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1 SUMMARY AND RECOMMENDATIONS

1.1 Recommendation

On the basis of the analysis, consultation and assessment undertaken in respect of this Modification
Proposal during the Assessment Procedure, and the resultant findings of this report, the Panel
recommends that:

The Proposed Modification, as set out in Section 4 of this Modification Report is
approved, with an Implementation Date of 12 August 2002 and applies to all
payments processed from that date, including payments relating to Settlement

Days prior to the Implementation Date.

1.2 Background

The BSC Panel raised Modification Proposal P39, on the recommendation of the BSCCo, on 20
September 2001.  This was raised in accordance with Section F2.1.1 (d) of the Code, on the basis that
the proposal would better facilitate achievement of the objective in Condition C3 (3) (d) of the
Transmission Licence, i.e. promoting efficiency in the implementation and administration of the
balancing and settlement arrangements.  The proposal seeks to revise the payment procedure (section
N8 of the Code) and the payment default procedure (section N9 of the Code) to remove inconsistencies
between the Code and the banking procedures.   Section 5.3 of this report describes the Modification
Proposal in detail.

The Panel agreed that Modification Proposal P39 should be submitted to the Definition Procedure
(pursuant to Section F2.5 of the Code). A Definition Report was prepared by a Modification Group
formed from members of the Imbalance Settlement Group (ISG), and presented to the Panel at the
meeting on 18 October 2001.  The Panel endorsed the Modification Group’s recommendation to
progress the proposal to the Assessment Procedure (pursuant to Section F2.6 of the Code), and that
the Assessment Report should be presented to the Panel meeting on 17 January 2002.

As part of the Assessment Procedure, legal text was drafted and issued for consultation.  Following the
consultation, further detailed legal and financial issues came to light.  The Modification Group therefore
agreed that further assessment of these additional issues was required.  The Panel meeting on the 17
January 2002 agreed that the Assessment Procedure should be extended by one month to allow these
additional issues to be investigated.

The Assessment Report was submitted to the Panel meeting on 14 February 2002. The Panel endorsed
the recommendations of the Modification Group and agreed that a draft Modification Report be
prepared and consulted on with a recommendation that the Proposed Modification be approved with a
‘calendar day’ Implementation Date of 12 August 2002.  This has the effect of applying the changes to
all payments processed from that date, including payments relating to Settlement Days prior to the
proposed Implementation Date 1.

1.3 Rationale for Recommendations

The payment timescales currently defined in the Code do not reflect current banking practice.
Therefore it is not practical for Parties to have to adhere to these timescales.  By modifying the
timescales in the Code, the FAA will be able to administer the payment process more efficiently and
Parties will not be required to meet timescales that are outside their control.

                                                
1 The FAA operates after the Settlement Run process so that the payment processes are inherently on a calendar day basis rather
than a Settlement Day basis.
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In addition, Modification Proposal P39 will allow the FAA to call on Credit Cover earlier if a Party is
already a Defaulting Party.  (It should be noted that this means a Defaulting Party in accordance with
section H of the Code, rather than section N).  Again, this will allow the FAA to manage the payment
default process more efficiently and should minimise the use of the borrowing facility.

For these reasons the Panel felt that Modification Proposal P39 would better facilitate achievement of
the Applicable BSC Objective in Condition C3 (3) (d) of the Transmission Licence, i.e. promoting
efficiency in the implementation and administration of the balancing and settlement arrangements.

2 INTRODUCTION

This Report has been prepared by ELEXON Ltd., on behalf of the Balancing and Settlement Code Panel
(‘the Panel’), in accordance with the terms of the Balancing and Settlement Code (‘BSC’). The BSC is
the legal document containing the rules of the balancing mechanism and imbalance settlement process
and related governance provisions. ELEXON is the company that performs the role and functions of the
BSCCo, as defined in the BSC.

This Modification Report is addressed and furnished to the Gas and Electricity Markets Authority (‘the
Authority’) and none of the facts, opinions or statements contained herein may be relied upon by any
other person.

An electronic copy of this document can be found on the BSC website, at www.elexon.co.uk

3 HISTORY OF PROPOSED MODIFICATION

Modification Proposal P39 was raised by the Panel on 20 September 2001 on the recommendation of
the BSCCo.  It was submitted to the Definition Procedure and a Definition Report was presented to the
Panel at the meeting on 18 October 2001.  The Panel submitted the Modification Proposal to the
Assessment Procedure.  The Definition Procedure and the Assessment Procedure were carried out by a
Modification Group formed from members of the Imbalance Settlement Group (ISG) augmented by
Treasury experience.

As part of the Assessment Procedure, legal text was drafted and issued for consultation.  Following the
consultation, further detailed legal and financial issues came to light.  The Modification Group
concluded that further assessment of these additional issues was required.  The Panel meeting on the
17 January 2002 agreed that the Assessment Procedure should be extended by one month to allow
these additional issues to be investigated.

The Assessment Report was submitted to the Panel meeting on 14 February 2002.  The Panel endorsed
the recommendations of the Modification Group and agreed that a draft Modification Report be
prepared and consulted on with a recommendation that the Proposed Modification be approved with a
“calendar day” Implementation Date of 12 August 2002.

The draft Modification Report was issued for consultation on 25 February 2002.  The BSC Panel met to
consider the consultation responses on 14 March 2002, and confirmed the recommendation to the
Authority that Modification P39 should be approved.

