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Dear Patrick

Scottish Electricity Settlements’ RESPONSE TO Ofgem/DTI CONSULTATION ON THE IMPACT OF BETTA UPON THE SETTLEMENT AGREEMENT FOR SCOTLAND (SAS)

The opportunity to comment on the above consultation paper is welcomed. Our comments will focus on Section 5 of the paper. 

The consultation has been useful in drawing out the main themes to be addressed for the SAS and the trading arrangements set out therein. However, in general it gives the impression that each of the main decisions it addresses can be treated as largely independent of conclusions on the others. This may be largely true of only two of the issues (the extent of reconciliation under SAS run-off and the disputes period after run-off). All of the other issues are to a greater extent inter-related and certain combinations of response will provide a cost effective and cogent way forward. Other combinations will either prove to be unworkable or require significant resource to achieve. It is therefore important that the solution as a whole is cohesive, effective and consistent with the wider BETTA programme. 

Vehicle for SAS run-off (SAS or supplement to GB BSC)

The suggestion that the SAS or some parts of the SAS become a supplement to the GB BSC, is consistent in principle with the approach adopted under NETA. There are however fundamental distinguishing features in the current context. In the transition to NETA, the trading parties largely remained the same, the geographical extent of the arrangements remained the same, and there were areas of the P&SA which were identified as not necessary for the run-off period.  In addition governing law and jurisdiction remained constant throughout. In the transition to BETTA none of these statements can be carried forward. 

The trading parties and the geographical extent of the arrangements are plainly different and there are only a very few elements of the SAS that could conceivably be excised from any potential supplement to the GB BSC. The bulk of the SAS would therefore form any supplement, which would have to stand alone including items such as its definitions.

There would of necessity be changes required to the provisions carried forward into any GB BSC supplement including provisions regarding governing law and jurisdiction. In addition, modification to the existing SAS operating up to BETTA go live would still be required.

For the above reasons the simpler alternative whereby the SAS continues as a stand-alone agreement, appropriately modified to facilitate the run-off period, is the preferred option. Cross impacts upon the Administration of run-off, the form of any Licence changes, post run-off termination arrangements and cost recovery are minimal and easily handled. 

Administration of run-off

SESL has a small number of full-time staff (currently 15).  It fulfils the role of Scottish Settlements via a policy of outsourcing.  Once BETTA goes live the number of staff required to oversee these contracts and manage the Scottish Settlement function will reduce, with the workload also progressively reducing as the reconciliation runs are completed. There are some fairly obvious dangers in trying to maintain the integrity of such a small but skilled team and the resources it represents as it is managed out of existence. SESL believe it to be neither practical nor efficient to attempt to maintain the run-off function as a stand-alone business throughout. A decision to appoint the GB BSC Cc to carry out the run-off will minimise risks and costs.

The most cost-effective solution would appear to lie with the GB BSC Co undertaking the role of Scottish Settlements for the run-off period. Advantages of this general approach are considered to be:

Clarity

There will only be one settlement body from the inception of BETTA, albeit that for the period of the SAS run-off there will be still two settlement systems running.
Resources
With appropriate planning, and assuming that TUPE is applicable (so that at go-live SESL’s remaining resources and outsourced contracts transfer to the new settlement body) there should be no skills gap in servicing the Scottish Trading Arrangements. 

Disputes
Even if it were decided to attempt to maintain SESL as a stand-alone business managing Scottish market run-off, the position during the disputes period would quite clearly become unsustainable.

Billing & Cost Recovery
Some of the inevitable complexity involved in recovering costs through settlement charges during the run-off (and disputes) periods and transferring them efficiently to those operating the required processes is minimised by the BSC Co acting as combined settlement body.

The areas where costs would be incurred should not be extensive, particularly if the functionality of SESL is transferred by way of a business transfer. Provision would have to be made in the GB BSC to allow the GB BSC Co to carry out the role of Scottish Settlements for the run-off period. Similarly the Licence provisions that currently require the two Scottish Distribution Network Operators to provide settlement services in Scotland would clearly require changing. 

Extent of Reconciliation under SAS run-off

SESL has provided Ofgem with data that indicates, from a settlement perspective, that there is a strong argument (balancing reward against risk) for reducing post-Settlement Day reconciliation to R3.  Overall accuracy of settlement has improved markedly since Market opening. Analysis of Group Correction Factors and shifts in consumption between R3 and RF show very little movement. The proportionate cost savings and overall benefit to the market would suggest that run-off is reduced to 8 months (R3).

It should be noted that only a minor Modification to the SAS would be required in order to amend the reconciliation timetable, and no CAS changes would be necessary. 

Disputes under SAS run-off

As discussed above, savings can be made if reconciliation is limited to R3 and the window for raising and resolving disputes was limited.  SESL has proposed two months for raising disputes and two months for resolving them.  In the context of the England & Wales market, this may seem to provide a relatively short window, however it is important to note that the SAS deals only with volumetric information (leaving funds transfer to the bilateral agreements between the parties). Since the SAS ‘went live’ on 14th August 1998 there have only been four disputes raised. The cost of maintaining the expertise and systems to handle potentially non-existent disputes over one or two years or even longer would have to be considered in the event that a dispute window was not adopted. 

Cost Recovery

Cost recovery, whether it be for the capital costs of establishing the settlement systems which will be used throughout run-off and any disputes period, or for the operating costs involved in those systems, relies upon an accounting regime, a billing system and appropriate input data, all of which are underpinned contractually by the SAS. All three are currently based upon volumes, and all three will have to be amended (together with the SAS) if the underlying methodology changes.

In so far as cost recovery is concerned it will be important to ensure that the organisation charged with the operation of the SAS run-off is empowered and will have access to the appropriate data to allow the ingathering of the appropriate funding. It can be seen that difficulties would be alleviated if the GB BSC Co had responsibility for run-off, as it would also have access to ongoing data. 

Unless use can be made of the “BETTA modified” or “GB-wide” NETA billing systems (as might be the case if costs were recovered on a GB-wide basis), changes will have to be made to the SAS, and the Scottish Settlements accounting and billing arrangements (i.e. both computer systems and business processes). Whatever route is adopted care will have to be taken in the design of these arrangements in order to avoid potential pitfalls. One such difficulty would arise if cost recovery were to be based on a snapshot of historic Scottish market volumes where subsequent to go-live a market participant included in that snapshot withdrew or failed. Under such circumstance an ongoing funding hole would result. 

Whatever recovery arrangements are to be used will need to be specified in detail in the summer of 2003, as time will be required to modify systems. In addition time will be required to complete the formal modification process. Irrespective upon where the responsibility falls (i.e. which body administers SAS run-off), there will be a need to provide a mechanism to ensure funding for the development bearing in mind that tariffs and income for 2003/2004 have already been fixed (in Scotland).

We would emphasise that from a settlement perspective the principal drivers are that the cost recovery mechanism is robust, and that the solution is both cost-effective and efficient. We consider that given the revised timeframe for the implementation of BETTA recovering these costs as part of the GB BSC charges is likely to be the most robust, cost effective and efficient option.  

Options for SAS post run-off

SESL considers that the SAS should continue to exist as a stand-alone document for the period of run-off.  Whilst it is not necessary to explicitly provide for termination of the SAS, SESL do believe that the SAS could be modified to allow for the termination date being established up front, thus providing certainty with regard to the end of the Scottish Trading Arrangements. That date could be a set calendar date, or could be established by reference to a future date to be determined e.g. BETTA ‘go live’ or the end of SAS run-off. 

We would, as always, be happy to explain or expand upon any of these comments and views.
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