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Dear Patrick,

The Impact of BETTA on the SAS

Thank you for the opportunity to comment on this consultation into the impact of BETTA on the SAS.

It is clear that the role and functions of the SAS and SESL could effectively be taken over by the GB BSC under BETTA and its future administrator. In these circumstances one option would be for the SAS to be subsumed into the BSC. However we believe that it would be simpler to retain the SAS as a stand-alone document beyond BETTA Go-Live.

The enduring arrangement would involve the GB BSCCo under the GBSO licence taking over all settlement of the GB market and consequently charging for that function to the GB market. The most efficient solution would be one that ensures a rapid transition of the operation of the Scottish market settlement arrangements to that enduring solution. In particular, rather than having two settlement bodies carrying out settlement beyond BETTA Go-Live for the reconciliation period, GB BSCCo should take over responsibility from SESL on BETTA Go-Live, including the reconciliation of the Scottish market for the period immediately prior to BETTA Go-Live. In doing so, GB BSCCo would take over all rights obligations and liabilities of operating the Scottish market for this run-off period, including SESL staff and SESL liabilities. 

This would most readily be achieved by the GB BSCCO taking over these responsibilities on an agreed fixed date, preferably (but not necessarily) the BETTA Go-Live date. Under this framework, rather than changing settlement systems, all outstanding costs and liabilities would be charged out through the enduring GB charging arrangements. In our view, there is little justification, either in principle or on economic grounds, for running two concurrent settlement systems following BETTA Go-Live, particularly if BETTA Go-Live approaches 1st April 2005, when both the Pool NETA Costs and outstanding SESL ’98 costs are due to finish.

Our comments below on the detailed issues raised by the consultation are made on this basis.  However, it should be noted that each of the detailed issues raised by Ofgem cannot be assessed in isolation, given the important inter-dependencies across these issues. It will therefore be vital to ensure that Ofgem consider the overall cumulative effect of decisions in each of these areas. 

Vehicle for SAS Run-off

We would support continuing with the SAS as a stand-alone document, rather than as a supplement to the GB BSC. Whilst the SAS effectively carries out the same function in Scotland that the BSC does in E&W, the creation of a SAS supplement to the GB BSC, would form the majority of the SAS. We believe that as a stand-alone document, the administration of the run-off period would be more easily handled. 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.  

In respect of the SAS Panels, whilst the Modification Panel and Finance and Audit Panel will largely be redundant, there will still be a requirement for the Performance and Assurance Panel (PAAP) and the Disputes Panel. Of particular relevance is the PAAP with regard to the reduction of the reconciliation period to R3. Agent performance for this final R3 run will be critical in ensuring the integrity of the final settlement of the Scottish market.     

Administration of Run-off

Of the options suggested in the consultation, in our view the most straightforward and cost effective would be to transfer SESL’s role, including all assets, staff and liabilities, over to GB BSCCo. This would ensure that staff with the relevant experience and knowledge were at hand for the run-off period of the SAS. In addition, the costs of carrying out this restructuring for BETTA should flow through as part of the BETTA costs to be charged out across the GB market. As noted above, we would suggest that this transfer should take place at a fixed date, BETTA Go-Live if possible, but certainly within a few months of the BETTA Go-Live date. 

There is little justification (in terms of cost, systems experience or knowledge), for bringing in a third party to take over SESL’s role, and to continue with SESL in the role would indeed duplicate effort, systems and manpower. However, we are not sure whether the appointment of Elexon as the GB-wide settlement party would require a competitive tendering exercise.