4 DESCRIPTION OF PROPOSED MODIFICATION

A full description of Modification Proposal P39 can be found in section 4.2 of the P39 Assessment
Report.  In summary, there are a number of steps for the FAA to carry out on each Payment Date.
Timings of these actions are defined in section N8 of the Code.  The Code currently specifies a series of
times across the day at which actions will be undertaken.  In practice Parties are unable to guarantee
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the specific time of day that such transfers are carried out.  Furthermore the deadline for payment to a
Collection Bank is earlier than the deadline for payment to the BSC Bank, reflecting the time for the
relevant Collection Bank to transfer the funds to the BSC Bank.  Whilst a later time could be specified
for the BSC Bank, introducing two separate deadlines would not aid clarity and therefore, the same
deadline should be specified for all transfers.  The Modification Proposal also allows Credit Cover to be
called immediately if a Party is already in default (in accordance with Section H of the Code).

5 RATIONALE FOR PANEL RECOMMENDATIONS

The payment timescales currently defined in the Code do not reflect current banking practice.
Therefore it is not practical for Parties to have to adhere to these timescales.  By modifying the
timescales in the Code, the FAA will be able to administer the payment process more efficiently and
Parties will not be required to meet timescales that are outside their control.

In addition, Modification Proposal P39 will permit the FAA to call on Credit Cover earlier if a Party is
already in default, so allowing the FAA to manage the payment default process more efficiently.  This
should minimise the use of the borrowing facility.

The Panel agreed with the Modification Group’s view that these improvements would better facilitate
achievement of the Applicable BSC Objectives defined in Condition C3 of the Transmission Licence,
particularly Condition C3(3)(d), in that it met the objective of “Promoting efficiency in the
implementation and administration of the Balancing and Settlement arrangements”.

6 LEGAL TEXT TO GIVE EFFECT TO THE PROPOSED MODIFICATION

Changes will be required to Section N, Clearing Invoicing and Payment, of the Code to give effect to
Modification Proposal P39.  The proposed legal text can be found in Annex 2 of this document2.

• Annex A2.1 contains a conformed version of the text; and

• Annex A2.2 contains a clean version of the text.

7 ASSESSMENT

Modification Proposal P39 was raised by the BSC Panel on the recommendation of the BSCCo, in
accordance with section F2.1.1 (d) and assessed by a Modification Group formed from members of the
Imbalance Settlement Group (ISG).  The Modification Group held three meetings on 2 October 2001, 30
October 2001 and 22 January 2002.

The payment timescales currently defined in the Code do not reflect current banking practice.
Therefore it is not practical for Parties to have to adhere to these timescales.  The proposal is to modify
the timescales relating to payment of Trading Charges to account for the time delay in processing
funds.  The change will align operating practices with the processes set out in the Code.

The original view of the Modification Group was that the introduction of payment default thresholds
would allow the FAA to handle late payments more efficiently, without the need to draw on Credit
Cover and issue default notices for insignificant default amounts.  However in light of the legal advice,
the Modification Group agreed that all payment defaults should be progressed in the same way,
regardless of the size of the default.  The Modification Group believed that this might increase

                                                
2 Please note that this text has been modified since the Assessment Procedure consultation.  The changes are described in Annex
3 of this document.
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admintration costs in the short term.  However in the long term it should promote timely payment and
therefore increase the efficiency in the adminstration of the payment default process.

The Modification Proposal also allows Credit Cover to be called immediately if a Party is already in
default (in accordance with Section H of the Code).  The Modification Group believed that this would
allow the FAA to process Payment Defaults more efficiently, as they would no longer be required to
wait two days before calling on a Defaulting Party’s Credit Cover.  This should also minimise the use of
the borrowing facility.

The original view of the Modification Group was that adding an explicit statement to the Code relating
to foreign transfer charges would increase efficiency as it would be clear to all Parties that they are
liable for any additional charges.  However, in light of legal advice, the Modification Group agreed that
an explicit statement should not be added to the Code as this might undermine the general
requirement that payment in full is required.  This, in turn, could lead to more explicit statements being
required relating to other specific charges.

The Modification Group agreed that, in the light of the above, Modification Proposal P39 would better
facilitate achievement of the Applicable BSC Objective in Condition C3 (3) (d) of the Transmission
Licence, i.e. promoting efficiency in the implementation and administration of the balancing and
settlement arrangements.

8 SUMMARY OF REPRESENTATIONS

Eleven responses were received (30 Parties and one Party Agent).  Nine of these responses (29 Parties)
supported the recommendation of the draft Modification Report to approve the Proposed Modification.
One response (1 Party Agent) stated that there was no impact and the final respondent (1 Party) stated
that they had no comment.  No responses objected to the recommendation in the draft Modification
Report.

No new issues were raised by the responses.
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ANNEX 1 – REPRESENTATIONS

Responses from P39 Draft Modification Report Consultation
Consultation issued 25 February 2002

Representations were received from the following parties:

No Company File Number No. Parties Represented

1. Invensys P39_MR_001 N/A

2. Innogy Group P39_MR_002 9

3. Powergen UK plc P39_MR_003 3

4. TXU P39_MR_004 1

5. SEEBOARD P39_MR_005 2

6. GPU Power UK P39_MR_006 1

7. ScottishPower UK plc P39_MR_007 5

8. EdF Trading P39_MR_008 1

9. Scottish & Southern Energy plc P39_MR_009 4

10. British Energy P39_MR_010 3

11. British Gas Trading P39_MR_011 1
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P39_MR_001 – Invensys

Subject: P39 Report Comments

NO IMPACT

P39_MR_002 – Innogy Group

This is the response on behalf of Innogy, Innogy Cogen Ltd, NP Cogen Trading Ltd, Npower Ltd,
Npower Direct Ltd, Npower Yorkshire Ltd, Npower Yorkshire Supply Ltd, Npower Northern Ltd, and
Npower Northern Supply Ltd.

