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	INITIAL WRITTEN ASSESSMENT for Modification Proposal P204
‘Scaled Zonal Transmission Losses’


Prepared by:  ELEXON Limited

	Date of Issue:
	7 July 2006
	Document Reference:
	P204IR

	Reason for Issue:
	For Panel Decision
	Version Number:
	1.0


This document has been distributed in accordance with Section F2.1.10 of the Balancing and Settlement Code.

	Like Modification Proposal P198, Modification Proposal P204 seeks to introduce a zonal scheme for the allocation of the variable (heating) element of transmission losses, whereby annual zonal Transmission Loss Factors (TLFs) would be calculated for each BSC Year on an ex-ante (forecast) basis for each GSP Group (‘TLF Zone’) using a Load Flow Model.  All BM Units within a TLF Zone would receive the same average zonal TLF value.
However, the principle behind P204 would be different to P198.  Under P198, some BM Units in advantageous TLF Zones (e.g. generators in southern GSP Groups and Suppliers in northern GSP Groups) would be credited with energy through the Transmission Loss Multiplier (TLM) as a result of the introduction of zonal TLFs, whilst the Metered Volumes of other BM Units in disadvantageous Zones would be scaled down (i.e. they would receive an energy debit).  In contrast, P204 seeks to ensure that no BM Units are credited with energy (i.e. receive payments) through the TLM.  On average, for all but the most favourable location, only energy debits due to losses would be sought.  Two potential solutions for achieving this intention are put forward within the proposal.
BSCCO’S RECOMMENDATIONS
On the basis of the initial assessment BSCCo recommends that the BSC Panel: 

· DETERMINE that Modification Proposal P204 should be submitted to the Assessment Procedure;

· AGREE the Assessment Procedure timetable such that an Assessment Report should be completed and submitted to the Panel for consideration at its meeting of 12 October 2006;

· DETERMINE that the P204 Modification Group be formed from members of the P198 and P200 Modification Groups; and

· AGREE the Modification Group Terms of Reference.
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Summary of Impacted Parties and Documents

As far as BSCCo has been able to assess, the following parties/documents are potentially impacted by Modification Proposal P204.

Please note that this table represents a summary of the full initial impact assessment results contained in Appendix 2.
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1 Description of Proposed Modification 

1.1 Background

1.1.1 Types of Transmission Losses

The total metered energy which can be drawn from the Transmission System to meet demand will always be less than that delivered onto the Transmission System by generation, since some energy is used up in the process of transporting electricity.  The energy ‘lost’ from the Transmission System is commonly referred to as ‘transmission losses’.  Transmission losses can be considered to comprise two main elements:  ‘fixed’ losses and ‘variable’ losses.

Fixed losses are those which do not vary significantly with the power flow.  In transformers, the losses arise from magnetising the iron core.  In overhead lines, they include losses dependent on the voltage levels, length of line and climatic conditions.

Variable losses arise through the heat caused by current flowing through the transformers and lines.  Variable losses increase with the current (and associated power flow) and the length of line in which it flows.

References to ‘fixed’ and ‘variable’ losses throughout this document have the meaning given above, whilst the term ‘total’ transmission losses is used to represent the sum of fixed and variable losses (i.e. the total energy lost from the Transmission System at any given point in time, calculated as the difference between total generation and demand).

1.1.2 Existing Allocation Mechanism for Transmission Losses

The rules and calculations for allocating transmission losses to Parties are set out in Section T2 of the Balancing and Settlement Code (‘the Code’).  These involve the adjustment of individual BM Unit Metered Volumes in Settlement to allocate transmission losses, whilst ensuring that total adjusted generation matches total adjusted demand in any given Settlement Period.  Transmission losses are thereby allocated to Parties as part of their Trading Charges.  

Under the existing Code provisions, both fixed and variable transmission losses in each Settlement Period are allocated to Parties on a ‘uniform’ (non-locational) basis in proportion to each Party’s metered energy.  The current allocation of transmission losses therefore does not take account of the extent to which individual Parties give rise to such losses.  Although a parameter for a ‘differential’ allocation of some or all transmission losses is included in the Code, this is currently set to zero so has no practical effect.  In the Section T calculation, this parameter is represented by the Transmission Loss Factor (TLF=0).  This value can only be amended through a modification to the Code.

The formula below represents a simplified version of the Section T calculation for each BM Unit’s share of total transmission losses in any given Settlement Period:

TLM=1+TLF+TLMO

A Transmission Loss Multiplier (TLM) is generated for each individual BM Unit, and represents a factor used to scale the BM Unit’s Metered Volumes in Settlement.  The purpose of the Transmission Losses Adjustment (TLMO) is to uniformly adjust all generation delivery and all demand offtake, in order to allocate the proportion of transmission losses which has not already been allocated through the TLF.  Metered Volumes for BM Units in ‘delivering’ (exporting) Trading Units are multiplied by 1+TLF+TLMO+ (with TLF=0 this is a scaling down), whilst Metered Volumes for BM Units in ‘offtaking’ (importing) Trading Units are multiplied by 1+TLF+TLMO- (with TLF=0 this is a scaling up).    

The value of TLMO+/- is produced by a separate calculation in Section T.  This includes the application of an ‘alpha (() factor’ of 0.45, which uniformly adjusts the total transmission losses for the Settlement Period such that 45% of losses are allocated across all delivering Trading Units in aggregate whilst 55% are allocated across all offtaking Trading Units in aggregate.
  

The formulae below represent simplified versions of the TLMO+ and TLMO- calculations:

TLMO+ = -(0.45*(total transmission losses in Settlement Period) – generators’ share of transmission losses already allocated through TLF in Settlement Period) / total volume of generation in Settlement Period

TLMO- = (0.55*(total transmission losses in Settlement Period) – Suppliers’ share of transmission losses already allocated through TLF in Settlement Period) / total volume of demand in Settlement Period

The value of TLMO+ is the same in each Settlement Period for every BM Unit in all delivering Trading Units.  The value of TLMO- is the same for every BM Unit in all offtaking Trading Units.  

Since under the existing Code baseline the value of TLF is set to zero, the TLMO is currently the only determining factor in the calculation of each BM Unit’s TLM.  Two uniform TLM values are therefore currently applied:  one to all BM Units in delivering Trading Units, and one to all BM Units in offtaking Trading Units.  Each Party’s overall allocation of transmission losses is dependent on the Metered Volumes of the BM Units to which this TLM is applied.

1.2 Related Modification Proposals

There are currently three other Pending Modification Proposals being progressed in the area of zonal transmission losses, as follows:

· Modification Proposal P198 ‘Introduction of a Zonal Transmission Losses Scheme’ (raised by RWE Npower on 16 December 2005); 

· Modification Proposal P200 ‘Introduction of a Zonal Transmission Losses Scheme with Transitional Scheme’ (raised by Teesside Power Limited on 21 April 2006); and

· Modification Proposal P203 ‘Introduction of a Seasonal Zonal Transmission Losses Scheme’ (raised by RWE Npower on 26 June 2006).