Extent of Reconciliation under the SAS run-off

We would agree that it is unlikely that the Central Allocation System (CAS) would continue once SAS run-off has finished. The situation is therefore different to that which existed in the transition from the Pool to NETA. As a consequence, there should be no reason to continue with reconciliation runs other than to achieve accurate settlement of the Scottish market in the period up to BETTA Go-Live. The decision then is to weigh up the savings against the possible loss of accuracy that would come about by curtailing settlement to R3. Whilst it would be ideal to only settle on the Final run, SESL’s views as to the accuracy of EACs and the level that is settled on default EACs are noted, and our view, taken along with the saving that will be made to the GB market of some £1m, is that we should reduce the reconciliation period to finish at R3. We understand that the changes to the CAS and SAS to accommodate this would be inconsequential. As noted above, if the reconciliation period is shortened to R3, the PAAP will be required to ensure a high level of agent performance during the run-off period.

Disputes under SAS run-off 

We agree that it would be appropriate to introduce a time limit on the period for raising and resolving disputes. We would agree with the limits suggested in the consultation of 2 months to raise the dispute and 2 months for it to be resolved. Given the very low level of disputes there have been since the beginning of the SAS, and the fact that the SAS only deals with volumetric settlement, there seems no justification to continue with an open ended dispute resolution process and its associated cost. Whilst the low level of disputes in the past is no guarantee of equivalent levels in the future, as long as there are appropriately experienced and knowledgeable staff, we would anticipate continuing low level of disputes. 

As noted above, we believe that the SAS run-off and its costs should occur on a GB basis. This would mean that the costs of handling disputes and the resultant costs of the disputes process should therefore be charged out on a GB-wide basis. Should this not be the case, we could not be held responsible for the costs of an excessive number of spurious or vexatious disputes in this final period. 

The Disputes Panel will be required to continue in place to cater for disputes through to the end of the run-off period. One final point of clarification, it should be noted that the CAS would need to maintained for this disputes period, in order to allow additional runs to take place if directed by the Disputes Panel. 

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

Cost Recovery - Ongoing Operating Costs

As noted above, there is no justification for changing settlement and billing systems for charging out the outstanding capital costs to the Scottish market. In our view there is similarly no economic justification for changing systems to charge out the much smaller sum for operating costs, particularly, if these are reduced due to a shorter reconciliation period. Any use of a snapshot will result in effectively double counting charges for the reconciliation process to Scottish participants, and will be discriminatory across Scottish market participants given changes in market shares.  

Options for SAS Post Run-off

At the end of the run-off period, the functions of the SAS and SESL will have been effectively taken over by the GB BSC and GB BSCCo. There is therefore no reason to positively terminate the SAS, it could be left to wither and die. With parties licence obligations in respect of the SAS falling at the end of run-off, parties could then take their own decision to resign from the SAS or not. 

Licence Implications

The licences of parties obliged to comply with the SAS, should not need amendment, until the end of the run-off, and then their obligations to comply with the SAS should be removed. The licences of SPDL and SHEPDL however need different treatment in a number of ways. It needs to be made clear that there would be no continuing obligation beyond BETTA Go-Live to have in place separate Scottish trading arrangements, including the obligations to provide Top-up and Spill. In transferring the obligations to operate the Scottish arrangements to the GB BSCCo, there will need to be a backing-off agreement with BSCCo to ensure fulfilment of SPDL and SHEPDL licence obligations. This is particularly important if it is judged that the transfer to GB BSCCo takes place at a fixed date that turns out to be earlier than BETTA Go-Live due to delays in BETTA. A further consideration for Supply licences is that the requirement to fulfil a generation security standard should fall away on BETTA Go-Live. When the run-off period is finally complete, then obligations on all parties with respect to the SAS should be removed from their licences. 

Profiles

Whilst the arrangements for SVA in Scotland were based on those in E&W, one significant difference was 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. 

Governance

As noted above, in respect of the SAS Panels, whilst the Modification Panel and Finance and Audit Panel will largely be redundant, there will still be a requirement for the Performance and Assurance Panel (PAAP) and the Disputes Panel. Of particular relevance is the PAAP with regard to the reduction of the reconciliation period to R3. Agent performance for this final R3 run will be critical in ensuring the integrity of the final settlement of the Scottish market.
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 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 

Yours sincerely

Rob McDonald

Group Regulation Manager
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