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Purpose of this report and recommendations

This is Elexon’s annual lessons learned report on the Balancing and Settlement Code (BSC) Sandbox.

It covers activities over the last year (9 December 2021 — 8 December 2022).

We invite the Panel to:

a) NOTE Elexon’s BSC Sandbox activities, effort and metrics for the last year;

b) NOTE Elexon’s lessons learned and our identified operational improvements (both implemented and planned);
C) PROVIDE any comments for inclusion in the report to Ofgem; and

d) APPROVE the lessons learned report for submission to Ofgem and publication on the BSC Website.
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What is the BSC Sandbox?

Purpose

The BSC Sandbox enables innovators to run time-limited trials, in a live market environment, by giving them
temporary derogations from the normal BSC rules that would otherwise be a barrier.

These derogations may also have other conditions, for example on scope.

Approved Modification P362 introduced the BSC Sandbox in 2018. It became operational with the first BSC Sandbox
application in August 2020. The process is described in BSC Section H10 and the BSC Sandbox Procedure.

Interaction with other sandbox processes

The BSC Sandbox supports Ofgem’s wider Energy Regulation Sandbox (ERS).

All applications have to be made through the ERS using Ofgem’s application form. Ofgem triages them against its
initial criteria, to see if they're suitable for further assessment. This includes identifying if the applicant’s seeking a
derogation from a licence, and/or from one or more of the Industry Codes that has its own sandbox process. Currently
these are the BSC, Distribution Connection and Use of System Agreement (DCUSA) and Retail Energy Code (REC).

If there’s a BSC impact, Ofgem notifies Elexon and this triggers the BSC Sandbox process. All BSC Sandbox
applications therefore come through Ofgem’s ERS, although not all ERS applications impact the BSC. Ofgem makes
the final decisions on whether to approve or reject BSC Sandbox applications, including any conditions on the
derogation.

Length of derogations

The maximum length of a BSC derogation (the derogation period) is three years. This comprises:

° Two years’ maximum Trial Period, in which the applicant tests their idea; and
° A further Transition Period, in which the applicant must exit their derogation by either:
— Returning to full compliance with the normal BSC rules; or
— Progressing a BSC Modification Proposal to make a permanent rule change, thereby opening up the benefits
of the idea to all Parties.

Ofgem sets the start date of the derogation. Ofgem also decides the length of the Trial Period and Transition Period,
subject to the above limits.

The Panel can recommend that Ofgem removes a BSC derogation early (‘early cessation’), if the applicant breaches its
conditions or if it no longer meets the eligibility criteria against which it was approved.

Elexon’s role
Elexon operates the BSC Sandbox process.
We provide a ‘critical friend’ role to applicants, the Panel and Ofgem by:

Advising potential applicants on the process and any BSC implications of their idea

Assessing applications against defined BSC Sandbox eligibility criteria, including on impact and risk
Co-ordinating with Ofgem’s ERS and other Industry Code sandbox processes where needed

Consulting the Performance Assurance Board (PAB) and BSC participants

Making recommendations on whether applications should be approved or rejected, including any conditions
Submitting the Panel’s final recommendations to Ofgem for decision

Monitoring and reporting to the Panel on approved BSC derogations throughout their derogation period
Reporting annually to the Panel and Ofgem on BSC Sandbox metrics and lessons learned.

Where can | find more information?

You can find plain English guidance and details of all applications on our BSC Sandbox web page.

Still have questions? Email bsc.sandbox@elexon.co.uk.
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Elexon’s BSC Sandbox activities and effort in 2022

Summary of activities

This table summarises Elexon’s BSC Sandbox activities in 2022.

The three applications shown are the total number raised through the BSC Sandbox since its introduction.

