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1 SUMMARY AND RECOMMENDATIONS

Damhead Creek Ltd submitted Modification Proposal P12 (‘the Modification’) on the 9" May 2001. The
Modification seeks to move Gate Closure from 3.5 hours to 1 hour ahead of real time to reduce
imbalance risk and increase market liquidity. According to the Proposer, the ensuing improvement in
demand and output forecasting would reduce the exposure of market participants to imbalance charges
and, hence, increase liquidity. Moreover, the Proposer asserts that the System Operator's demonstrated
preference for “just-in-time” balancing undermines the original rationale for setting Gate Closure at 3.5
hours — the need for sufficient time to synchronise slow response plant to system parameters.

An Initial Written Assessment (IWA) was produced by ELEXON and presented to the Panel meeting on
the 31° May 2001. The Panel endorsed ELEXON’s recommendation that the Modification be progressed
to the Definition Procedure and that a Definition Report be presented to the Panel meeting on the 26t
July 2001.

After the Panel meeting, the Modification and the IWA were circulated for consultation and responses
were requested by Friday 15" June 2001. Fifteen responses were received, with roughly a third
supporting the Modification, a third supporting the principle of moving Gate Closure closer to real time,
but with strong reservations, and a third rejecting it. The principal concern amongst those supporting
the idea, but not the Modification, was timing — there were strong concerns about implementing a
reduction prematurely.

The Modification Group (‘the Group’) met on the 27" June 2001 to consider the Modification and the
responses received to the IWA. Group opinion reflected the IWA responses — the majority was
favourable to the idea of reducing Gate Closure, but believed that a reduction now would be
premature. In particular, it was felt that operational experience under greater system stress or a
reasonable period with a “short” Balancing Mechanism (eg: a winter period with lower plant margin)
was required. However, in both the responses to the IWA and in the Group meeting, strong views both
for and against the Modification were expressed.

The Group was of the opinion that an optimum time for Gate Closure exists, but that there was little
evidence at present to suggest what it was. Whilst it was agreed that there would potentially be a
reduced risk from plant failure for generators (commensurate with the reduction in the timescales), it
was thought unlikely that the accuracy of demand forecasting would increase significantly. Moreover,
the Group felt that market liquidity issues were primarily a result of the calculation of system prices and
contract notification problems, rather than the accuracy of forecasting.

The Transmission Company (TC) gave a presentation to the Group, re-iterating and expanding on their
response to the IWA. They indicated that whilst they were not opposed to moving Gate Closure closer
to real time, they continued to believe that a year (i.e. across a winter period), of experience operating
under NETA was necessary for three reasons. First, they believed that ten weeks operating experience
in late spring was insufficient to establish confidence that NETA processes and systems are capable of
continuously balancing the system under the full range of operating conditions (eg: winter and major
outages). Second, significant development of their despatch support tools would be necessary to
enable the more rapid assimilation of data that moving Gate Closure would require. Third, without
these tools in place, implementing the Modification could compromise their ability to meet their licence
obligations and increase system costs.
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The Group was of the opinion that the TC's need for sufficient operational experience of different
system conditions be given due significance by the Balancing and Settlement Code Panel (‘the Panel’)

whilst considering the Modification.

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

1. Note that the majority of the Group members were in favour of re-considering the issue
- but only once sufficient experience of the market and Balancing Mechanism has been
accumulated;

2. Note that opinion amongst responses to the consultation was divided. Roughly a third
supported the Modification, a third rejected it, and a third supported the principle of

reducing Gate Closure with strong reservations;

3. Note that the majority of the Group recommend that operational experience of a full
winter period is desirable prior to assessing the merits of changing Gate Closure;

4. Note that progressing the Modification to the Assessment Procedure now would,
assuming a 3 month timetable, require an Assessment Report to be completed by the
end of October 2001, which would not provide the TC with the operating experience
they believe is crucial to implement the Modification;

5. Note that a minority view, including the Proposer, recommended that the Modification
progress to Assessment Procedure at the end of September 2001 — which would

provide 6 months of operational experience since market opening;

6. Recommend to the Authority that the Modification be progressed to a 9-month
Assessment Procedure, which would provide the Transmission Company with the
operational experience of a full winter period they believe is necessary, and that an
Assessment Report is submitted to the Panel meeting in May 2002.
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2 INTRODUCTION

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

An electronic copy of this document can be found on the BSC website, at www.elexon.co.uk
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3 PURPOSE AND SCOPE OF THE REPORT

BSC Section F 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).

The Panel may decide to submit a Modification Proposal to the ‘Definition Procedure™. In such cases,
the Panel commissions a Modification Group to define the issues raised by a Modification Proposal in
sufficient detail to enable the Panel to determine whether to:

a) Refer the proposal back to the Modification Group for further analysis; or
b) Submit the proposal to the Assessment Procedure?; or
c¢) Proceed directly to the Report Phase?.

The Modification Group is therefore tasked with reviewing the Modification Proposal with a view to
providing clarification and definition where there is insufficient detail in the proposal to allow the Panel
to decide whether to proceed with a detailed evaluation. The Modification Group must prepare a
written report for the Panel that sets out the following matters*:

a) An assessment of the issues raised by the Modification Proposal with supporting information and
data to explain the effect of such issues by reference to the Applicable BSC Objective(s)® and a

summary of such assessment;

b) An analysis of and the views and rationale of the Modification Group as to whether (and, if so, to
what extent) the issues raised by the Modification Proposal warrant further assessment and
evaluation under the Assessment Procedure;

c) A detailed summary of the representations made by Parties and interested third parties during any
consultation undertaken by the Modification Group and the comments and views of the Modification
Group in respect thereof;

d) A summary of any analysis prepared by the Transmission Company and the comments and views of
the Modification Group in respect thereof;

e) A summary of the analysis prepared by relevant BSC Agents and the comments and views of the
Modification Group in respect thereof;

f)  Where applicable, a copy of the terms of reference and a summary of any report or analysis of
external consultants or advisers; and

1 See BSC F2.5

2 See BSC F2.6

3 See BSC F2.7

4 See BSC F2.5.4

5 As defined in the Transmission Licence
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g) Such other matters as the Panel may require in the terms of reference of the relevant Modification
Group.

This Definition Report therefore addresses all of the above items to the extent relevant to the
Modification Proposal in question.
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4 MODIFICATION GROUP DETAILS

This Definition Report has been prepared by the P12 Modification Group. The Membership of the
Modification Group was as follows:

MEMBER ORGANISATION
Chris Rowell

ELEXON (Chairman)

Andrew Murray Damhead Creek (Proposer)

Maurice Smith Campbell Carr

Paul Dawson Enron

Martyn Hunter St Clements Services

Danielle Lane British Gas Trading

Alan Robb National Grid Company

Tony Doherty

Ofgem
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5 ISSUES RAISED BY THE PROPOSED MODIFICATION

The Applicable BSC Objectives (as defined in the Transmission Licence) are:

(a) the efficient discharge by the Licensee of the obligations imposed upon it by the licence;

(b) the efficient, economic and co-ordinated operation by the Licensee of the Licensee’s
Transmission System;

(© 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; and

(d) promoting efficiency in the implementation and administration of the balancing and settlement
arrangements

The Proposer believes that reducing Gate Closure from 3.5 hours to 1 hour would promote effective
competition in the generation, supply, sale and purchase of electricity without compromising the TC’s
ability to balance the system efficiently and economically.

The Group considered the main issues raised by the Modification to fall into two categories — the ability
of the TC to meet its licence obligations (points (a) and (b) above) and the effect of moving Gate
Closure on the wholesale electricity market (points (c) and (d) above).

The TC believe that their ability to balance the system economically and efficiently could be
compromised by moving Gate Closure to 1 hour now. Without the necessary development to their
dispatch tools, which has an estimated lead-time of 9 months, the time available for decision making
will be significantly reduced. As a consequence, the Bid/Offer Acceptance decisions could well be
economically sub—optimal.

The majority of the Group felt that the TC’s concerns over its ability to meet its licence obligations be
given due weight, particularly so given that the greatest impact of implementing a reduction in Gate
Closure would fall on the TC.

The issues of liquidity and imbalance risk were at the centre of Group discussions on the impact of the
Modification on the market. Opinion was divided as to whether or not moving Gate Closure closer to
real time would increase liquidity. Whilst most agreed that there was the potential for generators to
reduce imbalance closure with more accurate predictions of output, the Group did not see trading
closer to real time as significantly improving the accuracy of demand forecasting.

The majority of the Group agreed that insufficient market experience was available at present against
which to assess whether or not implementing the Proposal would promote greater competition in the
generation and supply of electricity.

It should be noted that whilst the Group discussion focused on moving Gate Closure to 1 hour ahead of
real time, no other time was identified as being more suitable (e.g. arguments for and against 1 hour
were considered equally applicable to 2 hours).
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6 THE NEED FOR FURTHER ASSESSMENT AND EVALUATION

Should the Modification be submitted to the Assessment Procedure the following are some of the issues
that would need to be evaluated:

= Impact of implementing the reduction in Gate Closure time on system prices through analyses of
contributing Bids and Offers;

= Quantification of the scope for reducing risk in generation and supply by allowing trading closer to
real time;

= Extent to which short-term markets would provide the opportunity for effective risk management
were Gate Closure moved to 1 hour ahead of real time;

= Ability and desirability of the System Operator balancing the system outside the Balancing
Mechanism; and

= Extent to which the Modification would better facilitate the Applicable BSC Objectives compared to
the current timing of Gate Closure.
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7 REPRESENTATIONS BY PARTIES AND INTERESTED THIRD PARTIES

7.1 Summary of Representations

The first phase of the Definition Procedure was sending the Initial Written Assessment (IWA) and the
Modification out for consultation to all BSC Parties. Fifteen responses were received (seen Annex 5),
five (or 33%) supporting the Proposal, four (or 27%) rejecting it, and six (or 40%) supporting the idea
of reducing Gate Closure but with strong reservations about the Modification itself. The table below
provides a brief summary of the responses:

RESPONDENT SUPPORT  SUPPORT IN THEORY REJECT

BP Gas Marketing X
Enron Europe X
European Power Source Co. X
Innogy

British Energy Power
Seeboard

Powergen

Northern Electric X
Scottish Power
Edison Mission X
London Electricity X
Dynergy X
NGC X
Entergy X
TotalFinaElf X

XXX X

X

The responses clearly indicate a majority in favour of the idea of moving Gate Closure closer to real
time, but also that the majority of respondents have strong reservations about the Modification.

The most common reasons for supporting the Modification were that the System Operator was
demonstrably capable of balancing the system with Gate Closure at 1 hour and that reducing Gate
Closure would promote competition in the wholesale electricity market.

The most common reasons for rejecting the Modification were that it was premature, that it would not
promote competition and that it was an inappropriate method to address imbalance risk.

