principles and the GB Grid Code. It will therefore be vital to ensure consistency across all of the industry documents as the BETTA programme progresses.

Licence Exemption

The licence exemptions were changed at the start of NETA to ensure that certain generators would not be subject to the obligations of the BSC. These changes to the licence exemptions, though temporary at the time have since been made enduring. Meanwhile the licence exemption classifications in Scotland have remained as they were pre-NETA.  It is imperative that the licensing arrangements are brought into line for BETTA, and we would suggest that since all other aspects of NETA are being based on those in E&W, then these too should have as their source the arrangements in E&W. In particular, the threshold for generation licence exemptions should be set at 100MW throughout the GB market under BETTA.

Basis of the GB BSC

In general, we agree that it would be sensible to use the E&W BSC as the starting point for the GB BSC, provided that the BSC is amended to reflect the characteristics of the Scottish market. We also believe that an effective change control process will need to be put in place to ensure an efficient transition from the existing arrangements to the GB BSC.

Generic Changes

The definition of the GB Transmission system will need to cater for the ownership of the three transmission networks. In addition should the definition of transmission in the Act not be changed, then in order to ensure that generators connected to the 132kV network in Scotland are given the same treatment as generators in E&W connected to the 132kV, then suitable amendments will be required to the GB BSC. These are discussed more fully under the section on “Small Generators” below. 

Parties and Participation

Whilst discussion is still ongoing on the split of the SO/TO functions, it is difficult to conclude whether there will be a requirement for the TOs to be party to the GB BSC. For example, it is not clear at this stage what role transmission boundary metering may have in assessing the transfers between, and the flows and losses on the three transmission networks. This is particularly pertinent in relation to the connection of the Scottish 132kV transmission network to the 132kV distribution network in E&W. There may therefore be a requirement for the transmission owners to be parties to the GB BSC.

Governing Law and General Legal Requirements

We agree that the governing law for the GB BSC should be English law, and that jurisdiction should be exclusively the courts of England and Wales. As noted in our response to the BETTA SAS consultation, we believe the SAS should remain a stand-alone document, which will enable a smoother administration of the run-off period. That being the case, with regard to the governing law and jurisdiction of the SAS during this period, given that the SAS is governed by the Law of Scotland, there will need to be provisions inserted in the GB BSC to ensure this jurisdiction continues for the run-off. If the BSCCO are to govern the SAS run-off, BSCCO will require enabling powers to allow them to do so. 

Governance

As noted above, if the TOs do not have any formal roles under the GB BSC, then they do not necessarily have to be represented. However, there are a number of reasons why the TOs should be represented. 

As noted in paragraph 5.27 of the consultation paper, specific geographical representation is given in the Distribution Code to DNOs. It further notes that the GB BSC will be a document covering all of GB with GB-wide objectives.  However, with potential specific amendments from the GB BSC for application in Scotland, (e.g. the classification of 132kV, the Shetland Isles) there is likely to be sufficient geographical differentiation that merits some specific Scottish TO representation. 

Like NETA, there is a risk of teething problems for BETTA immediately after Go-Live. There could therefore be merit in representation of the Scottish TOs, particularly in the early stages of BETTA.

As well as geographical differentiation, the two Scottish TOs will be different from the E&W TO in their relationship with the GBSO, given that an independent SO is not to be established. This is a unique relationship with the GBSO. Like the DNO representation and that of the representation of small generators on the Panel, the two Scottish TOs will have a significant and unique place in the arrangements. As a minimum the TOs, like the DNOs could be limited to non-voting rights. It should be noted that the current Panel has a permanent transmission representative, currently representing both SO and TO. The Scottish TOs should not be disadvantaged with respect to the GBSO affiliated TO, and so should be equally represented.     

General concerns with Governance

Under the terms of the BSC, and the CUSC, Ofgem are not allowed to propose modifications directly but any changes to these agreements have to be approved by Ofgem.  Once a modification is approved, it is implemented automatically with no rights of appeal for affected parties other than the cumbersome and expensive judicial review process.

It is clear that BSC modifications can have a substantial effect on market participants.  It is also apparent that the industry governance process contains no right to appeal regulatory changes to industry agreements, despite the potentially significant financial implications of such changes.  We regard this as unacceptable.