Applicant Nature of trial Current status Elexon activities in 2022
Alternative aggregation methodology for metered  Live derogation e Supporting trial preparation by clarifying Elexon’s
BSB0O01 Emergent Energy  volumes on private networks where some but not ~ Approved May 2021 accuracy test requirements
all customers have opted for third-party supply Trial in preparation stage e Monitoring progress and reporting

e Completing assessment process

. . Balancing Mechanism participation by assets that = Live derogation . . L . L
BSB002 Centrica Business are measured half-hourly and operated by a Aporoved Feb 2022 e Supporting trial preparation, including ensuring risk
y P y bp controlled through our Kinnect Customer Solution

Solutions ) . L .
Virtual Lead Party on Non Half Hourly settled sites = Trial in preparation stage
e Monitoring progress and reporting

Use of different Supplier Agents for Half Hourly Awaiting Ofgem decision
BSB003 Good Energy Import and Export Metering Systems with Data Raised May 2022 e Undertaking assessment process
Communications Company-enabled smart meters = Rejection recommended

For more detailed status updates on each application / derogation, see our Panel paper 332/05 from November 2022.

Since that paper, Centrica has made us aware of a further delay that means it may not start on-boarding customers to its trial until January 2023. We understand that this is
due to needing to meet NGESQ's requirements and timescales for registering the necessary Secondary BM Units in the Balancing Mechanism, including having a
minimum 1MW demonstrable capacity per BM Unit. Centrica’s first formal progress report to Ofgem and Elexon is due at the end of November 2022.
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Summary of effort
Elexon’s estimate of our total effort spent on BSC Sandbox activities in 2022 is approximately 0.5 FTE.

This figure:

Covers the reporting period since our last annual report on 9 December 2021

Spans the three live applications / derogations on the previous page

Compares with 0.2 FTE across two live applications / derogations in our previous reporting period of 21 August 2020 — 9 December 2021 (see Panel paper 321/13)
Comprises effort from multiple staff members (primarily from Elexon’s Design Authority, but with support from relevant subject-matter experts across the business)

100% The graph shows the breakdown of this year’s effort compared
with the previous reporting period.
90%
e Approximately 60% of this year’s effort relates to Centrica’s
80% application / derogation (BSB002). This effort came from our
risk controls for their trial, which we needed to put in place
using our Kinnect Customer Solution. You can find more

70% information about these controls in paper 332/05. We
Sum of Process governance & discuss the associated lessons learned later in this report.
60% improvements
® Sum of Good Energy (BSB003) =~ ® From 2023, we plan to enable better timesheet recording of
50% our effort on sandbox activities. We also intend to align
Sum of Emergent (BSB001) future an_nual reports with the end of thg BS(_: Ye_ar (Whlch_
runs April-March). We’'ll therefore submit an interim report in
40% i April 2023 and then the next full annual report in April 2024.
B Sum of Centrica (BSB002)
30% e We're not asking the Panel to introduce a processing fee for
future BSC Sandbox applications, although the BSC allows
20% for one. This is because of the small number of applications
and low associated effort. As the BSC Sandbox process is
demand-led, we'll review this again with the Panel next year
10% (or sooner if something changes).
0% e All figures are rounded to the nearest 0.1FTE.

2022 2020-21
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Operational process improvements

During 2022, we've made a number of operational improvements to the BSC Sandbox process.

Our aims in making these have been to improve efficiency and the customer experience.

Improvements include:

Launching our new guidance note for applicants that gives a short, plain English, process overview

Improving our BSC Sandbox web page by:

Bringing all BSC Sandbox documents together in one place

Making the page easier to find within our website structure

Including a summary register of all BSC Sandbox applications

Creating document repositories for each application, with filters by process stage

Simplifying the references we use for applications, so it's easier to identify their order and number

Standardising the BSC Sandbox Report structure, with key information up front and a plain English
glossary

Scheduling regular working-level meetings with Ofgem, to help co-ordinate our sandbox activities

Derogations from the BSC using the BSC
Sandbox

() Print © share [] Bookmark Glossary

This page gives guidance on the BSC Sandbox process. It also holds all public information for individual BSC
Sandbox applications. Our BSC Sandbox supports Ofgem’s Energy Regulation Sandbox, through which all
applications must be made. Ofgem will tell us if there is a BSC impact and we need to start the BSC Sandbox
process.