The most common reason for supporting the idea of reducing Gate Closure, but with strong
reservations about the Modification itself, was that the System Operator had limited operational
experience of NETA and the Balancing Mechanism.
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7.2 Comments and Views of the Modification Group

The majority of the Group favoured re-considering the issue of changing Gate Closure once sufficient
operational experience to assess it has been accumulated. The majority of the Group supported the
TC's view that sufficient experience will have been gained after a full winter period.

Most of the Group believed that the timing of Gate Closure was not a major determinant of market
liquidity, they considered price volatility and contract notification problems to be more significant. In
addition, most Group members doubted that the accuracy of demand forecasting would improve were
the Modification implemented.

A minority of the Group, including the Proposer, was concerned that should the Modification go directly
to Report Stage with a recommendation to reject, a popular idea could be deferred indefinitely. To
avoid this outcome, the Proposer suggested deferring the start of an assessment of P12 until
September 2001, when a full 6 month’s operational experience of NETA will have been accumulated
(i.e. March to September).

Another minority opinion was that the Modification would reduce, rather than increase, market liquidity.
The proponents felt it would increase imbalance risk for the majority of participants because it would
only reduce imbalance volume risk for portfolio generators and suppliers with controllable load but
would increase imbalance price risk for all. The volume risk would not reduce for those participants
without the option of self-balancing because it would be difficult to trade contracts in the illiquid intra-
day markets. The price risk would increase because the TC’s scope to minimise the cost of balancing
actions would be reduced, as the portfolio of generators able to respond during the balancing window
would shrink.
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8 SUMMARY OF TRANSMISSION COMPANY ANALYSIS

The TC is not opposed to moving Gate Closure closer to real time. However, it believes that a year’s
experience of operating under NETA is necessary prior to assessing the merits of changing Gate closure
time. Two main reasons were given:

= Ten weeks operating experience in late spring is insufficient to establish confidence that NETA
processes and systems are capable of continuously balancing the system under the full range of

operating conditions (eg: winter and major outages); and

= Significant development of the TC's despatch support tools would be necessary to enable the more
rapid assimilation of data that moving Gate Closure would require. NGC estimate a lead-time of 9
months to implement the required changes.

Without such operating experience the TC believe their ability to meet their obligations under the
Transmission Licence could be compromised for the following reasons:

= Balancing decisions would be made on the basis of limited experience of the potentially diverse
system conditions; and as a consequence

= Decisions taken within short timescales might not be the most economic or cost effective. Decisions
are not necessarily instantaneous and may require thought and planning.

The TC have identified a set of "confidence criteria” which they believe need to be met before moving
Gate Closure closer to real time. These criteria were presented at a number of industry forums
including the DISG and a NETA workshop held on the 3® September 1999 and are set out below:

= Imbalance volumes resolved in the Balancing Mechanism are low;

= IPNs and FPNs are accurate;

= Sufficient bids and offers are being made available (with short notice times);

=  Generator dynamics are rational; and

= NETA has operated successfully through periods where the system is under stress.

Whilst the first four criteria have been met to a greater or lesser extent, the definitive test of the fifth
criterion has yet to be experienced.

Furthermore, the TC believe that the Proposer's perception of the preponderance of “just-in-time”
balancing fails to take into account the time required to assimilate and analyse Bid/Offer data, and
focuses solely on the duration of Bids and Offers once the decision has been made to accept them.
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9 BSC AGENT ANALYSIS

No significant impacts on BSC Agents’ processes and systems were identified. None of the processes
run by BSC Agents are required to begin at Gate Closure and end before the start of real time.
Therefore, no analysis was commissioned or sought from them. However, ELEXON identified two
potential, but unlikely, areas of impact.

The calculation of the “Accepted Volume” (BSC T.3.4) during settlement is based on the Balancing
Mechanism Window which would shorten under the Modification. However, it is thought unlikely that
this would have any material impact or require a change to the relevant BSC Agent's systems. The
issue would be investigated conclusively during an Assessment Procedure.

The credit checking carried out by the ECVAA begins after Gate Closure, but does not have to be
completed by real time. During an Assessment Procedure, a detailed impact assessment would be
commissioned on the ECVAA processes to confirm that there would be no impact on the credit checking
process.

The diagram below provides an overview of the trading processes that occur prior to Settlement.

Commencement of relevant End of relevant

| Settlement Period Settlement Period
1 | A |
" " mins
Contract Trading Parties
Generator ECVNA ECVAA [ 1
' ol Accepted 1 [ EYS |
Supplier | Energy contract P1  Aggregate & Check »  Aggregated >
Non-Physical Party d \N/gtli‘:irr:‘;ions Contract Volumes Volumes I I Commence
Interim Information
Inter-connector User I I and Initial Settlement Run
Contract Trading Parties that are MVRNA I I I
Lead and Subsidiary Parties
Generator o | MeterVolume I I
Supplier Reallocation .
Interconnector User Notifications Bid/ Offer Acceptances I
Other Trading Parties (subsidiary
Party only) i I
I BMRA
] '
FPN's Publish BM|
FPNs P I -L
_|: Actions to Balance system prior to and during real time Ejgzma ; P Z«:t?alem
] ’ ccept em
BM Unit Lead Parties Bid/ Offer Data I I Dyn'c Data period end
+ 15 minute]
Inter-connector Administrator T ] 1
Dynamics and n
other Data || | |

4 1
REALTIME
GATE CLOSURE (Electricity supplied and metered)

@ Please note: Bid Offer Acceptancesare notified back to Physical Parties

FIGURE: TRADING PROCESSES PRIOR TO SETTLEMENT
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10 EXTERNAL ADVICE

No external consultation or advice was commissioned.
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ANNEX 1 — SUPPORTING INFORMATION AND DATA

NGC circulated the following Bid/Offer Acceptance (BOA) data to the Group during the Definition

Procedure:

BOA Headline Statistics for Period 27" March to 27" June

Average BOAs (i.e. per hour) 20.5
Average BOA duration 48 minutes
Percentage of BOA durations greater than 60 26%
minutes

Percentage of BOA durations taken to Gate 2.3%

NGC added the following qualifications to the data supplied above:

= The analysis does not give any volume weighting to the BOAs (difficult to produce and unlikely to
be available within reporting timescales of Definition Procedure);

= Believe volume weighted statistics would illustrate that early and lengthy BOAs are taken to bring
the system close to balance whilst the smaller volume, more frequent and shorter notice BOAs are

taken to manage frequency control;

= Since the Balancing Mechanism (BM) has been predominantly “long” thus far, NGC have not been
required, as yet, to purchase significant numbers of generators onto the system;

= Periods of shortage in the BM would result in statistics showing larger weighted volume of BOAs
spanning the majority of the Gate Closure period; and

= The analysis takes no account of data assimilation, BOA selection and EDL preparation times —
because these times are not captured by any NGC systems.
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ANNEX 2 — TRANSMISSION COMPANY ANALYSIS

National Grid Company 14 June 2001

NGC Comments on Modification Proposal P12
(Reduction of Gate Closure Time from 3.5 hours to 1 hour)

Introduction

This paper sets out National Grid's comments on Modification Proposal P12 - Reduction of Gate Closure
time from 3.5 hours to 1 hour. It has been prepared in response to an invitation for views on both the
original modification proposal and the Initial Assessment prepared by ELEXON on 24th May 2001.

Summary
NGC believes that a decision to shorten gate is premature for the following reasons:

* 10 weeks of NETA operation in late spring is insufficient time to gain experience and confidence that
NETA processes and systems are capable of delivering continuous system balancing for the full range of
operating conditions.

* Significant development of NGC despatch support tools are necessary to enable the more rapid
assimilation of data and economic Bid/Offer selection required by a shorter gate closure.

* Adopting shorter gate closure arrangements before the appropriate tools are in place and experience
gained will restrict our ability to meet our licence obligations and result in increased pre gate closure
action and costs by NGC in order to manage the risks.

Background

In the development of the introductory NETA arrangements NGC argued that the setting of Gate
Closure at 3.5 hours provided the right balance between facilitating market trading as close as possible
to real time and ensuring that there was sufficient time to carry out system balancing actions. In
reaching this position we also believed that in time, as Market Participants and NGC staff gained
valuable operating experience, NETA systems became more robust and sophisticated, shorter Gate
Closure would be possible.

In order to establish when we believed shorter gate closure would be possible a number of "confidence
criteria" were identified which we believed needed to be met before making changes. These criteria
were presented at a number of industry forums including the DISG and a NETA workshop held on the
31 September 1999 and are set out below:

* imbalance volumes resolved in the Balancing Mechanism are low

* IPNs and FPNs are accurate
* Sufficient bids and offers are being made available (with short notice times)
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* generator dynamics are rational
* the new trading arrangements have operated successfully through periods where the system is under
stress

We also said that we needed an absolute minimum of 6 months operational experience, and preferably
a full year before taking any decision to reduce gate closure further.

Areas of Insufficient Operating Experience

Winter Demand Shapes

The introduction of NETA in the early Spring rather than the originally planned Autumn season has
meant that both Participants and NGC staff have as yet only gained experience in dealing with the
more benign load shapes. Winter load shapes are characterised by two periods of very large rates of
change of demand at around 0100 hours when off-peak storage heating is switched in and around
1700 hours when darkness, domestic and industrial/commerce peaks coincide.

Insufficient Generation Notified at Gate Closure

We have to date only issued one NISM (Notification of Insufficient Plant Margin) warning as generally
Participants have taken positions, which result in a long system. As we move towards the winter
months this situation may well change and require additional plant to be synchronised by earlier
Bid/Offer acceptances together with pre-gate closure actions to ensure continuous system balance is
achieved.

Major Plant Losses

To date we have only experienced one day during which a significant amount of generation (3000MWs)
became unavailable due to breakdown on the run up to the breakfast peak. The losses were covered
initially by taking Offers and subsequently reduced levels of Bids from the Balancing Mechanism (BM).
Post event analysis suggests that as the length of the BM did not recover to its original position until
the early hours of the following day, confidence that within day trading has developed sufficiently to
cover this situation has not yet been achieved.

System Stress

As yet we have not yet experienced Gas/Electricity arbitrage activities nor have we had to manage the
BM during times of transmission system disturbances.

Transmission Constraints

At this early stage in the outage programme season we have only had very limited experience in
constrained operating under NETA arrangements.

Despatch Support Developments

The current 3.5 hour gate closure provides sufficient time over the expected full range of operating
conditions for the FPN data including prices to be assimilated and viable, optimised schedules derived.
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To aid this activity NGC has adapted its pre NETA despatch support tool to provide a number of point
despatch solutions, subsequent preparation of the NETA style closed despatch instructions is still largely
a manual process.

