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ANNEX 2 – CONSULTATION QUESTIONS FOR MODIFICATION PROPOSAL P82
The TLFMG has identified a number of elements associated with Modification Proposal P82.  This consultation paper seeks industry views on these elements and any other relevant issues which respondents wish to raise.  

Responses will be considered by the TLFMG in its preparation of an Assessment Report to the BSC Panel in November, and in any subsequent assessment which the Panel may direct.  

Respondent Name
Man Kwong Liu for ScottishPower Energy Trading Ltd.

BSC Party
Yes

Role of Respondent
Trading Party

Responding on behalf of
List all Parties (inc. respondent) 

ScottishPower Energy Trading Ltd.; Scottish Power Generation Ltd.; ScottishPower Energy Retail Ltd.

Q
Question
Response
Rationale

1
On the basis of your views on subsequent questions, do you believe that one or both of the following better achieve Applicable BSC Objectives;

· Modification Proposal P82, 

· An Alternative Proposal to P82? 


No
ScottishPower does not believe that a zonal transmission losses scheme as proposed in P82 would better achieve the Applicable BSC Objectives.  Indeed, as noted in our responses to the questions below, we believe that certain fundamental aspects of P82 would jeopardise the achievement of these Objectives as compared to the current baseline.  We do not support either Modification Proposal P82 or any Alternative.

2
If your answer in one involved more than one possibility, which of the above do you believe better achieves Applicable BSC Objectives to the greatest degree?



N/A

3
If a zonal Transmission Losses Scheme were to be introduced, do you believe that TLFs calculated prior to the period in question, rather than after (i.e. ex-ante, rather than ex-post) would lead to the better achievement of Applicable BSC Objectives?
No


ScottishPower does not believe that a zonal transmission losses scheme as proposed in P82 would better achieve the Applicable BSC Objectives. 

However, were such a scheme to be implemented, the use of ex ante loss factors would avoid the volatility of ex post loss factors and hence would remove one of the risks to efficiency posed by that uncertainty.  

Overall, however, we believe that the market shock caused by the introduction of a zonal losses scheme of this type (see our answer to Q7-8), the inefficient and arbitrary geographical allocation of losses consequent on the use of the calculation methodology proposed for P82 (see our covering letter), and distortions created by zonal averaging (see our answer to Q9), would not better achieve the Applicable BSC objectives than the current baseline.

4
If a zonal Transmission Losses Scheme were to be introduced what time period should TLFs apply to;

· Settlement Period

·  BSC Year

· Other?


BSC Year
ScottishPower does not believe that a zonal transmission losses scheme as proposed in P82 would better achieve the Applicable BSC Objectives. 

However, if such a scheme were to be introduced using ex ante calculation of TLF’s, then the temporal granularity should be that for which the model inputs may be forecast with the greatest accuracy and for which the model outputs are the least volatile, for best achievement of Applicable BSC Objectives (b) and (c), and which best lends itself to efficiency in implementation and administration of the balancing and settlement arrangements, for best achievement of Applicable BSC Objective (d). On this basis the most suitable time period for P82 would be BSC Year, provided that the TLF’s were published in good time. The proposed publication date of 1 December should be satisfactory. 

However we do not believe that this would better achieve the Applicable BSC Objectives than the current baseline - the scheme may not necessarily improve on the current baseline at meeting Applicable BSC Objective (b), and would jeopardise the achievement of Applicable BSC Objective (d).  

5
If a zonal Transmission Losses Scheme were to be introduced  what network should be used;

· Intact 

· Indicative 

· Other?


Intact 
ScottishPower does not believe that a zonal transmission losses scheme as proposed in P82 would better achieve the Applicable BSC Objectives. 

If such a scheme were to be introduced using ex ante calculation of TLFs then the calculations should use an intact network. The modelling results have shown that the TLF’s are sensitive to NGC’s actions, although such changes to TLFs are not within the control of parties. The use of an indicative network in an ex ante calculation would introduce inaccuracies and expose participants to the consequences of NGC’s assumed actions, thus jeopardising the achievement of Applicable BSC Objective (b).  The Panel should draw the attention of the Authority to the need, in the event that a zonal losses scheme is introduced, to review NGC’s incentives regarding the total volume of losses with a view to ensuring that they do not conflict with to the incentives faced by trading parties.



6
If a zonal Transmission Losses Scheme were to be introduced, would the exclusion of demand lead to the Applicable BSC Objectives being better achieved?


