	Modification Proposal – BSCP40/06


	MP No: 205
(mandatory by BSCCo)

	

	Title of Modification Proposal (mandatory by originator):

Increase in PAR level from 100MWh to 500MWh

	Submission Date (mandatory by originator):

04/07/06

	Description of Proposed Modification (mandatory by originator)
The purpose of this modification is to amend the PAR level introduced with the introduction of P194 of 100MWh to 500MWh, which will lessen the impact of P194 on smaller parties, in particular variable renewable generators, within the market.


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

P194 was proposed by National Grid to reflect the fact that the pricing signals given by the SBP/SSP should reflect the marginal cost faced by the system rather than the average costs.  The argument being that this is a better methodology for sending pricing signals.  This modification was rejected by the Panel not least because of its potential impact on smaller market players, and thus adverse impact on competition.  However, the modification was subsequently approved by the Authority against the recommendation of the Panel.
The analysis that backed this modification was based on data for the winter of 2004/05.  Since then, the market prices have become more volatile and as such that historical data is unlikely to reflect the true impact of this modification on smaller parties and non-signatory operators.    

We are not aware of any analysis of P194 against system prices for 2005/06.  However, even an analysis of 2004/05 indicates that system sell prices fell below zero for 60 half-hours in that period, as a result had any party been long in those periods then they would have paid both for the Generation, and the imbalance.  From our initial analysis of this period, we believe that if P194 had been implemented in November 2004, wholesale price for variable renewable generators would have been devalued by roughly 7%. 
We are sure that if a similar evaluation was done on the more recent volatile winter period of 2005/06 for SSP and SBP, then this would be increase to between 10-15%. 

This is because most embedded and renewable generators, sell to Suppliers on a partial spill basis, i.e.  they do not schedule their output.  Suppliers offer a price for this output, which includes a discount due to its unreliability of supply and the impact on the Suppliers position.  Up until P194 is implemented it is only rare system emergencies that have caused negative SSP, and thus negative SSP was not considered in the price offered to small generators.  The introduction of P194 with a PAR level of 100MWh changes this and Supplier will have no choice but to reduce the price available to smaller generators to hedge against this risk.  This will hit renewable generation hardest just at the time that renewable energy is a key component of the government’s Climate Change work. 
We believe this is particularly valid as it has been shown through various studies at the level of market penetration that is currently experienced, these generators do not cause the situation that NGC is having to respond to.  

Then to compound this issue, the market does not provide these generators with the instruments to deal with a change in their position, as the wholesale electricity market is illiquid.  Modification P194 cannot work properly to create it stated aim unless this particular market failure is changed.  It is like punishing a part of the market, without giving them a way to resolve the issue.  

In conclusion, our analysis is that the 100MWh band is too tight and may have dramatic consequences on the market as explained above.  We believe that the choice of 100MWh value for PAR is based on historical data which will not accurately reflect what will happen in the winter of 2006/07.  We are therefore proposing that the value of PAR is widened to 500MWh for this winter so as to mitigate these potential problems, while allowing the impact to be assessed of having a PAR value in the calculation of balancing prices.  The Panel could then use this analysis to produce a value for PAR which balances the need for the efficient, economic and co-ordinated operation by the transmission company (BSC objective B), with the promotion of effective competition in the generation and supply of electricity (BSC objective C) 



	Impact on Code (optional by originator)

	Impact on Core Industry Documents or System Operator-Transmission Owner Code (optional by originator)



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

	Impact on other Configurable Items (optional by originator)



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

The purpose of this modification is to allow the data to be collated over this winter, without causing serious financial problems to smaller parties, so that the Panel can assess the right level of PAR, and thus balance the need to meet BSC objective B – “the efficient, economic and co-ordinated operation by the transmission Company of the transmission system” and BSC objective C – “Promoting effective competition in the Generation and Supply of electricity, and  (so far as consistent therewith) promoting such competition in the sale and purchase of electricity” 
Currently, we believe that modification P194, without this amendment whilst consistent with Objective B, will have a significant adverse affect on objective C, and to reach this conclusion after this winter will be too late for many small market players.


	 Urgency Recommended: Yes  (delete as appropriate) (optional by originator) 



	Justification for Urgency Recommendation (mandatory by originator if recommending  progression as an Urgent Modification Proposal) 

Modification P194 has a go live date of 2nd November 2006, this modification would need to be approved before this date, so it can be effective from the outset.  To implement it after this winter, may be too late and the damage may have been done.

	Details of Proposer:

Name………Chris Welby………………………………………………………………….

Organisation…….Good Energy Ltd………………………………………………………

Telephone Number 01249 767480……..……………………………………………………


Email Address……chris.welby@good-energy.co.uk………………………………………..



	Details of Proposer’s Representative:


Name……………As above…….…………………………………………………………...

Organisation………………………………………….………………………………………...

Telephone Number………………………..……………………………………………………

Email address………….……………………………………………………………………….



	Details of Representative’s Alternate:

Name……………………………………………………………………………………………

Organisation………………………….……………….………………………………………..

Telephone Number………………………..……………………………………………………

Email address………….……………………………………………………………………….



	Attachments:  No  (delete as appropriate) (mandatory by originator)
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