The Innogy Group agree with the P39 Modification Report as drafted, and have no further comments to
make.

Ben Willis
Senior Commercial Analyst
Npower Ltd.
Tel: 0113 289 5937
Mob: 07720 506882

P39_MR_003 – Powergen UK plc

Powergen UK plc welcomes the opportunity to comment on the modification proposal and provides this
response on behalf of itself and the following BSC Parties: Powergen Retail Limited, Diamond Power
Generation Limited, and Cottam Development Centre Limited.

Modification to the timescales relating to transfer of funds. Powergen acknowledges that, due
to the timings of transfers between banks, the FAA is presently unable to confirm full receipt of all
amounts due by 13:00. Powergen therefore supports the proposed amendment to the Code.

Immediate calling of Letters of Credit if a Party is in payment default. Powergen again
supports the proposed modification to the BSC.

Should you want any further information, or wish to discuss any of the issues raised further, please do
not hesitate to contact me.

Yours sincerely,
Geoff Allen
Head of Balancing Mechanism Settlement
Powergen UK plc.
Tel: 024 7642 4708
Fax: 024 7642 4311
E:mail: geoff.allen@pgen.com

P39_MR_004 – TXU

We support the conclusions and recommendations as drafted.
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P39_MR_005 – SEEBOARD

With regard to this proposal we agree with recommendations within section 1.1 of draft modification
report dated 25th February.

Dave Morton
SEEBOARD Energy Limited
SEEBOARD Power Networks plc
0190 328 3465

P39_MR_006 – GPU Power UK

Please find that GPU Power UK response to P39 - Improvements to the Payment Default Process - is
'No Comment'.

Rachael Gardener
Deregulation Control Group &
Distribution Support Office
GPU POWER.NETWORKS (UK) plc
* 08457 353637 Ext: 09 - 3802
Fax: 01384 405177
Email: rachael.gardener@gpupower.co.uk & dcg@gpupower.co.uk

P39_MR_007 – ScottishPower UK Plc

A.1.1 

With reference to the above, I would refer you to our previous comments on the proposal.

In this consultation response, we wish to reiterate the view, which we have previously provided in
support of Mod P39: Improvements to the Payment Default Process.

The legal drafting appears to be satisfactory.

 I trust that you will find these comments helpful. Nonetheless, should you require further clarification
of any of the above, please do not hesitate to contact me.

Yours Sincerely,
Man Kwong Liu
Calanais Ltd.
For and on behalf of: - Scottish Power UK Plc.; ScottishPower Energy Trading Ltd.; Scottish Power
Generation Ltd.; Scottish Power Energy Retail Ltd.; SP Transmission Ltd.

P39_MR_008 – EdF Trading
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Can you please note that EDF Trading Ltd and EdF (Generation) agree with the findings as expressed in
the following consultative Modification Proposal report:

P39.

The report gives appropriate and understandable justifications for the recommendations to which EDFT
and EdF concur.

With kind regards
Steve Drummond
EdF Energy Merchants Ltd
07884 310870

P39_MR_009 – Scottish & Southern Energy plc

This response is sent on behalf of Scottish and Southern Energy, Southern Electric, Keadby Generation
Ltd. and SSE Energy Supply Ltd.

In relation to the Modification Report for Proposed Modification P39 contained in your note of 25th
February 2002; we agree with the suggested BSC Panel recommendation to the Authority that this
Modification proposal P39 be approved, and implemented on 12th August 2002.

Regards
Garth Graham
Scottish & Southern Energy plc

P39_MR_010 – British Energy

P39 - Improvements to the Payment Default Process - Consultation on Draft Modification Report

The draft Modification Report describes pragmatic changes to the BSC to reflect achievable payment
and default processes.  We believe the changes described will assist in achieving the BSC Objective of
promoting efficiency in the implementation and administration of the balancing and settlement
arrangements.

Martin Mate
for
British Energy Power & Energy Trading Ltd
British Energy Generation Ltd
Eggborough Power Ltd

P39_MR_011 – British Gas Trading
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Thank you for the opportunity of responding to this modification proposal.  This response is on behalf
of British Gas Trading Ltd (BGT).

BGT support this modification as better facilitating applicable BSC objective d: ‘promoting efficiency in
the implementation and administration of the balancing settlement arrangements’ by improving the
efficiency with which the FAA will be able to administer the payment process under the Code.

Yours faithfully
Danielle Lane
Transportation Analyst

ANNEX 2 – LEGAL TEXT TO GIVE EFFECT TO MODIFICATION PROPOSAL P39

The proposed amendments to Section N of the Code are shown below.  Section A2.1 is the conformed
version, which is change marked against the current version (BSC/V1.1) of Section N, while A2.2 is the
clean version.

The clause numbering in the following sections of this Modification Report is based on the current
baseline (as at the date of this Report) and correctly reflects the intent of the Proposed Modification.
However, it should be noted that the clause and paragraph numbering (only) may be altered on
implementation if the baseline has changed by that time, but any numbering amendments required for
implementation will be documented at the time of implementation.

