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1
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.

An electronic copy of this document can be found on the BSC website, at www.elexon.co.uk
2
Executive Summary

Modification Proposal P11 was submitted on 9th May 2001 by The European Power Source Company (UK) Limited.  The proposal seeks to revise the minimum credit cover requirements, in order to increase the likelihood that any Party defaulting on their Trading Charges would have sufficient credit cover in place, and hence reduce the risk of financial loss to other Trading Parties.

Initial assessment indicates that by reducing the risks faced by Trading Parties this would potentially facilitate achievement of the Applicable BSC Objectives in the following respects:

· The reduction in risk would potentially make participation in the market more attractive, hence “promoting effective competition in the generation and supply of electricity”, which is the BSC Objective defined in Condition 7A(3)(c) of the Transmission Licence.

· The reduction in risk, and the costs to Parties arising from that risk, would facilitate “efficiency in the implementation and administration of the balancing and settlement arrangements”, which is the BSC Objective defined in Condition 7A(3)(d) of the Transmission Licence.

Conversely, however, the proposed Modification imposes a minimum level of credit cover on Trading Parties which could increase the cost of participation in the market for some Parties, and hence impede achievement of the Applicable BSC Objectives:

· The additional cost of participation in the market could potentially discourage “competition in the generation and supply of electricity”, thus impeding the achievement of the Objective in Condition 7A(3)(c).

· Given that the mechanism for calculating minimum levels of credit cover would not take into account all the circumstances of individual Trading Parties, there would potentially be Parties for whom the calculated minimum significantly exceeded their actual likely level of indebtedness.  For such Parties, the requirement to post the minimum level of credit cover could constitute an inefficiency in the operation of the balancing and settlement arrangements, thus impeding the achievement of the Objective in Condition 7A(3)(d).

Given these conflicting factors, further analysis is required to establish whether the Proposal facilitates the Applicable BSC Objectives.  ELEXON therefore recommends that Modification Proposal P11 should be submitted to the Assessment Procedure in order to allow this further analysis to take place.

It should also be noted that there is a dependency between Modification Proposals P2 and P11, in that the accuracy of the minimum levels of credit cover that would be calculated under P11 depend on the resolution of the issues described in P2.  ELEXON therefore further recommends that the Assessment Procedure for P11 should be performed by the same Modification Group and to the same timetable as the Assessment Procedure for P2 (i.e. that an Assessment Report be completed and submitted to the Panel meeting on 26th July 2001).  Combination of the two Proposals is not however recommended.

3
Purpose and Scope of the Report

Section F of the BSC sets out the procedures for progressing proposals to amend the BSC (known as ‘Modification Proposals’. These include procedures for proposing, consulting on, developing, evaluating and reporting to the Authority on potential modifications.

The BSC Panel is charged with supervising and implementing the modification procedures. ELEXON provides the secretariat and other advice, support and resource required by the Panel for this purpose. In addition, if a modification to the Code is approved or directed by the Authority, ELEXON is responsible for overseeing the implementation of that amendment (including any consequential changes to systems, procedures and documentation).

When a new proposal to modify the BSC is made, it is the responsibility of the Panel to determine how it should be progressed. Options include submitting the proposal to a Definition Procedure
, submitting it to an Assessment Procedure
, amalgamating the proposal with another proposal
, or proceeding directly to the Report Phase
. With a view to assisting the Panel in taking this decision, ELEXON prepares this initial written assessment of the implications of the Modification Proposal as soon as reasonably practicable after the proposal is made
. ELEXON endeavours to complete this initial assessment such that it can be reviewed by the Panel at the Panel meeting at which the relevant Modification Proposal is first to be considered.

This initial assessment provides a preliminary view on the following:

· the potential impact of the proposed modification on BSC systems and processes; 

· the potential impact of the proposed modification on other systems and processes used by Parties; 

· the potential impact of the proposed modification on the BSC, Code Subsidiary Documents and Core Industry Documents;

· the potential impact of the proposed modification on ELEXON;

· the potential impact of the proposed modification on BSC financial arrangements and budget;

· the potential impact of the proposed modification on BSC Agent contractual arrangements;

· The process and timetable that should be adopted for the progression of the Modification Proposal, in light of its complexity, importance and urgency; and

· Issues that will need to be considered and addressed in progressing the Modification Proposal (including the potential need for impact assessments, consultation and analyses).

