ELEXON POLICY VIEW:
A FASTER , MORE CONS ISTENT
PROCESS FOR CHANGING
ENERGY CODES

Elexon — A faster, more consistent process for changing energy codes

The energy codes are the
commercial contracts that
set out the rules for operating
the energy system. There are
11 major codes altogether and
each one has its own change
process and governance
arrangements.

Elexon is a proud
member of the Plain
English Campaign
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The arrangements allow signatories
to the codes (the ‘parties’) to propose
changes (‘modifications’) to amend the
rules. The codes have developed over
many years and cover different fuels
and processes, however the change and
governance procedures for each one
are different. A factor that they all have
in common is that they do not facilitate
rapid change within the energy sector.
The Department for Business, Energy
and Industrial Strategy (BEIS) and
Ofgem have recently consulted on
reforming the code arrangements.
They have put forward two different
models that would see consolidation
of the 11 codes and the six code bodies
that administer them. Elexon supports
not just the consolidation of the codes
(and the administrators of the codes)
but also the simplification of the codes
themselves. We have been providing
our views to BEIS and Ofgem on how
this could be achieved.

We believe that immediate changes
can be made to the arrangements
to speed up the change procedure
across all of the codes (known as
the ‘modification process’), before
the wider consolidation reforms
are introduced.
Elexon has developed some options
for discussion with the industry and
Ofgem for how the modification
processes across the 11 energy codes,
could be simplified, standardised
and streamlined.
The benefits of this would be reduced
complexity and burden for market
participants, the code managers
and Ofgem.
As an organisation we aim to continually
improve our service, including the
support we offer to our customers
to help them understand the impact
of modifications.
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Elexon’s proposed changes to the modification process are that:

01
Proposals for major changes
should be broken down into
‘control gates’ where Ofgem
gives a view on progress and
whether the modification (as it
stands in each stage) could be
acceptable or not.

02
The number of alternative solutions that
can be proposed alongside the main
modification should be limited. This would
avoid cases where multiple alternatives
are put to Ofgem to decide on. The exact
limit would need to be agreed with the
industry and code bodies.

03
Industry workgroups are only
convened following initial
development of the modification
proposal by the code manager
and the proposer.

04
All codes have an ‘Issues’
process (where beneficial)
to allow problems or
solutions to be considered
before modification
proposals are made.

05
All code managers should
aim to only consult once
on modification proposals.

06
All code panels should
have a balance of
independent experts
(including representatives
from consumer groups) and
industry representatives.
Panel members should not
represent the commercial
interests of companies they
work for, or work with.
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We believe our options would have the following benefits:

Code modifications being
developed that better
meet the needs of the
smarter energy system

Speeding up the time it takes
to develop, assess
and consult on proposals

Reducing the burden
on market participants
of getting involved in
the change process
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How does the code
change process work?
There are 11 major energy codes, six code administrators and five code
delivery bodies which provide the Information and Communications
Technology (ICT) services and support that delivers the arrangements
under each code. In some cases (including Elexon) the delivery body
is the same as the code administrator.

Electricity Only
Code:

Managed by:

Code:

Balancing and Settlement
Code (BSC)

The System Operator
Transmission Owner
Code (STC)

Master Registration
Agreement (MRA)

Distribution Connection
and Use of System
Agreement (DCUSA)

Connection and
Use of System
Code (CUSC)

Distribution Code
(D Code)

Managed by:

11 Energy
industry codes
(Currently)*

Grid Code

Gas Only
Code:

Gas & Electricity
Managed by:

Code:

Uniform Network
Code and Data
Services Contract

Smart Energy Code

Supply Point Administration
Agreement (SPAA)

The New Retail
Energy Code (REC)

Managed by:

Still in development.
We explain more on Page 8.

Independent Gas Transporters
Uniform Network Code

The Customer Switching
Service provider which
will be appointed under
the REC
*Suppliers are also obliged to meet the Smart Meter Installation Code of Practice managed by Electralink

5 Code delivery
bodies
(Which provide
the ICT services
and support
that delivers
each code)
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All energy codes have a
modification process however
the process in each code is
different. To an extent, in each
code, major or complex changes
are debated by industry experts
in workgroups before wider
consultation with code signatories
on the proposed remedies.
Change proposals are then
brought before panels of industry
representatives specific to each
code. In the case of Elexon (the
code manager for the electricity
Balancing and Settlement Code),
this is the BSC Panel. The BSC Panel

is made up of independent experts
who do not represent the views
of companies they work for when
voting on proposals. BSC Panel
members also include consumer
representatives and academics. This
is not the case across all the codes
and we discuss this later.
If the proposal is not commercially
significant it can be decided on by
the code panels. If the modification
is likely to have a significant
impact on consumers or energy
companies, code panels make a
recommendation to Ofgem on
whether the regulator should give
final approval to the change.
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What are the issues with
the current process for
changing industry codes?
Industry parties have identified a number
of problems with the current codes and code
governance arrangements.

 mending energy codes is a slow
A
and complex process.