A2.1 – Conformed Version

SECTION N: CLEARING, INVOICING & PAYMENT

4. BANKING ARRANGEMENTS

4.6 Reserve Account

4.6.3 The FAA on behalf of the BSC Clearer shall pay or repay the following amounts at the times
indicated from the Reserve Account to each Payment Party:

(a) (subject to paragraph 4.6.6) quarterly the amount of interest referred to in
paragraph 4.6.4;

(b) an amount requested in accordance with Section M2.3; and

(c) (b) if that Payment Party is a Discontinuing Party (as defined in Section A), on
the Discontinuance Date the cash paid by or on behalf of that Discontinuing
Party credited to the Reserve Account and not subsequently withdrawn or repaid
in accordance with this Section N.

8. PAYMENT PROCEDURE

8.1 Instructions for payment

8.1.1 Each BSC Debtor shall, in respect of each Payment Date on which it is under an obligation to
make a payment under this Section N, make such arrangements as will ensure that the
payment is credited to the relevant Collection Account by 12.00as soon as practicable and in
any event no later than 15.30 hours on that Payment Date.

8.2 FAA’s responsibilities
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8.2.1 As soon as practicable and in any event not later than 13.0016.00 hours on each Payment
Date the FAA shall find out whether all amounts required to be credited to each Collection
Account on such Payment Date have been so credited.

8.2.2 As soon as practicable and in any event not later than 13.3016.00 hours on each Payment
Date the FAA shall take such action as is required to ensure that all amounts credited to
each Collection Account on such Payment Date in accordance with paragraph 8.1 have been
remitted to the Clearing Account.

8.2.3 As soon as practicable and in any event not later than 14.3016.00 hours on each Payment
Date the FAA shall reconcile the actual amounts credited to each Collection Account and
remitted to the Clearing Account on or before 13.3016.00 hours on that Payment Date and
the aggregate of such amounts.

8.3 Non-payment

8.3.1 If any BSC Debtor becomes aware that a payment for which it is responsible will not be
credited to the relevant Collection Account by 1215:0030 hours on the relevant Payment
Date, it will immediately notify the FAA of the non-payment and the reasons therefor.

8.4 Excess payments

8.4.1 If by 12.3015.30 hours on any Payment Date the FAA is advised by a Collection Bank that it
has received from a BSC Debtor a payment in excess of the amount notified to that BSC
Debtor pursuant to paragraph 7.1 in respect of that Payment Date, or if the BSC Banker
notifies the FAA by 13.3015.30 hours that amounts greater than the amounts notified to the
BSC Banker pursuant to paragraph 7.1.3(b) have been credited to the Clearing Account, the
FAA shall use its reasonable endeavours to ascertain the nature of the excess payment, to
calculate the entitlement to such payment and to instruct the BSC Banker by 14.3016.00
hours that day to credit the relevant BSC Debtor's Settlement Account or (if so requested by
the BSC Debtor) the Reserve Account or such other account authorised by BSCCo.

8.5 Payment to BSC Creditors

8.5.1 The FAA shall, prior to 1430At about 15.00 hours on each Payment Date the FAA shall:
(a)             estimate the aggregate amounts which will be credited to Collection Accounts in

accordance with paragraph 8.1;
(b)             subject to paragraph 8.5.4, on the basis of such estimate, calculate the amounts

available for payment by the BSC Clearer to BSC Creditors, taking account of
paragraph 2.7,2.7 and anticipating the steps (where relevant) in paragraph 9.2,
on that Payment Date.  ;

(c)             for the purposes of paragraph 8.5.4, determine, by reference only to the
amounts which have by that time on the Payment Date already been credited to
Collection Accounts:
(i)              the amount (if any) which would be required to be drawn on the

Credit Facility in order to enable full payment to be made of the
amounts due to BSC Creditors;

(i) whether, and if so the amount ("possible shortfall amount") by
which, the amount in paragraph (i) exceeds the amount then
remaining available for drawing on the Credit Facility;

after allowing for any amounts which the FAA is satisfied will be paid into the
Clearing Account on the Payment Date pursuant to paragraphs 9.2.2(b) and (c).

8.5.2 AsSubject to paragraph 8.5.4, as soon as practicable and not later than 1430 hours16.00 on
that daythe Payment Date  the FAA shall arrange for the remittance from the Clearing
Account to the relevant Settlement Accounts maintained by the BSC Creditors of the
aggregate of amounts determined by the FAA to be available for payment to BSC Creditors
and, if required, arrange for the transfer of amounts from the Reserve Account or the
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(subject to paragraph 8.5.3) the Borrowing Account to the Clearing Account to the Clearing
Account or vice versa.

8.5.3          Subject to paragraph 8.5.4, any differences between the amount of the FAA's estimate
under paragraph 8.5.1(a) and the aggregate amount actually credited to Collection Accounts
in accordance with paragraph 8.1 on the Payment Date shall be addressed by way of
adjustment (later on the Payment Date) to the amount of any drawing on the Credit Facility,
and the FAA shall arrange for such adjustment to be made in respect of the transfer of any
amount from the Borrowing Account to the Clearing Account or vice versa.

8.5.4          If the FAA determines that there is a possible shortfall amount, the FAA shall calculate the
amounts under paragraph 8.5.1(b) assuming the reduction of payments (by the BSC Clearer
to BSC Creditors) under paragraph 9.2.2(d) by an aggregate amount equal to the possible
shortfall amount, and arrange remittances under paragraph 8.5.2 accordingly.