It should be noted that, as this document only represents a preliminary assessment of the Modification Proposal, the information contained herein will, in most cases, be superseded by the subsequent analysis and reports produced by the Modification Group to which the Panel assigns the proposal for consideration. 

4
Details of the Modification Proposal

A copy of the Modification Proposal form, as submitted by its proposer, can be found at Annex 1 to this report. The form contains the following information provided by the proposer in relation to the proposal
:

· the name of the Proposer;

· the name of the representative of the Proposer (and his alternate) who shall represent the Proposer in person;

· a description (in reasonable but not excessive detail) of the issue or defect which the proposed modification seeks to address;

· a description (in reasonable but not excessive detail) of the proposed modification and of its nature and purpose;

· where possible, an indication of those parts of the Code which would require amendment in order to give effect to (and/or would otherwise be affected by) the proposed modification and an indication of the nature of those amendments or effects;

· the reasons why the Proposer believes that the proposed modification would better facilitate achievement of the Applicable BSC Objective(s) as compared with the then current version of the Code; 

· where possible, an indication of the impact of the proposed modification on Core Industry Documents; and

· where possible, an indication of the impact of the proposed modification on BSC Systems and on other relevant computer systems and processes used by Parties.

4.1
Explanation of Modification Proposal P11
Section M of the Balancing and Settlement Code currently defines the following processes in relation to Credit Cover:

· Section M2.1 defines the forms which credit cover may take i.e. a Letter of Credit, or cash.

· Sections M1.2, M1.5, M1.6 and M2.4 define a process for comparing the level of credit cover posted by each Trading Party to an estimate of their indebtedness.  (Note that indebtedness in this sense relates only to the Trading Charges for the 29-day period that has not yet been subject to Initial Settlement.  Other forms of indebtedness, such as debts incurred after a Party goes into default, or debts arising from bilateral contracts, are outside the scope of the credit cover requirements).  The results of this comparison are expressed as a Credit Cover Percentage (CCP), expressing the indebtedness as a percentage of the credit cover.

· Once a Party’s Credit Cover Percentage reaches 90%, the Trading Party is in “Level 2 Credit Default” (subject to authorisation by ELEXON).  One of the effects of this is that the Party will not be allowed to notify contracts that further increase their indebtedness
.

However, although Parties in Level 2 Credit Default cannot notify contracts that increase their indebtedness, there is no mechanism to prevent them from continuing to purchase electricity through the imbalance market, increasing their actual indebtedness. In the worst case, therefore, a Party who enters Level 2 Credit Default could continue to trade, their indebtedness increasing all the time, without posting any additional credit cover, until eventually they go into default (perhaps triggering a Supplier of Last Resort appointment).  The Party could then have significant unsecured settlement liabilities at the point they default.

Modification Proposal P11 seeks to protect Parties from this risk by specifying minimum levels of credit cover for all Trading Parties, thus reducing the likelihood that credit cover will prove insufficient in the event of default.

4.2
Relationship between Modification Proposals P2 and P11
Modification Proposal P2 and Modification Proposal P11 both seek to reduce the risk of Parties defaulting on their Trading Charges with insufficient credit cover in place.  However, the two Proposals are actually addressing slightly different aspects of this risk:

· Proposal P2 seeks to increase the accuracy of the estimates of indebtedness used by the credit‑checking process, to reduce the risk that a Party’s actual indebtedness exceeds their level of credit cover, but that the Credit Default is not detected due to inaccuracies in the credit‑checking methodology.

· Proposal P11 seeks to ensure that all Parties have posted an adequate level of credit cover, to reduce the risk that a Party in financial difficulty will run up Trading Charges in excess of their credit cover.