No


ScottishPower does not believe that a zonal transmission losses scheme as proposed in P82 would better achieve the Applicable BSC Objectives.

However, were such a scheme to be introduced it is important that it applies equally to demand as well as to generation.  Both sides of the market give rise to power flows and hence cause transmission losses.  While the use of zonal loss factors arguably does not enhance competition between suppliers for a particular customer, the presence of a cost message for each customer must promote the achievement of Applicable BSC Objective (b), the efficient, economic and coordinated operation by the Transmission Company of the Transmission System.  That demand can and will react to such price signals is evidenced by widespread triad avoidance activity. Please see also our answer to Q9.

7
If a zonal Transmission Losses Scheme were to be introduced, when should such a scheme be implemented?


April 2008
ScottishPower does not believe that a zonal transmission losses scheme as proposed in P82 would better achieve the Applicable BSC Objectives.

Whilst the idea of increasing the efficiency of the short term despatch process may seem attractive, our studies suggest that only minimal changes would occur in the overall pattern of generation in the short term.  It has been argued that the zonal allocation of losses will ensure that correct closure decisions are made, but we would point out that the benefits thus realised would be relatively small, relating only to the marginal costs of generation for the remaining life of the plant and would be achieved at the cost of introducing a considerable shock to the market.  The benefits in terms of improved siting decisions, on the other hand, are available over the entire life of the plant and it is these benefits which a zonal losses scheme should seek to realise.  To allow informed siting decisions without the risk of market shock we would suggest that any such scheme be introduced with a notice period of at least five years.  The planning, siting and construction of new plant could then be carried out in the full knowledge of the future market arrangements under which it would operate.  (We do not believe that the presence of a principle on a regulator's wishlist has provided sufficient certainty on which to base investment decisions in the past.)  On this basis we would suggest an implementation date of April 2008.



8
If a zonal Transmission Losses Scheme were to be introduced, would phasing better achieve the Applicable BSC Objectives? If so, what timescale for full implementation should be employed?

·  4 years

· 10 years

· 15 years

· 25 years

· Other?


5 or 10 years, depending on implemen-tation date
ScottishPower does not believe that a zonal transmission losses scheme as proposed in P82 would better achieve the Applicable BSC Objectives.

As noted above, whilst the idea of increasing the efficiency of the short term despatch of generation may seem attractive, the sudden introduction of such a scheme into a mature market will increase the perceived risk of market shock, leading to increased costs and prices.  Thus the intended short term benefit will be outweighed by the longer term disbenefits.  The scheme cannot therefore be considered to better achieve the Applicable BSC Objectives.  

Should the Authority believe otherwise and direct that the modification be made, a transition period during which the loss factors were gradually increased to their final value would mitigate, but would not entirely remove, the adverse effect on the achievement of the Applicable BSC Objectives.  Given that the asset life of generation and major demand side plant is 20 years, a transition period of half this, i.e., ten years from Authority decision to full implementation, would be appropriate.

The use of a five year transition period after the five year notice period which we advocated above would provide both a certain framework for all and reasonable protection for existing players.



9
If a zonal Transmission Losses Scheme were to be introduced, which zonal groupings should be used;

· GSP Groups for demand and generation,

· GSP Groups for demand, TNUOS charging zones for generation,

· Other?
GSP Groups for demand and generation
ScottishPower does not believe that a zonal transmission losses scheme as proposed in P82 would better achieve the Applicable BSC Objectives.

However, were such a scheme to be introduced the zonal groupings should be the same for generation and demand.  The underlying methodology of P82 produces a single loss factor at each network node which is applicable to both generation and demand.  Use of different loss factors during the assignment of losses to BM Units in settlement could result in the opportunity for spurious, opposing contract flows to be created by a party such that the difference between the loss factors applied in settlement could produce an energy surplus to the credit of the party, and this would jeopardise the achievement of Applicable BSC Objectives (b) and (c).  

There are therefore good reasons in both theory and practice why the same zonal groupings should be used for generation and demand.  Given that settlement of the demand side on the basis of GSP Groups is unavoidable, GSP Groups should also be used for generation.

