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Modification Proposal P66 ‘ECVNAs and MVRNAs to Receive the ECVAA Forward Contract Report’

Overview

Modification Proposal P66 was raised by TXU UK Ltd on 18 January 2002. The Modification Proposal seeks to implement a version of the Forward Contract Report (ECVAA-I022 / E0221) specifically for Notification Agents (ECVNAs and MVRNAs). Modification Porposal P66 addresses the same issues as Modification Proposal P17 ‘ECVNAs to receive 7-Day Report’,. However, Modification Proposal P17 was rejected by the Authority on the grounds of inappropriate cost allocation. Therefore Modification Proposal P66 also seeks to address the issue of cost recovery and associated allocation. 

The Panel, at their meeting of 14 February 2002, agreed to submit Modification Proposal P66 to the Assessment Procedure, with the Assessment Report to be submitted for consideration at the Panel meeting of 18 April 2002.

The Contract Notification Modification Group (CNMG) met on 19 February 2002 to review Modification Proposal P17 and the Authority Decision letter (on the BSC Website: www.elexon.co.uk/ta/modifications/modsprops/hP017/P17_Ofgem_Decision.pdf). The CNMG also agreed to issue a consultation (for BSC Parties and notification agents) and impact assessment (for BSC Parties, notification agents, BSC Central Service Agent and ELEXON).

The CNMG met again on 19 March 2002 to review and discuss the responses from the consultation and impact assessment. The CNMG noted that the BSC Party consultation responses (section 12 and ANNEX 2 of the P66 Assessment Report) indicate that:

· All responses support the principle of Modification Proposal P66 and believe that Modification Proposal P66 better facilitates achievement of the Applicable BSC Objectives; and

· The majority of responses support the principle of allocating costs (including those associated with Modification proposal P17) to the notification agents choosing to receive the report.

The CNMG also noted that the majority of responses from the notification agent consultation responses did not express interest in receiving the new report. Only one response indicated a requirement for the report, but the requirement was dependent upon the associated charge.

The impact assessments provided an indication to the CNMG of the costs associated with the development, implementation and operation of Modification Proposal P66, and therefore the CNMG agreed that these costs should be the subject of this final consultation to BSC Parties and notification agents.

At the meeting of 19 March 2002, the CNMG also provided an indication of their recommendations to the Panel in relation to Modification Proposal P66 and these indicative recommendations are presented in the draft Assessment Report for Modification Proposal P66 (MAR066, V0.1), which is attached for supporting information and context.

Notification Agent Forward Contract Report

Modification Proposal P66 seeks to implement a ‘Forward Contract Report’ specific to Notification Agents (ECVNAs and MVRNAs). The key features of this report (detailed in Section 4 of the Assessment Report) are as follows:

· It will contain confirmation of only those notifications sent by the recipient notification agent. The report will be provided in a similar (but not the same) format to the BSC Party variant of the Forward Contract Report;

· It will be provided to ECVNAs and MVRNAs on request, and will be produced to the same service levels as the existing Forward Contract Report; and

· It will be ‘kept in step’ with any developments to the existing BSC Party Forward Contract Report (unless the development is not pertinent to the notification agent version).

It should be noted that the existing Forward Contract Report for BSC Parties is unaffected by the implementation of Modification Proposal P66.

Cost Allocation and Recovery

The CNMG believe that, given the Authority decision letter on Modification Proposal P17, all development and implementation costs (including those from Modification Proposal P17) and operational costs associated with Modification Proposal P66 should, in principle, be recovered from users of the new notification agent Forward Contract Report, on the grounds that the costs incurred for Modification Proposal P17 would have been incurred in delivering the functionality associated with Modification Proposal P66 if development of P17 had not been undertaken previously (see the attached P66 Assessment Report).