The governance process for industry agreements can be contrasted with the analogous arrangements for changing licences.  Ofgem can directly propose modifications to licences but any proposed change would either be subject to a voting mechanism (for standard conditions) or require the individual consent of the licensee concerned (for special conditions).  In either case, if the licence modification is rejected, the matter would be referred to the Competition Commission for determination.  A right to appeal regulatory decisions is thus enshrined within the process for changing licences.  This right of appeal is an important discipline on the regulatory regime and, in our view, leads to a more robust change process.

We firmly believe that a similar right of appeal must be incorporated into the governance arrangements for these new industry agreements, particularly since changes via that route can often have similar or more acute implications for companies as changes proposed through the licence modification route.  One option for achieving this would be to provide for the prospect of an appeal to the Competition Commission appeals tribunal by any Code signatory affected by a modification approved by the Authority.  This would be consistent with the mechanism for appeals under the Competition Act. 

We recognise the possible concern that putting in place an appeals mechanism for changes to the industry agreements may lead to a (perceived) risk of "frivolous" appeals to the Competition Commission.  However, we do not believe that this would be the case, since the act of appealing a decision is not without cost to companies in terms of direct cost, management time, shareholder uncertainty and adverse publicity.  Moreover, we do not believe that this concern is sufficiently material to justify the continuation of the present regime whereby companies can have significant change imposed on them without any right of appeal.

BSCCo

The BSC provides for BSCCo to administer the arrangements under the BSC. On the anticipated appointment of NGC as the GBSO, Elexon could be appointed as BSCCo. However, we are not sure whether the appointment of Elexon as the GB-wide settlement party would require a competitive tendering exercise. In any event, should Elexon be appointed to operate the GB-wide settlement arrangements, this should be on the condition that they will administer the run-off period of the Scottish arrangements, taking on the responsibilities and liabilities of SESL and the operation of the SAS run-off. This should be made a condition of NGC’s GBSO licence.  

Cost Recovery

There seems to be an inconsistency of approach to the issue of how the costs of the development of historic systems and processes that will continue to be of value to the enduring BETTA arrangements will be funded. In the GB BSC consultation, it is suggested that Pool NETA Costs are charged out on a GB basis beyond BETTA, that the Scottish parties (and therefore customers) pick up a share of these E&W costs. On the other hand for similar costs that were incurred in Scotland for ’98 systems, these are suggested to be charged out only to Scottish parties. We have copied in the Appendix an extract from our comments made in our response to the SAS consultation. We expect both cost recovery issues to be handled in the same way; the costs should form part of the BETTA cost to be recovered across GB. To do otherwise for either of the costs, would be discriminatory and would involve unnecessary changes to the Codes and settlement systems.   

Settlement Metering

“Relevant Code of Practice”  

The metering requirements under the SAS mirrored the requirements of the metering Codes of Practice (COPs) in E&W in 1998 (i.e. pre-NETA) and have continued to do so. The SAS also allows for derogations to those metering requirements. In addition, pre 1998 metering would have been installed to the appropriate COP at the time. This means that there could exist some metering systems in Scotland which may not be compliant with the current E&W BSC. It would be unacceptable to impose more onerous obligations on Scottish participants simply through the technicality of moving to a GB BSC that did not recognise the current metering in place supporting the trading arrangements in Scotland. The specification of the metering in the Scottish market has mirrored that in E&W. The integrity of the settlement of the market in Scotland has been sufficiently robust, and will continue to be so under BETTA, without radical change to the metering requirements.    

Metering that has never been used under the SAS

Contrary to what is stated in the consultation document, some of the generation of the Scottish Companies, those that are “embedded”, do indeed comply with the requirements of the SAS, (as all “embedded” generation is required to comply with the SAS). However, all transmission-connected generation has never been required to be compliant with SAS requirements, as it is catered for within the differencing calculation of the Scottish Company demand.  