In addition, the P198 and P200 Modification Groups have developed Alternative Modifications for both P198 and P200.  All of the proposals seek to introduce a locational allocation of variable losses through the calculation of ‘zonal’ TLF values, although their precise calculations and application of these values differ.  A summary of the solutions can be found in Table 1 on the following page, whilst further detail regarding the proposals and their Alternatives can be found in Sections 1.2.1-1.2.4 below.
Please note that all three of these Modification Proposals and their Alternatives are mutually exclusive, such that only one could be approved by the Authority for implementation.
Table 1 – Summary of Transmission Losses Modification Proposals

The key aspects of Modification Proposals P198, P200 and P203 are outlined below, and are shown against the P204 solution for comparison.
	Aspect of Solution
	P198 Proposed
	P198 Alternative
	P200 Proposed
	P200 Alternative
	P203 Proposed
	P204 Proposed

	Scope of Zonal TLF Calculation
	Scaled Marginal (Variable Losses Only)
	Scaled Marginal (Variable Losses Only)
	Scaled Marginal (Variable Losses Only)
	Scaled Marginal  (Variable Losses Only)
	Scaled Marginal (Variable Losses Only)
	Scaled Marginal                                           (Variable Losses Only)

	Scaling Factor
	0.5                                (Single Scaling Factor Fixed in Code)
	0.5                                (Single Scaling Factor Fixed in Code)
	0.5                                (Single Scaling Factor Fixed in Code)
	0.5                                (Single Scaling Factor Fixed in Code)
	0.5                                (Single Scaling Factor Fixed in Code)
	TBC, with 2 Options:                               Option 1 – Single Scaling Factor; or                                        Option 2 – Different Scaling Factor Calculated and Applied in each Settlement Period

	Aim of Scaling Factor
	Ensure Total Variable Losses Allocated Through TLFs
	Ensure Total Variable Losses Allocated Through TLFs
	Ensure Total Variable Losses Allocated Through TLFs
	Ensure Total Variable Losses Allocated Through TLFs
	Ensure Total Variable Losses Allocated Through TLFs
	Ensure No BM Units are Credited with Energy Through TLM

	Applicable Period for TLFs
	BSC Year
	BSC Season
	BSC Year
	BSC Season
	BSC Season
	BSC Year

	Nature of TLF Calculation
	Ex-Ante
	Ex-Ante
	Ex-Ante
	Ex-Ante
	Ex-Ante
	Ex-Ante

	Frequency of TLF Calculation
	Annual
	Annual
	Annual
	Annual
	Annual
	Annual

	Applicable Zones for Production BM Units
	GSP Group
	GSP Group
	GSP Group
	GSP Group
	GSP Group
	GSP Group

	Applicable Zones for Consumption BM Units
	GSP Group
	GSP Group
	GSP Group
	GSP Group
	GSP Group
	GSP Group

	Mitigation of Impacts?
	No
	Yes
	Yes
	Yes
	No
	No

	Type of Mitigation
	-
	Linear Phasing
	Hedging
	Hedging
	-
	-

	Period of Mitigation
	-
	4 Years
	15 Years
	15 Years
	-
	-


1.2.1 Modification Proposal P198

P198 is currently part-way through the Assessment Procedure, with an Assessment Report to be presented to the BSC Panel (‘the Panel’) at its meeting on 10 August 2006.

a) Proposed Modification P198
The solution for Proposed Modification P198 involves the following ‘scaled marginal’ methodology for calculating zonal TLFs:

1) An electrical model of the Transmission System (a ‘Load Flow Model’) would be built, containing ‘Nodes’ to represent points where energy flows on or off the Transmission System.  Each Node on the Transmission System would be identified by the Transmission Company, and would be allocated to a specific Zone on the transmission network on the basis of a ‘Network Mapping Statement’ maintained by BSCCo.  The TLF Zones would be set by the Panel, based on the geographic areas covered by GSP Groups.  Since there are currently 14 GSP Groups, there would therefore be 14 TLF Zones.

2) TLFs would be calculated on an ex-ante basis (i.e. forecasted) for each BSC Year, using Metered Volumes and Network Data for Sample Settlement Periods from a preceding 12-month period (the ‘Reference Year’).  The required Metered Volumes and Network Data would be provided by the Central Data Collection Agent (CDCA) and the Transmission Company respectively.

3) Prior to the start of each BSC Year (1 April – 31 March), the Load Flow Model would be run by a Transmission Loss Factor Agent (‘the TLFA’) to calculate how an incremental (or ‘marginal’) increase (or ‘injection’) in power at each individual Node would affect the variable losses from the Transmission System.  The output of the Load Flow Model would be a TLF value for each Node in each of the Sample Settlement Periods.   Positive TLF values would be produced for Nodes where an incremental increase in generation (or reduction in demand) had the effect of decreasing variable losses.  Negative TLF values would be produced for Nodes where an incremental increase in generation (or reduction in demand) had the effect of increasing variable losses.  For example, if an injection of an extra 1kWh of energy at a Node increased variable losses by 0.02 kWh, the TLF for that Node in that Settlement Period would be -0.02.

4) The TLFA would average these raw Nodal TLFs across all the Nodes in each TLF Zone by ‘volume-weighted’ averaging, to give 14 Zonal TLF values for each Sample Settlement Period (one per TLF Zone).  The TLFA would then convert these to Annual Zonal TLFs by ‘time-weighted’ averaging.

5) The TLFA would adjust the Annual Zonal TLFs by a 0.5 scaling factor such that the volume of energy allocated via the TLFs was comparable to the volume of variable losses calculated by the Load Flow Model.  These 14 Adjusted Annual Zonal TLFs (one per TLF Zone) would be made publicly available by BSCCo no less than three months prior to their use in the TLM Settlement calculation for the applicable BSC Year.  

6) Each BM Unit would be allocated to a specific TLF Zone by BSCCo on the basis of the Network Mapping Statement, with any question or dispute over their zonal allocation to be resolved by the Panel.  Using the Network Mapping Statement, the TLFA would determine the TLF value to be applied to each BM Unit in the TLM Settlement calculation for the applicable BSC Year.  This BM Unit-Specific TLF would be the Adjusted Annual Zonal TLF value for the Zone in which the BM Unit was located. All BM Units within a Zone would therefore receive the same single TLF value (the Adjusted Annual Zonal TLF for that Zone), for every Settlement Period within the applicable BSC Year.  A positive TLF value would increase the value of TLM used to scale a BM Unit’s Metered Volume (a benefit to generators and disadvantage to Suppliers), whilst a negative TLF value would decrease the value of TLM (a benefit to Suppliers and disadvantage to generators).

7) The BM Unit-Specific TLFs calculated by the TLFA would be registered in BSC Systems by the Central Registration Agent (CRA), and would be used by the Balancing Mechanism Reporting Agent (BMRA) and the Settlement Administration Agent within the Balancing Mechanism Reporting Service (BMRS) and Settlement calculations respectively.  

8) The remaining ‘fixed’ element of transmission losses would continue to be allocated to Parties on a non-locational basis through the TLMO, and the overall 45:55 allocation of total transmission losses to generation and demand would be retained.

9) There would be no phased implementation or ‘hedging’ of exposure to the new zonal TLFs, which would therefore take full effect from the first Settlement Period on the Implementation Date.
Further detail regarding Proposed Modification P198 can be found in the P198 Second Assessment Procedure Consultation Document (Reference 1).
b) Alternative Modification P198
Alternative Modification P198 is the same as Proposed Modification P198, except that it comprises:

· An annual ex-ante calculation of four Adjusted Seasonal Zonal TLF values for each TLF Zone, one for each BSC Season; and

· A linear phased implementation of these Adjusted Seasonal Zonal TLF values over the first four BSC Years of the scheme, such that TLFs would be applied at 20% of their full value in BSC Year 1, 40% in BSC Year 2, 60% in BSC Year 3, 80% in BSC Year 4, and 100% in BSC Year 5 and all subsequent years.