Any shortening of gate closure will require significant improvements to these processes and tools to
ensure that derivation of the optimised despatch instructions is achieved with sufficient time left to
issue instructions for timely delivery.

Development work is already underway but it is judged unlikely that production versions will be
available in under nine months. Although other work is necessary to NGC systems to provide for a
shorter Gate Closure(GC) it is judged that these changes can be implemented within the timescales of
the required despatch tools development.

Careful consideration will have to be given to the extent to which any widespread changes to
Participant and Central Systems are tested trialed and implemented. This issue may have a bearing on

options to progressively move towards a shorter GC.

Taking More Actions Close to Real Time

Reducing gate closure is likely to have the following effects on the BM :

* Nearly all offers that involve synchronising plant onto the system will be precluded.

* We will therefore be forced into only using offers from synchronised plant, or from plant with very
good dynamics. This would appear to result in more extreme prices, and creates the risk of insufficient
balancing volume being available in some cases. This effect could also possibly raises more market
power issues.

* By bringing the wall closer, there will inevitably be more bid/offer acceptances made that are not
closed before the wall. This will make it more important to resolve how such plant should revert to its
FPN and what payment if any, should be made.

* |If Generators are submitting FPNs one hour ahead, the opportunities to exploit temporal and
geographic monopolies become much greater. For example, if it becomes apparent that there is a
plant shortage, BM offer prices can rise in 60-90 minutes.

None of the above points demonstrate that shorter gate closure is not possible. However, they do
illustrate how it could reduce NGC's ability to meet our licence obligation to operate the system in a
secure, economic, efficient and co-ordinated manner.

Pre Gate Closure Action

NGC currently has the freedom to utilise Balancing Service (Warming) contracts to ensure, if it judges
necessary, that sufficient plant is always available in the BM to meet both energy and system needs.
Reduction of Gate Closure to 1 hour will require the introduction of a new "part loading™ contract as the
majority of plant currently secured via Warming contracts would not be able to synchronise and deliver
Offers in a 1 hour timescale. Contracts of this form will need to be developed and discussed with the
industry, based on our pre NETA experience this will likely take at least six months to put in place.
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Conclusions

NGC believes that a decision to shorten gate is premature for the reasons set out below and that
therefore the modification as is currently proposed is not consistent with the applicable BSC objectives
set out in the ELEXON Initial Assessment (P12) paper.

* 10 weeks of NETA operation in late spring is insufficient time to gain experience and confidence that
NETA processes and systems are capable of delivering continuous system balancing for the full range of
operating conditions.

* Significant development of NGC despatch support tools are necessary to enable the more rapid
assimilation of data and economic Bid/Offer selection required by a shorter gate closure.

* Adopting shorter gate closure arrangements before the appropriate tools are in place and experience
gained will restrict our ability to meet our licence obligations and result in increased pre gate closure
action and costs by NGC in order to manage the risks.
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ANNEX 3 — BSC AGENT ANALYSES

Implementing the Modification is judged to have no significant impact on any the BSC Agents.
Therefore, no analysis was commissioned or sought from them.
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ANNEX 4 — TERMS OF REFERENCE OF EXTERNAL CONSULTANTS/ADVISERS

No external consultation or advice was commissioned.
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ANNEX 5 — RESPONSES TO INITIAL WRITTEN ASSESSMENT

Responses from P12 Definition Consultation

Representations were received from the following parties:

No Company File Number
1. BP Gas Marketing P12 DEF 001
2. Enron Europe P12_DEF_002
3. European Power Source Co P12_DEF_003
4, Innogy P12_DEF_004
5. British Energy Power P12 DEF_005
6. Seeboard P12 DEF 006
7. Powergen P12_DEF_007
8. Northern Electric P12 _DEF 008
9. ScottishPower P12 DEF 009
10. Edison Mission P12_DEF 010
11. London Electricity P12_DEF 011
12. Dynegy P12_DEF 012
13. [ NGC P12 _DEF_013
14. Entergy P12_DEF 014
15. | TotalFinaElf P12 _DEF_015
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P12 DEF_001 —BP Gas Marketing

From Si nons, Mark C[ SMIP: SI MONSMC@p. com
Sent : 12 June 2001 15:43

To: "nodi fications@l exon. co. uk’

Subj ect : P12 Definition Comrents

BP Gas Marketing Ltd and its three other associated BP BSC parties support
nodi fication P12 to reduce gate closure from3.5 to 1 hour.

Since the start of NETA NGC have proved to be nore than capabl e of bal ancing
the systemwithin the current 3.5 hour gate closure. It is evident fromthe
two NGC operational seminars since the start of NETA that NGC are very
successf ul at balancing the system wthin gate closure and, nor e
importantly, take the majority of balancing actions very close to and during
real time, rather than two or three hours ahead.

Reduci ng gate closure can only be a good thing for nmarket participants as it
will allow them to balance their positions much closer to real tine. This
will allow generators to reduce their technical risk, suppliers to fine tune
their demand closer to real time, it wll reward responsive plant and
together with inproved real tine reporting (as pursued by Mdification P4)
it will help to stinulate greater within day liquidity. A one hour gate
closure will also make system balancing for NGC nmore straightforward as the
wi ndow i n which positions can deviate from physical notifications is that
much smal |l er.

A shorter gate closure will also reduce system prices. G ven that inbal ances
of individual parties are likely to be increasingly snaller closer to real
time the conpetition anbngst parties who have submtted bids and offers
shoul d become nore intense as a simlar supply chase a reduced demand.

Based on Ofgem s intended desire to reduce gate closure and the nmuch shorter
wi ndows in other power systens it seens highly appropriate for NETA' s gate
closure to be reduced as soon as possible. Once a hourly gate closure has
been successfully inplemented BP would welcone the introduction of half
hourly gate closure.

Mar k Si nons
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P12 DEF 002 - Enron Europe

Modification Proposal P12: Reduction of Gate Closure from 3.5 hours to 1
hour

Response by Enron Europe
14 June 2001

Enron’s Recommended Solution

Gate Closure should remain unchanged at 3.5 hours ahead of real time. While we agree with the intent
that imbalance risk should be addressed, we believe the price setting mechanism is the way to address
this issue, eg, MP18. Once NGC has sufficient operating experience and with the appropriate pricing
mechanisms in place, the merits of moving Gate Closure should be re-examined.

Rational for Enron’s Recommendation

P12 proposes to reduce the time between Gate Closure and real time (we term this the “Gate Closure
Period™) from 3.5 hours to 1 hour. The proposer (Damhead Creek Limited) claims that this would be in
the best interests of market participants because it would reduce energy imbalance risks (leading to a
reduction in costs and a subsequent reduction in consumer prices).

Damhead’s claim is incorrect. A reduction in Gate Closure Period would increase energy imbalance risk
for most participants because it would only reduce imbalance volume risk for large portfolio generators
and suppliers with controllable load and it would increase imbalance price risk for all.

By increasing imbalance risk, P12 would (i) further reduce within day liquidity; (ii) make the system
even longer; (iii) increase industry costs; and (iv) further incentivise participants to generate away from
their FPNs. It would also bias the market even more in favour of large participants, have serious and
as yet unknown system security implications, and make NGC's balancing actions less transparent.

Energy Imbalance Volume Risk

P12 attempts to reduce energy imbalance risk by reducing participants’ energy imbalance volume risk.
In fact, as we show below, P12 would not reduce energy imbalance volume risk for the majority of
participants.

Prior to Gate Closure, participants have two mechanisms for taking balancing actions:

1. Trade contracts. Participants may trade contracts in an attempt to manage their expected
energy imbalance volumes.

2. Adjust planned output (or consumption). Participants may adjust their planned output or
consumption in an attempt to manage their expected energy imbalance volumes.

Reducing the Gate Closure Period increases the amount of time available to participants to use the
balancing actions identified above. In theory this should increase the ability of all participants to
manage their expected energy imbalance volumes. As we explain in 2.1.1 and 2.1.2, the reality is quite
different from the theory.
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Trading is Difficult in an Illiquid Market

Participants are unwilling to take contract positions within the day because of the risk they will be
exposed to imbalance prices that don't reflect fundamentals. This is why within day contract trading is
illiquid. As a result, a generator whose unit trips within the day will find it difficult to adjust its contract
position and if it can find a willing counter-party, it will be forced to pay a distressed price for energy.

Reducing Gate Closure Period to 1 hour gives suppliers and generators an extra 2.5 hours to trade
contracts in respect of each settlement period. Suppliers gain little additional information about their
physical position during those 2.5 hours. Therefore even if they could trade contracts, they would not
know what position to trade. Although generators could gain additional information about their
physical positions (ie, if a unit tripped) during this period, this information is of little use because
generators would find it difficult to trade contracts in this period. The risk of paying a distressed price
in the contracts market is little better than the risk of cashing out at imbalance prices.

Therefore, P12 does little to reduce volume risk for the majority. At best it simply moves imbalance
volume risk to an illiquid and risky contracts market.

Only Portfolio Generators Can Self-Balance

Reducing Gate Closure Period to 1 hour gives participants an additional 2.5 hours to manage their
expected energy imbalance volumes by adjusting planned output or consumption. Portfolio generators
and suppliers with controllable load are best able to take advantage of this.

A generator with a single unit cannot adjust its output to offset an unexpected outage and a supplier
without controllable load cannot adjust its consumption to offset an unexpected change in demand. A
generator with more than one unit could in theory hold capacity in reserve, ready to produce in
response to an unexpected outage. This is a prohibitively expensive strategy for a small generator. To
self-provide reserve, a generator with 2 units would need to withhold one unit, forgoing 50% of its
energy revenues. The cost of self-providing reserve falls with the number of units owned. A generator
with 20 identical generating units would forego 5% of its energy revenues to self-provide the same
level of reserve.

Reducing the Gate Closure Period would allow large portfolio generators and suppliers with controllable
load to manage energy imbalance volumes by adjusting their physical output or consumption prior to
Gate Closure. This opportunity reduces with size of the generation company as the cost of self-
providing reserve increases. The competitive advantage thus gained by portfolio generators would not
be based on any underlying cost savings they provide to the system. They would gain this advantage
simply by being big. Clearly this contradicts the Applicable BSC Objective to promote effective
competition in generation and supply.

Imbalance Price Risk

Imbalance prices are calculated from a subset of bid/offer acceptances (BOAs) and the system
operator’s (SO) non-BM forward and option contracts. Moving Gate Closure to 1 hour ahead of real
time will impact NGC’s balancing actions and therefore will impact imbalance prices.

A Gate Closure Period of 3.5 hours gives the SO the flexibility to minimise expected balancing costs by

considering the bid-offer prices, dynamic parameters and the risk of having to unwind a BOA.
Reducing Gate Closure Period to 1 hour reduces the SO’s flexibility to minimise the cost of balancing
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actions because it removes the option of making advance notice BOAs in the BM. The direct impact on
imbalance prices depends upon the BOA volume and price profile.

