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SUMMARY

ScottishPower welcomes the opportunity to comment on this paper.  Our views on the issues for consultation are set out below.  However, this paper is part of an overall consultation on GB trading arrangements, and our views are therefore dependent on progress in other related areas.  We continue to support BETTA as part of a package that includes satisfactory proposals for transmission charging and losses in a GB market, treatment of the restructuring contracts set up in Scotland as part of the privatisation arrangements, and division of responsibilities between the GBSO and the Transmission Owners (TOs). 

a) We support the termination of the SAS for BETTA, and agree that a run-off period will be required.

b) The SAS run-off arrangements should allow for the SAS to continue as a stand-alone agreement, appropriately modified to facilitate the run-off period.

c) SAS administration responsibilities should transfer from SESL to the GB BSCCo during the run-off period. 

d) For the SAS run-off period, energy reconciliation should be curtailed at R3, provided the costs do not outweigh benefits and settlement data is not compromised.

e) Disputes provisions within the SAS should be time limited to allow for SAS termination on a defined date.

f) Costs associated with the Scottish settlement arrangements should be treated on a similar basis to their equivalents for England & Wales. For optimal implementation efficiency, all such costs should be recovered over all GB following BETTA go-live.

g) The termination of the SAS should be achieved through dissolution of the SAS itself, on a definite date, rather than relying on resignation of all SAS parties.

h) The proposed licence amendments to provide for SAS run-off seem to be appropriate.

i) Consideration should also be given to the data collection and aggregation arrangements under BETTA.

1.
GENERAL COMMENTS

1.1
It is unfortunate that the consultation on cost recovery has not been issued at the same time as this consultation paper, as this would enable responses to the issues in question to be dealt with as a package rather than in isolation. 

1.2
SP Distribution plc (SPD) is one of the current incumbents with the licence condition to establish, operate and maintain systems to support competition in supply in Scotland, and has a close interest in ensuring both the continued fulfilment of this condition while it remains in force and also the seemly and efficient transfer of this function to a GB BSCCo.  Clear and equitable statements on cost recovery for the development of BETTA and the close down of the SAS and SESL are essential to ensure that timely and cost effective solutions can be delivered.

1.3
We support the termination of the SAS for BETTA, and agree that a run-off period will be required. 

1.4
In determining appropriate SAS run-off arrangements, emphasis should be placed on implementation efficiency, cost minimisation and time-limitation, and a broadly similar approach should be followed to that used in migrating from the arrangements in the Pooling and Settlement Agreement (P&SA) to the New Electricity Trading Arrangements (NETA). We also believe that following BETTA implementation any costs associated with the Scottish settlement arrangements should be treated on a similar basis to their equivalents for England & Wales.

1.5
With these principles in mind, our specific comments on the aspects for which views were invited in the consultation document are as follows.

2.
SPECIFIC COMMENTS

· Vehicle for SAS run-off

2.1
There seems to be no compelling argument for the inclusion of the SAS as a supplement to the GB BSC, indeed the effort required by both the settlement bodies and the market as a whole in drafting and reviewing necessary modifications would inevitably detract from the transition to BETTA proper. The alternative suggestion, that the SAS remain as a stand-alone document, would appear to be a sensible way forward. 

· Administration of run-off

2.2
We believe that SAS administration responsibilities should transfer from SESL to the GB BSCCo during the run-off period. The initial retention of SESL in this role, and gradual handover to the GB BSCCo, would make efficient use of existing expertise within SESL and allow the GB BSCCo to focus on preparations for the GB market up to BETTA Go-live. For optimal efficiency within the transition period, it may be appropriate to set a target date for full handover, say by 6 months after BETTA Go-Live. This would minimise the duration of the period of parallel operation of the two settlement bodies, and provide a certain time-frame within which SESL can close down its organisation efficiently and transfer its role to the GB BSCCo.

· Extent of reconciliation under SAS run-off

2.3
Our initial view is that for the SAS run-off period, energy reconciliation should be curtailed at R3, i.e. at 8 months, provided settlement data is not compromised (see below). If energy reconciliation were to continue to RF, such that the SAS run-off period is extended by 6 months, then this would lead to increased settlement costs, increased data retention requirements, and an increased administrative burden, for what may be only a minimal improvement in data accuracy. 

2.4
However, given that these benefits would be offset by costs of any associated changes to the SAS and to the Central Allocation System (CAS) to provide for curtailment of energy reconciliation, we will reserve final judgement on this matter pending further analysis to establish the extent and costs of these changes. 

· Disputes under SAS run-off

2.5
Although we would prefer to minimise the changes to the SAS during the remainder of its lifetime, we agree that the disputes provisions within the SAS should be time limited, as this would improve implementation efficiency by providing a definite date for SAS termination and reducing data retention requirements. 

2.6
Whilst we recognise that the number of SAS disputes raised to date has been small, we note that the proposed curtailment of energy reconciliation may increase the likelihood of disputes being raised. Therefore we would suggest that if energy reconciliation is indeed curtailed for the SAS-run off period, then this should be counterbalanced by an extension to the timescales for disputes, to ensure that settlement data is not compromised. We would suggest 3 months to raise a dispute, followed by 3 months for resolution of the dispute, which would allow termination of the SAS within 14 months of BETTA implementation. 