9. PAYMENT DEFAULT

9.1 General

9.1.1 For the purposes of this paragraph 9:

(a) an "Amount in Default " is all or any part of any amount due and payable from
a BSC Debtor to the BSC Clearer which is not remitted to the relevant Collection
Account by 13.3015.30 hours on the relevant Payment Date and, at any time
thereafter, together with interest payable by that Non-paying BSC Debtor
pursuant to paragraph 9.4 and less any amounts paid or recovered (as defined in
paragraph 9.3.1) in respect thereof at that time;

(b) …

9.2 Affected Date

9.2.2 Where this paragraph 9.2.2 applies, subject to paragraphs 8.5.4 and 9.2.5, the FAA shall, on
behalf of the BSC Clearer, act in accordance with the following provisions (or whichever of
them shall apply) in the order in which they appear, until the FAA is satisfied that the
Clearing Account will clear to zero not later than the close of business on the Affected Date:

(a) – (d) …

(e) notify BSCCo and (in the case of action under paragraph (b) or (c)) the Non-
paying BSC Debtor and BSCCo by close of business on the Affected Dateas soon
as reasonably practicable of the action taken.

9.2.3 For the purposes of this paragraph 9, the amount of the reduction pursuant to paragraph
9.2.2(d) plus interest at the Default Rate from time to time in respect of each Shortfall
Creditor is a "Shortfall Amount".

9.2.4          It is acknowledged for the avoidance of doubt that the FAA may (for the purposes of
paragraph 9.2.1) have reason to believe, before a given Payment Date, that there will on
that Payment Date be an Amount in Default in respect of a BSC Debtor; and in such case
the FAA may (if it is feasible to do so) take steps before such date to implement paragraph
9.2.2(b) or (c) on that date.

9.2.5          Where there is an Amount in Default on a Payment Date in respect of a BSC Debtor which is
a Defaulting Party, the order in which the FAA shall act in accordance with the provisions (or
whichever of them shall apply) of the sub-paragraphs of paragraph 9.2.2 shall be as follows:
(b), (c), (a), (d) (and references therein to the application of prior paragraphs shall be
construed accordingly).
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9.3 Amount in Default

9.3.1 For the purposes of this Section N, an Amount in Default shall be "paid or recovered" on
any Business Day, only if, and to the extent that:

(a) an amount has been paid to the BSC Clearer by 133015.30 hours on that
Business Day and applied by the FAA on behalf of the BSC Clearer to that
Amount in Default; or

(b) …

9.5 D+1

9.5.1 ParagraphsSubject to paragraph 9.6.2A, paragraphs 9.5.2 to 9.5.4 (inclusive) shall apply if:

(a) …

9.5.3 On the next Business Day following receipt of such proceeds under a Letter of Credit in
accordance with paragraph 9.5.2 (b), the FAA shall pay on behalf of the BSC Clearer such
amounts as have been credited to the Reserve Account to the Shortfall Creditors in full or
(as the case may be) in proportion to their respective Shortfall Amounts, except where
paragraph 9.6.8 applies.

9.5.4 Where this paragraphparagraphs 9.5.2 to 9.5.4 appliesapply, the FAA shall promptly notify
Shortfall Creditors and BSCCo and (where it takes action under paragraph 9.5.2) the Non-
paying BSC Debtor.

9.6 D+2

9.6.1 ParagraphSubject to paragraph 9.6.2A, paragraph 9.6.2 shall apply if:

(a)  …

9.6.2A        Where (on the Affected Date) the Non-paying Debtor was a Defaulting Party:

                 (a)             paragraphs 9.6.1 and 9.6.2 shall apply on the basis that the reference in
paragraph 9.6.1(b) to the second Business Day after the Affected Date is to the
first Business Day after the Affected Date (and references to D+2 shall be
construed accordingly);

                 (b)             the FAA shall act in accordance with paragraph 9.6.2 (on such basis) before
acting in accordance with paragraph 9.5.2 (if applicable).

9.6.3 ParagraphSubject to paragraph 9.6.3A, paragraph 9.6.4 shall apply if:

(a) …

9.6.3A        Where:

(a)             the Non-paying BSC Debtor has provided Cash Cover but for any reason the
Reserve Account has not yet been debited in accordance with paragraph 9.5.2(a)
or  9.6.2(a), and/or

(b)             the Non-paying BSC Debtor has provided Letter(s) of Credit, the FAA has (in
accordance with paragraph 9.5.2(b) or  9.6.2(b)) made call(s) thereon which
have not yet been paid, but the FAA has no reason to believe such call(s) will not
be paid; and
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(c)             the sum of the available amount of such Cash Cover and/or (otherwise uncalled)
amounts of such Letter(s) of Credit subject to such call is sufficient to enable the
outstanding Amount in Default to be paid or recovered,

the FAA, with the approval of BSCCo, may defer acting in accordance with paragraph 9.6.4
for a period not exceeding 3 Business Days; and accordingly the reference in paragraph
9.6.3 to D+2 shall be a reference to such later day as the FAA shall determine, not being
later than the 5th Business Day after the Affected Date.

9.6.6 Each Payment Party shall be liable to pay or (where the amount under paragraph 9.6.5(b)(i)
is greater than the amount under paragraph 9.6.5(a)) entitled to receive the amount set out
in the relevant Advice Note calculated in accordance with paragraph 9.6.5 (a) or if
applicable, paragraph 9.6.5(b)(ii), not later than 1215:30 on the second Business Day (the
"Default Payment Date") after the date of the Advice Note and any payment made by a
Payment Party to the BSC Clearer in accordance with this paragraph is a limited recourse
loan on which interest is payable and which is repayable only to the extent set out in
paragraph 9.6.8.