On this page -

wn

BoNom

How it relates to you
Submitting an application

BSC process guides

BSC Sandbox Register
Applications under assessment
Applications approved
Applications rejected

Reviews and learnings
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BS5C Sandbox application process

Who is this guidance note for?

Youll find this note halpful if you're applying, or considening appilying, for a derogation from the Balancing and
Semement Code (BSC) through the BSC Sandbox. You may be an innovalor or a pariner in an innovative trial. You
iy of may not be & BSC Party (signatory).

The BSC Sandbox suppons Ofgem's Energy Regulation Sandbox (ERS). All applications must be sent 1o Olgem
This guidance should be read alongside Oigem’s own ERS guidance. You can find links 1o Olgem’s website af the end
of Thiis nate:

What's the BSC Sandbox?

D0 you want 10 iy oul 8 pre-competiive and Bme-imited tial, in & lve market environment, of an iNnovative product,
SEvice, MEthodology of business model? If this wal isn't compatible with normal enengy lcence of Industry code rukes.
you ean apply through Ofgem’s ERS for one or mare dersgations from hese rules.

If your application to Odgem’s ERS requires a derogation from an indusiry code that has its own sandbox derogation
process. [curmently the BSC. DCUSA® and REC?) then Ofgem will let the relevant code administratoris) know. The code
admankstrator will co-ordinate thedr own supporting process.

For axample, you may wint 1o triall an sctivity of arrangémant that would not nomrmally be pemitied by the BSC rukes.
Through the BSC Sandbox, Elexon assesses the risks and impacts of a derogation on behall of the BSC Panel (the
BSC's goveming commities). The Panel makes a recommendaton 1o Ofgem and Ofgem makes the final decision

What's a BSC derogation and how long can | hold one?

A GiTogation ghvis yOu Mmporary penmission, for & limited period of tme, not 10 comply with ong of more BSC rules. A
derogation can b Fom fulés In the BSC andior it Code Subsidary Dotuments, 8.9, BSC Procsdures (BSCPs).

The maxirmum time for which you can hold 8 BSC Sandbox derogation & 3 years in total. This incudes:

. 2 years maximum for the Trial Period. You should apply for the shorest possible amount of ime that you need
10 test your innovation.

. An exira Transition Perlod, by the end of which you must eher transition back 1o full BSC compliance or hawve
progressed & permanant change 1o the BSC rules. You shoukd plan 5o do this in the shormest time possibie.

The Derogation Period you'ne granted may therslons De less than S maximum shown in e dagram below,

1 ywars maximum

< The period necessary to test the ><rne period recetsary for the

Sardibon ADPlcEntY. propeasl Deragated Farty to ext from the
proposed BSC Derogation

Derogation Period Derngation Period

3 years madmmum

B e SR o0 L nan B Jegiee
¥ Mokt ey Codte, Bow P REC's Sindbon sna Deragsten User Guide: blips lvessert oo b v el Sadizs,

5 hg 308 —
[yme— v 2t
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Elexon’s BSC Sandbox lessons learned in 2022

Applications — assessment timescales and process

This table gives key metrics on the assessment timetable and process for BSC Sandbox applications.

For completeness, we've included all three applications regardless of when they were raised.