Further detail regarding Alternative Modification P198 can be found in the P198 Second Assessment Procedure Consultation Document.

1.2.2 Modification Proposal P200

P200 is currently part-way through the Assessment Procedure, with an Assessment Report to be presented to the Panel at its meeting on 10 August 2006.

a) Proposed Modification P200

Proposed Modification P200 seeks to introduce zonal TLFs under the same methodology as Proposed Modification P198 (i.e. an annual ex-ante calculation of one Adjusted Annual Zonal TLF value per TLF Zone), but with the addition of an F-factor ‘hedging’ scheme to mitigate the impact of TLFs on existing generators over 15 years.  

Further detail regarding Proposed Modification P200 can be found in the P200 Assessment Procedure Consultation Document (Reference 2).

b) Alternative Modification P200

Alternative Modification P200 seeks to introduce zonal TLFs under the same methodology as Alternative Modification P198 (i.e. an annual ex-ante calculation of four Adjusted Seasonal Zonal TLF values per TLF Zone), but with the addition of a 15-year F-factor ‘hedging’ scheme for existing generators.
Further detail regarding Alternative Modification P200 can be found in the P200 Assessment Procedure Consultation Document.
1.2.3 Modification Proposal P203

Proposed Modification P203 seeks to introduce an annual calculation of seasonal TLF values which is identical to Alternative Modification P198, except that (unlike P198 Alternative) there would be no phased implementation of these values.

The Initial Written Assessment (IWA) for P203 will be presented to the Panel at its meeting on 13 July 2006, with a recommendation that P203 be submitted to a one-month Assessment Procedure such that the P203 Assessment Report would be presented to the Panel at its meeting on 10 August 2006.

Further detail can be found in the P203 IWA (Reference 3).

1.2.4 Purpose of Scaling Factor Under P198, P200 and P203

Losses are not constant with power.  Since the Load Flow Model would only establish the relationship between variable losses and power (the TLF) at the margin (i.e. for a marginal injection of power at each Node), applying unadjusted TLFs to whole Metered Volumes would over-allocate variable losses.  Under P198 (Proposed and Alternative Modifications), P200 (Proposed and Alternative Modifications) and P203, a scaling factor of 0.5 would be used in the TLF calculation to seek to ensure that the losses allocated through TLFs would be comparable to the level of variable losses calculated by the Load Flow Model.
The detailed modelling exercise carried out by an external consultant on behalf of the P198 Modification Group concluded that 0.5 was the appropriate scaling factor to achieve this intention.  One member of the P198 Group – whilst not disagreeing with this conclusion – suggested an ‘alternative scaling’ approach based on a different principle, whereby it would attempt to ensure that no BM Units were credited with energy through the TLM.  This was considered by the Group as a potential option for an Alternative Modification to P198.  However, whilst some members were sympathetic to this approach, the Group agreed by majority not to assess it further as part of P198.  Some members noted that there could be more than one way of achieving the intention of such an approach, and believed that it would be more appropriate for ‘alternative scaling’ to be raised as a Standing Issue or a separate Modification Proposal to allow the industry to consider the most appropriate solution.  Other members supported this suggestion, believing that the ‘alternative scaling’ approach would require a substantive assessment in its own right to investigate its impact on the allocation of losses.  Other members believed that such an approach would be seeking to address a different defect to P198, and was therefore outside the scope of any P198 Alternative Modification.

P204 has subsequently been raised as a separate Modification Proposal.  Further detail regarding the P198 Group’s discussions can be found in the P198 Second Assessment Procedure Consultation Document.  
1.3 Modification Proposal P204
P204 was raised on 3 July 2006 by British Energy Power & Energy Trading Ltd (‘the Proposer’).  Like P198, P204 argues that the Code’s existing uniform allocation of losses fails to allocate the cost of losses appropriately between BM Units at different locations.  Like P198, P204 therefore seeks to introduce a zonal scheme for the allocation of variable losses.  However, the principle behind P204 would be different to P198.
a)  Principle of P198

Under P198, some BM Units in advantageous TLF Zones (e.g. generators in southern GSP Groups and Suppliers in northern GSP Groups) would be credited with energy through their resulting TLMs.  The Metered Volumes of these BM Units would be increased (made more positive), which would be a benefit to both generators and Suppliers since it would respectively increase their volume of generation or decrease their volume of demand.  The Metered Volumes of other BM Units in disadvantageous Zones would be scaled down (i.e. they would receive an energy debit).  The Metered Volumes of these BM Units would be decreased (made more negative), which would be a disbenefit to both generators and Suppliers since it would respectively decrease their volume of generation or increase their volume of demand.  

This can be seen in Figures 1 and 2 below, which show the estimated TLMs for delivering and offtaking Trading Units which would have been likely to apply in 2006/2007 under Proposed Modification P198.

Note that BM Units would not be exposed directly to the TLF values calculated by P198, but only to TLMs (where the TLMO would uniformly adjust the TLF values whilst preserving the differentials between Zones, such that losses were allocated 45:55 to generation and demand overall).

Figure 1 – P198 TLMs for 2006/2007 ‘Peak’ Settlement Period
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Task Name