Reducing the Gate Closure Period would compress and truncate NGC's BOA volume/price profile. The
diagram below shows a BOA profile with acceptance energy volumes (as opposed to the number of
acceptances) declining and acceptance prices diverging from zero as real time approaches. If the SO’s
BOA profile is similar to that shown, P12 would widen the imbalance price spread because the average
price of accepted offers would increase and the average price of accepted bids would decrease.

- >

A :
\ | Offer Acceptances | /
|/O/ \ . -
! price
Price & K

P
; lce ~]
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I > : <>
Gate Closure New GC Settlement
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Moving Gate Closure to 1 hour ahead would have three further effects. Firstly, it could increase the
ability for fast response BMUs to command high offer and low bid prices since BMUs requiring long
notice periods could not be given notice in the BM. Secondly, to maintain sufficient control over the
system NGC would increasingly rely on balancing actions outside the BM, ie, trades in power exchanges
and bilateral option contracts. This reduces the transparency of NGC'’s balancing actions, which
conflicts with the Applicable BSC Objective of promoting effective competition in generation and supply.
Thirdly, increased reliance on forward contracts will impact energy imbalance prices through the price
adjustors (BCA, BVA, BPA, SCA, SVA, SPA), which will have an unpredictable and opaque affect on
cash-out prices.

In conclusion, moving Gate Closure to 1 hour ahead of real time would probably increase the spread of
imbalance prices, which would increase imbalance price risks. The extent of the increase in price
spread is unknown and should be analysed by NGC and Elexon. P12 would also reduce the
transparency of NETA since NGC would be forced to undertake more non-BM balancing actions and
fewer BM actions.

System Security

We are concerned about increasing balancing uncertainty immediately prior to real time before NGC
has significantly more experience in operating under NETA.

To date NETA has provided NGC with relatively limited experience in balancing the system under the
wide range of possible system conditions. NETA has seen a mild spring, few transmission outages, few
unit trips, and a system typically long. Until NGC has experience in operating under NETA in a far wider
range of system conditions (ie, during winter, when the system is short and during periods of
transmission maintenance) P12 should be rejected. System security is too important an issue to leave
to chance.
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How to Address Imbalance Risk

We have explained that reducing Gate Closure Period does not reduce imbalance risk. Instead,
imbalance risk should be addressed through the mechanism for calculating imbalance prices.
Imbalance prices that do not reflect the underlying fundamentals of supply and demand create
significant imbalance risk. Addressing this fundamental flaw in prices will be much more effective than
P12 in addressing imbalance risk. A necessary requirement for a liquid within day contract trading is
prices that reflect fundamentals, not a reduced Gate Closure Period.

Conclusions

Proposed modification P12 should be rejected on several grounds:

1. Moving Gate Closure to 1 hour ahead of real time will increase imbalance risk for the majority
of participants because it will only reduce imbalance volume risk for portfolio generators and
suppliers with controllable load and it will increase imbalance price risk for all. This conflicts
with the Applicable BSC Objectives of efficient operation of the transmission system and
promoting effective competition.

2. Until NGC has experience in operating the system under all conditions and until it can provide
evidence that reduced Gate Closure Period will not adversely affect system security, a reduction
in Gate Closure Period would be too risky to implement.

3. Addressing the way imbalance prices are calculated is the way to address imbalance risk — not
moving Gate Closure.

In addition, a proper analysis of P12 requires NGC or Elexon to assess the likely impact of moving Gate
Closure on NGCs BM and non-BM balancing actions, and imbalance prices.
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P12 DEF 003 - European Power Source Conpany

The European Power Source Company (U.K') Linmted
Pet er bor ough Court

133 Fleet Street

London EC4A 2BB

Dor cas Bat st one

Head of Modifications

El exon Ltd

3rd Fl oor

1 Triton Square

London, NWL 3DX

E-mai |l : nodificati ons@l exon. co. uk

15t h June 2001

Response to Consultation on Modification Proposal Pl2: Reduction of Gate
Closure From 3.5 Hours To 1 Hour

Dear Madam

Thank you for the opportunity to coment on Mdification Proposal P12:
Reduction of Gate Closure From 3.5 Hours To 1 Hour. The European Power
Source Conpany (U. K ) Limted ("EPSCO') supports this nodification proposal.

The reduction in Gate Closure from 3.5 hours to 1 hour wll pronote nore
effective conpetition in the generation and supply of electricity:

* By allowing BSC Parties to trade closer to real tinme and

* By enabling BSC Parties to nore effectively manage their contractual and
physi cal positions.

Yours faithfully,

Ant hony J Gordon

Di rector

Regi stered in England No. 3997880\ Registered Ofice: Peterborough Court,
133 Fleet Street, London ECAA 2BB
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P12 DEF 004 - | nnogy

From Bal l ard, Terry[ SMIP:terry. ball ard@power.comni
Sent : 15 June 2001 14: 14

To: ' Modi fications@l exon. co. uk’

Subj ect : P12 Definition Comrents

The Innogy G oup of Companies broadly support the nodification to shorten
gate closure. W are unsure whether the proposal to nove directly fromthe
current arrangenents to a lhr Gate-Closure can be made in one step. we
therefore agree that this nodification should be subject of a definition
phase.

The Initial Assessnent recomrends further research on the mechani sns used by
NGC to bal ance the system under NETA. We believe this research should be
carried out and made available to market participants at |arge regardless on
how this nodification is progressed.

Terry Ballard
01905- 720943
07989- 493038

© ELEXON Limited 20001



Page 32 of 62
DEFINITION REPORT

P12 DEF 005 — British Energy Power

From Ace Rachel [ SMIP: rachel . ace@ritish-energy. com
Sent : 15 June 2001 15:16

To: 'nmodi fi cati ons@l exon. co. uk'

Subj ect : P12 Definition Comrents

To: Modification Secretary, Elexon
From Rachel Ace, British Energy, 15 June 2001

British Energy is generally in favour of noves to reduce the period over
whi ch participants are potentially exposed to risks which cannot be nmnaged
through the wuse of nmarket instrunents. A reduction in gate closure
timescales is one approach to reducing the risk of exposure to extreme
bal anci ng nmechanism cash-out prices, and nerits serious consideration

However, we are concerned that initiating work on a change of this nature
may of itself be damaging for nmarket confidence and liquidity in the short
term

The proposal to reduce gate closure to 1 hour represents a fundanental
change to the NETA franework. At this tinme the NETA arrangenents should be
allowed to bed down properly before such a significant change it
cont enpl at ed. The question of gate closure timng was debated at great
Il ength during the design phase of NETA, and the early experience of NETA
does not invalidate the argunents which led to the choice of 3.5 hours as
the gate closure time. Nevertheless, a reduction in gate closure should be

seen as a long termobjective. In the longer tern such a change will reduce
the extent of NGC s role in achieving energy bal ance and should therefore
| ower the inmpact of NGC action on energy prices which will be positive for

t he mar ket .

We recognise that a change to gate closure timng will require significant
changes to NGC s operational procedures and potentially to other NETA
systens, including participants' systens. Such a change is therefore

likely to take time to assess and subsequently inplenent so we would
support work which is likely to lead to a sensible inplenmentation tinescale.
To maintain market confidence, it is essential that a clear and realistic
timetable for the introduction of a change of this nature is set out as soon
as possible if the proposal is supported. Comritnent to introduction of a
change to gate closure nust only be nade on the basis of a full assessnent
of the costs and benefits.

Rachel Ace

For

British Energy Power and Energy Trading
British Energy Generation Ltd

Eggbor ough Power Ltd

P12 DEF 006 - Seeboard
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From Morton, Davi d[ SMIP: DMort on@eeboar d. com

Sent : 15 June 2001 15:40

To: ' El exon Modifications'

Subj ect : P12 Definition Comrents

Details of our coments on this nodification proposal are given bel ow I'n

general we support this nodification with the proviso that NGC operation are
not comnprom sed.

This modification was expected shortly after NETA Go-Live as it was referred
to in the Ofgem DTl Conclusions Document in October 1999. DTI and Ofgem
envisioned a reduction in Gate Closure six nonths after NETA Go Live. At
that time NETA Go Live was planned to be at the end of October 2000 which
woul d have placed the reduction at a point after operational experience of a
wi nter period. W have no strong feelings as to if this change should await
operational experience of a winter period.

The primary issue is that of system security. We would only support this
nmodi fication if NGC was confident it would not inpact their ability to
efficiently discharge its obligations and to operate the Transm ssion System
in an efficient, econonic and co-ordinated manner.

A secondary, but still very important issue, is the risk that participants
take in the period during gate closure when a physical failure cannot be
traded out. A shorter gate closure period would produce a wel come reduction
in this risk.

The suggestion that gate closure could be different for Final Physical
Notifications and contract notifications could produce sonme benefits.
However these would be limted by the effective freezing of the physical
production side of the equation at gate closure for FPN's. A benefit could
be gained by Suppliers and Traders continuing to close out their positions
and to a lesser extent by Cenerators afflicted by a failure. As such we
would welconme this as a useful first step which would avoid the issue of
system security and could possibly be introduced relatively quickly.

The inpact of inproved supplier forecasts (presumably because they could be
made 2.5 hours nearer to the event) is unlikely to be substantial. There
are very few occasions where the prinmary short termdriver (weather) changes
significantly over a period as short as this.

Dave Morton

SEEBOARD
0190 328 3465
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P12_DEF_007 - Powergen

15t h June 2001
Dear Gareth

Proposed Variation to BSC - Modification Proposal No: P12

Powergen welcones this opportunity to make initial coments on the
nodi fi cati on proposed.

Powergen would like to raise the following points in relation to the
proposal above : -

Powergen would in principle support a reduction in gate closure tines,
however Powergen would |like to see further analysis regarding the points
rai sed bel ow. -

1 - This nodification needs to be considered in line with the possible
effects of nodification P18 in relation to |Inbalance prices.

2 - Powergen would like to see further analysis of the costs & likely
timescales for inplementation of such a change. W would estimate that a
change to toward the 1 hour |evel proposed would take in the magnitude of 9
-12 nmonths to prepare for and to inplenent.

3 - The ability for NGC to bal ance the system econonmically, efficiently and
safely under a reduced gate closure will require further analysis. It seens
a little early to make such decisions, particularly in [ight of how easy it
has been for NGC to balance the system due to it being hugely long and the
fact that we have only been in summer. The industry needs experience of how
things go in a balanced short system at tinmes of high underlying demand
bef ore maki ng such a deci si on.

Yours Sincerely
James Hawki ns.

Strategy & Regul ation

Ener gy Tradi ng
Power gen.
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P12 DEF 008 — Northern Electric
15th June 2001

Modi fi cation Depart nent
ELEXON

10t h Fl oor

338 Eust on Road

London

NWL 3BP

Dear Sir

Modi fication Proposal P12: Reduction of Gate Closure from 3.5 hours to 1
hour .