Aoplicant Received Report to Time from Impacts other Consultation BSC derogation BSC derogation
PP by Elexon Ofgem receipt to report code sandbox?  responses recommended? approved?
BSB001 Emergent Energy 21/08/20 16/04/21 8 months Yes — DCUSA 2 Yes Yes
BSB002 Centrica Business Solutions 30/06/21 14/01/22 6.5 months No 4 Yes Yes
BSB003 Good Energy 13/05/22 16/09/22 4 months Yes - REC 2 No TBC
° The time needed to assess applications will vary by complexity. However, the metrics suggest a downwards trend as we've embedded the process.
° Going forwards, we'll get impact assessments of BSC Sandbox applications from across all areas of Elexon and (if needed) our service providers:

— This is a lesson from our progression of Centrica’s application, where we underestimated the effort needed to implement our risk controls for their trial

— While the final effort wouldn’t have changed our recommendation materially, it's identified an area for improvement in our operational process.

° The number of consultation responses on BSC Sandbox applications is low but comparable with Modification/Change Proposal consultations:

— We've seen greatest consultation engagement from PAB members, which is perhaps not surprising since we present applications to PAB directly.

° For future consultations on BSC Sandbox applications, we intend to:

— Run a 15 Working Day (WD) consultation where possible (previously 10WD), in line with the Code Administration Code of Practice (CACoP) principle for change

— Include our Risk Assessment in the consultation, and not just our Impact Assessment as previously (we started doing this with Good Energy’s application)

— Continue joint consultations with other Industry Code sandbox processes where relevant, as we did with the REC for Good Energy.
° We plan to keep inviting applicants to attend the Panel, as we believe this worked well with Good Energy’s application.

° We're aware that Emergent also recently raised a separate DCUSA sandbox application that's currently with Ofgem for decision. We discuss this later on in this
report, under lessons learned from interactions with other sandboxes.
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Approved derogations — timescales

This table gives key metrics on the timescales and outcomes of all approved BSC Sandbox derogations.

Derogation Period
. Early
: Trial . Mod
Applicant Commence- | End Trial | End Transit- Approved scope SlEeeEETE cgssatlor; ez
ment Date Period ion Period triggered®
BSB001 Emergent Energy 26/09/21 25/09/23 25/09/24 2,000 Metering System IDs TBC No TBC
BSB002 Centr_lca Business 01/09/22 31/08/24 31/08/25 2.5 MW total capacity pgrtlmpatm_g assets TBC No TBC
Solutions (Panel/Ofgem can agree increase in Year 2)
° The BSC doesn’t permit variations to approved derogations other than on time — and then only within specific limits. The scope of approved derogations can’t be

altered unless provided for in their conditions. If another derogation is needed for a newly-identified barrier, then this has to be a new application.

° The BSC defines a derogation’s commencement (start) date as being set by Ofgem, or determined in accordance with Ofgem’s directions.

° All BSC Sandbox applicants so far have asked for the maximum allowed Trial Period (2 years) and overall derogation period (3 years).

° Although their commencement dates have passed, meaning their trials have begun, Emergent and Centrica are both yet to on-board customers.
° An applicant’s proposed commencement date is important because a late start to a trial:

— Reduces the time remaining to complete it, potentially increasing the risk of trial failure
— Reduces the time remaining to progress any enduring rule change as a Modification Proposal before the derogation ends
— Means less progress for Elexon to report to the Panel (since Ofgem’s approval letter sets the applicant’s reporting frequency from the commencement date).

° Delays in trial progress can be due to many different reasons. These could include underestimating required activities, unexpected factors outside the applicant’s
control or problems with the trial itself. By their nature, sandbox applications involve trialling something new for the first time and so not all trials will be successful.

° Because of the commercial risk involved, applicants may be hesitant to commit to a specific commencement date before their application’s approved. Ofgem'’s
therefore been taking the approach of requiring applicants to set a date within four months of receiving approval.

° As critical friend, we plan to advise all future applicants that:
— Their Trial Period should be the shortest time needed to test their idea
— The derogation commencement date is their commercial decision, but there are risks to their trial if they’re not ready to go
— They should work backwards from the end of their derogation period to decide when a Modification Proposal needs to be raised, based on its likely complexity.