This metering is equivalent to the pre-vesting metering that existed in E&W at the onset of the Pool. Two options should be made available for this metering. Firstly, it should be possible to apply to the GB BSC Panel for a dispensation from the metering requirements. Secondly, should new metering be deemed to be required, either at BETTA Go-live or some time after, then the costs of installation should be borne by the market. There are precedents for these in the transition to the Pool in E&W through the Interim and Final Metering Systems projects. Moving to BETTA should neither cause parties, including customers, operating in Scotland to be ineligible to participate in BETTA, nor cause significant costs to be incurred by them to ensure the integrity of the GB settlement system.

Interconnector/132kV metering

Whilst a broad list of the metering points and responsible parties is included in paragraph 5.42, it does not include the boundary metering between the 132kV network in E&W and that in Scotland. The present definitions would have the 132kV network as a distribution system in E&W connecting to a transmission system in Scotland. Paragraph 5.44 states that it will no longer be a requirement to separately meter the Interconnectors between the three transmission licensees. This may not be correct, given the issue surrounding the 132kV interface between E&W and Scotland and the potential for the allocation of flows and losses between TOs. The specification of and responsibility for the metering at these points needs further investigation.

BM Unit Representation 

The issue of the treatment of cascade hydros links in with the treatment of “Small Generators” below (including their treatment under the CUSC), and the Balancing Mechanism Unit (BMU) MW levels for the submission of their PNs. They are all brought together through the solution to the parity of treatment of generators connected to the 132kV networks in E&W and Scotland. We nonetheless agree that it would be sensible to provide for the possibility for cascade hydros to be treated as a single BMU. This would reflect the operational reality of this type of plant, ensuring that it would be able to compete on a level playing field. However, this would not preclude the need for a complete solution giving parity with E&W through amendments to the GB BSC, GB CUSC, charging statements and the GB Grid Code. Should this not be possible, then it may be necessary to change the definition of Transmission in the Act. 

Small Generators

The treatment of small generators connected to the 132kV network in Scotland is a significant issue in moving to BETTA, particularly given the large number of renewable generators due to connect over the next few years that would be affected by this. There are implications for the GB BSC, the GB Grid Code, the GB CUSC and network charging arrangements. 

For the GB BSC, our understanding is that a directly connected generator would need to have its metering registered in CVA to be able to have its output accounted for through settlement. By doing so, the generator would need to be a GB BSC party, and the generator unit would become a BMU. This would be despite the fact that the generator could be licence exempt. 

Any amendment to the GB BSC would need to allow a Licence Exempt Generator (LEG) connected to the 132kV in Scotland to be able to have its metering registered in SVA by another party (to the GB BSC), and/or create a Trading Unit and be eligible for the benefits that this would bring to a LEG in E&W. 

We believe it would be possible when amending industry documents such as the BSC and CUSC to align the commercial framework across GB by defining the parameters in terms of generation capacity, configuration and location, rather than by the network to which they connect being licensed as “transmission” or “distribution”.

Alternatively, if it proves impossible to align the commercial arrangements, then the definition of transmission would need to be changed in the Act. 

Without such changes, both existing and new (renewable) generators would be at a disadvantage to those in E&W. This discrimination would result in Scottish based generators losing out on the embedded benefits of netting off transmission losses, BSUoS and GB BSC charges. They would also be subject to the requirement to submit PNs.  

As noted above, the discrepancy with the generation licence exemption arrangements between E&W and Scotland cannot be allowed to continue beyond BETTA. Scottish generators should as far as possible be subject to the same obligations as those in E&W. The exemption levels should be standardised on those currently in E&W.

Interconnectors 

We would agree that the existing Interconnector rules could be applied to the Moyle Interconnector. It is important however that users of the Moyle Interconnector are able to continue using the Interconnector as they do now, beyond BETTA. We would agree that some of the restrictions on Interconnector users are down to rules in the Interconnector Agreements rather than the GB BSC. However, this would not necessarily be the case here. It would be unfortunate on users and the markets in the North and South of Ireland, if existing users were forced out of the arrangements through e.g. having to face the additional cost and administration of joining the GB BSC, due to inflexible rules. To ensure these users are able to continue to trade across the Moyle, special provisions may need to be introduced into the GB BSC to accommodate the Moyle. It is essential that the System Operator Northern Ireland (SONI) and these new external users are consulted and involved in discussions on the operation of the Moyle Interconnector under BETTA, and that existing users are not penalised in any way through the introduction of BETTA. 