Duration

Start

Finish

1

P198 & P200 Assessment Procedure Consultations

11 days

Fri 30/06/06

Fri 14/07/06

2

P200 Impact Assessment

11 days

Fri 30/06/06

Fri 14/07/06

3

P198/P200 Legal Text Drafted

11 days

Fri 30/06/06

Fri 14/07/06

4

P198/P200 Verbal Update Provided to Panel

0 days

Thu 13/07/06

Thu 13/07/06

5

P198/P200 Responses Compiled

0 days

Mon 17/07/06

Mon 17/07/06

6

P198/P200 Final MG Meeting

0 days

Tue 18/07/06

Tue 18/07/06

7

MG Reviews Legal Text

4 days

Wed 19/07/06

Mon 24/07/06

8

P198/P200 Assessment Reports Drafted

4 days

Wed 19/07/06

Mon 24/07/06

9

P198/P200 Legal Text Updated

5 days

Tue 25/07/06

Mon 31/07/06

10

MG Reviews P198/P200 Assessment Reports

5 days

Tue 25/07/06

Mon 31/07/06

11

P198/P200 Assessment Reports Updated

3 days

Tue 01/08/06

Thu 03/08/06

12

August Panel Paper Day

0 days

Fri 04/08/06

Fri 04/08/06

13

P198/P200 Assessment Reports Presented to Panel

0 days

Thu 10/08/06

Thu 10/08/06

14

P198/P200 Draft Modification Reports Produced

5 days

Fri 11/08/06

Thu 17/08/06

15

P198/P200 Report Phase Consultation

11 days

Fri 18/08/06

Fri 01/09/06

16

P198/P200 Draft Modification Reports Updated

3 days

Mon 04/09/06

Wed 06/09/06

17

September Panel Paper Day

0 days

Wed 06/09/06

Wed 06/09/06

18

P198/P200 Draft Modification Reports Presented to Panel

0 days

Thu 14/09/06

Thu 14/09/06

19

P198/P200 Modification Reports Updated

3 days

Fri 15/09/06

Tue 19/09/06

20

P198/P200 Modification Reports Submitted to Authority

0 days

Wed 20/09/06

Wed 20/09/06

21

22

P203 IWA Drafted

4 days

Mon 03/07/06

Thu 06/07/06

23

July Panel Paper Day

0 days

Fri 07/07/06

Fri 07/07/06

24

P203 Draft Consultation Doc Produced

3 days

Mon 10/07/06

Wed 12/07/06

25

P203 IWA Presented to Panel

0 days

Thu 13/07/06

Thu 13/07/06

26

P203 Meeting 1

0 days

Fri 14/07/06

Fri 14/07/06

27

P203 Assessment Procedure Consultation

10 days

Mon 17/07/06

Fri 28/07/06

28

P203 Legal Text Drafted

5 days

Mon 17/07/06

Fri 21/07/06

29

P203 MG Reviews Legal Text

5 days

Mon 24/07/06

Fri 28/07/06

30

P203 Draft Assessment Report Produced

10 days

Mon 17/07/06

Fri 28/07/06

31

P203 Responses Compiled

0 days

Mon 31/07/06

Mon 31/07/06

32

P203 Meeting 2

0 days

Tue 01/08/06

Tue 01/08/06

33

P203 Assessment Report/Legal Text Updated

1 day

Wed 02/08/06

Wed 02/08/06

34

P203 MG Reviews Assessment Report

1 day

Thu 03/08/06

Thu 03/08/06

35

August Panel Paper Day

0 days

Fri 04/08/06

Fri 04/08/06

36

P203 Assessment Report Presented to Panel

0 days

Thu 10/08/06

Thu 10/08/06

37

P203 Draft Modification Report Produced

5 days

Fri 11/08/06

Thu 17/08/06

38

P203 Report Phase Consultation

11 days

Fri 18/08/06

Fri 01/09/06

39

P203 Draft Modification Report Updated

3 days

Mon 04/09/06

Wed 06/09/06

40

September Panel Paper Day

0 days

Fri 08/09/06

Fri 08/09/06

41

P203 Draft Modification Report Presented to Panel

0 days

Thu 14/09/06

Thu 14/09/06

42

P203 Modification Report Updated

3 days

Fri 15/09/06

Tue 19/09/06

43

P203 Modification Report Submitted to Authority

0 days

Wed 20/09/06

Wed 20/09/06

44

45

P204 IWA Drafted

4 days

Mon 03/07/06

Thu 06/07/06

46

July Panel Paper Day

0 days

Fri 07/07/06

Fri 07/07/06

47

P204 IWA Presented to Panel

0 days

Thu 13/07/06

Thu 13/07/06

48

P204 MG Meeting 1

0 days

Fri 14/07/06

Fri 14/07/06

49

P204 ELEXON Analysis of Proposed Approaches

11 days

Mon 17/07/06

Mon 31/07/06

50

P204 Requirements Spec Drafted

11 days

Mon 17/07/06

Mon 31/07/06

51

P204 MG Meeting 2

0 days

Tue 01/08/06

Tue 01/08/06

52

P204 Cost-Benefit Analysis Undertaken

15 days

Thu 03/08/06

Wed 23/08/06

53

P204 Update Requirements Spec

3 days

Thu 03/08/06

Mon 07/08/06

54

P204 MG Reviews Requirements Spec

3 days

Tue 08/08/06

Thu 10/08/06

55

P204 Impact Assessment Undertaken
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P204 Meeting 4
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P204 Draft Assessment Report Produced
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65

P204 Legal Text Drafted
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P204 MG Reviews Assessment Report & Legal Text
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Thu 28/09/06
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P204 Assessment Report & Legal Text Updated
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Wed 04/10/06
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71
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Figure 2 – P198 TLMs for 2006/2007 ‘Trough’ Settlement Period


At a simple level, under P198 southern generators and northern demand would be ‘rewarded’ for helping to reduce losses, whilst northern generators and southern demand would be ‘penalised’ for contributing to an increase in losses.  Table 2 on the following page shows the likely initial distributional effects of P198, estimated as part of the P198 cost-benefit analysis by an external consultant on behalf of the P198 Modification Group. 

Table 2 – Assumed Distributional Impacts of P198 (2006/2007)

	
	North
	South

	Generators (Total)
	Increase payments by:

£43m in Scotland

£42m in Northern England
	Decrease payments by £85m

	Suppliers (Total)
	Decrease payments by:

£32m in Scotland

£41m in Northern England
	Increase payments by £73m


These distributional effects are consistent with the belief of the Proposer of P198 that the existing uniform allocation of losses constitutes a ‘cross-subsidy’, whereby southern generators and northern Suppliers pay part of the costs of transporting electricity to the south.  For the Proposer of P198, the above distributional effects are therefore appropriate – since they are believed to represent the removal of this cross-subsidy, whilst providing economic signals to incentivise the short-term despatch and long-term location of generation closer to demand.  Further detail regarding these arguments can be found in the P198 Second Assessment Procedure Consultation Document.
b)  Principle of P204

The Proposer of P204 does not believe that such large gross transfers of money are appropriate or necessary to achieve the intention of a zonal transmission losses scheme.  The Proposer of P204 believes that:

· The gross cash transfers created by P198 would considerably exceed the net actual amount of losses;
· The averaging inherent in an annual zonal TLF calculation could create significant material errors in loss allocation and signals under P198; and
· The economic rationale behind P198 is weakened by the fact that losses are a second-order consideration for most long-term investment and operation, which would therefore be subject to windfall gains and losses.

However, the Proposer believes that it is possible to address the defect of the existing uniform allocation, and create a more appropriate allocation of costs, without creating such large distributional effects.  Under the solution proposed by P204, zonal TLF values would still be calculated to allocate variable losses to BM Units on a locational basis, and the existing uniform allocation of fixed losses would be retained (45% to generation and 55% to demand overall).  However, TLF values would be scaled such that no BM Units were credited with energy (i.e. received payments) through the TLM.  

Under this approach, the most favourable position for a BM Unit would be a uniform allocation of fixed losses with no allocation of variable losses.  This position would apply to BM Units in the most advantageous TLF Zone – and would be a more favourable outcome for these BM Units than at present, where a uniform allocation of total losses (fixed and variable) applies.  The least favourable position for a BM Unit would be in the Zone with the ‘worst’ scaled TLF (i.e. the most negative for generation and most positive for demand), where BM Units would be allocated both fixed losses on a uniform basis and variable losses on a zonal basis.  This would be a less favourable outcome for these BM Units than at present, where they receive a uniform allocation of both fixed and variable losses.  Other Zones would have intermediate effects depending on the scaled TLF for the Zone.
The Proposer believes that P204 would therefore better facilitate the following Applicable BSC Objectives when compared with the existing Code baseline:

· Applicable BSC Objectives (a) ‘The efficient discharge by the Transmission Company of the obligations imposed upon it by the Transmission Licence’ and (b) ‘The efficient economic and co-ordinated operation of the GB transmission system’ – The Proposer believes that P204 may help the Transmission Company make efficient despatch decisions for balancing services (without having to consider the effect on losses explicitly), although the Proposer considers that this is unlikely to be a significant advantage; and
· Applicable 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’ – The Proposer considers that P204 would assist in meeting this objective by improving the reflection of losses costs on Parties responsible for them.
It should be noted that P204 is not contingent on P198, but represents a stand-alone Modification Proposal, since it includes a full zonal TLF calculation within its scope.  P204 and P198 are therefore mutually exclusive proposals.