· Cost recovery

2.7
ScottishPower welcomes the statement that Ofgem/DTI consider it appropriate that SP and SSE should be allowed to recover the outstanding recoverable 1998 development costs. It should be borne in mind however that the costs incurred by SP and SSE in setting up the SAS and SESL were £43.2m, of which only £39.6m has been allowed for recovery purposes to date. Uniquely in the British Market this leaves two companies carrying an additional unrecovered loss of £3.6m (plus interest). These costs were incurred by SP and SSE in addition to their shares of the 1998 project in England and Wales. While it is appreciated that the 1998 costs in England and Wales were also subject to a deadband there is clearly an exposure to double jeopardy here in that SP will have been subject to unrecoverable costs for both the England and Wales 1998 project, as well as from the Scottish 1998 Project.

2.8
It would be helpful for Ofgem to bear these, to date, unrecovered costs in mind when considering what costs are to be recovered as well as when allocating responsibility for the run down costs of SESL and the development costs of BETTA. 

2.9
Once the concept of full cost recovery is agreed the emphasis should be on the implementation of BETTA and not on the development of systems to account separately for legacy trading systems. The systems to be extended by the GB BSCCo into Scotland will require development and could be on the critical path for the delivery of BETTA. Adding to this task by developing short lived complexities is unhelpful and possibly costly.

2.10
We believe that all outstanding development costs in the two markets should be included in BETTA implementation costs, and smeared across all GB market participants, such that outstanding Scottish 1998 costs are treated on a similar basis to outstanding Pool NETA costs. 

2.11
Further, we believe that if the outstanding Scottish costs are to be recovered over Scottish participants only, then it is particularly inappropriate for this allocation to be fixed based on pre-BETTA market shares within Scotland, given that the aim of BETTA is to improve competition, and as such market shares within Scotland will change under BETTA. Whilst the approach set out in paragraph 5.36 provides an alternative means of allocation of the Scottish 1998 costs, based on evolving Scottish market shares post-BETTA, we are concerned at the complexity and implementation costs of this approach, which would require changes to the existing settlements systems. We would add that such an arrangement should also be complemented by a similar mechanism to ensure that the outstanding Pool NETA costs are recovered over England & Wales participants only.

2.12
Following BETTA implementation, all GB settlement costs incurred by the GB BSCCo will be recovered from GB market participants. Consistent with this principle, it is our view that all operating costs associated with SAS run-off administration should be spread across GB and recovered as an element of GB BSC charges. 

2.13
Further, we believe that if the SAS-related settlement costs are to be applied to Scottish participants only, on the basis of pre-BETTA market shares, then the costs relating to the reconciliation of energy trading for days in England & Wales prior to BETTA should also be separated from the GB BSC charges, and recovered from pre-BETTA England & Wales participants only. However, as noted in paragraph 5.43 of the consultation document, this improvement in cost reflectivity would be counterbalanced by the costs of establishing such arrangements, hence this approach may compromise implementation efficiency. 

2.14
Therefore, we believe, on grounds of maximising implementation efficiency while ensuring consistency with the treatment of the equivalent England & Wales costs, that both the SAS-related operating costs and the outstanding Scottish 1998 costs should recovered over all GB, following BETTA go-live.

· SESL debt

2.15
As a direct consequence of the unrecovered development costs and the minimal interest rate allowed on the development costs, SESL is expected to amass a trading loss over its 6/7 years of live operation and these costs should be recovered on a GB basis. 

· Options for SAS post run-off

2.16
As noted above, the introduction of provisions to place time limitations on the SAS disputes resolution process will allow SAS termination to be achieved on a definite date. We believe that for optimal implementation efficiency, the termination of SAS should be achieved through dissolution of the SAS itself, on this date, rather than by relying on resignation of all SAS parties within an open-ended process. 

· Licence implications

2.17
The proposed licence amendments to provide for SAS run-off would seem to be appropriate. We note that licence amendments for BETTA are being consulted on separately.

3.
FURTHER COMMENTS

3.1
Finally, we note that paragraph 4.9 of the consultation document discusses the operational procedures for energy allocation and reconciliation, which are similar between Scotland and England & Wales, and include data collection and aggregation. A key role is played within these operational procedures by the System Data Provision (SDP) service in Scotland and by CDCA in England & Wales. 

3.2
It is possible that under BETTA the existing CDCA service could be extended to cover Scotland, which would require transfer of appropriate meter technical details and aggregation rules from SDP to CDCA. We are concerned that this transfer would carry a risk of error, as highlighted by the large number of CDCA errors in the months after NETA go-live. The transition to new data collection and aggregation arrangements therefore presents a risk to the successful implementation of BETTA, and would have to be carefully managed. As a minimum, an adequate period of testing and parallel running would be needed before BETTA go-live. It might be preferable, however, if a means of avoiding the transfer of complex technical details and algorithms between different systems could be found, perhaps involving the continued use of key elements of the SDP service within the combined operational procedures for the extended market.
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