Pool Supplement 

We agree that there is no need for BETTA to remove the provisions of the Pool Supplement.

Profiles

Whilst the arrangements for SVA in Scotland were based on those in E&W, one significant difference was in the introduction of specific Scottish profiles based on a Scottish data set. These Scottish profiles better represent the impact of weather and lighting times on the Scottish demand than the standard E&W profile. It is imperative that these are continued into the GB arrangements. 

Process for Change

As a final point, we are concerned about the approach to the creation of all the GB documents, and in particular how changes will be managed. With respect to the SAS and the E&W BSC, these documents will need to be dovetailed as we move towards BETTA. We would welcome Ofgem’s thoughts on how this might be achieved. As part of these transitions we would not envisage and would object to any significant and costly changes to the SAS and systems being approved in this period from now to BETTA. 

Appendix

Extract from SSE’s response to Ofgem’s consultation “The impact of BETTA on the SAS”

Cost Recovery - 1998 Costs

“It is to be welcomed that Ofgem consider that the Scottish Companies should be allowed to recover the £10.3m of outstanding ’98 development costs. However, we do not agree with Ofgem’s justification for charging these out to Scottish market participants for the following reason:

I. The proposed treatment of the Scottish market ’98 costs is discriminatory. In particular, Ofgem in their consultation on the GB BSC make reference to it being appropriate for Pool NETA Costs to be charged out on a GB basis. This is justified on the basis that Scottish participants will benefit from NETA. Whilst that may or not be the case, the same principles must surely apply to the Scottish ’98 costs. 

The Scottish settlement arrangements were implemented to allow supply competition. At their core are the SVA arrangements from E&W to allow effective GB wide supplier access. One of the purposes of BETTA, and Ofgem’s claims of the benefits of BETTA is that supply competition will improve and that customers in England, Wales and Scotland will benefit. Any benefits can only be off the back of competition already established under the ’98 arrangements. In moving to BETTA, the rest of the market gets the benefit of the costs of the establishment of the Scottish arrangements, and should, for consistency with Ofgem’s views on Pool NETA Costs, pay for this through the allocation of all the outstanding ’98 costs on a GB basis. 


II. Ofgem also comment that the equivalent costs in E&W are presently being recovered from E&W participants and will be complete by March 2003. This is irrelevant. Parties in Scotland have already paid for the costs of the E&W arrangements, both Pool and NETA, through their implicit inclusion in the administered price taken in from E&W, on top of the Scottish market costs. It would be unacceptable for Scottish market participants to, in effect, be penalised for GB-wide competitive market costs.  

III. If these costs are not allocated on a GB basis, this would require either altering the GB settlement systems to charge these costs to Scottish GB participants after BETTA, or applying the extra charges through the Scottish settlement arrangements, (with the consequent necessary changes to the Scottish settlement and billing systems) either before or after BETTA. 

In relation to changing the GB settlement system, consideration needs to be given to the costs and practicality of doing this, particularly if BETTA Go-Live is delayed. At present, the quoted £10.3m cost would be halved for the new projected implementation date of October 2004. Taking a decision now to change systems and incur additional cost has to be weighed against a reducing ’98 cost with the potential that the implementation date could go back to April 2005, resulting in no cost to be recovered. We would agree with Ofgem that this seems inappropriate. 

An alternative mechanism would involve charging out these costs according to volumes traded in the 6 months prior to BETTA, (i.e. on the basis of a snapshot). It is not clear whether these charges would be made before or after BETTA. However, on the basis that this is to avoid altering the GB settlement arrangements, it would mean using the Scottish settlement and billing systems whether the charges are made before or after BETTA. Again, whether applied before or after BETTA, this would mean at least a doubling of settlement charges to Scottish participants. It seems particularly inappropriate that with the introduction of common trading arrangements, Scottish participants and customers are being discriminated against and facing higher charges than their counterparts in E&W. Further, we believe that the application of a historic snapshot will be discriminatory across Scottish market participants given changes in market shares. Again, a decision would have to be taken to incur costs in changing the Scottish settlement and billing systems that could ultimately prove wasted should BETTA be delayed to April 2005.      

We are firmly opposed to the proposals to charge out the remaining Scottish market development costs to existing Scottish market participants.”
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