c)  Proposed P204 Solution

Two options for achieving the intention of the proposal are suggested by the Proposer, and are summarised at a high level below.  Further detail (including some suggested algebra for Option 2) is provided by the Proposer as an attachment to the Modification Proposal, and can be found in Appendix 1.
i)  Option 1:  Single Average Scaling Factor

Under this approach, a single average scaling factor would be applied to the TLF values in Settlement, such that the TLF values for a Zone were constant in each Settlement Period of the year.  Nodal TLFs, Zonal TLFs and Annual Zonal TLFs would be determined using the same methodology as P198.  However, the scaling factor used in the calculation of Adjusted Annual Zonal TLFs would be different to the 0.5 scaling factor used under P198, P200 and P203, and would be calculated using the following methodology:
1) An estimation would be made of the level of fixed/variable losses in each Sample Settlement Period used in the Annual Zonal TLF calculation;

2) A determination would then be made of the appropriate scaling factors for delivery and offtake within each Sample Settlement Period;

3) These delivering and offtake Settlement Period-specific scaling factors would then be averaged together to create a single average scaling factor;

4) The Annual Zonal TLFs would then by multiplied by this single average scaling factor to derive Adjusted Annual Zonal TLFs.  These would be different to the Adjusted Annual Zonal TLFs calculated under P198, and are hereafter referred to as Scaled Adjusted Annual Zonal TLFs for clarity.

BM Unit-Specific TLFs would be calculated on the basis of the zonal mappings contained in the Network Mapping Statement, as under P198.  The existing TLM Settlement calculation (1+TLF+TLMO+/-) would remain unchanged, with TLF representing the new Scaled Adjusted Annual Zonal TLF value applicable to an individual BM Unit.  The Scaled Adjusted Annual Zonal TLF value for each Zone would apply equally to delivery and offtake within that Zone.  However, the TLMO value (and therefore the resulting TLM) applied to an individual BM Unit would depend on whether it was part of a delivering or offtaking Trading Unit in a given Settlement Period, as under the current Code baseline.
ii)  Option 2: Different Scaling Factor Calculated and Applied in each Settlement Period 

As for Option 1, Nodal TLFs, Zonal TLFs and Annual Zonal TLFs would be determined using the same methodology as P198.  However, under Option 2, the scaling factor applied to TLF values in Settlement would be recalculated for each half hour within central BSC Systems, such that the TLF values for a Zone varied by Settlement Period.  There would also be different scaling factors for delivery and offtake.  In addition to its zonal mapping in the Network Mapping Statement, the Scaled Adjusted Annual Zonal TLF value applicable to an individual BM Unit in any given Settlement Period would therefore depend on:

· Whether the BM Unit was part of a delivering or offtaking Trading Unit in the Settlement Period; and
· The level of fixed and variable losses in the Settlement Period.

To achieve this, the TLM Settlement calculation would be amended to detail the calculation of the Settlement Period-specific scaling factors for delivery and offtake.  Note that this is different to P198, where TLF values are fixed for a year and only TLMs vary by Settlement Period according to the total volumes of delivery and offtake in the half hour.
1.4 Areas for Consideration in Progressing Modification Proposal

An initial assessment of P204 has identified the following areas which BSCCo recommends should be considered further by a Modification Group during the progression of the Modification Proposal.
1.4.1 Relationship Between P204 and Pending Modification Proposal P198
Aside from the differences between P198 and P204 which relate to the scaling approach taken in the TLF calculation, the Modification Proposal implies (though is not explicit) that all other elements of the P204 solution will be based on the solution already agreed by the P198 Group for Proposed Modification P198.  BSCCo therefore recommends that the Terms of Reference for the P204 Modification Group should state that the following areas of the solution for Proposed Modification P204 should mirror the requirements for Proposed Modification P198 as detailed in the P198 Second Assessment Procedure Consultation Document:
· Calculation of Nodal, Zonal, and Annual Zonal TLF values (prior to the application of scaling);

· Role of TLFA and Load Flow Model Reviewer;

· Access arrangements, input data, and output data for Load Flow Model;
· Basis for TLF Zones (i.e. based on GSP Groups for both generation and demand);

· Duration (and start and end dates) of Reference Year;

· Requirements regarding the contents and maintenance of the Network Mapping Statement;

· Requirements for TLF endorsement and publication; 
· Criteria for the retrospective recalculation of TLFs; and

· Implementation approach (i.e. implementation and annual calculation tied to Parties’ contractual rounds).

This approach would promote efficiency and the expeditious progression of P204, by avoiding the need to repeat discussions already undertaken by the P198 Group.  A longer progression timetable for P204 would be required if any of the above areas were to be revisited.
1.4.2 Analysis of P204 Scaling Approaches
a)  Choice of Proposed Modification Solution Option

Two options for achieving the intention of the proposal are suggested by the Proposer as outlined in Section 1.3.  Only one of these options could form the final solution for the Proposed Modification, although the remaining option could be considered as a potential Alternative Modification for P204.

Option 2 is likely to be the more complex and costly solution, as it would require changes to the BSC Settlement systems in order to calculate delivery and offtake scaling factors in each Settlement Period.  Option 1 is likely to require only an additional impact on the TLFA compared with P198, since it retains the use of a single average scaling factor (as under P198) but proposes a different derivation for the value of that scaling factor.  However, as the Proposer notes, Option 1 may be less accurate in achieving the intention of the proposal to avoid Parties being credited with energy in every half hour (although on average it may provide a reasonable approximation).

In order to aid the P204 Modification Group in choosing which of these options to adopt as the final solution for the Proposed Modification, BSCCo recommends that the Group’s Terms of Reference should require the following areas of assessment to be undertaken for both options:

· Analysis of the impact of each option on the allocation of transmission losses – this would allow the Group to determine whether the effect of the two approaches is materially different, as well as aiding the Group and the industry in its assessment of P204 against the Applicable BSC Objectives.  It is suggested that this analysis be similar to that previously undertaken for P200 (see P200 Assessment Consultation Document), comparing the allocation of losses received by a small sample of BM Units under each of the P204 options.  Using the same sample BM Units as under P200 would represent the most efficient and expeditious approach to this analysis, as it would allow the P204 allocation of losses to these BM Units to be compared to that received by the BM Units under the existing Code baseline, P198 and P200 (which has already been determined).

· Impact assessment of the implementation costs and lead times for each option – this would allow the Group to determine the impacts and costs of each option before choosing which to progress as the final solution for the Proposed Modification.  
· Industry consultation on each option – this would allow the Group to consider industry views regarding each option (based on the analysis outlined above) before choosing which to progress as the final solution for the Proposed Modification.

b)  Load-Flow Modelling

It should be noted that no further formal external load-flow modelling analysis would be required to support the assessment of P204, since the analysis can be performed by BSCCo and the Group using the raw output data from the P198 modelling exercise undertaken by Siemens PTI.  However, since both options would impact the scope of the TLFA role, BSCCo intends to seek an opinion from PTI as to the possible magnitude of this impact – to determine whether any additional implementation lead time would be required for P204 compared with P198.  Please note however, that this would not prejudge the outcome of the competitive procurement exercise which would be required for the TLFA role were a zonal transmission losses scheme to be approved by the Authority.