However, although these are two different Proposals, there is a dependency between them, in that P2 is seeking to improve the accuracy of the estimates of Energy Indebtedness used by the credit‑checking process, and therefore the accuracy of the minimum levels of credit cover that would be calculated under P11 depends on the resolution of the issues described in P2.

5
Impact on BSC Systems and Processes

BSC System / Process
Potential Impact of Proposed Modification

Registration
Process may be required to ensure that the appropriate minimum level of credit cover is posted when a new Trading Party is registered.

Contract Notification
No impact identified.

Credit Checking
No change to the existing credit‑checking processes.  However, new processes would be required to calculate the minimum credit cover levels for each Trading Party, and monitor their actual credit cover levels against them. 

Balancing Mechanism Activities
No impact identified.

Collection and Aggregation of Metered Data
No impact identified.

Supplier Volume Allocation
No impact identified.

Settlement
No impact identified.

Clearing, Invoicing and Payment
No impact identified.

Reporting
No impact identified.

Dispute Resolution
No impact identified.

6
Impact on Other Systems and Processes Used By Parties

System / Process
Potential Impact of Proposed Modification

No impact identified.


7
Impact on Documentation

7.1
Impact on Balancing and Settlement Code

BSC Section
Potential Impact of Proposed Modification

A: Parties and Participation 


No impact identified.

B: The Panel
No impact identified.

C: BSCCo and its Subsidiaries
No impact identified.

D: BSC Cost Recovery and Participation Charges
No impact identified.

E: BSC Agents
No impact identified.

F: Modification Procedures
No impact identified.

G: Contingencies
No impact identified.

H: General
No impact identified.

I: Not Used


J: Party Agents
No impact identified.

K: Classification and Registration of Metering Systems and BM Units
No impact identified.

L: Metering
No impact identified.

M: Credit Cover and Credit Default
The Modification Proposal would require amendment to Section M to define:

· Processes for determining (and reviewing on a regular basis) the minimum level of credit cover required from each Trading Party.

· Processes for monitoring the actual levels of credit cover against these minimum required levels.

· Processes that would be triggered in the event that a Trading Party fails to post the minimum required level of credit cover.

N: Clearing, Invoicing and Payment
This Modification Proposal has a potential impact on this area of the BSC, specifically with regards to Credit Cover processing and obligations therein.

O: Communications
No impact identified.

P: Energy Contract Volumes and Metered Volume Reallocations
No impact identified.

Q: Balancing Mechanism Activities
No impact identified.

R: Collection and Aggregation of Metered Data from CVA Metering Systems
No impact identified.

S: Supplier Volume Allocation
No impact identified.

S: ANNEX S-1 Performance Levels and Supplier Charges
No impact identified.

S: ANNEX S-2 Supplier Volume Allocation Rules
No impact identified.

T: Settlement and Trading Charges
No impact identified.

U: Provisions Relating to Settlement
No impact identified.

V: Reporting
The Modification Proposal has a potential impact on Section V, in relation to reporting of minimum credit cover levels.

W: Trading Queries and Trading Disputes
No impact identified.

X: Definitions and Interpretation
No impact identified.

X: ANNEX X-1 General Glossary
This Modification Proposal has a potential impact on this area of the BSC, specifically with regards to any changes in definition of existing attributes, or the introduction of new ones relating to minimum required levels of credit cover.

X: ANNEX X-2 Technical Glossary
This Modification Proposal has a potential impact on this area of the BSC, specifically with regards to any changes in definition of existing attributes, or the introduction of new ones relating to minimum required levels of credit cover.

7.2
Impact on Code Subsidiary Documents

Code Subsidiary Document
Potential Impact of Proposed Modification

BSC Procedures
No specific impacts identified at this time.  However, there is a potential impact, due to new processes related to the calculation and monitoring of minimum levels of credit cover.

Codes of Practice
No impact identified.

BSC Service Descriptions
No specific impacts identified at this time.  However, there is a potential impact, due to new processes related to the calculation and monitoring of minimum levels of credit cover.

Party Service Lines
No impact identified.