Northern Electric and Gas welconmes the opportunity to coment on
nodi fications P12 'Reduction of Gate Closure from 3.5 hours to 1 hour'.

Havi ng considered the options outlined in the 'lInitial Assessnent of
Modi fication Proposal P12', Northern Electric does not support Modification
Proposal P12. We believe that the current gate closure time of 3.5 hours is
adequate and at present does not need any reduction, because the New
Electricity Trading Arrangenents (NETA) are still in the early stages of
operation.

During the NETA consultation process, the DTl and O gem envisioned a
potential reduction in Gate Closure time, six nonths after Go-Live. we
agree with this six nonths tinme scale and believe that when NETA has been
established, that it may be appropriate to consider a reduction in the gate
closure tine. However, when the time cones in the future to reconsider
gate closure tinmes, we would not support a reduction in gate closure to 1
hour, as we are content with a gate closure time of 3.5 hours.

We hope that these coments are hel pful
Yours faithfully

Lesl ey Mill ey

I ndustry Conmuni cati ons Manager

Northern Electric and Gas
Northern Electric

© ELEXON Limited 20001



Page 36 of 62
DEFINITION REPORT

P12 _DEF 009 - Scotti shPower

15th June 2001

M Gareth Forrester

P12 Definition Comrents from Scotti shPower
Dear M Forrester,

Scotti shPower is pleased to provide our coments on Mdification Proposal
P12: Reduction of Gate Closure Time from 3.5 to 1 Hour. Pl ease note that
these conments are provided on behalf of ScottishPower plc, Manweb plc and
Manweb Services Ltd. Pl ease also be aware that ScottishPower has not
undertaken a full review of this proposal at this stage, and that the points
rai sed below may be superseded by subsequent analysis as the proposal
progresses to Report Phase.

In general terms, ScottishPower supports the intent of this Modification
Proposal but we have concerns over whether the timng is right. As yet the
new arrangenents have not been proven in a Wnter season, and it is not
possible to judge how a market system based on an economic ideology wll
operate under conditions where high energy volunmes are traded.

One of the drivers for this proposal is the volatile inbalance prices which
have been a feature of the new arrangenents. The proposal is an attenmpt to
mninmse Parties' exposure to high inbalance prices. If these prices are
addressed by other neans, then the need to reduce exposure through this
route woul d be reduced and the risk to system security or increase in system
operating costs which would be caused by a reduced gate closure tinme is
avoi ded. W would wish to see a fuller assessment nade of alternative
proposal s to reduce high inmbal ance prices.

I hope you find these comments hel pful, and that they can be considered by
the Mdification Goup during the further assessnent of P12. If you have
any questions on this response, please do not hesitate to contact ne.

Yours sincerely,

Steve Field

Scotti shPower Cathcart Business Park Spean Street d asgow 44 4BE
Tel ephone 0141 568 2000
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P12 _DEF 010 — Edi son M ssion
15 June 2001
Dear Sirs

Comments on Modification P12: Reduction of Gate Closure from 3.5 Hours to 1
Hour

Edi son M ssion Energy is strongly supportive of the proposal to reduce gate
closure to 1 hour.

In common with other proposals (P15 and P18) this proposal is nmotivated by a
desire to avoid inbalance prices. However, P12 differs from these other
proposed nodifications in that it suggests a market solution to the issue

rather than an expeditious and somewhat arbitrary 'fix' of the synptons.

VWhereas P15 and P18 attenpt to reduce inbal ance cashout exposure sinply by
weakening the pricing signal, wthout addressing the wunderlying trading
mechani sms and incentives, P12 will facilitate BSC Parties trading out of
i mbal ance in a more economcally efficient manner. This should ultimately
lead to lower system balancing costs and consequently |ower end prices to
CONSUmers.

The intention to conduct a full analysis of the proposal is also very nuch
to be welconed and contrasts with the treatnment of other proposals which
have bypassed the definition stage.

Edi son M ssion Energy has just two areas of concern with regard to the
proposal as so far outlined:

Firstly, it is inportant that a consideration of reduction in Gate Cl osure
is not prejudiced by decisions on other proposals (P15 and P18) which are
designed to weaken inbalance signals and my therefore |essen BSC
Signhatories notivation to inprove market efficiency. Indeed, our strong
preference, as stated in our response to P15 and P18, is that these proposed
changes should not be addressed in isolation but should be considered in
parallel with, and with the sane analytical rigour as, P12.

Secondly, we do not agree that it is appropriate to consider a different
gate close for FPNs and contract notification. Again, this ignores the
fundanmental objective of achieving a liquid and efficient narket-based
solution to the physical problem of inbal ance.

We | ook forward to being involved in further discussions.

Yours faithfully, Phil Edgington
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P12 DEF 011 - London Electricity

Modi fications Secretary
El exon Limted

Dear Sir,

Thank you for the opportunity to comrent on Modification Proposal P12, which
proposes the shortening of gate closure from3.5 hours to 1 hour

Currently many participants are not even, in terns of their trading and
notification activities, operating to a gate closure of 3.5 hours, due to
notification process risks. This could |limt the inmmediate benefits of a
reduction in gate closure.

We believe that the inpact of this change on NGC s bal ancing systens and
activities is likely to be substantial and that, if enacted too quickly, the
nmodi fication would be likely to lead to inefficiencies in the assessnment of
bids and offers by NGC for a period of tine. This in turn neans that the
target in the existing NGC incentives scheme would be liable, in its
renegotiation, to be noved in a way that is deleterious to our custoners'
i nterests.

Were nodification 12 to be inplenmented during the conming 12 nonths, there
woul d be further difficulties with participants’' own systenms and procedures.
Many of these systens and procedures are still subject to a raft of changes
and inprovenents to enable them to be operated nore robustly under the
exi sting arrangenents; we l|ack the necessary stability to contenplate a
rapid inplementation of nodification P12. W do accept that the centra
systens changes that would be required may well not be substantive and do
not constitute an obstacle.

Having said the above, we are in principle in favour of shortening gate
closure to sonething considerably nearer real tine than 3.5 hours. This was
a publicly accepted aim during the design phase. It would aneliorate the
effects of generator plant breakdown ri sk, particularly for newy
comi ssi oni ng generators. By limting to duration of SBP exposure when a
pl ant unexpectedly fails, a risk will be reduced wi thout creating offsetting
ri sks el sewhere. This nust be to the ultinmate benefits of consumers in our
conpetitive market. By reducing the substantial difficulties that exist in
conmi ssioning a new plant under NETA - difficulties that did not occur under
the Pool, where such plant was sinply granted pool price for as nmuch as it
was able to generate, and not subject to sonetines-large penalties for
failures - new entry, and hence the growh of conpetition, wll be
encour aged. This would assist in neeting BSC objective (c) Pronoting
effective conpetition in the generation and supply of electricity, and (so
far as consistent therewith) pronoting such competition in the sale and
purchase of electricity.
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As a result of the nodification NGC may have to contract for nore reserve,
as a result of foreshortened gate closure. However, given the extent to
which NGC is already issuing acceptances close to real tinme, the likelihood
that long-term | onger-notice reserve contracts should occur at a simlar or
| esser cost to that of offer acceptances, and NGC s grow ng operational
experience under NETA generally, it is our judgenent that if this cost
arises it will be relatively small conmpared to the value of the high risks
descri bed above that are faced by generators as a result of the current gate
closure tinme.

Regardi ng the question of differential gate closure tinmes for FPNs and for
contract notifications, this arrangement would be npbre conplex and nore
systens changes both locally and centrally would be required, as gate
closure had al ways been envisaged as a single event. It is not consistent
with the widely-stated aimof sinple trading arrangenents.

The nmechanisnms used by NGC to balance the system need to be researched

further. There is general concern that the nature of NGC s incentives
arrangenents nmeans that NGC can accept offers and bids in certain
circunstances knowing for certain that it wll not be exposed in those

arrangenents to the cost of accepting those offers or bids. There nmay well
be issues regarding the way in which NGC are operating and there needs to be
a forum to raise and discuss these - OFGEM should give this its urgent
consi der ati on.

Concl usi ons

We recognise that it has always been the longer-term intention to shorten
gate closure, but due account does need to be taken of systens and process
implications. A substantial shortening of gate closure would be beneficial
given this caveat - which for our part translates into a need for about 9 to
12 nonths' notice of the change - as we believe that it would renmove risks
from both generators and suppliers, and therefore would lead to | ower costs
to consumers.

W also note the need for sone arrangenents to nmke conmmissioning new
generation a less painful / risky experience under NETA - this nodification
alone is unlikely to be sufficient in this regard.

We are opposed to a split gate closure tine due to the increased conplexity.

Li z Anderson(London Electricity, South Wstern Electricity, Jade Power and
Sutton Bridge Power)

© ELEXON Limited 20001



Page 40 of 62
DEFINITION REPORT

P12 _DEF_012 - Dynegy

M G Forrester
El exon
15 June 2001

Dear Gareth,

Modi fication Proposal P012: Reduction in gate closure from 3.5 hours to 1
hour .

Dynegy supports the nodification proposal to reduce gate closure from 3.5
hours to 1 hour ahead of real tine. More accurate denmand forecasts can take
pl ace due to suppliers only being required to forecast 1 hour ahead, rather
than the present 3.5 hours ahead of real tine. The use of accurate demand
forecasts produced by suppliers will increase efficiency through NGC being
required to take mninum action in the Balancing Mechanism (BM, due to
operating closer to real tine, reducing costs to suppliers therefore a price
reduction to custoners.

Dynegy believe the inplenentation of an hourly gate closure is unlikely to
create a huge inpact upon NGC s role as System Operator (SO. NGC is
currently undertaking "just in tinme" balancing action, therefore is famliar
with a real tinme environnent through its present behaviour. NGC are taking
the majority of actions within the 'balancing period rather than 3.5 hours
ahead and NGC is therefore capable of fulfilling its role as SO with a
reduction in gate closure from the experience it has to date. It nmust be
clear that NGC is still able to conplete as much trading as it w shes ahead
of gate closure if for exanple inmbal ance prices appear.