° There may be exceptional circumstances that Ofgem could consider justify a later change to a derogation’s commencement date, if they are beyond an applicant’s
control and don't create extra impact or risk. However this would need careful consideration, as the BSC Sandbox rules don't include a process for this and the
intention is that derogations are temporary arrangements.
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Approved derogations — reporting

Ofgem’s introducing a progress report template for all
approved ERS applications, including BSC Sandbox
derogations.

° We'll use this to help standardise future reporting, as
Ofgem’s BSC Sandbox decisions normally require
progress reports to go to both Ofgem and Elexon.

° The template will make it easier to co-ordinate ERS, BSC
and other Industry Code sandbox updates.

° The template will also make it easier for us to publish and
share BSC derogation progress reports with the Panel, by
separating or redacting any confidential information.

° We're expecting Centrica’s first formal progress report for

BSBO002 (due at the end of November 2022) to use the
new template.

© Elexon 2022

Sandbox Progress Reporting Template

A. Sandbox information

Organisation/project name:
number: Reporting period:
Report submitted by: i::;"ﬁﬁﬂll

B. Progress update

18 your Sandbox progressing as planned?

YesO Ne DO

Describe what happened in this reporting period?

Sandbox Progress Reporting Template

C. Additional updates (trials only)

I B5C or DCUSA Sandbox, &re there By 200ILGNEI reporting requirements Lo the code body?

YesO NoO NAD

ITyes, hive you reported on your progress Lo LIeCIGaloh 8nd / or Elexcn already?

Yes O Ne O

Trial change/variation request: are you planning Lo MBake any changes Lo your Sandbox thal
you'd like to discuss with us and / or code bodies?

Did you identify Bny risks/issues this reporting period? If yes, describe pre-identified and other
rigks that manifested in this reporting period, and set out what actions you Look to mitigate
these.

T1d you achieve any milestones this reporting pencar

Please list any insights you were able to identify/capture in this reporting period.

YesO No O

yes, please provide detail on the fellowing in the box below:

a) Details of the proposed change;

b) The reasons for the proposed change;

€) The impact of the proposed change, including changes to risks;

d) How the changes would be implemented; and

#) Whether the propased change ta the Trial has any impact on the regulatary considerations
detailed in the section D of the Sandbox decision letter.

Please note completion of this section does not that your g e var request will
be granted. We will considér your requést and give b decision s 300n 83 reasonably practicable.

The type of change/variation that can be requested depends on your Sandbox. Please check
relevant Sandbox guidance or contact relevant code body or QUERGLS Innovation Link for more

WhaE are your pians for the next reparting period?
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Purpose and potential outcomes of BSC Sandbox process

This table sets out our learnings on the purpose and potential outcomes of the BSC Sandbox process.

These are based on our experience of operating the process since August 2020.

The BSC Sandbox is: The BSC Sandbox isn’t:
° For testing new and innovative ideas in a live market environment ° A way to bring a full-scale commercial product to market without a
° To gather learnings to help inform a Modification Proposal that removes Modification Proposal
barriers to innovation and opens up the benefits for all BSC Parties o A guarantee of trial success — learnings from failure are equally valuable
o Limited to the minimum scope / timescales needed to test the idea and can avoid the industry effort of a wasted Modification Proposal
o Something that’s not permitted by normal BSC rules, so conditions may be ~ ® A guarantee of an enduring rule change (the considerations may be
needed to mitigate any Settlement Risk or impact on BSC Parties different under a Modification Proposal for an enduring fully-scaled solution,
_ S o _ compared with those for a limited trial)
° Unlikely to be appropriate if there’s a significant impact, that can’t be ) . . . . _
mitigated, on one or more of the following: ° Necessarily a better first route to addressing a barrier to innovation,
— Settlement Risk compared with just raising a Modification Proposal — it depends on what
— BSC Parties learnings the trial can offer that could help inform a Modification Proposal’s
solution

— Elexon’s operational effort

We'll reflect these lessons in our future advice to applicants.
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Interactions with other sandbox processes

This table compares the number of BSC Sandbox applications with those for Ofgem’s ERS and other Industry Code sandboxes.