A2.2 Clean Version

SECTION N: CLEARING, INVOICING & PAYMENT

4. BANKING ARRANGEMENTS

4.6 Reserve Account

4.6.3 The FAA on behalf of the BSC Clearer shall pay or repay the following amounts at the times
indicated from the Reserve Account to each Payment Party:

(a) (subject to paragraph 4.6.6) quarterly the amount of interest referred to in
paragraph 4.6.4;

(b) an amount requested in accordance with Section M2.3; and

(c) if that Payment Party is a Discontinuing Party (as defined in Section A), on the
Discontinuance Date the cash paid by or on behalf of that Discontinuing Party
credited to the Reserve Account and not subsequently withdrawn or repaid in
accordance with this Section N.

8. PAYMENT PROCEDURE

8.1 Instructions for payment

8.1.1 Each BSC Debtor shall, in respect of each Payment Date on which it is under an obligation to
make a payment under this Section N, make such arrangements as will ensure that the
payment is credited to the relevant Collection Account as soon as practicable and in any
event no later than 15.30 hours on that Payment Date.

8.2 FAA’s responsibilities

8.2.1 As soon as practicable and in any event not later than 16.00 hours on each Payment Date
the FAA shall find out whether all amounts required to be credited to each Collection
Account on such Payment Date have been so credited.

8.2.2 As soon as practicable and in any event not later than 16.00 hours on each Payment Date
the FAA shall take such action as is required to ensure that all amounts credited to each
Collection Account on such Payment Date in accordance with paragraph 8.1 have been
remitted to the Clearing Account.



Page 17 of 23
MODIFICATION REPORT: MODIFICATION PROPOSAL P39

© ELEXON Limited 2002

8.2.3 As soon as practicable and in any event not later than 16.00 hours on each Payment Date
the FAA shall reconcile the actual amounts credited to each Collection Account and remitted
to the Clearing Account on or before 16.00 hours on that Payment Date and the aggregate
of such amounts.

8.3 Non-payment

8.3.1 If any BSC Debtor becomes aware that a payment for which it is responsible will not be
credited to the relevant Collection Account by 15:30 hours on the relevant Payment Date, it
will immediately notify the FAA of the non-payment and the reasons therefor.

8.4 Excess payments

8.4.1 If by 15.30 hours on any Payment Date the FAA is advised by a Collection Bank that it has
received from a BSC Debtor a payment in excess of the amount notified to that BSC Debtor
pursuant to paragraph 7.1 in respect of that Payment Date, or if the BSC Banker notifies the
FAA by 15.30 hours that amounts greater than the amounts notified to the BSC Banker
pursuant to paragraph 7.1.3(b) have been credited to the Clearing Account, the FAA shall
use its reasonable endeavours to ascertain the nature of the excess payment, to calculate
the entitlement to such payment and to instruct the BSC Banker by 16.00 hours that day to
credit the relevant BSC Debtor's Settlement Account or (if so requested by the BSC Debtor)
the Reserve Account or such other account authorised by BSCCo.

8.5 Payment to BSC Creditors

8.5.1 At about 15.00 hours on each Payment Date the FAA shall:

(a) estimate the aggregate amounts which will be credited to Collection Accounts in
accordance with paragraph 8.1;

(b) subject to paragraph 8.5.4, on the basis of such estimate, calculate the amounts
available for payment by the BSC Clearer to BSC Creditors, taking account of
paragraph 2.7 and anticipating the steps (where relevant) in paragraph 9.2, on
that Payment Date;

(c) for the purposes of paragraph 8.5.4, determine, by reference only to the
amounts which have by that time on the Payment Date already been credited to
Collection Accounts:
(i) the amount (if any) which would be required to be drawn on the

Credit Facility in order to enable full payment to be made of the
amounts due to BSC Creditors;

(i) whether, and if so the amount ("possible shortfall amount") by
which, the amount in paragraph (i) exceeds the amount then
remaining available for drawing on the Credit Facility;
after allowing for any amounts which the FAA is satisfied will be paid
into the Clearing Account on the Payment Date pursuant to
paragraphs 9.2.2(b) and (c).

8.5.2 Subject to paragraph 8.5.4, as soon as practicable and not later than 16.00 on the Payment
Date the FAA shall arrange for the remittance from the Clearing Account to the relevant
Settlement Accounts maintained by the BSC Creditors of the aggregate of amounts
determined by the FAA to be available for payment to BSC Creditors and, if required,
arrange for the transfer of amounts from the Reserve Account or (subject to paragraph
8.5.3) the Borrowing Account to the Clearing Account or vice versa.

8.5.3 Subject to paragraph 8.5.4, any differences between the amount of the FAA's estimate
under paragraph 8.5.1(a) and the aggregate amount actually credited to Collection Accounts
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in accordance with paragraph 8.1 on the Payment Date shall be addressed by way of
adjustment (later on the Payment Date) to the amount of any drawing on the Credit Facility,
and the FAA shall arrange for such adjustment to be made in respect of the transfer of any
amount from the Borrowing Account to the Clearing Account or vice versa.

8.5.4 If the FAA determines that there is a possible shortfall amount, the FAA shall calculate the
amounts under paragraph 8.5.1(b) assuming the reduction of payments (by the BSC Clearer to
BSC Creditors) under paragraph 9.2.2(d) by an aggregate amount equal to the possible
shortfall amount, and arrange remittances under paragraph 8.5.2 accordingly.