c)  Cost-Benefit Analysis

i)  Previous Analysis of P198/P200

An external cost-benefit analysis of a zonal transmission losses scheme was commissioned from OXERA Consulting in respect of P198, and can be found within the P198 Second Assessment Procedure Consultation Document.  The P200 Modification Group has unanimously agreed that, despite the mitigation of TLF values through the F-factor hedging scheme, P200 would still give the same despatch signals (and therefore the same reduction in the level of transmission losses) as P198.  The rationale for this view is that the differentials between the TLFs for different Zones would be maintained under P200.  A majority of members also believed that P200 would not alter the locational signals provided by P198.    The Group unanimously agreed that no further cost-benefit analysis was required from OXERA for P200.  Further details can be found in the P200 Assessment Procedure Consultation Document.
ii)  Further Analysis for P204

Under P204, the differentials between the TLF/TLM values for different Zones would be less than for P198 and P200, due to the proposed scaling approach.  BSCCo therefore recommends that the Group commissions further external cost-benefit analysis from OXERA for P204, in order to examine the effect of these reduced differentials on the signals provided by a zonal transmission losses scheme.  BSCCo suggests that this work should focus primarily on the impact of the change in P204 differentials on despatch and the level of losses (since the OXERA analysis for P198 concluded that the locational signal provided by a zonal transmission losses scheme would be minor or ambiguous), and on the distributional effects of the scheme.  To reduce the scope of this extra work, BSCCo suggests that the P204 scaling should form an additional sensitivity on the ‘business as usual’ central scenario modelled by OXERA under P198.  No other scenarios would be required.  In addition, BSCCo recommends that OXERA’s modelling should be based on P204 Option 1 (as the least complex option), since BSCCo’s analysis will show the magnitude of the difference between this approach and Option 2.  However, the Group will need to agree the precise cost-benefit analysis requirements for P204.  Should the Group believe that additional work is needed, this may require a longer progression timetable.
1.4.3 Detailed Solution Requirements for P204 Scaling Approaches

Before the activities outlined in Section 1.4.2 can be undertaken, the Group will need to work up the detailed solution requirements for each option – including the following areas:

· The entity responsible for each element of the proposed determination and application of Scaled Adjusted Annual Zonal TLFs (i.e. the division of responsibility between the TLFA, other BSC Agents and BSCCo);

· How the levels of fixed and variable losses would be estimated under Options 1 and 2, since the Code does not currently distinguish between types of transmission losses (potentially the level of variable losses calculated by the Load Flow Model could be used for Option 1, whilst the Transmission Company’s Seven Year Statement could be used for Option 2 since this estimates the level of variable losses as 55-60% of total losses);

· Whether the scaling factor under Option 1 would be fixed in the Code as under P198, or would be recalculated each year as part of the annual TLF calculation (the Modification Proposal is silent in this area);
· Whether the TLFA would still apply a 0.5 scaling factor to Annual Zonal TLFs under Option 2, before the P204 Settlement Period-specific scaling factors for delivery and offtake were calculated in BSC Systems; and
· The precise calculations for the fixed scaling factor under Option 1, and Settlement Period-specific scaling factors under Option 2.
Suggested algebra for the scaling calculation has been provided by the Proposer as an attachment to the Modification Proposal (see Appendix 1).  The P204 Modification Group will need to consider whether this represents the most appropriate calculation to achieve the intention of P204.
1.4.4 Appropriateness of P204 Scaling Approaches

As part of its assessment of the merits of P204 against the Applicable BSC Objectives, the Group will need to consider:

· The appropriateness of the intention behind P204 (i.e. whether the distributional effects of a full TLF values represent the removal of an existing cross-subsidy and are appropriate, or whether these constitute inappropriate windfall gains and losses); and
· The effect of the reduced TLF/TLM differentials under P204 on the costs and benefits of a zonal transmission losses scheme (including the impact of P204 on the distributional effects, despatch signals and implementation/operational costs of the scheme).
1.4.5 Implementation Date
The following Implementation Dates have already been established by the Modification Group for Modification Proposals P198 and P200, and their Alternatives:
· 1 April 2008, if an Authority decision is received on or before 22 March 2007; or
· 1 October 2008, if an Authority decision is received after 22 March 2007 but on or before 20 September 2007.

On the basis of the responses received to the P204 impact assessment, the Group will need to consider whether these dates are also achievable for P204 – or whether a longer lead time would be required.

1.4.6 Potential Options for Alternative Modification

A standard part of a Modification Group’s assessment is to consider whether there may be any Alternative Modification which might better facilitate the achievement of the Applicable BSC Objectives when compared with the Proposed Modification.

In considering any potential Alternative option(s) for P204, BSCCo recommends that the P204 Modification Group should be mindful of the arguments already expressed under Modification Proposals P198, P200 and P203.  For example, the P198 cost-benefit analysis concluded that a reduction in transmission losses could be considerably higher were seasonal, rather than annual, TLF values to be applied – with the result that a calculation of seasonal TLF values was put forward as part of P198 Alternative, P200 Alternative, and P203.  The Proposer notes within the P204 Modification Proposal that a lower-level calculation would be possible, though the Proposer considers that this would be unlikely to yield a significant advantage.

Phasing or hedging of TLF values have also been put forward under P198 Alternative and P200 respectively.  Some of the arguments in favour of such mitigation of TLFs may no longer apply under P204, as the distributional effects of a zonal transmission losses scheme would be reduced by the proposed scaling approaches.  However, although BM Units would not be credited with energy under P204, there would still be some transfer of money between those generators and Suppliers in the most advantageous TLF Zones (who would receive less of an energy debit than currently) and those in the most disadvantageous TLF Zones (who would receive more of an energy debit than currently).
BSCCo therefore recommends that the Group be mindful of the arguments expressed in respect of P198, P200 and P203, in order to ensure consistency between the assessment of P204 and these related proposals.  In addition, the Group may wish to develop a potential Alternative option relating to the P204 scaling solution – for example, comprising the scaling option not progressed under the Proposed Modification.

2 Rationale for BSCCo’s Recommendations to the Panel

BSCCo believes that further consideration of the areas raised in this IWA is required before the Panel would be able to establish whether P204 better facilitates the achievement of the Applicable BSC Objectives.  As the areas for consideration are sufficiently defined, BSCCo recommends that P204 proceed directly to the Assessment Procedure.  BSCCo recommends that the areas raised by this IWA should form the basis of the Modification Group’s Terms of Reference, along with any additional areas proposed by the Panel.
BSCCo recommends that the P204 Modification Group should be formed from members of the P198 and P200 Modification Groups (whose membership is slightly different), due to the similarity between elements of these proposals with P204 and the overlap between their progression.  The first meeting of the P204 Group is proposed to be held on 14 July 2006 (concurrent with the first P203 meeting, should the Panel agree the recommendations of the P203 IWA).
It is estimated that progression of P204 will require:

· 4 Modification Group meetings (2 to be potentially shared with P203), in order to:
· Agree the solution and analysis requirements for each Proposed Modification solution option, including the algebra for the scaling factor calculation under each option (2 meetings);

· Discuss the analysis and impact assessment results, agree the solution for any Alternative Modification, and agree the areas to be covered by the industry consultation (1 meeting);

· Discuss the consultation responses and make a final recommendation to the Panel (1 meeting),
· BSCCo analysis of the effect of both Proposed Modification solution options on the allocation of transmission losses (approx. 2 weeks’ duration);

· External analysis of the effect of P204 on the costs and benefits of a zonal transmission losses scheme (estimated at 2-3 weeks’ duration and a cost of £5,000, based on the assumptions set out in Section 1.4.2);

· Production and review of a Requirements Specification and Consultation Document (approx. 2-3 weeks’ combined duration);

· 1 impact assessment by BSC Agents, Siemens PTI, Parties, Party Agents, Core Industry Document Owners, the Transmission Company and BSCCo (1 week);
· 1 industry consultation (2 weeks); and

· Production and review of an Assessment Report and legal text (approx. 2 weeks’ combined duration).