Progressing changes to code
rules is resource intensive.

It typically takes eight months for
a BSC modification to be developed
and sent to Ofgem for a decision.
The timescale is longer for some
of the other codes.

In many cases, the solution to
amend code rules is not obvious.
Also, the impact that changes
would have on the ICT systems
used by energy companies and the
industry’s central systems needs to
be closely considered. Therefore
code managers need the support
of experts from across the industry
to debate potential solutions in
workgroups. This clearly requires
industry stakeholders to dedicate a
significant amount of resource
to the change process.
On average it takes four to five
workgroup sessions to develop
modifications to BSC rules. For
some other codes the workgroup
process can take a lot longer.
The current BSC, CUSC and the
Grid Code rules require the code
manager to consult twice on a
proposal before it can be referred
to Ofgem for decision. This is not
the case in all codes.

Changes to energy codes are
reactive and designed to fix
current issues.
The modification process is geared
towards developing solutions to
current, individual issues. However
it is far less effective at developing
more forward thinking, fundamental
changes required to support the
energy system in the future.
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Delivering a
faster and more
consistent
change process

We believe that practical steps
to speed up the modification
process and create consistency in
decision making across the codes
can be introduced now, before
wider reforms to consolidate and
simplify the codes.
Wider reforms can address
other concerns with the code
arrangements, which BEIS and
Ofgem highlighted in their
consultation published in July 2019.
These include fragmentation and
a lack of coordination between
codes, the complexity of the code
rules and lack of incentives on
industry to make changes that are
in the interests of consumers (but
may not align with the interests
of industry).
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The role of Ofgem in the code change process
Ofgem’s current practice is to wait
until the end of a modification
process (once it has received a
recommendation from a code panel)
before publishing a view and making
a decision. We believe it may be
better if Ofgem was resourced, and
felt able, to make its views known
earlier in the modification process.
For example sometimes a change
proposal is dependent on European
regulation governing energy
markets. In such cases it would also
be very useful if Ofgem set out its
interpretation of relevant EU law and
how this impacts the proposal.

We propose that all code
modifications that involve major
change are broken down into a
series of shorter ‘control gates’
where Ofgem gives a view on
the progress of the proposal and
whether the modification (as it
stands at each stage) is likely to be
acceptable or not.
This would save a significant amount
of resource from Ofgem, the code
manager and the industry, by
avoiding situations where a proposal
is fully developed over a long time
period, but could never have been
approved by Ofgem. It will also
reduce the situations where Ofgem
‘sends back’ a proposal to the
industry so that it can be reworked.

Multiple variations of modification proposals
Across the codes there are
varying practices on how many
alternative proposals can be raised
by industry parties to address an
issue. The BSC allows for only two
solutions to be put forward for each
proposal (one by the proposer and
one by the workgroup, which the
workgroup must believe is better
than the initial proposal).

It could be considered that industry
parties have an opportunity to take
advantage of the ability to propose
multiple variants to slow down a
change proposal. This can also add
additional complexity and costs
for industry (directly and through
the code manager). It also places a
burden on Ofgem when the proposals
come to them for assessment.

All the other codes allow for more
than two alternative proposals per
modification, except for the new
Retail Energy Code (where the
number of alternatives allowed
has yet to be defined).

Elexon proposes that there
should be a limit on the number
of alternatives that can be raised
for each modification proposal.
We would welcome opportunities
to discuss the exact number of
alternatives that should be allowed
with industry parties and other code
managers. It is possible that the
number of alternatives allowed may
differ between the codes.

In the gas Uniform Network Code
there have been instances of a
modification proposal having 11
alternate proposals (MOD621).

Ultimately we believe that agreeing
limits on the number of alternatives
could strike the right balance
between reducing the amount of
time taken to develop and assess
changes and allowing enough
latitude for an alternative proposal
to be identified and put forward by
the workgroup.
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The role and duties of code managers in the change process
Changes can be made to how
the modification process is
managed to speed it up, and
achieve a more consistent
process across the codes.
As mentioned, code managers
call on industry experts (from
energy companies, consultancies
or other bodies) to help develop
modifications through workgroups.
Industry expertise is valuable,
so therefore we believe that it
should be used proportionately
as participation in workgroups
requires a significant amount of
time and effort from industry.

We propose that workgroups
are only convened to consider
proposals following initial
development of the proposal by
a code manager. The code manager
should be empowered to take
actions identified by workgroups
to further develop the change.
This includes for example the code
manager developing the business
requirements for the modification,
taking ownership of drafting legal
text and taking action to further
workgroup thinking. This would
ensure quality and consistency
of legal drafting across code
change proposals.