9. PAYMENT DEFAULT

9.1 General

9.1.1 For the purposes of this paragraph 9:

(a) an "Amount in Default " is all or any part of any amount due and payable from
a BSC Debtor to the BSC Clearer which is not remitted to the relevant Collection
Account by 15.30 hours on the relevant Payment Date and, at any time
thereafter, together with interest payable by that Non-paying BSC Debtor
pursuant to paragraph 9.4 and less any amounts paid or recovered (as defined in
paragraph 9.3.1) in respect thereof at that time;

(b) …

9.2 Affected Date

9.2.2 Where this paragraph 9.2.2 applies, subject to paragraphs 8.5.4 and 9.2.5, the FAA shall, on
behalf of the BSC Clearer, act in accordance with the following provisions (or whichever of
them shall apply) in the order in which they appear, until the FAA is satisfied that the
Clearing Account will clear to zero not later than the close of business on the Affected Date:

(a) – (d) …

(e) notify BSCCo and (in the case of action under paragraph (b) or (c)) the Non-
paying BSC Debtor as soon as reasonably practicable of the action taken.

9.2.3 For the purposes of this paragraph 9, the amount of the reduction pursuant to paragraph
9.2.2(d) plus interest at the Default Rate from time to time in respect of each Shortfall
Creditor is a "Shortfall Amount".

9.2.4 It is acknowledged for the avoidance of doubt that the FAA may (for the purposes of
paragraph 9.2.1) have reason to believe, before a given Payment Date, that there will on
that Payment Date be an Amount in Default in respect of a BSC Debtor; and in such case
the FAA may (if it is feasible to do so) take steps before such date to implement paragraph
9.2.2(b) or (c) on that date.

9.2.5 Where there is an Amount in Default on a Payment Date in respect of a BSC Debtor which is
a Defaulting Party, the order in which the FAA shall act in accordance with the provisions (or
whichever of them shall apply) of the sub-paragraphs of paragraph 9.2.2 shall be as follows:
(b), (c), (a), (d) (and references therein to the application of prior paragraphs shall be
construed accordingly).

9.3 Amount in Default

9.3.1 For the purposes of this Section N, an Amount in Default shall be "paid or recovered" on
any Business Day, only if, and to the extent that:
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(a) an amount has been paid to the BSC Clearer by 15.30 hours on that Business
Day and applied by the FAA on behalf of the BSC Clearer to that Amount in
Default; or

(b) …

9.5 D+1

9.5.1 Subject to paragraph 9.6.2A, paragraphs 9.5.2 to 9.5.4 (inclusive) shall apply if:

(a)  …

9.5.3 On the next Business Day following receipt of such proceeds under a Letter of Credit in
accordance with paragraph 9.5.2(b), the FAA shall pay on behalf of the BSC Clearer such
amounts as have been credited to the Reserve Account to the Shortfall Creditors in full or
(as the case may be) in proportion to their respective Shortfall Amounts, except where
paragraph 9.6.8 applies.

9.5.4 Where paragraphs 9.5.2 to 9.5.4 apply, the FAA shall promptly notify Shortfall Creditors and
BSCCo and (where it takes action under paragraph 9.5.2) the Non-paying BSC Debtor.

9.6 D+2

9.6.1 Subject to paragraph 9.6.2A, paragraph 9.6.2 shall apply if:

(a)  …

9.6.2A Where (on the Affected Date) the Non-paying Debtor was a Defaulting Party:

(a) paragraphs 9.6.1 and 9.6.2 shall apply on the basis that the reference in
paragraph 9.6.1(b) to the second Business Day after the Affected Date is to the
first Business Day after the Affected Date (and references to D+2 shall be
construed accordingly);

(b) the FAA shall act in accordance with paragraph 9.6.2 (on such basis) before
acting in accordance with paragraph 9.5.2 (if applicable).

9.6.3 Subject to paragraph 9.6.3A, paragraph 9.6.4 shall apply if:

(a) …

9.6.3A Where:

(a) the Non-paying BSC Debtor has provided Cash Cover but for any reason the
Reserve Account has not yet been debited in accordance with paragraph 9.5.2(a)
or  9.6.2(a), and/or

(b) the Non-paying BSC Debtor has provided Letter(s) of Credit, the FAA has (in
accordance with paragraph 9.5.2(b) or  9.6.2(b)) made call(s) thereon which
have not yet been paid, but the FAA has no reason to believe such call(s) will not
be paid; and

(c) the sum of the available amount of such Cash Cover and/or (otherwise uncalled)
amounts of such Letter(s) of Credit subject to such call is sufficient to enable the
outstanding Amount in Default to be paid or recovered,

the FAA, with the approval of BSCCo, may defer acting in accordance with paragraph 9.6.4
for a period not exceeding 3 Business Days; and accordingly the reference in paragraph
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9.6.3 to D+2 shall be a reference to such later day as the FAA shall determine, not being
later than the 5th Business Day after the Affected Date.

9.6.6 Each Payment Party shall be liable to pay or (where the amount under paragraph 9.6.5(b)(i)
is greater than the amount under paragraph 9.6.5(a)) entitled to receive the amount set out
in the relevant Advice Note calculated in accordance with paragraph 9.6.5(a) or if
applicable, paragraph 9.6.5(b)(ii), not later than 15:30 on the second Business Day (the
"Default Payment Date") after the date of the Advice Note and any payment made by a
Payment Party to the BSC Clearer in accordance with this paragraph is a limited recourse
loan on which interest is payable and which is repayable only to the extent set out in
paragraph 9.6.8.
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ANNEX 3 CHANGES TO LEGAL TEXT – IMPACT ASSESSMENT

In light of the Impact Assessment received from the FAA during the Assessment Procedure, ELEXON
met the FAA and the legal advisors to agree final amendments to the legal text.  The text has
subsequently been revised and the final version of the legal text is shown in Annex 2 of this document.
This section contains details of the issues raised by the FAA and the conclusions of the meeting
referred to above.  The changes to the legal text were  reviewed and agreed by the Modification Group.