The proposed timetable and estimated costs for the progression of P204 are shown in Appendix 3.
BSCCo recommends that P204 be submitted to a 3-month Assessment Procedure to undertake the activities listed above.  Currently, the Assessment Reports for P198, P200 and P203 (subject to the Panel agreeing the proposed P203 timetable on 13 July 2006) are scheduled to be presented to the Panel at its meeting on 10 August 2006.  Undertaking a 3-month Assessment Procedure for P204 will therefore result in an Assessment Report being presented for P204 at the Panel meeting on 12 October 2006, two months behind the other proposals.

BSCCo does not believe that it would be possible to undertake the activities above in less than two months.  Although it might be possible to achieve a 2-month assessment for P204, this would be an extremely tight timetable and would still result in a one-month time lag between the submission of P198/P200/P203 and P204 to the Authority.  In addition, BSCCo believes that a 2-month assessment timetable could have the following significant disadvantages:

· A 2-month assessment would not provide adequate time to undertake an impact assessment of P204 prior to the industry consultation (meaning that respondents to the P204 Assessment Procedure consultation would not have sight of the costs of the two different Proposed Modification solution options);

· A 2-month assessment may not provide adequate time for the Group to commission external cost-benefit analysis of P204 and consider the results of that analysis prior to the industry consultation;

· A 2-month assessment may not provide adequate time to fully assess all of the issues associated with P204 (which are significantly different from the areas previously assessed under P198 and P200);

· A 2-month assessment may not provide adequate time to consider any potential Alternative Modification for P204;
· A 2-month assessment would place a significant burden on members of the Modification Group, who will also be reviewing documentation in respect of P198 and P200 and assessing P203 during this period;

· A 2-month assessment may also place a burden on other industry participants, as it would result in the P204 Assessment Procedure consultation being undertaken around the same time as the Report Phase Consultations for P198, P200 and P203.

Whilst BSCCo is mindful of the desirability of progressing P204 as expeditiously as possible, it therefore believes that a 2-month assessment timetable for P204 could compromise the ability to achieve a full consideration of both P204 and the other proposals due to the burden which it would place on the Group and the industry.  For this reason, BSCCo therefore recommends a 3-month Assessment Procedure timetable as outlined in Appendix 3.  The gantt chart provided shows the activities required for P204 against those for P198, P200 and P203, to illustrate the amount of work already being undertaken in respect of the other proposals.
It should be noted that the achievement of this 3-month timetable is dependent on reusing all other (non-scaling) elements of the solution for Proposed Modification P198, as outlined in Section 1.4.1.

The Panel is invited to agree the estimated expenditure for the P204 cost-benefit analysis, noting that this estimate is based on the assumptions set out in Section 1.4.2.
3 Terms Used in this Document

The table below explains those terms which are specific to P204.  An explanation of all other acronyms and defined terms relating to transmission losses can be found in the P198 Second Assessment Procedure Consultation Document.

	Acronym/Term
	Definition

	Scaled Adjusted Annual Zonal TLFs
	The scaled TLF values which would be created by P204, such that no BM Units were credited with energy through the TLM.  These would be different to the Adjusted Annual Zonal TLFs calculated under the P198 and P200 Proposed Modifications.
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Appendix 1: Modification Proposal 

	Modification Proposal – BSCP40/06


	MP No: 204

(mandatory by BSCCo)

	

	Title of Modification Proposal (mandatory by originator): 

Scaled Zonal Transmission Losses  

	Submission Date (mandatory by originator):  03 July 2006

	Description of Proposed Modification (mandatory by originator)

Apportion an amount of estimated total variable (heating) losses in each period between BM Units in proportion to their flow volumes multiplied by a scaled zonal marginal Transmission Loss Factor determined from a load flow model.  The remaining variable losses and fixed losses would be shared between all flows in proportion to volume as currently.  The scaling factor would be determined such that on average over every zone and over time, no BM Unit should expect an allocation of losses less than its uniform volume proportion of fixed losses.  The intent is shown graphically in attachment 1.  

The most favourable outcome for a BM Unit would be an allocation of just its uniform proportion of fixed losses.  Its zonally differentiated variable loss factor would cancel its proportion of residual variable loss apportioned uniformly across all zones.  This is a more favourable outcome than would be obtained at present where uniform allocation of total losses would apply.  The least favourable outcome for a BM Unit would be in the zone with the ‘worst’ TLF, where it would be allocated both fixed losses and variable losses due to the scaled TLF for that zone and its proportion of residual variable losses.  This is a less favourable outcome than at present.  Other zones would have intermediate effects depending on the scaled TLF for the zone.  

The determination of TLM for BM Units in delivering and offtaking Trading Units under the BSC could be retained unchanged provided an average scaling factor to be applied to TLFs is determined in advance.  Alternatively, the BSC equations could be modified relatively simply to enforce the proposed allocation exactly in each half-hour separately for BM Units in delivering and offtaking Trading Units.  See attachment 2 for suggested formulation of equations.

In more  detail, the proposal envisages the following method (though variations are not excluded):

1 Determine nodal marginal transmission loss factors (MTLF) for a historical sample of periods using a network flow model, in the same or similar manner as proposals P82 and P198.

2 From these nodal marginal values, determine annual zonal average values of marginal TLF by averaging over each zone and over time in the same or similar manner as proposals P82 and P198.  

3 If average scaling factors are to be determined in advance:

· Estimate the amount of total fixed (or variable) losses in each of the sample periods.

· In each sample period, determine the scaling factor applicable to delivery and the scaling factor applicable to offtake (see equations in attachment 2).  

· Calculate average of delivery and offtake scaling factors for all the sample periods.

· Apply this averaged scaling factor to the zonal time averaged TLFs for use in settlement.

If the BSC equations are to be changed to allow separate scaling of delivery and offtake in each settlement period, thus enforcing the principle in each settlement period:

· Estimate the amount of total fixed losses in each period (and input).

· Change BSC Section T and software to describe the process of scaling applied in each period.

Division of a year into smaller periods of time each with different zonal average values is possible, but unlikely to yield significant advantage given other approximations.

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

The BSC currently allocates 45% of the total amount of transmission losses in each half-hour to delivering Trading Units as a proportion of the net delivery of each, and 55% to offtaking Trading Units as a proportion to the net offtake of each.  In each half-hour, the proportion for all delivering Trading Units is the same regardless of location, and similarly for all offtaking Trading Units.  No distinction is made between losses which vary with flow (heating losses) and those which do not (fixed losses arising from circuit energisation).  All losses are simply apportioned according to volume.

This treatment takes no account of the fact that flows in or out of the network at different locations contribute different amounts to the total amount of heating losses.  

Previous proposals have suggested  use of  marginal or ‘half-marginal’ ‘average’ loss factors derived from network models applied directly to all flows.  However, this creates large cash transfers from some locations to others, with the gross cash transfer considerably exceeding the net actual amount of losses.  Not only does this raise concerns in principle, as described below, but the averaging usually proposed in association with the use of load flow models in BSC Settlement can create inappropriate values for individual flows, which because of the magnitude of the marginal/average TLFs can create significant material errors in loss allocation and loss signal.  