Figures Ofgem BSC DCUSA REC Notes

(at 23/11/22) ERS Sandbox Sandbox Sandbox

Total e ERS figures include all BSC, DCUSA and REC applications shown (1 of the BSC applications and 1
10 3 1 2 of the REC applications are part of the same ERS application relating to Good Energy (BSB003))

applications e . L :
e DCUSA application relates to Emergent (BSB001) but is a separate ERS application to its BSC one

Under i - . .
assessment 1 0 0 1 e ERS and REC figures are the same application - no BSC interactions
sz.iit.ing 2 1 1 1 e ERS figures represent 2 applications but 3 derogations (the Good Energy ERS application involves
decision BSC and REC derogations, the other is Emergent's DCUSA application)
e ERS figures include the two approved BSC applications for:
Approved 4 2 0 0 — Emergent (BSB001)
— Centrica (BSB002)
Rejected 2 0 0 0 e No BSC interactions
Withdrawn 1 0 0 0 e No BSC interactions
° Figures shown are for Ofgem’s ERS v2.0, which has been running since 2020 (v1.0 had a different process and predated the Industry Code sandboxes).
° Ofgem’s ERS is broader than just BSC, DCUSA and REC. It can give innovators licence derogations as well as bespoke guidance, confirmation of permissible

activities, and comfort on Ofgem’s approach to compliance and enforcement.

° No formally-submitted ERS applications with BSC impacts have been filtered out (withdrawn or rejected) during Ofgem’s initial triage process. In practice, this
wouldn’t happen without Ofgem making us aware. Some potential applications have ended up not being raised after informal discussions with Ofgem and Elexon.

° Our understanding from Ofgem is that:
— All DCUSA derogations must go through the ERS initially and then the DCUSA sandbox process, before going to Ofgem for final decision
— REC derogation applications must go through the ERS and REC sandbox process if they impact another Industry Code or licence, or need Ofgem support.

° The figures above don’t include any applications for REC derogations where no other decisions are need (by Ofgem or other Industry Codes). Ofgem’s ERS
guidance doesn’t currently mention the REC sandbox and we're discussing this with Ofgem.

° Emergent raised their DCUSA sandbox application in April 2022 although their BSC trial started in September 2021. We understand from Ofgem that this is due to
more recent distribution charging policy changes, and from ElectraLink that there’s no dependency between the different derogations. Ofgem will make the final
decision on the DCUSA application, and will take into account the already-granted BSC derogation and its timescales.

° Ofgem'’s reintroducing quarterly catch-ups with the relevant Code Bodies for the Industry Code sandboxes, to help co-ordinate cross-code sandbox activities.
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Is the BSC Sandbox delivering against the Applicable BSC Objectives?

This table shows the Applicable BSC Objectives. We're required to give a view annually on whether the BSC Sandbox is achieving these.

Applicable BSC Objectives

(a) The efficient discharge by the Transmission Company of the obligations imposed upon it by the Transmission Licence

(b) The efficient, economic and co-ordinated operation of the National Electricity 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

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

©) Compliance with the Electricity Regulation and any relevant legally binding decision of the European Commission and/or the Agency [for the Co-
operation of Energy Regulators]

0 Implementing and administrating the arrangements for the operation of contracts for difference and arrangements that facilitate the operation of a
capacity market pursuant to EMR legislation

(9) Compliance with the Transmission Losses Principle

° As with last year, we believe it’s still too early to say whether the BSC Sandbox process is delivering against these objectives. This is because:

We've only had three applications so far

— Although one application is recommended for rejection, this is an appropriate outcome of the BSC Sandbox process

— Of the two approved BSC derogations, neither trial has yet produced learnings

— We need to wait for the outcomes of the trials and any resulting Modification Proposals before we can assess the overall benefit of the process.

° We'll continue to review this annually with the Panel.
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