If Applicable Objective (d) is not to be jeopardised, the constraints of the SVA process mean that loss factors for demand and, we believe, for generation must be averaged across GSP Groups.  The results of the modelling show clearly that this process leads not only to significant alterations to the loss factors applied to individual BM Units but also to changes in the relative positions of BM Units in the notional loss-adjusted national merit order.  While it may be argued that the stepped gradient of loss factors across the network gives a better cost allocation than the current single zone, we believe that such errors will lead to excessive and inefficient reactions by some parties and jeopardise the achievement of applicable objectives (b) and (c). The zonal averaging effect is best reduced if the zones are chosen in order to minimise the intra-zone variation in TLFs (c.f., the selection of generation TNUoS zones on the basis of ‘similar’ nodal marginal costs derived from ICRP).  However, the identification of the optimal zonal definition may not be clear cut due to the sensitivity of nodal results to a variety of factors.  We would question whether any transmission cost allocation issues can be sensibly taken forward under the BSC while the SVA process is based on GSP Groups and would therefore urge that P82 be rejected.

10
If a zonal Transmission Losses Scheme were to be introduced, what approach to TLF production should be used, AC or DC based load flow modelling?
If using the traditional loadflow modelling technique, DC


ScottishPower does not believe that a zonal transmission losses scheme as proposed in P82 would better achieve the Applicable BSC Objectives.

However, were such a scheme to be introduced then the choice of modelling methodology will play a significant role in whether or the Applicable BSC Objectives are better achieved, particularly since the apparent intention of the scheme is to more accurately target costs of transmission losses on those who cause them.  We do not believe that the traditional AC/DC loadflow loss factor technique is appropriate and have set out our arguments in the covering letter.

However, were this technique to be used the AC loadflow has a number of drawbacks, most notably the requirement for reactive data.  Given the absence of reactive energy data of a standard equivalent to the active energy data, assumptions will need to be made on which will depend the accuracy of the resulting TLFs.  This is unsatisfactory.  The variability of nodal differentials when using different slack busbars is also a cause for concern.  While the TLFMG may be satisfied that this was not material to the modelling there can be no guarantee that this feature would not introduce material distortions into the TLFs in a production environment, to the detriment of some parties.  If the traditional loadflow technique is to be used, these problems suggest that the DC methodology is more robust.

11
If a zonal Transmission Losses Scheme were to be introduced what would be the impact on your organisation in respect of both systems and operations?

The introduction of a zonal transmission losses scheme would introduce a further, potentially significant factor into ScottishPower's investment decisions regarding new generation plant. It would also be a factor in any decision to mothball, should such a course of action be contemplated. 

If either Mod (P75 or P82) is accepted, the Transmission Loss Factor Agent will be formed and will be sending calculated zonal TLFs to BSC Parties. It is not clear at this stage how this will happen, and what new interfaces or flows will need to be handled. It is assumed that either a new flow will be created or modifications to the structure of existing flows will be made to form the interface between the TLFA and a Party. There will be an impact on Sonet (our internal settlement system), which would be similar regardless of which Mod is adopted, if either, and this will have a knock-on effect to other dependent systems within Scottish Power. At a minimum, a DLIA for each of these would be required, plus a full test of Sonet and regression testing of the systems dependent upon it.

The size of the systems impact is judged at this stage to be similar to that for the Sonet-related aspects of BSC Systems Release 2. Hence Scottish Power would require up to 6 months notice for implementation from the point that the implementation details of the Modification are agreed.

12
Do you have any other views you wish to express about Modification Proposal P82? 
Please state other views
ScottishPower is concerned that the implementation of P82 would introduce a locational signal in addition to the signal currently provided by NGC’s transmission network use of system charging methodology.  NGC have stated that they may reconsider the strength of the locational signal provided by TNUoS if P82 is implemented.  ScottishPower is concerned that no convincing arguments have been made, by Ofgem, NGC or anyone else, as to what is the ‘correct’ degree of locational signal.  NGC’s TNUoS methodology is subject to governance outside the BSC (and might also benefit from the application of the network tracing methodology which we have advocated for losses) and we are concerned that strengthening the locational signal through the BSC while unable to weaken the existing signal will lead to punitively high locational costs at the periphery of the system.  This would jeopardise the achievement of Applicable BSC Objectives (b) and (c).

Please send your responses by 17:00 on 21 October 2002 to Modifications@elexon.co.uk
Please entitle your email ‘P82 Assessment Consultation’

Any queries on the content of the consultation pro-forma should be addressed to Roger Salomone (020 7380 4369), email address Roger.Salomone@elexon.co.uk 