Payment Procedure (N8.1.1)

FAA Impact Assessment

Crediting the collection account at 16.00 on a Payment Date would mean that payments made at 16.00
would miss the cut off time for the Clearing House Automated Payment System (CHAPS) and may not
be transferred into the clearing account from the relevant collection account on that Payment Date.
The FAA therefore proposed that 15.30 be used instead of 16.00.

Conclusions

This raised the issue that it is possible for funds to arrive in the relevant Collection Account shortly
before 16:00 hours and not be processed in time for them to be transferred to the BSC Banker.  In this
situation the FAA would be required to make a drawing on the Borrowing Account even though the
Party would not officially have an amount in default (in accordance with Section N9.1.1(a) of the Code).

It was agreed that a deadline of 15:30 was therefore more appropriate.  ELEXON’s legal advisors also
confirmed that if payment were received on the Payment Date, but after the 15:30 deadline, the FAA
would not be required to make a drawing on the borrowing facility, although it was acknowledged that
in some cases payment might be received too late for the FAA to transfer money back to the Borrowing
Account.

Excess Payments (N8.4)

FAA Impact Assessment

If on a Payment Date excess funds are received from a BSC Debtor and the FAA has ascertained that
the funds do not relate to that particular Payment Date but to another Payment Date do the excess
funds need to be credited back to the BSC Debtors settlement account?

Conclusions

ELEXON’s legal advisors confirmed that section N8.4 allows excess payments to be credited to the
relevant Party’s Reserve Account or such other account authorised by the BSCCo upon request from the
BSC Debtor.  ELEXON has agreed that if requested, excess payments can be credited to the BSC
Banker’s Collection Account.  This will allow excess payments to be taken into account on subsequent
Payment Dates.  ELEXON will issue a Circular to explain this to Parties.

Section N8.5.1

FAA Impact Assessment

With reference to section 8.3.1, section 8.5.1 should be changed to read “At about 16.00 hours ….”

Conclusions

Section N8.5.1 relates to the transfer of funds to BSC Creditors.  This section has been modified under
P39 to account for the fact that in practise funds are transferred to Parties before the full amount has
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been received from the BSC Debtors.  The FAA therefore agreed that this section should not be
amended (should be left as 15:00 hours) as it represents a time which is earlier than the payment
deadline to be expected.

Section N9.2.2 (b)

FAA Impact Assessment

By putting the Reserve Account funds on overnight deposit to improve the interest earned, the ability to
have access to the Cash Cover in the Reserve Account is prejudiced as the funds will have been put
onto overnight deposit before 16.00 hours

Conclusions

In order to earn more interest the FAA put funds from the Reserve Accounts in overnight deposit.
However this is not a requirement under the Code.  It was agreed that if the FAA were in any doubt
that there was enough money in the Borrowing Account to cover non-payment, then they would not
place Reserve Account funds on overnight deposit.  Therefore a Trading Party’s Credit Cover should
usually be available on the affected date, if required.

Section N9.2.2 (c)

FAA Impact Assessment

This section is not possible due to the Uniform Customs and Practice for Documentary Credits.  Banks
can take seven days to sort out the claim.

Conclusions

Based on experience with the default of Enron Capital and Trade Resources Ltd, it has become
apparent that there is likely to be a delay on the initial calling of a Letter of Credit.  Therefore it is
unlikely that this clause would be invoked.  However it was noted that there was a possibility that funds
could be available on the affected date, especially if the Party was in default (in accordance with
section H of the Code) and the Letter of Credit was being called on a daily basis.  The FAA therefore
agreed that the section should no be removed.

Section N9.2.5

FAA Impact Assessment

The FAA proposes that Section N9.2.5 should be removed.  If the default occurs over a number of days
and each Letter of Credit draw down takes 7 days to process there would be heavy usage of option d
(scaledown).  Rather than having to work out repayments to creditors the FAA would prefer to be able
to use the borrowing account.

Conclusions

This point highlights an issue whereby the new Section N9.2.5 allows Credit Cover to be called on the
affected date in certain situations.  However it is still unlikely that the Letter of Credit will be paid on
the affected date as it is not possible to prove that funds will not be received from the BSC Debtor until
the end of the day.  With the current drafting Section N9.2.5 states that if the funds are not received
on the day the FAA should scale back payments to BSC Creditors.  It was agreed that this was not the
intention of the additional section and that the text should be revised to allow funds to be debited from
the Borrowing Account if Credit Cover was not available on the affected date i.e. changing the order of
sections 9.2.2 (a) – (d) rather than missing (a) out altogether.
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Additionally it was noted that extra wording was required to allow Credit Cover to be called on D + 1
for a Defaulting Party in case it is not received on the affected date.

Other Points

Other points were discussed relating to the legal text.  It was agreed that Section N9.2.2 (e) should
just state that the BSCCo and the non-paying BSC Debtor should be informed as soon as practicable as
it may not always be possible for BSCCo to be informed that the Borrowing Account has been used until
the following day.

Finally it was suggested by the legal advisors that Section N9.5.2 (a) should be removed.  This
paragraph was initially added under P39 to prevent Parties Credit Cover being called to pay back
Shortfall Creditors if funds had become available in the Borrowing Account.  This seemed appropriate
when P39 planned to introduce payment default thresholds as it could delay Credit Cover being called
for several days.  However now that P39 aims to enforce payment on the day with Credit Cover called
on D + 2 at the latest, this paragraph does not seem appropriate.