Data Catalogues
No specific impacts identified at this time.  However, there is a potential impact, due to new processes related to the calculation and monitoring of minimum levels of credit cover.

Communication Requirements Documents
No impact identified.

Reporting Catalogue
No specific impacts identified at this time.  However, there is a potential impact, due to new processes related to the calculation and monitoring of minimum levels of credit cover.

7.3
Impact on Core Industry Documents

Core Industry Document
Potential Impact of Proposed Modification

Grid Code
No impact identified.

MCUSA
No impact identified.

Supplemental Agreements
No impact identified.

Ancillary Services Agreements
No impact identified.

Master Registration Agreement
No impact identified.

Data Transfer Services Agreement
No impact identified.

British Grid Systems Agreement
No impact identified.

Use of Interconnector Agreement
No impact identified.

Pooling and Settlement Agreement
No impact identified.

Settlement Agreement for Scotland
No impact identified.

Distribution Codes
No impact identified.

Distribution Use of System Agreements
No impact identified.

Distribution Connection Agreements
No impact identified.

8
Impact on Other Configurable Items

Item
Potential Impact of Proposed Modification

Energy Contract Volumes Aggregation Agent (ECVAA) User Requirements Specification (URS)
Potential impact to support calculation of minimum credit cover levels.

Funds Administration Agent (FAA) User Requirements Specification (URS)
Potential impact to support processes for policing of minimum credit cover levels.

9
Impact on ELEXON

Area of Business
Potential Impact of Proposed Modification

ELEXON Systems
No specific impacts identified at this time.  However, there is a potential impact, due to new processes related to the calculation and monitoring of minimum levels of credit cover.

ELEXON Procedures 
No specific impacts identified at this time.  However, there is a potential impact, due to new processes related to the calculation and monitoring of minimum levels of credit cover.

ELEXON Contracts (Excluding BSC Agent Contracts)
No specific impacts identified at this time.  However, there is a potential impact, due to new processes related to the calculation and monitoring of minimum levels of credit cover.

Other (e.g. costs, staffing, etc.)
No specific impacts identified at this time.  However, there is a potential impact, due to new processes related to the calculation and monitoring of minimum levels of credit cover.

10
Impact on Financial Arrangements and Budget

Further assessment is required to quantify the impact of Modification Proposal P11 on the ELEXON budget.
11
Impact on BSC Agent Contractual Arrangements

BSC Agent Contract
Potential Impact of Proposed Modification

Logica (BMRA, CRA, CDCA, SAA, ECVAA, TAA(CVA))
This Modification Proposal has a potential impact on BSC Agents, specifically ECVAA, the exact nature / extent of which cannot be quantified at this time.

EPFAL (FAA)
This Modification Proposal has a potential impact on FAA (EPFAL), the exact nature / extent of which cannot be quantified at this time.

ESIS (TAA(SVA))
No impact identified.

Cap Gemini (SVAA)
No impact identified.

PwC (BSC Auditor, Certification Agent)
This Modification Proposal has a potential impact on the BSC Auditor (PwC), the exact nature / extent of which cannot be quantified at this time.

EASL (Teleswitch Agent, Profile Administrator)
No impact identified.

12
Process and Timetable for Progressing the Proposal

As described in section 13.1 of this document, further analysis is required to determine the extent to which the Modification Proposal facilitates achievement of the Applicable BSC Objectives.  ELEXON therefore recommends that this Modification Proposal be submitted to the Assessment Procedure in order to allow this analysis to take place, and to assess the costs and benefits of the proposed Modification.

As described in section 4.2 of this document, there is a dependency between Modification Proposals P2 and P11, in that the accuracy of the minimum levels of credit cover that would be calculated under P11 depends on the resolution of the issues described in P2.  ELEXON therefore further recommends that the Assessment Procedure for P11 should be performed by the same Modification Group and to the same timetable as the Assessment Procedure for P2 (i.e. that an Assessment Report be completed and submitted to the Panel meeting on 26th July 2001).
13
Issues

The initial assessment of Modification Proposal P11 has identified the following issues:

· As described in section 13.1 below, further analysis is required to establish whether the Modification Proposal facilitate achievement of the Applicable BSC Objectives.