There are conplenmentary neasures that could be considered by NGC, if it
believes the present environment is unsuitable to operate an hourly gate
closure policy. For exanple, the reduction in gate closure may place a
greater dependency wupon NGC for accurate IPN information. NGC could
undertake an investigation to analyse how severely Final Physi cal
Notifications (FPNs) differ in relation to IPNs submitted by parties. |If the
results clearly state there is a huge discrepancy between notified |IPNs and
FPNs, then incentives to inprove the accurately of IPN could be created. At
present |PNs are submitted the day ahead at 11 o' clock which maybe too early
a submi ssion to be accurate in relation to FPN. One neans to achieve a soft
I anding to incentivise participants to submt accurate IPNs, is at 4 hours
ahead of real tinme notified IPNs turn sem-firm and can only be altered by
5-10% before they becone FPNs. Obviously a drop date will be incorporated.
In the longer term if necessary, to encourage participants to submt
accurate | PN, NGC could introduce scheduling charges (information inbal ance
charge) through provisions within the Gid Code. NGC may feel nore
confident with the inplementation of a reduction in gate closure if
additional tools are provided |Iike accurate | PNs subm ssions.
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The reduction in gate closure to 1 hour ahead of real tinme wll pronpote
conpetition in generation and supply, and the sale and purchase of
electricity. At present, as a consequence of gate closure being 3.5 hours
ahead of real tine, participants are unable to take balancing actions for
uncontrol | able changes in demand and generation capacity. A reduction in
gate closure will reduce participant's exposure to volatile inbalance cash-
out prices from 4 hours to 1.5 hours, encouraging reluctant parties to
participant in the BMthus increasing conpetition.

Finally, NGC were always aware that a reduction in gate closure would be
i mpl ement ed. One of the inportant objectives of the design of NETA was to
ensure that it facilitated the trading of electricity close to real tine.
NGC shoul d have been undertaking internal operating nmeasures to acconmpdate
for this change.
Yours sincerely,

Rekha Pat el

Power Regul atory Anal yst.
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P12 _DEF 013 - NGC
Nati onal Gid Company 14 June 2001

NGC Conments on Modification Proposal P12
(Reduction of Gate Closure Time from 3.5 hours to 1 hour)

I nt roduction

Thi s paper sets out National Gid s coments on Mdification Proposal P12 -
Reduction of Gate Closure time from 3.5 hours to 1 hour. It has been
prepared in response to an invitation for views on both the original
nodi fication proposal and the Initial Assessnent prepared by ELEXON on 24th
May 2001.

Sunmmar y

NGC believes that a decision to shorten gate is premature for the follow ng
reasons:

* 10 weeks of NETA operation in late spring is insufficient tine to gain
experience and confidence that NETA processes and systens are capable of
delivering continuous system balancing for the full range of operating
condi tions.

* Significant devel opnment of NGC despatch support tools are necessary to
enable the nore rapid assinilation of data and economic Bid/ Offer selection
required by a shorter gate closure.

* Adopting shorter gate closure arrangenents before the appropriate tools
are in place and experience gained will restrict our ability to meet our
licence obligations and result in increased pre gate closure action and
costs by NGC in order to manage the risks.

Backgr ound

In the devel opnent of the introductory NETA arrangenents NGC argued that the
setting of Gate Closure at 3.5 hours provided the right balance between
facilitating market trading as close as possible to real tinme and ensuring
that there was sufficient tinme to carry out system bal ancing actions. I'n
reaching this position we also believed that in time, as Market Participants
and NGC staff gained val uabl e operating experience, NETA systens becane nore
robust and sophisticated, shorter Gate Closure woul d be possible.

In order to establish when we believed shorter gate closure would be
possi bl e a nunber of "confidence criteria” were identified which we believed
needed to be met before naking changes. These criteria were presented at a
nunber of industry foruns including the DI SG and a NETA wor kshop held on the
3 Septenber 1999 and are set out bel ow
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* i nbal ance vol unes resolved in the Bal ancing Mechani sm are | ow

* | PNs and FPNs are accurate

* Sufficient bids and offers are being made available (with short notice
times)

* generator dynamics are rational

* the new trading arrangenents have operated successfully through periods
where the systemis under stress

W also said that we needed an absolute mnimum of 6 nonths operational
experience, and preferably a full year before taking any decision to reduce
gate closure further.

Areas of Insufficient Operating Experience

W nter Demand Shapes

The introduction of NETA in the early Spring rather than the originally
pl anned Autumm season has neant that both Participants and NGC staff have as
yet only gained experience in dealing with the nore benign |oad shapes.
W nter | oad shapes are characterised by two periods of very |large rates of
change of demand at around 0100 hours when off-peak storage heating is
switched in and around 1700 hours when darkness, domestic and
i ndustri al / conmerce peaks coinci de.

Insufficient Generation Notified at Gate Cl osure

W have to date only issued one NISM (Notification of Insufficient Plant
Margi n) warning as generally Participants have taken positions which result
in a long system As we nove towards the winter nmonths this situation may
well change and require additional plant to be synchronised by earlier
Bid/ O fer acceptances together wth pre-gate closure actions to ensure
conti nuous system bal ance i s achi eved.

Maj or Pl ant Losses

To date we have only experienced one day during which a significant anount
of generation (3000MAs) becane unavail able due to breakdown on the run up to
t he breakfast peak. The |osses were covered initially by taking Ofers and
subsequently reduced levels of Bids from the Bal anci ng Mechani sm (BM . Post
event anal ysis suggests that as the length of the BMdid not recover to its
original position until the early hours of the follow ng day, confidence
that within day trading has developed sufficiently to cover this situation
has not yet been achieved.

System Stress
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As yet we have not yet experienced Gas/Electricity arbitrage activities nor
have we had to manage the BM during times of transmission system
di st urbances.

Transm ssi on Constraints

At this early stage in the outage programme season we have only had very
limted experience in constrained operating under NETA arrangenents.

Despatch Support Devel opnents

The current 3.5 hour gate closure provides sufficient tinme over the expected
full range of operating conditions for the FPN data including prices to be
assimlated and viable, optimsed schedules derived. To aid this activity
NGC has adapted its pre NETA despatch support tool to provide a nunber of
poi nt despatch solutions, subsequent preparation of the NETA style closed
despatch instructions is still largely a manual process.

Any shortening of gate closure wll require significant inprovements to
these processes and tools to ensure that derivation of the optinsed
despatch instructions is achieved with sufficient time left to issue
instructions for tinely delivery.

Devel opmrent work is already wunderway but it is judged wunlikely that
production versions will be available in under nine nonths. Although other
work is necessary to NGC systems to provide for a shorter Gate Cl osure(GC)
it is judged that these changes can be inplemented within the tinmescal es of
the required despatch tools devel opnent.

Careful consideration will have to be given to the extent to which any
wi despread changes to Participant and Central Systens are tested trialed and
i npl enented. This issue may have a bearing on options to progressively nove
towards a shorter GC.

Taking More Actions Close to Real Tine

Reduci ng gate closure is likely to have the follow ng effects on the BM:

* Nearly all offers that involve synchronising plant onto the systemw |l be
precl uded.
* W will therefore be forced into only using offers from synchronised

plant, or fromplant with very good dynam cs. This would appear to result in
nore extrene prices, and creates the risk of insufficient balancing volune
being available in some cases. This effect could also possibly raises nore
mar ket power issues.

* By bringing the wall closer, there wll inevitably be nore bid/offer
acceptances nmade that are not closed before the wall. This will make it
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nore inportant to resolve how such plant should revert to its FPN and what
paynment if any, should be made.

* |f GCenerators are submitting FPNs one hour ahead, the opportunities to
exploit tenporal and geographic nonopolies beconmes much greater. For
exanple, if it beconmes apparent that there is a plant shortage, BM offer
prices can rise in 60-90 m nutes.

None of the above points denponstrate that shorter gate closure is not
possi bl e. However, they do illustrate how it could reduce NGC s ability to
meet our licence obligation to operate the system in a secure, econonic,
efficient and co-ordinated manner.

Pre Gate Closure Action

NGC currently has the freedom to utilise Balancing Service (Warni ng)
contracts to ensure, if it judges necessary, that sufficient plant is always
available in the BMto neet both energy and system needs. Reduction of Gate
Closure to 1 hour will require the introduction of a new "part | oading"
contract as the mmjority of plant currently secured via Warm ng contracts
woul d not be able to synchronise and deliver Ofers in a 1 hour tinmescale.
Contracts of this form will need to be developed and discussed with the
i ndustry, based on our pre NETA experience this will likely take at |east
six months to put in place.

Concl usi ons

NGC believes that a decision to shorten gate is premature for the reasons
set out below and that therefore the nodification as is currently proposed
is not consistent with the applicable BSC objectives set out in the ELEXON
Initial Assessment (P12) paper.

* 10 weeks of NETA operation in late spring is insufficient tine to gain
experience and confidence that NETA processes and systens are capable of
delivering continuous system balancing for the full range of operating
condi tions.

* Significant devel opnment of NGC despatch support tools are necessary to
enable the nore rapid assinilation of data and economic Bid/ Offer selection
required by a shorter gate closure.

* Adopting shorter gate closure arrangenents before the appropriate tools
are in place and experience gained will restrict our ability to meet our
licence obligations and result in increased pre gate closure action and
costs by NGC in order to manage the risks.
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P12 DEF 014 - Entergy
15 June 2001

MODI FI CATI ON PROPCSAL P12
Reducti on of Gate Closure from 3.5 hours to 1 hour

Entergy Whol esale Operations (EWD) strongly supports nodification proposal
P12 to reduce Gate Closure to 1 hour and urges the Modification Goup to
recommend that the Panel takes the decision at its neeting on 26 July to
proceed with a detailed evaluation of P12 under the Assessment Procedure.
The following conments are offered to assist the Mdification Goup in its
wor k under the Definition Procedure.

It has | ong been understood by market participants and governi ng bodi es that
a key objective of NETA would be to reduce Gate Closure and nove closer to
real -time trading. As presented in P12, Gate Closure was set as a trade off
recogni sing both the concerns of the System Operator with regard to planning
bal anci ng actions and the need for gas-fired plant to respond to gas supply
i nterruptions. During the final consultation on NETA, DTI/O gem concl uded
that the intention would be to reduce Gate Closure six nmonths after Go-Iive.
It is important to note that this design decision was taken before the
System Operator was given the flexibility to trade outside the Bal ancing
Mechani sm EWO would contend that this freedom in trading fundanentally
alters the rationale for a 3.5 hour Gate Cl osure period.

One of the striking characteristics of operational experience under NETA has
been the '"just-in-time' balancing actions taken by the System Operator. The
mar ket has seen Bid/Ofer instructions issued very close to real-tine.
I ndeed, at the Operational Forum on 11 My it was stated, by the System
Operator, that of the some 20,000 instructions issued by that tinme around
60% were for less than 1 hour. Up to 25 May, of the 842 instructions
recei ved by Danmhead Creek power station only 18 were for a duration of nore
than 90 m nutes. This means that all but 2% of Danhead Creek's instructions
could have been accommpdated within a Gate Closure of 1 hour (including the
hal f hour period itself).