Because losses arise as a result of net flows on a shared network, the sensitivity of total losses to individual flows is largely beyond the control of, and independent of, those individual flows.  Considerable uncertainty is created for individual locations, which is largely unmanageable in the long term except by parties with a diverse locational portfolio with flexibility and spare capacity.  The economic rationale for such proposals is weakened  by the fact that losses are a second order consideration for most long term investment and operation, the overall economic benefit of such schemes is relatively small and uncertain, and that existing or longer term investments would suffer windfall gains or losses.

The impact on a significant volume of existing investments and contracts, particularly existing generation investments, has made such schemes unpopular, and the overall benefits are relatively small and uncertain compared to other factors.

This proposal seeks to address the defect and avoid the difficulties of previous proposals by apportioning a proportion of losses locationally, but without creating large gross flows between locations which exaggerate errors in the processing, create uncertainty and risk, and create windfall winners and losers.  These features still exist, but in diluted form more likely to be acceptable to the majority of industry parties and proportionate to the defect.



	Impact on Code (optional by originator)  

Likely to be similar to related proposals P82/P198/P200. 

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

Likely to be similar to related proposals P82/P198/P200.



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

Likely to be similar to related proposals P82/P198/P200.



	Impact on other Configurable Items (optional by originator)

Likely to be similar to related proposals P82/P198/P200.



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

(i) the efficient discharge by the Transmission Company of the obligations imposed under the Transmission Licence;

The proposal may assist in meeting this objective by helping the Transmission Company  make efficient despatch decisions for balancing services (without having to consider the effect on losses explicitly).  However, it is unlikely to be a significant advantage, and the Transmission Company probably have other measures already in place to assist in efficient despatch taking into account losses.  

ii) the efficient, economic and co-ordinated operation by the Transmission Company of the Transmission System, and

As for objective (i) above.

(iii) promoting effective competition in the generation and supply of electricity, and (so far as consistent therewith) promoting such competition in the sale and purchase (as defined in the Transmission Licence) of electricity;

The proposal will assist in meeting this objective by improving the reflection of losses costs on parties responsible for them, on average over time, thereby promoting effective competition.



	 Urgency Recommended:  No  (delete as appropriate) (optional by originator) 



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


	Details of Proposer:

Name:                         John Capener

Organisation:             British Energy Power & Energy Trading Ltd

Telephone Number:   01452 654182


Email Address:          John.Capener@british-energy.com


	Details of Proposer’s Representative:


Name:                         Martin Mate

Organisation:             British Energy Power & Energy Trading Ltd.

Telephone Number:   01452 654366

Email address:           Martin.Mate@british–energy.com


	Details of Representative’s Alternate:

Name:                         John Capener

Organisation:             British Energy Power & Energy Trading Ltd

Telephone Number:   01452 654182

Email address:           John.Capener@british-energy.com


	Attachments:  Yes  (delete as appropriate) (mandatory by originator)

If Yes, Title and No. of Pages of Each Attachment: 

Page 1: Graphical representation of proposed method of scaling TLF.

Page 2:  Indication of proposed algebra for scaling TLF.




A copy of the attachment to the Modification Proposal is attached as a separate document, Appendix 1A.

Appendix 2: Initial Assessment of Impacts of Modification Proposal

An initial assessment has been undertaken by BSCCo in respect of all BSC systems, documentation and processes, based on the assumption that all elements of the solution for Proposed Modification P198 which do not relate to the scaling of TLF values would be reused for P204.  Therefore only the additional impacts of Proposed Modification P204 are shown for clarity.  The full impacts of P198 can be found in the P198 Second Assessment Procedure Consultation Document.

The additional requirements of Proposed Modification P204 compared with Proposed Modification P198 are estimated to be:

Proposed Modification Option 1:

· A requirement (either one-off or annual, depending on the solution chosen by the Group) for the TLFA to determine a single scaling factor to be used to calculate one Scaled Adjusted Annual Zonal TLF value per TLF Zone;

· An annual requirement for the TLFA to assign all BM Units within a Zone the appropriate Scaled Adjusted Annual Zonal TLF and to send these BM Unit-Specific TLF values to BSCCo for use in Settlement;
· A possible minor impact on BSCCo to reflect the revised P204 TLF calculation within relevant documentation; and

· A one-off impact on Parties to amend their systems to take account of the revised TLF calculation under P204.

Proposed Modification Option 2:

· A possible annual requirement for the TLFA to only calculate unscaled Annual Zonal TLF values for each BM Unit (depending on the solution chosen by the Modification Group);

· A one-off requirement for BSC Agents to amend the TLM calculation in Settlement Systems, to reflect the calculation of separate scaling factors for delivery and offtake within each Settlement Period;

· The ongoing use of this revised TLM calculation in Settlement (assumed to be automated after initial development work completed);

· A requirement for BSCCo to amend BSC Systems documentation and Code Subsidiary Documents to reflect the revised P204 TLM calculation;

· A possible requirement to amend BSCCo’s Trading Operations Market Analysis System (TOMAS) to reflect the P204 revised TLM calculation;

· A requirement for BSCCo to develop a revised calculation for the Estimated Transmission Losses Adjustment (ETLMO) values used in BMRA calculations, reflecting the revised P204 TLM calculation; and
· A one-off impact on Parties to amend their systems to take account of the revised TLM calculation under P204.
A full impact assessment of the P204 Proposed Modification will be undertaken as part of the Assessment Procedure.  Any Alternative Modification developed for P204 would also require a full impact assessment.

Appendix 3: Costs and Timetable for Progression

	ESTIMATED COSTS OF PROGRESSING MODIFICATION PROPOSAL


	

	Meeting Cost
	£3,000 (based on sharing two meetings with P203)

	Legal/Expert Cost
	£10,000 (covering external cost-benefit analysis, external impact assessment of TLFA impact, and external legal text support)

	Impact Assessment Cost
	£15,000

	ELEXON Resource
	75 man days

£28,090 (includes requirement for contract staff)


The gantt chart on the following page shows the proposed P204 timetable against the agreed/recommended timetables for P198, P200 and P203.


*New document/role introduced by P204
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� ELEXON Ltd fulfils the role of the Balancing and Settlement Code Company (‘BSCCo’), pursuant to Annex X-1 of the Balancing and Settlement Code (the ‘Code’).


� The current version of the Code can be found at � HYPERLINK "http://www.elexon.co.uk/bscrelateddocs/BSC/default.aspx" ��http://www.elexon.co.uk/bscrelateddocs/BSC/default.aspx�.


� In practice, this is designed to be equivalent to a 50:50 allocation, but with allowance for the fact that metering for most generation connections is on the high voltage side of the supergrid transformer, whereas that for demand is on the low voltage side.  The 45:55 allocation of transmission losses is intended to allow for supergrid transformer losses for demand connections which are in addition to the metered flow.


� Clarification of the meanings of the cost terms in this appendix can be found on the BSC Website at the following link:


� HYPERLINK "http://www.elexon.co.uk/documents/Change_and_Implementation/Modifications_Process_-_Related_Documents/Clarification_of_Costs_in_Modification_Procedure_Reports.pdf" ��http://www.elexon.co.uk/documents/Change_and_Implementation/Modifications_Process_-_Related_Documents/Clarification_of_Costs_in_Modification_Procedure_Reports.pdf�
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