· Although the change described in the Modification Proposal is on the whole well‑defined, further work is required to clarify certain aspects, as described in section 13.2 below.  However, ELEXON recommend that these minor clarifications can be made as part of the Assessment Procedure, and that a Definition Procedure is not therefore required.

13.1
Extent to which Proposal Facilitates BSC Objectives
Initial assessment indicates that this reduction in the risks faced by Trading Parties would potentially facilitate achievement of the Applicable BSC Objectives in the following respects:

· The reduction in risk would potentially make participation in the market more attractive, hence “promoting effective competition in the generation and supply of electricity”, which is the BSC Objective defined in Condition 7A(3)(c) of the Transmission Licence.

· The reduction in risk, and the costs to Parties arising from that risk, would facilitate “efficiency in the implementation and administration of the balancing and settlement arrangements”, which is the BSC Objective defined in Condition 7A(3)(d) of the Transmission Licence.

Conversely, however, the proposed Modification imposes a minimum level of credit cover on Trading Parties which could increase the cost of participation in the market for some Parties, and hence impede achievement of the Applicable BSC Objectives:

· The additional cost of participation in the market could potentially discourage “competition in the generation and supply of electricity”, thus impeding the achievement of the Objective in Condition 7A(3)(c).

· Given that the mechanism for calculating minimum levels of credit cover would not take into account all the circumstances of individual Trading Parties, there would potentially be Parties for whom the calculated minimum significantly exceeded their actual likely level of indebtedness.  For such Parties, the requirement to post the minimum level of credit cover could constitute an inefficiency in the operation of the balancing and settlement arrangements, thus impeding the achievement of the Objective in Condition 7A(3)(d).

Given these conflicting factors, further analysis is required to establish whether the Proposal facilitates the Applicable BSC Objectives.  ELEXON therefore recommends that Modification Proposal P11 should be submitted to the Assessment Procedure in order to allow this further analysis to take place.

13.2
Points Requiring Further Clarification
Although the change described in the Modification Proposal is on the whole well‑defined, the following points will require further clarification:

· The Modification Proposal implies that the required level of minimum credit cover would be derived by looking at daily Energy Indebtedness values (over the previous year, or a shorter period if a year’s data is unavailable), and taking the 95th percentile value.  Although the intention here is clear, further detailed drafting is required to produce a precise and unambiguous statement of the process.

· The Modification Proposal refers to a “predetermined GBP value”.  The process for setting this value is not specified.  For example, it might be set by the Panel subject to consultation with Trading Parties and subject to the agreement of the Authority.

· The Modification Proposal leaves open the question of who should perform the determination of minimum credit levels, and who should monitor actual credit levels against them.  Before changes to the BSC can be drafted, a decision will be required on whether these are new agent roles, or fall within the scope of existing agent roles (e.g. ECVAA or FAA).

· The Modification Proposal does not specifically address the issue of what sanctions should be employed against BSC Parties who fail to post the required minimum level of credit cover.  However, it may be that the general provisions relating to Default (as defined in Section H3 of the Code) are adequate, and that no further specific provisions are therefore required.

Given the relatively minor nature of these points, ELEXON recommends that they should be addressed as part of the Assessment Procedure, and that a Definition Procedure is not required.

Annex 1 – Modification Proposal

Modification Proposal


MP No: 11
(mandatory by BSCCo)



Title of Modification Proposal (mandatory by proposer):

Revision Of Minimum Credit Cover Requirements 

Submission Date (mandatory by proposer): 09 May 2001

Description of Proposed Modification (mandatory by proposer):

The European Power Source Company (U.K.) Limited propose: the introduction of a minimum credit requirement for Trading Parties based on historical Energy Indebtedness (EI) levels. This proposal would not impact the default procedures (i.e., Level 1/Level 2) described in Section M.