EWO has serious concerns over the extreme volality in inbalance prices and
believes that the inbalance risk is having a negative inpact on liquidity in

the short-term nmarkets. It is recognised that there are a nunber of
nodi fication proposals seeking to address the effects of the inbalance
prices witnessed, and EW believes that there is a need for all such
nodi fications to be considered collectively and the full inplications of the
various nodification pernutations explored. However, it should be

remenbered that P12 does nothing nore than neet with DTI/Ofgenis and narket
partici pants' expectations on reducing Gate Closure, and therefore should be
proceeded on this basis al one.
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The System Operator has expressed its view that it would prefer to have
experience of a Wnter period under NETA before Gate Closure is reduced.
EWO woul d argue that with nore plant on the system during the Wnter nonths

Bi d/ O fer depth should increase. It is also believed that overall demand
patterns wll be nmore predictable and frequency response actions |ess
likely. Further, it should be noted that 'Wnter experience' was not

considered to be an inportant issue in DTI/Ogens final conclusions on
NETA. These concl usions were nade on the basis of a target CGo-live date of
April 2000, therefore if Gate Closure were reduced six nonths later as
intended the System Operator would not have had any Wnter operational
experi ence.

EWO believes there are conpelling reasons why P12 should be further
eval uated under the Assessnent Procedure and urges the Mdification Goup to
recormmend that the Panel takes this decision at its meeting on 26 July.
Following this process will allow a tinely reduction to Gate Closure in line
with the intended six nonths. The Panel should be encouraged to focus on a
timetable for inplementing a reduced Gate Cl osure.

Mel ani e K Wedgbury
Seni or Manager, Regul atory Affairs

Tel: 020 7337 8396
Fax: 020 7337 8207
E- mai | : mvedg90@nt er gy. com
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P12_DEF 015 — Total Fi naEl f

M Gareth Forrester

Modi ficati ons Manager
ELEXON Ltd

Friday, 15 June 2001

Dear Gareth,

Re: Modification Proposal P12 - Reduction of Gate Closure from 3.5 Hours to
1 Hour

Total FinaElf Gas and Power welcone the opportunity to respond to this
nodi fi cati on. W recommend this nodification not be inplenented for the
foll ow ng reasons.

TFE synpathise with the proposers concerns regarding NGC s just-in-tine
actions within the Bal ancing Mechani sm and agree these have contributed to
the high level and volatility within inbal ance prices observed to date. W
therefore understand within the present ‘'clinmate' of volatile inbalance
prices the desire to potentially mtigate cashout exposure by accessing
secondary markets closer to real-tine delivery.

However, TFE recomend our efforts should be focussed upon ensuring the SO
i ncentive mechanismis structured appropriately such that it deters NGC from
relying upon last-nminute actions within the BMto resolve energy i nbal ances.
An appropriately structured SO incentive schene alongside present gate
closure tinme-scales should in theory, despite NGC reported inability to
forecast to within 500 MW beyond half an hour, lead to nore innovative
contracting fornms and strategies from NGC and by inference |ess counter-
intuitive prices

VWil st reluctant to support 'quick fixes' we accept sone short-term neasures
are likely to be required within the interim and this would appear to be
nost sensi bly achieved by Mdification Proposal 18a. Thus if |1nbal ance
Prices stabilise at a level which provide 'reasonable' incentives for
participants to bal ance (and not overcontract) this would appear to address
the primary concerns specified within the justification for Mdd P12.

Consi deration of Mdification P12 should also note the constraints likely to
be experienced by CCGI plant through Gate Cl osure reduction. Al sites,
i ncludi ng CCGTS, connected to the high-pressure national gas transni ssion
system (NTS) must have a Network Exit Agreenent (NexA). This is an ancillary
agreenent to the Network Code and defines the conditions a site may offtake
gas from the NTS. These agreenents are signed with Transco who have an
obligation to agree non-discrimnatory terms. Typically npost NEXAs require
a lead tinme notice, of between two to four hours, to be provided to Transco
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before any increase in gas flow offtake rates. This is clearly at odds with
the proposed reduction.

If gate closure is reduced to one hour prior to the start of the bal ancing
period this would seriously conprom se the ability of CCGI plant to provide
flexible products within those same narkets where participants wll be
seeking to reduce their inbal ance exposure. G ven, according to NGC s seven
year atatenment, CCGT plant conprise approximtely 33% of installed capacity
this would have significant inplications for liquidity wthin those
secondary nmarkets closer to delivery. If CCGT plant are effectively excluded
fromthese markets this may also lead to greater market power for coal plant
that woul d have fewer conpetitors to conpete on price.

Therefore, it is questionable whether gate closure reduction alone can
substantially inprove the current situation. In the absence of greater
flexibility being provided to CCGT plant in gas offtake rates this situation
can only be expected to becone worse. This expectation is based upon NGC
forecasts where it is suggested that CCGI plant wll conprise 48% of
i nstall ed capacity by 2007/8.

In sunmmary, TFE recommend nodification P12 be rejected. We consider the
stated objectives of nodification P12 to be better achieved by inproving the
SO incentive nechanism and inplenmenting nodification P18. Furt her nor e,

nmodi fication P12 poses significant concerns for the ability of CCGI to
conpete within short term markets closer to delivery. W support the
original six-nmonth stable running objective, discussed prior to NETA
i mpl enentation, before Gate Closure reduction is considered. Also, prior to
the inplenentation of any new period we would prefer a holistic review of
the comrercial issues associated with gate closure reduction and better
recognition of the potential gas-electricity interactions.

Pl ease contact ne on the foll owi ng nunber, 020 7318 6880, if you would like
to discuss any of the issues raised within this letter. We hope these
conments prove to be constructive.

Yours sincerely

Sharif 1slam
Ener gy Regul ati on Manager
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ANNEX 6 — MODIFICATION GROUP TERMS OF REFERENCE

TERMS OF REFERENCE
(Version 1.0)

PRICING ISSUES MODIFICATION GROUP
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ESTABLISHMENT OF GROUP
Establishment

The Group is established by the BSC Panel as a Modification Group pursuant to Section F2.4 of
the Balancing and Settlement Code (BSC).

The Group will continue until such time as it is dissolved by the Panel.

The Group shall not be a Panel Committee for the purposes of Section B5 of the BSC.

Role and Objectives

The Group is established in order to carry out a Definition Procedure and/or Assessment
Procedure in respect of a single Modification Proposal or a number of Modification Proposals
pursuant to section F2.5 and/or F2.6 of the BSC. The details of the Modification Proposal(s) to
be considered by the Group, together with any special instructions or guidance from the Panel
to be taken into account during its consideration of such Modification Proposal(s) are set out in
Annex 1. Those areas of the Group’s powers or activities that shall require the prior approval of
the Panel are also set out in Annex 1. The Group shall also seek such instructions, clarification
or guidance from the Panel as detailed in Annex 1.

In conducting its business, the Group shall have due regard to the following objectives (as if
references to the Panel were references to the Group):

The Panel shall endeavour at all times to operate the Modification Procedures:

(a) in an efficient, economical and expeditious manner, taking account of the complexity,
importance and urgency of particular Modification Proposals; and

(b) with a view to ensuring that the Code facilitates achievement of the Applicable BSC
Objective(s).
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COMPOSITION AND APPOINTMENT OF THE GROUP

Group Chairman

The Panel shall appoint one of the members of the Group to act as chairman of the Group, and
the Panel may change the chairman of the Group from time to time as it sees fit.

Group Members

The Group shall comprise at least 5 members selected by the Panel for their relevant
experience and/or expertise in the areas forming the subject-matter of the Modification
Proposal(s) to be considered by such Modification Group (and the Panel shall ensure, as far as
possible, that an appropriate cross-section of experience, interests and expertise is represented
on such Modification Group).

In addition to the members appointed by the Panel pursuant to paragraph 2.1.1:

(a) the Proposer of each Modification Proposal to be considered by the Group shall be
entitled to appoint one member of the Group;

(b) the Transmission Company shall be entitled to appoint one member of the Group
(unless the Transmission Company is the Proposer, in which case paragraph (a)
applies); and

(©) unless the Panel otherwise determines, the Panel shall appoint at least one additional

member of each Modification Group who shall be an employee of BSCCo, and BSCCo
shall make appropriately qualified BSCCo staff available for this purpose.

The Panel may add further members to the Group at any time.

The Panel may (but shall not be obliged to) replace any member of the Group at any time if, in
the Panel’s opinion, such member is unwilling or unable for whatever reason to fulfil that
function and/or is deliberately and persistently disrupting or frustrating the work of the Group.

Group Secretary

There shall be a secretary to the Group who shall be a person nominated and provided by
BSCCo and approved by the Group chairman.

Representative of the Authority

A representative of the Authority may attend and speak any meeting of the Group.
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DUTIES OF GROUP MEMBERS

General

Members of the Group shall act in accordance with these Terms of Reference as determined
(and, if applicable, changed) by the Panel.

Impartiality

Members of the Group shall act impartially and shall not be representative of a particular
person or class of persons (and, accordingly, no member shall agree to follow or be bound by
the instructions of any person or body, other than the Panel pursuant to Section F of the BSC,
in the exercise of his functions as a member of the Group).

Availability
Prior to being appointed as a member of the Group:

(a) each proposed member of the Group shall be required to confirm to the Panel that he
will be available as required throughout the relevant Definition Procedure or
Assessment Procedure to attend Modification Group meetings and to carry out work to

be undertaken outside those meetings as necessary;

(b) where the proposed member is employed, he shall provide to the Modification
Secretary a letter from his employer agreeing that he may act as a member of a
Modification Group, and that the requirements of paragraph 3.1 shall prevail over his
duties as an employee.
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4. INDEMNITY OF AND PROTECTIONS FOR GROUP MEMBERS AND OTHERS

4.1 BSCCo shall indemnify and keep indemnified the Members and Secretary of the Group, in
accordance with Section B2.9 of the BSC.
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EXPENSES

Each Group Member shall be entitled to be reimbursed by BSCCo for the reasonable expenses
properly incurred by such Group Member in attending meetings of or otherwise in the conduct
of the business of the Group.
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APPROVAL OF EXPENDITURE

In addition to any staff made available to act as members of the Group, BSCCo shall provide
such staff, facilities and support to the Group (including the engagement of external
consultants and advisers) as the Group may reasonably require to assist with the administration
and operation of its business provided that any expenditure over £10K, up to a value of £50K,
shall require the prior approval of the Panel Chairman (in consultation with BSCCo). Any
expenditure over £50K shall require the prior approval of the Panel (in consultation with
BSCCo).

Prior to the taking of any steps in an Assessment Procedure which would result in the incurring
of costs greater than £10K for BSCCo, the Modification Group shall seek and comply with the
views of the Panel Chairman as to whether to proceed with such steps and, in giving its views,
the Panel Chairman may consult with the Authority in respect thereof. Prior to the taking of any
steps in an Assessment Procedure which would result in the incurring of costs greater than
£50K for BSCCo, the Modification Group shall seek and comply with the views of the Panel as
to whether to proceed with such steps and, in giving its views, the Panel may consult with the
Authority in respect thereof.