Making this change should ensure
that the resources of industry
experts and code managers
are used more efficiently. Not
all codes are served by code
managers. Instead some have
code administrators, that are not
resourced to proactively manage
the code modification process
in this way.
Where this is the case we propose
that in tandem with a modification
to introduce the change proposed
here, there may also be a
requirement to look at resources
available to code administrators.
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All codes should have a ‘pre-change’ or Issues process
The BSC contains an ‘Issues’
process to define potential issues
or solutions before an actual
modification proposal is made.
It acts as a ‘pre-change’ process
and we have found that using it can
better inform modifications and
change proposals before they are
formally raised. In some cases, the
Issues process has resulted in a
solution being delivered without the
need for a formal modification (or
the issue being determined as not
having merit).

For example, in July 2019, Elexon
convened the BSC Issue 84 industry
workgroup to discuss whether the
operational costs for the provision
of the radio teleswitching service
could be recovered under the
BSC from April 2020. This service
provides signals to the meters of
more than a million customers in the
East Midlands and Scotland.
The group concluded that the costs
for radio teleswitching could be
included within the BSC charging
arrangements without the need for
a formal modification. This whole
process took around two months.

Not all codes have provision for
an Issues or review process as it is
known in some codes. We believe
that those who do not have this
facility should introduce it, as from
Elexon’s perspective we have found
that it can speed up development
of solutions.
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Reducing the number of times code managers are
required to consult on modifications
Under the BSC arrangements, once
the workgroup has developed a
solution, the current BSC modification
process demands two rounds of
consultation, one to seek feedback
on the workgroup solution and views,
and another to decide whether
respondents’ views have changed
following the BSC Panel’s input.
In almost all cases since 2016
the BSC Panel’s recommendation
aligned with the workgroup.
Therefore the second consultation
required by the code added no value.
Some of the other code managers are
also required to consult twice before
a proposal can be referred by a panel
to Ofgem, for example, the CUSC
and Grid Code managers. For others
the process operates in a different
way. Under the gas UNC, workgroups
develop the proposal and the UNC
Panel determines if the solution
is sufficiently developed to go to
consultation. There is no requirement
for two consultations.

The UNC Panel considers the
arguments for and against the
change and will vote on whether to
recommend the proposal to Ofgem
and then send it to the regulator for
its determination. However the UNC
Panel can also send it back to the
workgroup for further development,
if it believes new issues have been
raised, or the proposal is not
sufficiently developed.
Having different processes for change
across the codes is confusing for code
parties and new entrants. There should
be a consistent process for consulting
on changes before code panels make
recommendations to Ofgem.
The rules could be flexible so that
code managers only consult once
on modification proposals, unless
new evidence comes to light, before
they are referred to the code panel
for consideration. Overall these
changes would reduce the burden
on industry participants in replying
to consultations, and speed up
the time it takes to have decisions
referred to Ofgem.

Independence of code panels
Feedback to the Ofgem and BEIS
review of the codes suggested
that the code change process is
dominated by large industry parties
that have more resources to devote
to workgroups and respond to
change proposal consultations than
their smaller counterparts.
There are also concerns that some
companies could slow down the
pace of change for reforms which
impact negatively on their business,
but could be of benefit to others or
consumers.

Therefore we propose that a
robust process is needed that:
–B
 rings forward modifications
more quickly
– Supports innovative approaches
– Works for the benefit of
consumers
An important step forward
in achieving this is to ensure
that all code panels are
sufficiently independent, so that
recommendations on changes
are made impartially, and from
the point of view of bringing in
beneficial change.

The BSC Panel is made up of
industry experts, including
consultants, academics and
consumer representatives from
Citizens Advice. Not all code
panels have this balance between
representatives from energy
companies and non-industry
representatives. We propose that
the Panels that do not should
work to ensure that they achieve
this balance.
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Conclusion
and next steps
We believe the options we set out in
this paper, as summarised on page four,
can support a faster, more consistent
and more objective code change
process, which uses the resources
of the industry, code managers and
Ofgem more efficiently and effectively.
Faster rule changes could help
consumers benefit more quickly from
new products, services and innovation
developed by companies, and also
aid in bringing new companies and
business models to the market.
The majority of the options in this
paper could be delivered by raising
modifications to amend the code
arrangements, and do not require
licence or other legislative changes.

Since mid-March 2020 our immediate
priority has been supporting electricity
companies in managing the impact
of COVID-19. This included temporary
changes allowing Suppliers to factor in
their estimations of how much demand
has fallen by into the Settlement
process, and suspension of Settlement
performance accuracy targets they
normally face.
However our ambition is to encourage
BSC signatories to raise the code
modifications that are needed to enact
the proposals in this paper. We also
want to work with other code bodies
so that they can encourage their
customers to raise similar modifications.
This is important so that as an industry
we can take a co-ordinated approach
to improving the change process across
gas and electricity codes.
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For more information contact
Elexon’s Communications Team:
communications@Elexon.co.uk