According to this proposal, Trading Parties would be required to maintain a minimum level of Energy Credit Cover (ECC) in order to be able to transact. The minimum ECC required would be determined by ELEXON, or an appropriate third party, and would be based on the larger of (1) a predetermined GBP value or (2) a specified level of EI for each Trading Party that would be based on an assessment of that party's EI over the previous 12 months. For example, the minimum ECC calculated in (2) could be equal to the 20th highest level of EI reached in any one day over the preceeding 12 months. (This is roughly equivalent to a 95th percentile worst case level of EI.)

Minimum ECC levels would be rexamined by ELEXON, or another appropriate third party, at least each time a Trading Party has reached Level 2 Credit Default. Until 12 months of data is available, the minimum ECC level would be based on whatever data is available and would be reexamined at least each time a Trading Party has reached Level 1 or Level 2 Credit Default. Ideally, systems would be developed so that the minimum ECC level could be compared to historical EI on a daily basis.


Description of Issue or Defect that Modification Proposal Seeks to Address (mandatory by proposer):

Under the current credit arrangements provided by Section M, Trading Parties are expected to project their expected consumption and production volumes and post sufficient collateral with ELEXON to cover their projected EI level. This collateral then translates directly into the amount of ECC posted by that trading party. There is currently limited third-party oversight of the appropriateness of the ECC posted by Trading Parties. 

In particular, a Trading Party could sets its own ECC limit at zero and attempt to remain in balance at the end of each settlement period. As a result, a Trading Party could accrue EI on the system without ever having posted collateral. 

This proposal aims to modify the existing credit requirements so that Trading Parties are as fully protected as possible against EI that could arise due to the action of any one Trading Party by requiring a reasonable level of up-front collateral that, wherever possible, is based on historical trading data.  


Impact on Code (optional by proposer):

This proposal could result in several revisions to Section M.

Impact on Core Industry Documents (optional by proposer):

No impact envisioned at this time.

Impact on BSC Systems and Other Relevant Systems and Processes Used by Parties (optional by proposer):

Systems requirements for BSC and/or ELEXON to be explored. No additional system requirements envisioned for signatories to the BSC.

Impact on other Configurable Items (optional by proposer):

     

Justification for Proposed Modification with Reference to Applicable BSC Objectives (mandatory by proposer):

This proposal seeks to take advantage of the growing amount of trading data as it becomes available to further strengthen the BSC's existing credit requirements. In concept, this proposal aims to to protect Trading Parties as fully as possible and facilitate trading by (1) setting minimum credit requirements for Trading Parties participating in the BSC, (2) minimising the frequency of Level 1 and Level 2 default and (3) ensuring that Trading Parties have limited exposure to liabilities arising from failure of other Trading Parties to cover their own EI.

Specifically, this Modification Proposal will assist in achieving the BSC Objective specified in Section B 1.2.1 (b) (ii) of achieving "an efficient, economic and co-ordinated operation by the Transmission Company of the Transmission System"; and the objective specified in Paragraph 7A (3)(d) of the Transmission Licence, namely "promoting efficiency in the implementation and administration of the balancing and settlement arrangements."


Details of Proposer:


Name:
Marios V. Broustas

Organisation:
The European Power Source Company (UK) Limited

Telephone Number:
+44-20-7774-0083



Email Address:
marios.broustas@gs.com

Details of Proposer’s Representative:


Name:
Marios V. Broustas

Organisation:
The European Power Source Company (UK) Limited

Telephone Number:
+44-20-7774-0083



Email Address:
marios.broustas@gs.com

Details of Representative’s Alternate:


Name:
Fiona Grandison

Organisation:
The European Power Source Company (UK) Limited

Telephone Number:
+44 20 7774 1343



Email Address:
fiona.grandison@gs.com

Attachments:  FORMDROPDOWN 
     






� see BSC F2.5


� see BSC F2.6


� see BSC F2.3


� see BSC F2.7


� see BSC F2.1.8


� See BSC F2.1.2


� Because indebtedness in this context means Trading Charges, not bilateral indebtedness, it is only contracts to sell electricity that increase indebtedness, and hence cannot be notified by Parties in Level 2 Credit Default.  Contracts to buy electricity reduce indebtedness, and can still be notified.
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