For the purposes of paragraph 6.2, the steps include:
(a) the commissioning of detailed impact assessments;

(b) the commissioning of legal text to modify the BSC in order to give effect to a Proposed
Modification and/or an Alternative Modification.
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7. POWERS AND FUNCTIONS OF THE GROUP

7.1 Definition Procedure

7.1.1 The provisions of this paragraph 7.1 shall apply if the Panel decides to submit a Modification
Proposal to the Group under the Definition Procedure.

7.1.2 The purpose of the Definition Procedure is to define the issues raised by a Modification Proposal
in sufficient detail to enable the Panel to determine which of the options set out in paragraph

F2.5.9 of the BSC is the most appropriate in all the circumstances.

7.1.3 The Group shall review the Modification Proposal for the purpose set out above and shall prepare
a written report for the Panel (in accordance with the timetable determined by the Panel) which
shall set out, in relation to the Modification Proposal, the following matters:

(@

(b)

(©)

(d)

®

®

9

an assessment of the issues raised by the Modification Proposal with supporting
information and data to explain the effect of such issues by reference to the Applicable
BSC Objective(s) and a summary of such assessment;

an analysis of and the views and rationale of the Modification Group as to whether
(and, if so, to what extent) the issues raised by the Modification Proposal warrant

further assessment and evaluation;

a detailed summary of the representations made by Parties and interested third parties
during the consultation undertaken by the Modification Group and the comments and
views of the Modification Group in respect thereof;

a summary of any analysis prepared by the Transmission Company and the comments
and views of the Modification Group in respect thereof;

a summary of any analysis prepared by relevant BSC Agents and the comments and
views of the Modification Group in respect thereof;

a copy of the terms of reference and a summary of any report or analysis of external
consultants or advisers; and

such other matters as the Panel may require

7.1.3 In preparing its report, the Modification Group shall:

(@

(b)

(©

(d)

analyse the representations made in response to the consultation instigated by the
Modification Secretary pursuant to Section F2.2.6 of the BSC;

conduct such further consultation with Parties and interested third parties as may be
required by these terms of reference or, subject to the Panel's prior approval, as it
considers necessary;

where appropriate (and subject to any requirement for Panel approval as set out in
these terms of reference), request BSCCo to commission an analysis from BSC Agents
and/or external consultants and/or advisers with relevant specialist knowledge;

where such views have been obtained, consider the views expressed by those referred
to in paragraphs (a) to (c) and by those referred to in paragraph 7.1.5 (a) to (c) below.

7.1.4 In respect of each Definition Procedure, BSCCo shall (after appropriate consultation with the
Modification Group):
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(a) commission an analysis from the Transmission Company;

(b) if requested by the Modification Group, commission an analysis from relevant BSC
Agents;

(© if requested by the Modification Group, commission an analysis from external

consultants and/or advisers with relevant specialist knowledge.
Assessment Procedure

The provisions of this paragraph 7.2 shall apply if the Panel decides to submit a Modification
Proposal to the Group under the Assessment Procedure.

The purpose of the Assessment Procedure is to evaluate whether the Proposed Modification
identified in a Modification Proposal better facilitates achievement of the Applicable BSC
Objective(s) and whether any alternative modification would, as compared with the Proposed
Modification, better facilitate achievement of the Applicable BSC Objective(s) in relation to the
issue or defect identified in the Modification Proposal.

The Modification Group shall:

(a) evaluate the Modification Proposal for the purpose set out above;

(b) where appropriate, develop an alternative proposed modification (the "Alternative
Modification™) which, as compared with the Proposed Modification, would better
facilitate achievement of the Applicable BSC Objective(s);and

(© prepare a report for the Ranel (in accordance with the timetable determined by the
Panel) which shall set out, in relation to the Proposed Modification and any Alternative
Modification, the matters referred to in Annex F-1 of the BSC, to the extent applicable
to the proposal in question.

In preparing its report, the Modification Group shall:

(a) analyse the comments made in response to the consultation instigated by the
Modification Secretary pursuant to section 2.2.6 of the BSC;

(b) conduct such further consultation with Parties and interested third parties as may be
required by these terms of reference or, subject to the Panel's prior approval, as it
considers necessary;

(© where appropriate (and subject to any requirement for Panel approval as set out in its
terms of reference), request BSCCo to commission an analysis from BSC Agents and/or

external consultants and/or advisers with relevant specialist knowledge;

(d) where such views have been obtained, consider the views expressed by those referred
to in paragraphs (a) to (c) and by those referred to in paragraph 7.2.5 (a) to (c) below.

In respect of each Assessment Procedure, BSCCo shall (after appropriate consultation with the
Modification Group):

(a) commission an analysis and impact assessment from the Transmission Company;

(b) if requested by the Modification Group, commission an impact assessment from
relevant BSC Agents;
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if requested by the Modification Group, commission an analysis from external
consultants and/or advisers with relevant specialist knowledge;

if requested by the Modification Group, commission an analysis from relevant Core
Industry Document Owners;

prepare a project brief for the implementation of the Proposed Modification and any
Alternative Modification setting out the proposed steps, timetable and programme plan
for such implementation consistent with the proposed Implementation Date in
accordance with the BSC, BSCP 40 and the IS Policies.

At any stage during an Assessment Procedure:

(a) the Panel may request the Modification Group to prepare an interim report setting out
its provisional findings; and

(b) the Panel may seek the views of the Authority as to whether the findings of such report
are consistent with the Authority's provisional thinking in respect thereof; and

(© the Panel may issue such directions as it sees fit to the Modification Group in
consequence of the Authority's views.

Delegation

The Group shall not further delegate to any person any of its powers, responsibilities and
functions except to the extent so permitted by the Panel.

Provisions relating to data

The Group may use and disclose such data in line with the provisions contained in BSC, Section
C, 3.3 for the purposes of discharging its functions and duties.
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PROCEEDINGS OF THE GROUP

Open Meetings

Unless otherwise determined by the Group Chairman (in consultation with the Panel Chairman)
all meetings of the group shall be shall be open to attendance by a representative of any Party
and any other person entitled to receive notice of Panel Meetings under Section B4.1.6 of the
BSC; and any person so attending such a meeting may speak if invited to do so by the Group
Chairman.

Frequency of Meetings

Meetings of the Group shall be held as required, at a time and place agreed by the Chairman.
It is anticipated that Group meetings will be predominantly London based.

Convening Meetings

Any meeting of the Group shall be convened by the Group Secretary by notice to each Group
Member setting out the date, time and place of the meeting and accompanied any supporting
papers available to the Group Secretary at the time the notice is given (and the Group
Secretary shall circulate to Group Members any late papers as and when they are received by
him).

Where the Group Chairman considers it appropriate a meeting of the Group may be validly held
by telephone conference call (or other similar means) where all the Group members present at
such meeting can speak to and hear each other; and any decision taken at such meeting shall
be valid.

Where the Group Secretary considers that any BSC Agent is or may be required to attend a
meeting of the Group, the Group Secretary shall, with agreement of the Group chairman, send
to that BSC Agent a copy of the notice convening the meeting, and such part of the agenda
and such accompanying papers as in the Group Secretary’s opinion concern that BSC Agent, at
the same time at which the notice is given to Group Members.

The proceedings of a meeting of the Group shall not be invalidated by the accidental omission
to give, or send, notice of the meeting or a copy thereof or any of the accompanying agenda or
papers to, or any failure to receive the same by, any person entitled to receive such notice,

copy, agenda or paper.

If the Group Secretary considers that it may not be appropriate for the agenda for any meeting
of the Group or any accompanying paper to be made available to persons on request as
provided in the BSC, Section H, 4.9:

(a) such agenda or paper shall not be sent to persons of such class or made available, on
request, to third parties at the time at which it is sent to Group Members;

(b) the Group shall consider at the meeting whether it is for such agenda or paper so to be
sent or made available;

(a) unless the Group decides that it is not appropriate, such agenda or paper shall made
available on request promptly following the meeting.
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Submission of Papers

For the avoidance of doubt any BSC Party, designated body, BSCCo or Group Member may
submit papers to the Group. Other bodies wishing to submit papers to the Group will need to
submit their papers to a Group Member or BSCCo for sponsorship. All papers should be
submitted (in electronic form wherever possible) to the Group Secretary in advance of the
meeting at which the paper is to be considered.

On receipt of a paper the Group Secretary in conjunction with the chairman shall determine
whether the subject of the paper is within the remit of the Group and at which meeting the
paper will be tabled. Papers not addressed by the Group will, where practicable, be forwarded
to the appropriate body and in all events be reported to the Panel.

Other bodies wishing to submit papers to the Group will need to submit their papers to a Group
Member or BSCCo for sponsorship.

Chairmanship of Meetings

If the Group Chairman or their agreed alternate is not present after the time for which a Group
Meeting has been convened, the Group Members present may appoint one of their number to
chair the meeting.

Reports of Meetings

The business day following each meeting of the Group, or as soon as reasonably practicable
following each meeting of the Group, the Group Secretary shall prepare and send to Group
Members a report outlining the matters conducted at the meeting. This report will exclude any
matter that the Group decided was not appropriate for such publication. The Group Secretary

shall make such a report available on the BSC Website.
Publication of Items on the BSC Website

In order to promote transparency, the Group Secretary shall make available on the BSC
Website the following items relating to each Group Meeting (except where the Group Members
decide that a particular item was not appropriate for such publication):

a) The details of forthcoming meeting (agendas, time, location etc.)
b) Papers relating to a forthcoming meeting of the Group;

¢) The headline, day after, report outlining the matters conducted at the meeting.

Decisions of the Group

The Group should seek to reach a consensus view on matters that it considers. If the Group is
unable to reach agreement on any matter, the report of the Modification Group shall instead
include a summary of the views of the members of the Modification Group.
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ANNEX 1 — SPECIFIC DETAILS OF MODIFICATION PROPOSAL(s) TO BE CONSIDERED BY
THE GROUP

The Pricing Issues Modification Group will be considering:

P8: Introduction of a Price Adjuster to Reflect Option Fees for Balancing Svs Contracts
in Setting System Buy and System Sell Price

P10: Eliminating Price Spikes Caused by Truncating Effects
P15: Removal of Price Spikes (System Balancing from System Prices)

P18: Removing/Mitigating Effect of System Balancing Actions

POWERS OR ACTIVITIES REQUIRING THE PRIOR APPROVAL OF THE PANEL.

The following areas of the Group’s powers or activities shall require the prior approval of the Panel:
[/1

INSTRUCTIONS, CLARIFICATION OR GUIDANCE REQUIRED FROM THE PANEL

The Group shall seek instructions, clarification or guidance from the Panel in respect of the following
matters:

[/]
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