The CNMG agreed that, where a notification agent wishes to receive the notification agent Forward Contract Report, the associated charge should be levied annually, in advance. This would minimise the administrative overhead (this aspect of the charging is covered in more detail in section 4.2 of the attached Assessment Report). The CNMG believe this to be a simple cost recovery process commensurate with the requirements of Modification Proposal P66.

It should be noted that these costs do not include any ELEXON administrative overhead in managing the cost recovery and provision of reports, as it is envisaged that these overheads will be marginal, and will therefore be absorbed (see section 9 of the attached P66 Assessment Report).

The CNMG then looked at the estimated costs to be recovered via the levying of the charge to determine the most appropriate charge level. The costs are as follows:

Development and Implementation (‘One off’)
Estimated Cost

Development and Implementation of Modification Proposal P17
£200,000

BSC Central Service Agent development and implementation of Modification P66
£27,000

ELEXON Development and Implementation Costs
£45,000

Total Development and Implementation Costs
£272,000

Annual Charges
Estimated Cost

Operational and Maintenance costs
£12,000

The CNMG then looked at the differing charge levels if the development and implementation costs were to be recovered over one year, three years and five years, based on the assumption of cost recovery from five notification agents. The costs broke down as follows:

P17 and P66 Costs
One Year
Three Years
Five Years

Per Notification Agent Charge (£ p.a.)
£56,800
£20,533
£13,280

Although the CNMG supported the principle of allocating the costs associated with Modification Proposal P17 to Modification Proposal P66, the CNMG recognised that this principle may not be supported by the Panel and / or the Authority. The CNMG also recognised that there may be a balance between recovering costs and setting a charge level that deters notification agents from requesting the new report.

Therefore, on this basis, the CNMG agreed that the charge level for the recovery of costs associated with Modification Proposal P66 alone, should be calculated. Therefore total ‘one off’ costs are £72,000, with annual operational costs of £12,000.

The corresponding charge levels are as follows (again assuming five notification agents):

P66 Costs Only
One Year
Three Years
Five Years

Per Notification Agent Charge (£ p.a.)
£16,800
£7,200
£5,280

With both of these approaches, once the recovery of the development and implementation costs has been achieved, then the operational costs (of £12,000 per annum) will be recovered, and split across all ‘subscribing’ notification agents.

The CNMG agreed that a final consultation, including these costs, should be undertaken with BSC Parties and notification agents.

Notification Agent Consultation Questions

Based on the indicative costs and the discussions of the CNMG regarding the cost allocation, provided in more detail in the attached P66 Assessment Report, please provide responses to these consultation questions on the attached proforma. Please respond to these questions in your role as a Notification Agent.

Please provide responses to modifications@elexon.co.uk by 12:00 on Monday 15 April 2002.

Question
Response

Q1. If a notification agent variant of the Forward Contract Report were introduced, and a charge for receipt was levied, would you want to receive the report?
YES / NO

Rationale:

Q2. At what charge would the cost of the report begin to outweigh its benefit (in £ per annum)?
£    p.a.

Rationale:

Q3. Are you expecting to pass-through the costs of this service to the BSC Parties for whom you are a notification agent, or would you expect to absorb the costs from existing funds?
Rationale:

Any further comments:



BSC Party Consultation Questions

Please provide responses to these consultation question on the attached proforma. Please respond to these questions in your role as a BSC Party.

Please provide responses to modifications@elexon.co.uk by 12:00 on Monday 15 April 2002.

Question
Response

Q1. Please indicate whether the information provided regarding the indicative costs and the discussions of the CNMG regarding the cost allocation, provided in more detail in the attached P66 Assessment Report, affect your previous responses to the consultation on Modification Proposal P66.
YES / NO

Rationale:

Q2. What do you believe a fair / justifiable (annual) price for receipt of the Forward Contract Report to be, taking into consideration the number of notification agents likely to take up the report?
£   p.a.

Rationale:

Q3. How many years do you think the development and implementation costs should be spread over?
    Years

Rationale:



Any further comments:



