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1.0 SUMMARY AND RECOMMENDATIONS
Executive Summary

1.1 CAP165, Transmission Access — Finite Long-term Entry Rights, was
proposed by National Grid and submitted to the CUSC Amendments Panel
for consideration at their meeting on 25 April 2008. CAP165 seeks to
temporally define finite long-term entry rights to access the transmission
system and the associated User commitment.

1.2 The CAP165 original proposal is based on long-term entry access rights
being defined on a zonal basis, such that each User can share transmission
capacity between its or other power stations on a real time basis at a 1:1
exchange rate within defined zones.

1.3  The CAP165 original proposal includes the following main features for access
to the wider transmission system:

e Long-term entry access is defined as a number of (whole financial)
years, nominated by the generator;

e The user commitment associated with long-term entry access rights is a
liability to pay the associated charges, with the associated security
arrangements to be developed by the Working Group in accordance
with the Best Practice Guidelines for Gas and Electricity Network
Operator Credit Cover;

e The rights can be extended by application at any time;

e New generators (and any existing generators requesting an increased
level of long-term entry access) will be required to book a defined
period of years of rights (the *“trigger period”) and provide the
associated user commitment (which may be approximately equivalent
to 50% of the costs). This will replace the existing “final sums” regime;

1.4 The CAP165 original proposal also includes separate arrangements for
infrastructure comprising generators’ local connections, including the
appropriate User commitment (which may be approximately equivalent to
100% of costs).

1.5 Following consideration of CAP165 by the Working Group, seven Working
Group Alternative Amendments were proposed:

e Working Group Alternative Amendment 1 (WGAA1) was proposed
by National Grid, and represents only a minor change to the original, in
that transmission access rights would be defined on a nodal, rather
than zonal, basis;

e Working Group Alternative Amendment 2 (WGAA2) was proposed
by a Working Group member and features a system of fixed cost
reflective final sums to give pre-commissioning User commitment.
Access rights would be defined on a nodal, rather than zonal, basis;

e Working Group Alternative Amendment 3 (WGAA3) was proposed
by a Working Group member and features a four year rolling
commitment period for post-commissioning generators. Access rights
would be defined on a nodal, rather than zonal, basis;

e Working Group Alternative Amendment 4 (WGAA4) was developed
from a consultation request and features an enduring right with a four
year minimum booking for new users and a fifteen month notice for
reduction in TEC;

e Working Group Alternative Amendment 5 (WGAA5) was developed
from a consultation request and features an eight year rolling
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commitment, fixed cost reflective final sums to give pre-commissioning
liability with scaled pre commissioning security;

e  Working Group Alternative Amendment 6 (WGAA6) was developed
from a consultation request and is based on WGAAS3 with a two year
notice period; and

e Working Group Alternative Amendment 7 (WGAA7) was developed
from a consultation request and is based on WGAA3 with user
commitment being restricted to the period seven years prior to the
completion date.

Working Group Recommendation

1.6 The Working Group believed its Terms of Reference had been completed
and that CAP165 has been fully considered subject to legal text. The Working
Group recommended to the CUSC Panel that:

e A Consultation Report containing the CAP165 Original Amendment,
WGAA1, WGAA2, WGAA3, WGCR1, WGCR2, WGCR3 and WGCR5
should proceed to wider Industry Consultation as soon as possible.

e The Working Group Report is accepted by the CUSC Panel and the
Working Group is disbanded.

1.7 The Working Group voted on whether they believed the original, the Working
Group alternatives and the alternatives developed by the Working Group
from the consultation requests were better than the current baseline. The
results of the vote are described in the following table:

Proposal Better Not better Abstained
Original 3 9 0
WGAAT1 2 10 0
WGAA2 4 8 0
WGAA3 6 6 0
WGCR1 (WGAA4) 6 6 0
WGCR2 (WGAA5) 5 7 0
WGCR3 (WGAAG6) 6 6 0
WGCR4 2 10 0
WGCR5 (WGAA?7) 6 6 0
WGCR6 2 7 3

1.8 The Working Group voted on whether they believed the Working Group
alternatives and the alternatives developed by the Working Group from the
consultation requests were better than the original proposal. The results of
the vote are described in the following table:
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Proposal Better Not better Abstained
Original - - -
WGAAT1 11 1 0
WGAA2 6 5 1
WGAA3 11 1 0
WGCR1 (WGAA4) 9 2 1
WGCR2 (WGAAS5) 6 6 0
WGCR3 (WGAAG6) 10 2 0
WGCR4 5 6 1
WGCR5 (WGAA?7) 8 4 0
WGCR6 3 8 1

1.9 The majority of the Working Group believed WGAA1, WGAA3, WGCRT1,
WGCR3 and WGCR5 were better than the original. The Chair with the
support of the Working Group took forward proposals which had 6 votes in
support. This means that WGAA2 and WGCR2 have also been taken
forward.

1.10 The Working Group voted on which of the proposals they believe best
facilitates the applicable CUSC Objectives. The results of this vote is
described in the following table:

Proposal Best
Original 0
WGAAT1

WGAA2

WGAA3

WGCR1 (WGAA4)
WGCR2 (WGAAD5)
WGCR3 (WGAAG6)
WGCR5 (WGAA7)

WO =W N —

National Grid’s Recommendation

1.11  National Grid’s view is that all of the proposed alternatives and the CAP165
original amendment would better facilitate the applicable CUSC objectives
when compared against the current baseline. This is due in the most part to
the fact that all of the options presented would either:

(a) offer a finite right and with it the ability to accurately account for the
rescission of long term rights by an existing generator when planning
transmission works on the GB Transmission System or;

(b) the fact that the proposed notice periods to be given by existing users to
rescind existing transmission access rights (a range from 15 months to 8
years) would be significantly in excess of the current 5 day minimum
requirement.

1.12  Other Alternatives also propose an equitable system of liabilities for pre- and
post-commissioning generators, again another benefit that would in National
Grid’s view better facilitate applicable CUSC objective (b).
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1.13 National Grid is not generally in favour of the amendments which utilise a Pre
Commissioning Liability. While National Grid is generally content to forecast
Final Sums liabilities at the time that a connection offer is prepared we are
not content with the proposal that if actual liabilities incurred are less than
forecast then the difference is refunded to the User whereas if actual
liabilities are in excess of forecast that liability is borne by National Grid and
thence the industry. This in National Grid’s view would mean that in the long
term this would either cause a general under-recovery of pre-commissioning
liabilities from terminating Users and thus result in a cross subsidy of new
users by existing users. Alternatively the proposal would drive National Grid
to very conservatively forecast Pre Commissioning Liabilities and thus require
new Users to provide greater amounts of pre-commissioning security, which
could be perceived as a barrier to entry, frustrating applicable CUSC
objective (b).

1.14 National Grid has also stated through the Working Group discussions that a
six year signal of the rescission of long-term rights would be required. This is
based upon an normal 6-year lead time for the specification, planning and
construction of transmission construction works. From a purely transmission
perspective then any alternative that does not give a minimum of a 6 year
signal will inevitably result in less than the theoretical maximum saving in
transmission works being able to be achieved. However National Grid also
recognises that there may be financial benefits associated with a shorter
notice period for generators although National Grid is unable to quantify this
impact and thus judge the overall optimal notice period for the industry as a
whole.

1.15 On balance National Grid’s recommended option is therefore WGAAT1.
Amendment Panel’s Recommendation
1.16 The CUSC Panel voted on whether they believed the original and the

Working Group alternatives were better than the current baseline. The results
of the vote are described in the following table:

Proposal Better Not better
Original 0 8
WGAAT1 1 7
WGAA2 1 7
WGAA3 3 5
WGAA4 6 2
WGAA5 1 7
WGAA6 6 2
WGAA7 5 3

1.17 The majority of the Panel believe WGAA4, WGAA6 and WGAA7Y are better
than the current baseline. The majority of the Panel do not believe the
Original, WGAA1, WGAA2, WGAA3 or WGAAS5 are better than the current
baseline.

1.18 The CUSC Panel voted on which of the proposals they believe best facilitates
the applicable CUSC Objectives. The results of this vote is described in the
following table:
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Proposal Best
Original 0

WGAAT1
WGAA2
WGAA3
WGAA4
WGAA5
WGAA6
WGAA7

NDO|lOo|looOo|lo| =

1.19 The majority of the Panel believe WGAA4 best facilitates the applicable
CUSC objectives

1.20 A number of Panel Members expressed concerns about the process that had
been followed for the suite of modifications related to the transmission access
review. The Panel agreed that a discussion covering these concerns along
with lessons learned and consideration of how the conclusions are best
communicated to the wider industry will take place at the Panel meeting in
February. This will align with the completion of CAP166 and consideration of
the interaction between modifications and the associated changes to the
Charging Methodologies. The conclusions of this discussion will be
forwarded to Ofgem such that they can feed into their assessment of the
modifications, and potentially their wider work on Codes Governance.
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2.0 PURPOSE AND INTRODUCTION

2.1 This Amendment Report has been prepared and issued by National Grid
under the rules and procedures specified in the Connection and Use of
System Code (CUSC) as designated by the Secretary of State. It addresses
issues relating to the allocation of finite transmission access rights.

2.2 Further to the submission of Amendment Proposal CAP165 (see Annex 3)
and the subsequent wider industry consultation that was undertaken by
National Grid, this document is addressed and furnished to the Gas and
Electricity Markets Authority (“the Authority”) in order to assist them in their
decision whether to implement Amendment Proposal CAP165

The Transmission Access Review Working Groups

2.3 CAP165 was proposed by National Grid and submitted to the Amendments
Panel for their consideration on 25" April 2008.

2.4 In a change from normal practice, CAP165 was one of six Amendment
Proposals which the CUSC Amendments Panel divided between two
Working Groups under the banner of the Transmission Access Review.
Working Group 1 has considered CAPs 161-164 and Working Group 2 CAPs
165 and 166. The Panel also directed the formation of a third Working Group
(known as “Working Group 3”) to assess some enabling changes which
underpin a number of these CAPs related to transmission charging proposals
under the Transmission Charging Methodologies Forum (TCMF).

2.5 A combination of two, or more of these six CAPs collectively or, potentially in
the case of Connect and Manage, individually, could be considered to
constitute a model of transmission access reform. At the time of the original
six proposals there were broadly speaking three models: (i) Connect and
Manage (CAP164); (ii) Evolutionary Change (CAPs 161, 162, 163 and 165);
and (iii) Evolutionary Change with auctions (CAPs 161, 162, 163 and 166).
However, the intention is that all six CAPs can be implemented individually or
in certain combinations with each other.

2.6 The Working Groups have also been constituted to deliberate on related
transmission charging proposals under the Transmission Charging
Methodologies Forum (TCMF). This consultation is concerned with the
CUSC-related issues of CAP165, although references are made to charging
where this aids understanding of the proposed Amendment. Charging issues
are being consulted on in a parallel pre-consultation.

2.7 The Amendments Panel agreed that Working Group 2 would work towards
submitting a report on CAP165 back to the CUSC Panel within 3 months,
inclusive of a period of Working Group Consultation. An extension of 2
months to this timetable was granted by the CUSC Panel on 25 July 2008
after a request from the Chair of Working Group 2. Furthermore, the
Authority’s approval of CAP 160 during the assessment period alters the way
in which the Working Group considers Alternatives raised in the consultation
process.

2.8  Working Group 2 first met on 14 May 2008. At the first meeting the members
of the Working Group amended and agreed the Terms of Reference. A copy
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of the Terms of Reference, subsequently accepted by the June CUSC Panel,
is provided in Annex 1.

2.9  Working Group 2 also agreed an initial work plan, which was revised and
extended as required during the Working Groups’ work.

2.10 Working Group 2 considered the issues raised by CAP165 and considered
whether the amendment proposal, and some suggestions for potential
Working Group Alternatives, better facilitated the Applicable CUSC
Objectives as compared with the current version of the CUSC. Working
Group 2 met 21 times during the assessment period for CAP165 and
attendance is recorded for voting purposes in Annex 3. Each Working Group
meeting was attended by CUSC Party-nominated members or their
alternates, and invited experts.

2.11  Working Group 2 also drew on discussion in Working Group 3 mainly
regarding the definition of local works. These discussions are covered in this
report as Working Group 2 adopted them as part of CAP165 Original and its
seven WGAAs.

2.12 The CAP165 Working Group Report was submitted to the CUSC
Amendments Panel meeting on 21 November 2008. Following evaluation
and consultation by the Working Group, the Amendments Panel determined
that CAP165 was appropriate to proceed to wider industry consultation by
National Grid.

2.13 Following the completion of the consultation referred to in 2.12 above, this
document outlines the nature of the CUSC changes that are proposed. It
incorporates National Grid’s recommendations to the Authority concerning
the Amendment. Copies of all representations received in response to the
consultation have been also been included and a ‘summary’ of the
representations received is also provided. Copies of each of the responses
to the consultation are included in Volume 2 of this document.

2.14 This Consultation document has been prepared in accordance with the terms
of the CUSC. An electronic copy can be found on the National Grid Website,
www.nationalgrid.com/uk/Electricity/Codes/.
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3.0 PROPOSED AMENDMENT

3.1 This section describes National Grid’s original amendment proposal and
includes clarifications that have resulted from Working Group discussions.
The full text of the original amendment proposal can be found in Annex 3.

3.2 Defect

3.2.1  This amendment proposal seeks to address a number of defects which in the
view of the proposer of CAP165, exist with the current entry access
arrangements.

3.2.2 The current transmission access arrangements, for post-commissioning
generators do not provide any certainty for Transmission Owners, in that
such Users have a rolling option to renew their rights to access the
transmission system on an annual basis. Should they wish to decline this
option, they have the ability to give as little as five days’ notice. This
uncertainty can lead to inefficient investment signals for transmission assets
in that the planning of incremental capacity can take little, if any, account of
the potential future release of existing capacity. The ability to reallocate
existing capacity would address this defect, and would also promote effective
competition in the generation of electricity, in that new entry would be
facilitated through the certain release of existing rights.

3.2.3 The current final sums arrangements for receiving User commitment and
security from pre-commissioning Users have a number of defects which this
amendment aims to rectify:

e The final sums arrangements are defined outside the commercial
frameworks so do not provide transparency.

e Final sums leave the total risk on the newly connecting User so the level
can be perceived as a barrier to entry.

e As final sums are directly linked to actual project costs, and to the
presence of other prospective connectees, they also have a level of
volatility which may be unacceptable to some new Users.

3.3  Principles

3.3.1 This CAP165 amendment proposal seeks to introduce temporally defined
finite long term entry access rights, and associated User commitment. This
would reform the current arrangements for both pre- and post-commissioning
generators when they access the transmission system.

3.3.2 |t is proposed that existing generators would nominate the number of (whole
financial) years for which they require long-term entry access rights to the GB
transmission system. This would be underpinned by User commitment in the
form of a liability to pay associated charges. The commitment would be for
any period requested by the User (i.e. there would be no rolling time limit),
and rights could be extended by application at any time.

3.3.3 Pre-commissioning generators (and any post-commissioning generators
requesting an increased level of long-term entry access) requiring
transmission works to be undertaken in order to be connected to the
transmission system would be required to book a defined minimum number
of years of entry access rights, and provide the associated User Commitment
(which would be approximately equivalent to 50% of the cost of providing the
incremental capacity). This would replace the existing final sums and interim
generic User Commitment regime.
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3.3.4 The above requirements would apply to access to the wider transmission
system. Separate arrangements would be put in place for infrastructure
comprising generators’ local connections to the wider system. The User
Commitment arrangements would be consistent with the arrangements for
wider access. The interaction between local and wider works is considered in
further detail in section 3.6 of this report.

3.3.5 It is further proposed that long-term entry access rights to the transmission
system be defined on a zonal basis, such that each User can share capacity
between its power stations within that zone on a real time basis at a 1:1
exchange rate within that defined zone. These zones are based on the output
of Working Group 3 discussions.

3.3.6 The proposer of CAP165 believes that, as pre- and post-commissioning
generators would be required to provide equivalent liabilities for wider
access, equitable treatment of the two groups would be ensured. The finite
aspect of the transmission access rights would help to provide better
investment signals to TOs and would allow existing capacity to be
reallocated. In addition, replacement of the current final sums methodology
with the booking of a trigger period of a minimum number of years’ worth of
entry capacity access rights would promote transparency and certainty.

Connection Process

3.3.7 Under CAP165 Users applying for new or increased wider transmission entry
access rights will apply using the existing application process as currently
defined in the CUSC. However, the user would apply for the access rights on
a zonal basis rather than at a node.

3.3.8 When the application has been received by National Grid, an offer will be
made within 3 months which will include a Completion Date (the date at
which the User will be entitled to firm rights to use the transmission system
and be liable for Generation TNUoS charges). This will be the earliest time,
in National Grid’s best view, that the relevant transmission capacity to
accommodate this user can be delivered.

3.3.9 The offer will also contain a Trigger Date. The Trigger Date is defined by
National Grid as GBSO and specified in the Construction Agreement such
that the Completion Date can be achieved and will be no more than 4 years
prior to the Completion Date. Whilst the intention is to accurately define the
Trigger Date at the outset, the date may vary to reflect delays to the
construction programme or construction works. It is further dependent on
whether consents are required for the transmission construction works.

3.3.10 Where the delivery of the Completion Date requires construction works and
no consents are needed, and the Completion Date is more than 4 full years
from the date of the Offer, the Trigger Date is 4 full years from the
Completion Date. Where the Completion Date is within 4 full years, the
Trigger Date will effectively become the last date upon which the User can
accept its offer.

3.3.11 Where consents are required, if the consents are forecast to be granted more
than four years before the Completion Date then the Trigger Date is four full
years from the Completion Date. If the consents are forecast to be granted
less than four years before the Completion Date the Trigger Date is the date
that consents are forecast to be granted.
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3.4 User Commitment Liabilities for Pre-Commissioning Generators

3.4.1 The CAP165 proposed arrangements for pre-commissioning generators (and
for post-commissioning generators that request additional wider entry access
rights) requiring transmission works seek to replace the current liabilities for
cost reflective final sums with non-refundable generic liabilities. An aim
would also be to share the risk of inefficient investment associated with
generation termination between the generators that introduce risk, and all
other Users.

3.4.2 The generic liabilities incurred would be a non-refundable termination charge
equal to a multiple of the relevant generation TNUoS tariff. It is envisaged
that the multiplier could be recalculated in subsequent transmission price
control periods, but initially would be set at eight; i.e. 8 x TNU0S. These
arrangements are very similar to those proposed under CAP131 (which uses
a multiplier of six). However, the key difference between CAP131 and
CAP165 is that under CAP165, this multiplier would set not just the
termination liability pre-commissioning but also the minimum number of years
of wider entry access rights to the transmission system that must be booked
following commissioning. Therefore, under CAP165 the potential termination
liability immediately prior to commissioning and immediately post
commissioning would be equivalent (at eight years’ worth of TNU0S). Further
details regarding the post commissioning User commitment are considered
later in this report.

3.4.3 These arrangements would only apply to wider transmission entry access
rights. Separate, but similar, arrangements would apply to infrastructure
comprising generators’ local connections to the wider system. Additionally,
for parties not booking entry access rights (e.g. DNOs), the current cost
reflective final sums arrangements will continued to be applied for
transmission reinforcement works.

3.4.4 The offer will set out two types of payments that would be due in the event of
termination: User Commitment Amounts before the Trigger Date, and
Cancellation Amounts between the Trigger Date and the Completion Date.
The process is illustrated in the diagram below:
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Calculation of timescales for pre-commissioning termination payments

£m
A
STEP 2 STEP 1
Count forward in Count back in project
years years from Completion Date
until Trigger Date (Max. 4 years)
(if applicable)
> <
2>ty
Ar T
Trigger Date Completion
Offer Date
Y
User Commitment Cancellation Amount
Amount

3.4.5 It can be expected that following the Trigger Date, the majority of applications
for new or increased wider entry access rights will result in a Completion
Date within four years. It should be noted that under the CAP165
arrangements, National Grid will retain the right in the Construction
Agreement to delay the Completion Date owing to unforeseen circumstances
beyond its control.

User Commitment Charge

3.4.6 Between the Offer Date and Trigger Date, termination of wider transmission
entry access rights requested would result in the levying of a User
Commitment Charge based on User Commitment Amounts. The User
Commitment Charge will be non-refundable.

3.4.7 User Commitment Amounts would be calculated using a generic
methodology, based on a value of £1/kW commencing upon signature of the
Construction Agreement. This would increase by £1/kW following each full
year up to the Trigger Date, subject to a cap of £3/kW. Should a User
terminate its Construction Agreement prior to the Trigger Date the User's
User Commitment Charge would therefore be calculated as follows:

User Commitment Charge = TEC, x UCAM,

Where:

e TEC s the reduction in wider entry access rights in kW.
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e UCAM, is the relevant User Commitment Amount which varies
according to the number of full years from the Offer Date:
o Inthe first year (i.e. t =1) UCAM; = Min (£1/kW, TA x 25%), where
TA is the Termination Amount (see below);
o Wheret =2, UCAM; = Min (£2/kW, TA x 25%); and
o Wheret =3, UCAM,; = Min (£3/kW, TA x 25%).

3.4.8 In negative TNUOS charging zones or zones with marginally positive charges
25% of the Termination Amount described below will be less than £3/kW. In
such zones User Commitment Amounts would be capped to 25% of the
Termination Amount. This would lead to User Commitment Amounts being
zero in negative charging zones.

3.4.9 User Commitment Amounts where they are calculated by reference to
TNUoS tariffs will be calculated and fixed at the time the connection offer is
signed. The actual TNUoS tariff used will be that TNUoS tariff that would
have prevailed on the last day that that offer could have been signed.

Cancellation Charges

3.4.10 Under CAP165 once the Trigger Date has been reached, termination of wider
transmission entry access rights requested would result in the levying of a
Cancellation Charge based on Cancellation Amounts. The Cancellation
Charge will be non-refundable.

3.4.11 The Cancellation Amount in each year is a percentage of the Termination
Amount, which is the higher of zero and eight times the relevant TNUoS
charges. The Cancellation Charge would therefore be calculated as follows:

Cancellation Charge = TEC, x CAM,
Where:

e TEC,is the reduction in wider transmission entry access rights in kW.
CAM; is the relevant Cancellation Amount which varies according to the
number of full years from the Completion Date:

o Inthe year prior to the Completion Date (i.e. t) CAM = TA x 100%),
where TA is the Termination Amount;

o Where t=-1, CAM = TA x 75%;

o Where t=-2, CAM = TA x 50%; and

o Where t=-3, CAM = TA x 25%.

Termination Amount = Max (0, (GenTNUoS,; x X))
Where:

e GenTNUoS,; is the relevant zonal Generation TNUoS tariff calculated
and fixed at the time the connection offer is signed. The actual TNUoS
tariff used will be that TNUoS tariff that would have prevailed on the last
day that that offer could have been signed. If a project is not located in
a Generation TNUoS Charging Zone, then the appropriate Generation
TNUoS tariff will be calculated by National Grid as part of the
application process in accordance with the Charging Methodology.

e X is a multiplier, initially taking the value eight, although it may be
appropriate that this be amended in subsequent transmission price
control periods.
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3.4.12 The liabilities described above can be summarised in the diagram below:

Generic capacity reduction Liabilities for new or increased wider entry access
rights

At “t” Cancellation Amount =
Termination Amount x 100% = o
8 x Generation TNUoS tariff

Subject to a maximum of t
Termination Amount x 25%

Max t-1
£1/kW £2/kW £3/kW

i i , -2
t-3
— 25% | 50%|75% |100%
'y > 1
Offer Trigger .
Signature Date CorBzIteetlon
\_ . /
User Commitment Cancellation Amount
Amount

3.4.13 Charges based on User Commitment Amounts and Cancellation Amounts
would not apply to projects where there are no transmission asset works.

Capacity Reduction Charges

3.4.14 In addition to the above charges applicable at termination of a User’s
Construction Agreement, Capacity Reduction Charges will also become liable
if the User reduces its wider transmission access rights prior to the
Completion Date or Trigger Date.

3.4.15 Should a User reduce its wider transmission access rights prior to the Trigger
Date it shall become liable to pay the following Capacity Reduction Charge:

Capacity Reduction Charge = UCAM; x (TEC — TEC,)

e Where the UCAM is calculated in accordance with 3.4.7 above;

e TEC is the TEC figure (expressed in kW) stated in Appendix C to the
Users Bilateral Agreement effective immediately prior to the requested
reduction in TEC; and,
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e TEG, is the revised TEC figure (expressed in kW) following the TEC
reduction

3.4.16 Should a User reduce its wider transmission access rights on or after the
Trigger Date but before the Completion Date it shall become liable to pay the
following Capacity Reduction Charge:

Capacity Reduction Charge = CAM; x (TEC — TEC,)

e Where CAM, is calculated in accordance with paragraph 3.4.11

e TEC is the TEC figure (expressed in kW) stated in Appendix C to the
Users Bilateral Connection Agreement or effective immediately prior to
the requested reduction in TEC

e TEG, is the revised TEC figure (expressed in kW) following the TEC
reduction

Security

3.4.17 The introduction of generic User Commitment Charges and Cancellation
Charges defined in the CUSC, to replace the existing final sums regime
defined in Construction Agreements, will also require the introduction of
provisions to define the level of financial security that should be held in
relation to these potential liabilities.

3.4.18 CAP165 proposes move the security arrangements from Construction
Agreements and to instead add the applicable User Commitment Charges or
Cancellation Charges to each User's Security Requirement, as defined in
paragraph 3.22.2 of the CUSC. To the extent that these amounts exceed the
Allowed Credit extended to each User, Security Cover will need to be
provided to National Grid, in any of the forms prescribed in the CUSC.

3.4.19 In the event a Capacity Reduction Charge becomes payable, the amounts
secured in respect of the User Commitment Charge or Cancellation Charge
will be re-calculated by reference to the new TEC level, post-reduction.

Transition

3.4.20 If CAP165 is approved, existing Users will have the choice to remain in their
existing security and liability arrangements or to move across onto the new
CAP165 arrangements. Users applying for a new connection or an increase
in wider transmission access rights post any implementation of CAP165 will
be subject to the CAP165 arrangements.

3.4.21 Should existing Users choose to migrate to the new CAP165 arrangements
this will require a Trigger Date to be set, and the calculation of User
Commitment Charges or Cancellation Charges (as applicable), for all pre-
commissioning projects in progress at implementation. The security required
for each User will be calculated in accordance with the revised Section 3 of
CUSC, and therefore additional Security Cover may be required. Equally, in
situations where less cover is required, security will be returned to Users.

3.4.22 All such Users with such projects will be invited to nominate to the number of
(whole) financial years worth of wider transmission entry access rights that
will be required post-commissioning, subject to a minimum of eight years.
This process is described more fully in the next section.
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Changes to the Trigger Date or Completion Date — Impact on Pre-
Commissioning Liabilities

3.4.23 Where the Construction Programme or the Construction Works or
Transmission Entry Capacity subsequently change from that in the original
Construction Agreement the following principles will apply in respect of
reassessing the Trigger Date and the Cancellation Charge.

3.4.24 Where such change is as a result of The Company’s exercise of its rights
under the Construction Agreement then:

e Where there is a delay to the Completion Date, and the Trigger Date
has not passed there will be a corresponding delay to the Trigger Date
and the profile of the User Commitment Amount and the Cancellation
Amount revised accordingly in line with the above principles. If the
Trigger Date has already passed, the profile of the Cancellation
Amount will be revised accordingly on the basis of the above principles
by reference to the number of full 12-month periods from the new
Completion Date.

e Where there is no delay to the Completion Date, but the Construction
Works change, The Company will review the appropriateness of the
Trigger Date and if appropriate, change this. The profile of the User
Commitment Amount and Cancellation Amount will be revised on the
principles set out above to reflect the change in Trigger Date.

e Where there is a reduction in a User’s Transmission Entry Capacity the
Cancellation Charge shall be revised to reflect the reduced MWs.

3.4.25 A revised Appendix R to a User’s Construction Agreement will be issued by
The Company to the User showing the new profile.

3.4.26 Where such change is as a result of the User’s request a revised Appendix R
to a User's Construction Agreement will be issued by the Company to the
User. Notwithstanding any change in the Construction Works or Completion
Date:

e Where the revised Construction Programme alters the period of full
years between the date of signature of the original Construction
Agreement and the Trigger Date the User Commitment Amount will
remain at the amount at the time the user requested the change until it
is due to rise based on the revised Appendix R reflecting the revised
Construction Programme; or

e The Cancellation Amount will be frozen at the prevailing level and
remain at that level for the period of the slippage.

3.5 User Commitment for Post-Commissioning Generators

3.5.1 Itis proposed, under CAP165, that wider transmission entry access rights for
post-commissioning generators will be defined on temporal, as well as
capacity, basis. When applying for new, or additional, transmission access
rights, Users will be required to nominate for how many years they require
such rights. When the provision of these rights requires transmission works, a
minimum booking period, equal to the multiplier used to derive the
Termination Amount (initially eight years), will apply.

3.5.2 Users will always have the opportunity to apply to extend the period of wider
transmission entry access rights held, via a Modification Application.
However, with CAP165 they will have no priority or option on such rights, and
therefore the rights may have been reallocated to another user in the interim.
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3.5.3 Users will be liable for all (TNUoS) charges associated with the full period of
their booking. A User that wished to terminate its rights, therefore, would be
required to pay a fee as follows:

Wider Access Cancellation Charge = TEC x Max(0, GenTNUoS;) x n

Where:

e TEC s the User’s wider transmission entry access rights in kW.
e GenTNUoS, is the relevant prevailing zonal Generation TNUoS tariff.
e nis the number of years of the booking remaining.

3.5.4 A User that wished to reduce its rights would be required to pay a fee as
follows:

Wider Access Reduction Charge = TEC, x Max(0, GenTNUoS;) x n
Where:

e TEC,is the reduction in wider transmission entry access rights in kW.
e GenTNUoS,; is the relevant prevailing zonal Generation TNUoS tariff.
e nis the number of years of the booking remaining.

3.5.5 A User that no longer had a requirement for booked transmission access
rights might alternatively decide to trade such rights to another User, and this
would be facilitated by the existing provisions of the CUSC.

3.5.6 It is proposed that no transmission access rights would be withdrawn from
existing Users in the transition to the CAP165 arrangements. Existing
generators with TEC will be offered an equivalent finite long-term wider
transmission entry access right. During the CAP165 transition, such
generators will be invited to nominate the number of whole financial years for
which they require long term transmission access rights. The end date of the
rights (always a 31 March) would be recorded in Appendix C of the User’s
Bilateral Connection Agreement (BCA), or Bilateral Embedded Generation
Agreement (BEGA) for embedded generators greater than 100MW.

3.6 Interaction between Local and Wider Works
Definition of Local Capacity Nomination

3.6.1 It is proposed that a local access product be introduced, separate from wider
access rights. The Local Capacity Nomination (LCN) would be the maximum
capacity (in MW) to which a generator is entitled to obtain transmission
access products (long-term and short-term access products and overrun)
within a charging year. It must not exceed the Connection Entry Capacity
(CEC) of the generator to avoid damage to the local transmission assets.

3.6.2 LCN access will have the following properties:

e LCN is the term used by a generator to notify National Grid of its desired
maximum local capacity holding in a transmission charging year;

e LCN represents the physical (and contractual) cap on the total
generators’ transmission access (MW) derived from a combination of all
long and short-term transmission access products, including overrun;

e LCN will not exceed a generator’s CEC;
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e LCN is defined on a Power Station basis (consistent with TEC);

e LCN will be allocated on a first-come-first-served basis;

e LCN will be the basis upon which a generators’ local asset charge will be
calculated and levied; and

e LCN is shareable between generators, when multiple generators agree
to share. Any sharing arrangement would be managed with a clause
which, in the case of two generators sharing, would restrict one
generator if the other generator is using the local connection capacity
and vice versa. This approach is similar to that currently adopted to deal
with design variation connections.

Connection Process

3.6.3 The concept of LCN will be introduced into CUSC Exhibit B: Connection
Application. A local connection application will be progressed under the
same process as an existing local and wider connection application.

3.6.4 Applications for an increase in LCN may be made by new or existing
generators. LCN rights will be enduring, that is to say they will not have a
finite end date associated with them, but will endure until the generator
signals its intention to National Grid that it wishes to rescind them.

3.6.5 Termination or reduction of the requested LCN prior to the completion date
would result in the levying of a Local Cancellation Charge, based on Local
Cancellation Amounts. Note that there are no Local User Commitment
Charges envisaged as it is deemed unlikely that the works to accommodate
LCN will begin in advance of the wider works. The Local Cancellation
Charge would be non-refundable.

3.6.6 The Local Cancellation Amount in each year would be a percentage of the
Local Termination Amount, which is the higher of zero and eight times the
relevant local generation TNUoS charge. The Local Cancellation Charge
would therefore be calculated as:

Local Cancellation Charge = LCN, x LCAM,
Where:

e [ CNis the Local Capacity Nomination in kW.
e [CAM; is the relevant Local Cancellation Amount which varies
according to the number of full years from the Completion Date:
o In the year prior to the Completion Date (i.e. t) LCAM = LTA x
100%), where LTA is the Local Termination Amount;
o Where t=-1, LCAM = LTA x 75%;
o Where t=-2, LCAM = LTA x 50%; and
o Where t=-3, LCAM = LTA x 25%.

Local Termination Amount = Max (0, (LocGenTNUoS, x X))
Where:

e LocGenTNUoS, is the relevant nodal Local Generation TNUoS tariff
applicable to the generation project and published in the Statement of
use of System Charges. If such a nodal tariff is not currently published,
then the appropriate tariff will be calculated by National Grid as part of
the application process, in accordance with the Charging Methodology.
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e X is a multiplier, initially taking the value 8, although it may be
appropriate that this be amended in subsequent price control periods.

3.6.7 Local Cancellation Amounts will be calculated using a fixed value of the Local
Generation TNUoS tariff. This value will be fixed at the prevailing local
generation TNUoS tariff at the last date at which a Construction Agreement
could be signed. Local Cancellation Charges would not apply to projects
where there are no transmission asset works.

Local Capacity Reduction Charges

3.6.8 In addition to the above charges applicable at termination of a User’s
Construction Agreement, Local Capacity Reduction Charges will also
become liable if the User reduces its LCN prior to the Completion Date.

3.6.9 Should a User reduce its LCN on or after the Trigger Date but before the
Completion Date it shall become liable to pay the following Local Capacity
Reduction Charge:

Local Capacity Reduction Charge = LCAM; x (LCN — LCN,)

e Where LCAM, is calculated as in 3.6.6 above

e LCN is the LCN figure (expressed in kW) stated in Appendix C to the
Users Bilateral Connection Agreement or effective immediately prior to
the requested reduction in LCN

e LCN; is the revised LCN figure (expressed in kW) following the LCN
reduction

Pre-commissioning Security

3.6.10 The introduction of generic Local Cancellation Charges, defined in the CUSC,
to replace the existing final sums regime, defined in Construction
Agreements, will also require the introduction of provisions to define the level
of financial security that should be held in relation to these potential liabilities.

3.6.11 It is therefore proposed to add the applicable Local Cancellation Charge to
each User’s Security Requirement, as defined in paragraph 3.22 of the
CUSC. To the extent that these amounts exceed the Allowed Credit
extended to each User, Security Cover will need to be provided to National
Grid, in any of the forms prescribed in the CUSC.

3.6.12 In the event a Capacity Reduction Charge becomes payable, the amounts
secured in respect of the User Commitment Charge or Cancellation Charge
will be re-calculated by reference to the new TEC level, post-reduction.

Transition

3.6.13 In the transition to LCN, generators would notify National Grid of their desired
LCN in advance of a pre-defined date. The value notified would be limited to
a generator’'s CEC. In the event that a generator did not notify National Grid
of its desired LCN, the current value of TEC would be used as a default
value. In the instance that multiple generators wish to share LCN, a process
for notification will be required.
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4.0 SUMMARY OF WORKING GROUP DISCUSSIONS

4.1 Recognising that the role of the Working Group was to assess the CAP165
amendment proposal against the Applicable Objectives, the Working Group
considered various issues. The key issues considered were the nature and
definition of finite long-term transmission entry access rights; the transition
arrangements; the participation of non-physical parties in access
arrangements; User commitment; security; Consequential Charging
Modifications; Generation Zoning; Arrangements for Local Connections and
the Consideration of Working Group Alternative Amendment requests. The
group also considered the interaction of CAP165 with the other CUSC
modifications in the Transmission Access suite of amendments.

4.2  The Working Group discussions are summarised in this section of the report.
All presentations given at Working Group meetings are included in Annex 6
of this document. The notes from the Working Group meetings are available
on the National Grid website at:

http://www.nationalgrid.com/uk/Electricity/Codes/systemcode/workingstandi
nggroups/wg165-166/

4.3 A separate Working Group was set up to consider supporting changes which
affect several CUSC amendments including CAP165. The relevant
discussions from that Working Group (known as “Working Group 3”) are also
summarised in this section of the report.

4.4 The Nature and Definition of Finite Long-term Entry Rights

441 CAP165 proposes that the nature and definition of the finite long-term
transmission entry rights will remain the same as current transmission access
rights apart from the following key differences: (i)the rights will not (as they
are currently under the CUSC) be automatically renewed each year and
notification of relinquishing the rights will be provided by defining an end date
of the long-term booking, (ii) the rights would be implemented zonally rather
than nodally, (iii) the rights would be split into two components (local and
wider) and (iv) final sums will be replaced by a generic commitment.

4.4.2 The Working Group considered the issue of the existing transmission access
rights that CUSC Parties have. The group noted that currently Users have
annual rights which are automatically renewed each year. This characteristic
of Users’ rights was considered further in the transition section of the report.

4.4.3 A number of objections were raised, by Working Group members, to being
required to provide a date when a User would relinquish their transmission
access rights. For example, some members of the group had concerns that
projects would find it difficult to get finance if banks did not believe the power
station could secure evergreen transmission access rights.

444 Some members of the group, noting that there were existing power stations
connected to the GB transmission system were over 80 years old, considered
that it may be hard for Users, at the outset of their projects, to know when
their power station will close and therefore difficult for them to know how long
to book long term transmission access rights. Other members of the group
considered that Users would be in better position to predict when their power
station might close compared to Transmission Owners. It was viewed that
the knowledge that a plant will close in 30 years is not particularly useful for
National Grid in their decision timescales. Information regarding what is
happening in the next 2-15 years is of much more use in planning the system
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than uncertain information many years hence. These concerns lead to the
proposal of WGAAS.

445 The CAP165 amendment proposed blocks of (whole) financial years of
transmission access bookings. The group discussed whether gaps should be
allowed in the block booking of years of transmission access rights. It was
considered by the group that no one would build a power station to use a one
year gap. Being able to book gaps may unnecessarily complicate the
arrangements and was felt by the Working Group to be of little, if any,
practical use.

4.4.6 The group also felt upgrade and repair work could be unpredictable so a User
would not know when booking a gap in their transmission access, when
would be most appropriate. The User would have more flexibility if they
bought one continuous block and tried to trade out any ‘gaps’ as an when
they occurred this at a later date.

4.4.7 On the other hand if a number of power stations had booked gaps in their
access arrangements during their original booking these gaps may be able to
be aligned to allow access to the transmission system. It was decided that
gaps would not be explicitly disallowed although the Working Group did not
expect that they would be regularly used.

4.4.8 The group considered when the transmission access right would be available
to be reallocated and when Users could extend the length of these rights.
The proposal would allow the booking and extension of future transmission
access rights at any time. For example, if a User booked access until 31
March 2015 they could at any time extend their access for April 2015
onwards. Similarly a new User would be able to book the access from April
2015 onwards at any time.

4.4.9 The group had some concern that this may lead to Users hoarding access for
the longest time they could possibly need it or booking access for the amount
of time they think it would take to get a new connection, so as to ensure the
equivalent rights that exist now.

4.410 If a User extended their transmission access right and the access was still
available minimal analysis would be required by the network planners. The
group considered that the charge for extension should be reflective of the
reduced costs.

4.411 The group discussed whether it was appropriate for the long term
transmission access rights to be zonal by definition. National Grid proposed
two options: (i) rights could be explicitly defined on a zonal basis or (ii) rights
could continue to be defined nodally but cash out and overrun would be
calculated zonally.

4.4.12 The group considered that zonal transmission access rights would be
complex to manage if the zones changed. Some of the Working Group were
concerned that small portfolio or single station users would be disadvantaged
by zonal access rights if they were implemented without other sharing
arrangements. A preference towards keeping the access right defined nodally
was shared by the group. Zones were considered in greater detail by
Working Group 3, whose deliberations are summarised later in this report.
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4.4.13 The CAP165 Working Group discussions considered arrangements for wider
access to the transmission network. Working Group 3 considered the
appropriate arrangements for the local connection.

4.4.14 The group considered the appropriate arrangements, as part of CAP165, for
Users who had requested wider transmission access and their local access
was available at an earlier date. The group believe that it would be
appropriate for these Users to be able to use short term transmission access
products during the period before their wider works were completed. Short
Term Transmission Entry Capacity (STTEC) and Limited Duration
Transmission Entry Capacity (LDTEC) could potentially be used in this
scenario as could (if implemented) the CAP161-CAP163 short term products.

4.4.15 If the wider works were completed before the local works the User would be
unable to use the transmission system. It is considered that in the majority of
connections the reinforcing of the wider infrastructure would be a longer
project than building the local connection. Whilst unlikely this situation could
potentially occur under the current arrangements.

4.4.16 Separating the local works from the wider works gives a new User more
flexibility if their local connection is finished before their wider connection.
Separating the works neither facilitates or frustrates Users whose wider
works are finished before the local connection against the current baseline.

4.5 Transition

4.5.1 Under CAP165 it is proposed that no transmission access rights would be
withdrawn from existing Users. Existing generators with TEC including pre-
commissioning users with connection agreements will be offered an
equivalent long-term finite right under CAP165. During the transition period
generators with existing TEC will be invited to nominate the number of whole
financial years for which they require long term transmission access rights.

4.5.2 The majority of Working Group members believed that they currently had
‘evergreen’ transmission access rights, which they defined as rights that are
automatically renewed each year given payment of TNUoS. The Authority
representative stated their belief that rights under the CUSC were unclear,
and that there are features of the existing rights which suggest they are not
evergreen. Some Working Group members noted that whilst the rights
currently have evergreen characteristics, such features could be changed by
making an amendment to the CUSC (although not all such members believed
that this would be appropriate).

4.5.3 Some members of the Working Group suggested that if this were the case,
then rights to be allocated, via CAP165, could also, in the future, be removed
(or fundamentally altered) via an amendment to the CUSC. The Authority
representative stated that, in the case of future rights where parties have
made a non-reversible financial commitment, this was unlikely to be
appropriate. However, they did not believe that this was the case for existing
rights.

4.5.4 Some members believed that if existing rights were evergreen, this would
constitute a property right, and that it would not be appropriate, or even legal,
for such rights to be changed solely by a CUSC amendment. However, the
Working Group accepted the suggestion of the Chair that, without prejudice
to those rights, in order to proceed with the work of developing and assessing
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CAP165 they had to set aside their views of existing transmission access
rights.

4.6 Non-physical Players

4.6.1 Under the current (CUSC) arrangements, only physical parties; ie generators;
can apply for Transmission Entry Capacity (TEC). Transmission access
arrangements are codified in the Connection and Use of System Code
(CUSC). Currently Interconnector Users and Suppliers are non-physical
signatories of the CUSC, but these Users do not hold TEC. For holders of
TEC, the CUSC is ingrained with technical obligations which Users with
transmission entry access rights must fulfil (because such rights are implicitly
linked to physical generation equipment). To allow non-physical parties to
obtain (and then trade) transmission access a new category of non-physical
User would need to be included, and the CUSC would need to be rewritten to
separate access rights from Users’ obligations.

4.6.2 One member of the Working Group questioned whether it would be
permissible under the Acts of Parliament associated with the CUSC to
change it to include non-physical players. They noted that if during the
progression of the NETA and BETTA related legislation (which (i) introduced
the CUSC and (ii) amended it) DTI/BERR, Ministers, the Government, or
Parliament had opined on non-physical players then this might preclude what
was being proposed. It was decided to seek a legal view on this from BERR.
The group voiced concern that waiting for the answer could hold up the work
of the group. However, it was noted that the work of the group could proceed
and a response on this matter be provided (i) to the group or (ii) the CUSC
Panel in due course.

4.6.3 For the avoidance of doubt, the Working Group agreed that if CAP165 were
to include the ability for non-physical parties to obtain (and then trade)
transmission access that this would be an Alternative (as this was not part of
the (original) CAP165, as proposed by National Grid. The Working Group is
not proposing, at this stage, that such an Alternative be developed.
However, it would welcome views on this as part of this consultation.

4.6.4 Under a recent CUSC amendment, CAP150, a power station should be able
to demonstrate the capability of delivering MW output equivalent to their
requested (MW) TEC transmission access figure. CAP150 was brought in to
avoid network investment in excess of the capability of generation assets.
Non-physical players by definition would not be able to demonstrate this
capability without an agreement with a physical party.

4.6.5 There is concern in the group that allowing non-physical parties to buy
transmission access rights could lead to poor transmission investment
signals. Under the current arrangements as a power company builds their
power station the risk of them not connecting reduces as the assets are put in
place. Often the investment in transmission assets for a new power station
goes hand in hand with the power station assets being built. If transmission
infrastructure is built to accommodate a purely financial commitment the
revenue for the assets would be recovered (from the non-physical party who
made the booking that caused the transmission investment) but the
infrastructure may remain unused.

4.6.6 The group believed it would be difficult for the TO’s to build assets to
reinforce a zone without knowing specifically where a generator would be
based as well as the associated technical aspects of that generator. Some
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Working Group members suggested that the transmission system boundaries
could be reinforced in this case, although this may not be the most
appropriate investment, depending on who the eventual (physical) party was
that used the rights.

4.6.7 Some members of the Working Group voiced concern that adding a third
party into the trading of transmission access rights may increase the
transactional costs. Such non-physical parties would also be aiming to make
money through the trading of transmission access capacity, which would be
likely to increase the overall cost to the electricity consumer.

4.6.8 The main aim of including non-physical players in the market would be to
improve liquidity, and to address the concern that to exclude them would be
to limit market activity. Non-physical participation is permitted in other
markets, such as gas, though new capacity has to be booked at a certain
point not in the form of deep reinforcement. However, the focus for the
development of transmission access arrangements is to facilitate the more
efficient use of the electricity transmission system. The group considered that
it should aim to do this in the least complex manner and that creating a new
commodity market should not be an aim in itself.

4.6.9 Therefore, given the additional complexity that would result from the inclusion
of non-physical participants, the group believed that significant benefits would
need to be demonstrated in order to justify such a move. Further, some
members of the group considered that introducing non-physical players
would not actually improve the liquidity of the market. There is also some
concern in the group that allowing non-physical players to participate would
increase the potential for gaming.

4.6.10 One member of the group argued that the exclusion of non-physical parties in
the proposed long-term electricity access arrangements is discriminatory and
against the spirit of a liberalised competitive market. However, it was pointed
out by other members of the Working Group that the exclusion of non-
physical parties has been a feature of the CUSC since it was designated by
the Secretary of State in 2001 (and again in 2005) following consultations by
Ofgem and (DTI)BERR.

4.6.11 Some members of the group considered that allowing all (physical and non
physical) parties to participate in transmission access arrangements,
improves competition and liquidity for capacity so that where there is a scarce
resource, a useful investment signal is developed. Different capabilities may
facilitate the entry to the market of new players particularly if they are small in
size and cannot handle the risk associated with transmission access. Also,
the generation market becomes more competitive as a variety of contractual
forms are allowed to exist. For example, tolling arrangements and
optimisation for merchant plants where capacity is managed by the “off-taker”
who may very well be a “non-physical” player.

4.6.12 One member argued that some of the financial transmission rights markets in
the US also permit non-physical players to participate. The reason for that is
exactly that financial players, if subject to the same collateral and anti-hording
requirements as the rest of the market participants, can bring additional
liquidity to the market and offer risk management services to smaller
participants that may not have the same capability.

4.6.13 A Working Group member considered the discussion on gaming is also
overplayed. Capacity speculation within transmission networks is not viable
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when there are appropriate anti-hoarding measures in place, and in any case
there can be no provision on which class of market player may trade purely
on a speculative basis. The Working Group member added, on the other
hand no legislation can prevent non-physical players acting on the capacity
market through a physical player and a “sleeve” arrangement. Taking as an
example the UK Gas Market, abusive squeezes in the gas capacity market
have not worked as capacity simply becomes free for those that can
physically utilise it.

4.6.14 The majority of the group concluded that including non-physical players in the
transmission access arrangements would provide liquidity advantages.
However, in order to do so it would be essential that appropriate anti
hoarding measures were put in place to avoid market abuse. Short term
access arrangements could provide anti hording measures by ensuring that
unused capacity was made available for free in the short term markets. Some
Users would want to buy long-term transmission access rights as a hedge
against the short term price of access.

4.6.15 The group believe that it may be necessary to have a Licence for non-
physical Users. To include non-physical players would also involve changes
to the CUSC. The group, mindful of the need for (i) anti hoarding measures
and (ii) the fair trading of capacity, considered that arrangements similar to
those applied to interconnector Users would need to be put in place if non-
physical players were to be granted long term transmission access rights.

4.6.16 The majority of the Working Group believes that whilst non-physical players
could provide some benefits it was not practical at this stage to include them
in the proposed CAP165 amendment. It is considered that whilst the inclusion
of non-physical players should not be taken forward as part of this
amendment it would be a positive extension to the access arrangements at a
future date.

4.7 User Commitment

471 The CAP165 proposal suggests that Users book a finite period of whole
financial years of access to the wider transmission network. The original
proposal suggests that Users would provide commitment for this access
through a liability to pay the relevant TNUoS charges. Where reinforcement
is required to provide transmission access, the User would need to book a
minimum number of years so that the TNUOoS liability is approximately equal
to half of the investment costs.

4.7.2 The liability would provide User commitment and would be backed up by
some level of pre-commissioning security as considered in the Security
section of this report. Being liable for half of the investment costs would mean
that the risk of reinforcement assets becoming stranded would be shared
equally between the User causing the investment and National Grid (if the
revenue for the assets was disallowed) or all Users (if the revenue for the
assets was allowed).

4.7.3 National Grid performed analysis to calculate the number of years of TNUoS
which would be equivalent to half the reinforcement investment costs. The
Unit Cost Allowance (UCA) revenue drivers were used as generic investment
costs. These revenue drivers are a mechanism to reimburse TO’s for access
provided above the baseline.
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4.7.4 On average, the UCA in a zone is fifteen times greater than the wider TNUoS
charge (as calculated under Option A of GBECM -11"). The group considered
that using whole financial years made the model most simple. This suggests
that a User should have a liability to pay eight years of wider TNUoS charges
to cover half of the costs of the investment made in wider works to
accommodate them.

4.7.5 The following chart shows a plot of wider TNUoS charges multiplied by fifteen
and the surplus revenue drivers from the licence. These values are shown in
£/kW for each revenue driver zone. A map showing the revenue driver zones
is included in Annex 5.

300.00 ~

—e— TPCR UCA —a— Wider TNUoS x 15

250.00 A
/

200.00

150.00 -

100.00

£/kW

-50.00 A

-100.00 -

-150.00 -

Revenue Driver Zones

4.7.6 The correlation between Wider TNUoS and the surplus UCA is not very
strong. This suggests that TNUoS charges may not give a very good proxy
for investment.

4.7.7 There are several reasons why wider TNUoS is not an ideal proxy for
investment. One factor is that TNUoS considers the annuitised cost of an
asset over its life and takes into account the whole network. The revenue
drivers are calculated using the average cost of specific projects expected to
take place during a single price control.

4.7.8 Another key difference between TNUoS charges and revenue drivers is that
revenue drivers are based on the gross cost of investing in the network.
However, TNUoS charges are based on the net financial impact of adding
one MW of capacity at a node. The gross project costs will always be zero if
no reinforcement is required or positive if some reinforcement is required.
The TNUoS charge is negative in areas where the number of MWkm as
calculated by the transport model is decreased. This means that a generator
connecting in the south of Britain would create a net reduction in flows on the
transmission network.

4.7.9 Using TNUoS as the basis for User commitment would mean that no User
commitment was provided in negative zones. Some members of the group
suggested that if a zone has a negative TNUoS charge this indicates that
there is spare capacity available in the zone. Clarification from National Grid

' GBECM - 11 - htip://www.nationalgrid.com/NR/rdonlyres/27F920CA-C678-4D91-A3D1-
701E909BDAFB/28281/GBECM11ConcReport final HR.pdf
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explained that a negative TNUoS charge was not indicative of spare capacity.
Indeed, in some negative charging zones (for instance, the Thames Estuary)
the provision of additional capacity may be relatively expensive.

4.7.10 The group therefore considered whether being liable for 50% of the UCA
revenue driver would be a more appropriate method of providing User
commitment for investment costs. The majority of the group considered that
the UCA provided a better proxy for investment costs than TNUoS in England
and Wales. However, in Scotland the revenue drivers are calculated using a
different methodology, and there were concerns within the Working Group
over the inconsistency of how the revenue drivers are calculated in England
and Wales as compared to how they are calculated in Scotland. The main
concern of the group was that any inconsistency could lead to an inequitable
treatment of users in different regions of Great Britain.

4.7.11 Some Working Group members also noted that, under CAP165, the use of
UCAs as a termination charge could result in a terminating generator paying
more than the total TNU0S charges that they would be liable for over the
remainder of their booking, and expressed concern that this could reduce the
efficiency of plant exit from the system. As generating plant could avoid
some of the termination charge by shutting but not terminating the access
booking, a test was discussed in order to identify deemed terminations.
However, it was suggested that this would fundamentally change the nature
of the access product from one which entitles the holder to generate to one
which obliges the holder to generate.

4.7.12 The Working Group therefore concluded that revenue drivers were not
suitable to be used as the basis of User commitment.

4.7.13 Many Working Group members believed that the lack of historical evidence of
asset stranding meant that pre-commissioning User commitment did not
need to accurately reflect investment costs. Other Working Group members
did not accept that past evidence meant that stranding would not be an issue
in the future, but some of these members also accepted that the best overall
model for CAP165 might be one that included arrangements for pre-
commissioning User commitment that were not necessarily completely
reflective of investment costs. In respect of the particular issue of negative
charging zones, National Grid highlighted that, in any event, some
commitment would be given in relation to the local connection.

4.7.14 Some Working Group members therefore concluded that, as CAP165 is
focussed on providing certainty to National Grid by Users booking
transmission access for a number of years and paying the appropriate
charge, any termination charge should be based on TNUoS, and they
therefore believed that the original CAP165 amendment (and WGAA1) was
the appropriate response to the defect identified. However, other Working
Group members believed that pre-commissioning User commitment should
be reflective of investment costs, and, as wider TNUoS has been shown to
be a poor proxy for wider investment costs and the revenue drivers have
been shown to be unsuitable as a basis for User commitment, this concern
led to the submission of WGAA2.

4.8 Security
4.8.1 The Working Group considered a number of options for security, one of

which was requiring security for the entire booked period of entry capacity.
However, the group believed that this would be a significant barrier to entry
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and that the value at risk would be significantly lower than the whole booking.
The group discussed what value was really at risk.

4.8.2 It was considered that the actual value at risk was minimal in the case of a
power station which had already been commissioned. If the power station
owner entered insolvency the power station was likely to be taken over by
another company which would take on the liability to pay the TNUoS charges
going forward from the date of acquisition.

4.8.3 The TNUoS charges which cannot be recovered from a bankrupt User (e.g.
from the date of the last unpaid TNUoS bill to the date when the new
purchaser takes over and starts paying TNUoS going forward) will be
socialised across all generators. It was noted that the cost, for these Users,
of providing security to National Grid (for their TNUoS charges) was expected
to outweigh the cost of socialising the non payment of TNUoS charges by
bankrupt Users. The Working Group considered that the Users who will face
these costs are best placed to decide to what extent they are happy to ‘self-
insure’ each other.

4.8.4 The group considered that being aware of the cost to the industry of securing
transmission access versus the cost to the industry of socialising stranded
transmission assets costs would help the group make an educated decision
on the appropriate amount of security that might need to be held.

4.8.5 Despite a number of examples over the years of CUSC Parties going into (i)
administration (ii) bankruptcy or (iii) receivership, there has only historically
been one instance where a power station entering administration has not
been sold to a new owner within the same charging year, and this particular
power station was in a negative charging zone. Therefore, there has been no
historic socialised cost to Users. The group believed it would be difficult to
quantify the exact costs of security for the whole booking period but
considered that this could be in the region of tens of millions of pounds per
annum.

4.8.6 Some members of the group were concerned that although there had been
no historic instances of Users failing to pay their TNUoS charges the number
of generators wishing to connect in the next decades is likely to be a period
of unprecedented change. This suggests that extrapolating historic data into
the future may not give us a true view of the potential risks.

4.8.7 The group considered whether it was appropriate to have different security
arrangements for Users pre and post comissioning. The group considered
that the risk profile of pre comissioning Users was different to that of a User
post comissioning. The group considered that a post comissioning User
would have a power station asset which in many cases could be resold so
their risk was low until the power station came towards the end of its life. A
pre commissioning User’s risk profile changes throughout the life of a project.
Although the risk will generally decrease as the User approaches
commissioning, the risk is higher than a post commissioning User.

4.8.8 Some members of the Working Group believe that post commissioning Users
should not have to provide any security, as is the case at present. It was
considered that if a User with an existing power station were to enter
administration in most cases another party would buy the assets and take on
the liability to pay the outstanding TNUoS charges. This would mean that the
value at risk was effectively zero.
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4.8.9 Other members of the group considered that providing security for the
balance of the current year's TNUoS charges was a reasonable compromise
for most post comissioning Users between the cost of security and the
potential risks. This solution would allow National Grid to recover all revenue
in the period in which it was unable to change charges.

4.8.10 Some members of the group considered that providing security for the
balance of the current year's TNUoS charges would be administratively
onerous. This is because the level of security required would change each
month. Some members argued that having a constant six months of security
(representing the average over the year) would be more appropriate.

4.8.11 Some Working Group members considered that certain Users would
represent a higher level of risk, consequently, it would be appropriate for
these Users to provide a higher level of security. Such Users might include
older power stations making long bookings (and therefore incurring a high
liability). However, the group also noted the potential practical difficulties in
formulating rules in this area, for instance in determining the age of a power
station (which many have had certain equipment replaced, or may have even
been replanted). The group therefore concluded that it would be infeasible to
develop any arrangements in this area under CAP165, but highlighted this
issue as an area for potential future development.

4.8.12 The Working Group concluded by majority that post-commissioning Users
should not have to provide any security for TNUoS charges.

4.8.13 With regards to pre-commissioning Users, the majority of the Working Group
considered that it would not be undue discrimination to ask pre-
commissioning Users to provide a different level of security to post-
commissioning Users given the differing risk profiles. Under some the
CAP165 proposals and alternatives, pre-commissioning Users would
therefore be expected to secure their full liability, in others a proportion of
their liability based upon the perceived risk of default.

4.9 Consequential Charging Modifications

4.9.1 CAP165 could impact on the Use of System Charging Methodology. The
Working Group considered the consequential changes which may be
required to implement CAP165.

4.9.2 The group discussed whether it would be appropriate for Users making a
long term booking to have fixed charges. Fixing the locational charge will
make the charge less accurate over time. This inaccuracy will be recovered
through the residual. If both the locational and the residual are fixed the
inaccuracy would need to be recovered through short term access and
subsequent long-term bookings.

4.9.3 National Grid presented analysis to describe the quantitative effect of fixing
the TNUoS charges. The results of this analysis can be found Annex 3 of the
report. The group considered that fixing the whole TNUoS charge for the
duration of the booking would leave National Grid with under or over recovery
of the allowed revenue. This would still need to be recovered, and so could
lead to additional charges that would be levied on all Users. Some Working
Group members did not see why they should face the undue burden of the
potentially unpredictable costs/risks associated with other Users fixing their
charge with National Grid. The group considered that fixed charges would be
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desirable only if they were fully fixed, and that would be impossible without
changing the TO funding arrangements

4.9.4 CAP165 is not dependent on Users having the option to fix their charges.
However, some User may believe that having the option to fix their charge
would be favourable where they have made a long term commitment. It was
noted by a member of the Working Group that Users could already, if they
wished, seek to fix their charges by using a contracts for differences type
agreement with either (i) another User or (ii) a financial institution etc. The
arrangements for fixing TNUoS charges will be consulted upon separately
through the charging governance.

4.10 Generation Zoning

4.10.1 National Grid recommended that in light of the proposed suite of CUSC
Transmission Access Review Amendments (namely CAPs 161, 162, 163,
164, 165 and 166), it might be appropriate to move away from the existing
TNUoS generation zones and develop a set of zones which better facilitate
the release of transmission access via SO Short-term Entry Rights (CAP161),
Entry Overrun (CAP162), Entry Capacity Sharing (CAP163), Long-term Finite
Rights (CAP165) and Long-term Entry Capacity Auctions (CAP166). To help
facilitate this work on zones the CUSC Amendment Panel established a
separate group, known as Working Group 3, to assist Working Groups 1 and
2. Transmission Access Working Group 3 considered generation zoning in
detail, a summary of their discussions is included in this section.

4.10.2 At the second meeting at Working Group 3 on 27th May 2008, National Grid
introduced two separate generation zoning options in the form of: (i) a
Scenario-based Zoning Methodology (“SZM”); and (ii) a Network-based
Zoning Methodology (“NZM”). Both methodologies were proposed on the
assumption that:

¢ |ocal reinforcement works required to connect a generator to the MITS
(and therefore make use of transmission capacity) are achievable;

e the resulting zones facilitated TEC exchanges within zones on a 1:1
basis; and

e limits (MW) at points of connection can be ‘aggregated’ in terms of
their effects on wider transmission system constraints.

Scenario-based Zoning Methodology (“SZM”)

4.10.3 The SZM considered the actual boundary constraints of the transmission
system and followed the process of: (i) identifying candidate boundaries; (ii)
identifying critical circuits for these boundaries based on the required transfer
level specified within the GB SQSS,; (iii) the calculation of sensitivity factors at
all nodes with regard to critical circuits; and (iv) the grouping together of
those nodes which have similar sensitivities.

4.10.4 In practice, candidate boundaries were identified manually based on the
operational boundaries of the transmission network. The worst critical
contingency and circuits were then identified against the indicative boundary.
Sensitivity Factors were then calculated for each node by ‘injecting’ an
additional 100MW of generation at each node within a zone and calculating
the resultant flows on each of the relevant critical circuits under a
contingency. Those nodes of Sensitivity Factors within a range of 20 percent
were then grouped together.

4.10.5 The advantages of the SZM were observed as being that:
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e maximum tradable transmission capacity within a zone could be
derived from Sensitivity Factors for the winter peak scenario;
e the grouping of nodes of similar Sensitivity Factors into zones gives
greater clarity and certainty to zonal transmission access; and
e additional constraint costs are minimised because actual transmission
network constraints are honoured.
It was also noted that the publishing of nodal Sensitivity Factors leads to an
indicative economic optimisation for TEC exchange.

4.10.6 The disadvantages of the SZM were noted to be that critical circuits tend to
‘move’ in meshed networks and that they are scenario and contingency
dependent. Additionally, it was noted that zones developed under the SZM
are unlikely to remain stable over a number of years due to changes to the
transmission network and the demand and generation background.

Network-based Zoning Methodology (“NZM”)

4.10.7 The NZM did not consider actual transmission boundary limitations, but
worked on a ‘hub and spoke’ principle, considering the change in voltage
angles resulting from the exchange of TEC at individual nodes as the
parameter for determining relevant zones. It was identified that under the
NZM, zones might be considered to be less likely to change so long as the
network topology and impedance of the transmission network did not change
significantly.  And, where the SZM studied a few ‘snapshots’ of the
transmission system, the NZM did not rely on a specific scenario being
studied, hence providing more stability to the zones in the long-term.

4.10.8 Limitations of the NZM were identified to be that the choice of hub-node used
to determine the zones was critical to the zonal definition and likely to have a
significant impact on a generators ability to exchange transmission access
rights. Additionally, it was noted that actual transmission system constraints
might not be fully reflected.

Working Group 3 discussion

4.10.9  Working Group 3 noted that a significant amount of further information and
analysis of both options was required, including the estimated total effect
on transmission constraints, the stability of zones and the ‘liquidity’ of
capacity exchange.

4.10.10 Working Group 3 questioned as to whether it would be possible to overlap
zones in the NZM, or even have a unique zone for each node to maximise
tradability. Concern was expressed however, regarding the impact of
sequential trades from zone to zone and the potential impact of this on
constraint costs.

4.10.11 In addition to the SZM and NZM, Working Group 3 questioned the
possibility of the publication of node to node exchange rates in preference
to zoning. The presentation slides regarding the SZM and NZM can be
found on the National Grid Codes website.2

Indicative generation zones

4.10.12 At the fourth meeting of Working Group 3 on 16th June 2008, National
Grid presented some indicative generation zones based on both the SZM

2hitp://www.nationalgrid.com/NR/rdonlyres/9A797D89-2BC2-459C-A3C7-
744F3212109F/25954/Meeting2Zoning.pdf
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and NZM. Zoning for regions that are radial in nature was relatively simple,
the zoning process however, was much more difficult due to the presence
of loop-flows.

4.10.13 It was noted that in the short to medium term (circa 2-3 years), National
Grid (as the GBSO) can arrive at larger generation zones which may
better facilitate the exchange of transmission access rights due to the
greater certainties associated with background conditions and operational
measures. In the longer-term however, it was considered that smaller
generation zones would be required to cater for increased uncertainty.

4.10.14 In general, a number of key issues and findings were noted:

e Generation zones were generally different from the existing TNUoS
generation charging zones.

e Short-term zones can be much bigger than the long-term zones, and
they can change from time to time.

e In a meshed network, the effect of loop-flows may increase the
percentage loadings on critical circuits and make it difficult to define
zones.

e The definition of local works will affect zoning criteria.

Being geographically proximate does not necessarily mean being
electrically proximate, especially when substations are operated in a
“split” configuration. In this instance, re-arranging of busbar sections
or substation uprating may be required to facilitate TEC sharing.

Working Group 3 discussion

4.10.15 Working Group 3 noted the importance that any new zoning methodology
should be suitable for all long and short-term transmission access
products proposed under the suite of CAP161-166 amendments and gave
consideration to the trade-off between the potential increased costs of
operational constraints, the liquidity of absolute trades, and the number of
nodes in each zone. It was considered that zones should be based on
capability (e.g. local connection capacity) rather than obtained long-term
transmission access rights (TEC or its equivalent).

Hybrid zoning methodology

4.10.16 At the fifth meeting of Working Group 3 on 1st July 2008, National Grid
presented some indicative generation zones based on a hybrid (of SZM
and NZM) zoning methodology, in that a critical trip was applied (under n-
d) with T00MW injected at each of the rim nodes and then extracted at the
hub node. Following this, the loading of all lines under a combination of
every rim-rim, rim-hub pair was analysed. If a loading increased by more
than 20MW, this was then considered to be a ‘sensitive’ case. The
exercise was repeated for a number of other critical trips with a sense
check undertaken prior to determining the zones.

4.10.17 The methodology applied to determine a set of zones was as follows:

1. Set local works and size of zones (2 of the 3 variables — excluding
constraints).

2. ldentify active constraints based on existing knowledge of that
selected zone.

3. Calculate the volume of additional constraints based on:
e NZM sensitivities;
e Load factors of buying and selling generators to calculate the

volume of potential tradability.
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e Use realistic outage windows to estimate the number of hours of
potential exposure to constraints.
4. Estimate the costs of constraining off and replacement energy.

Operational constraint costs

4.10.18 In addition to presenting some indicative generation zones and some of
the issues surrounding the zoning process, consideration was given to the
balance between facilitating transmission access tradability within zones
and the consequences of constraint costs and stability.

4.10.19 Operational constraint cost is calculated based on the volume of active
constraints (MWh), multiplied by the cost (£/MWh) of these constraints. It
was noted that a small generation zone will lead to less trading options,
though this might not necessarily be considered as a ‘low’ level trading.
Working Group 3 members considered that a potential % cap of total zonal
trades should ideally, be the same for all generation zones, although
different zones may permit a far larger volume of transmission access
trade for the same operational cost risk. It was considered that limits on
trades would allow larger zones with more nodes, and that a limit could be
set as a function of the load factor of generators, or proportions of the total
transmission access capacity (MW) within a zone.

4.10.20 National Grid presented some high level analysis on the volume of
additional constraints and the associated cost of this, based on a mid
depth local works definition and the exchange of between 25-100% of TEC
within a zone when compared to existing constraint costs of approximately
£80m per annum.

Working Group 3 discussion

4.10.21 Working Group 3 noted that there is a trade-off between (i) nodal
tradability, (ii) maximum zone size and (iii) how much local works must be
completed prior to transmission access being allocated. For example, if a
deep definition of ‘local works’ is applied then, as a consequence, zones
are likely to be larger. It was reiterated that the existing assumption is that
when transmission access is exchanged or shared, resulting in additional
constraints, this additional cost will be socialised amongst all transmission
system Users.

4.10.22 Working Group 3 noted that there are three different areas in the TAR
proposals where local assets and works are defined: (i) within the CUSC;
(i) for local charging purposes; and (iii) within the zoning methodology.
Working Group 3 considered that the disconnect between the actual local
works that are required for a connection and the local charge which the
User will pay may be necessary to:
e Avoid circumstances in which there would be a permanent output
restriction on a generator being connected; and
e Protect the individual generator from the actions of others or the
decisions of the Transmission Owner.

4.10.23 The Working Group noted that having separate definitions may be
consistent with the way in which current Construction Agreements list the
incremental works required to accommodate generators, with the
generator paying the Long-Run Marginal Cost (LRMC) derived from the
Investment Cost Related Pricing (ICRP) transport and tariff model.
However, the Working Group subsequently agreed that different CUSC
and charging definitions may lead to users getting access rights without
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facing the associated cost reflective charge, as described in 4.11.11
below.

4.10.24 Working Group 3 considered that the stability of zones was very important
and therefore new generation zones should not be developed in this
process on the premise that zones are acceptable at present, but there
may be issues to address in the future. The presentation slides relating to
the hybrid zoning methodology can be found on the National Grid Codes
website.3

4.10.25 At the sixth meeting of Working Group 3 on 16th July 2008, National Grid
presented some indicative generation zones, using a ‘mid depth’ definition
of local works and a lower Sensitivity Factor limit (20%). In order to avoid
significant local works reinforcement conditions, very small zones were
created which based on previous Working Group 3 discussions, were
considered too small. However, it was noted that to fully appreciate the
‘size’ of zones, it is the number of trading parties and the amount of
tradable transmission access capacity within a zone that should be
considered more relevant than the geographic area.

4.10.26 In parallel, National Grid presented some further analysis on indicative
generation zones based on a ‘deeper’ definition of local works, to assess
how this may increase the tradability of transmission access. Several
Indicative zones were created although it was noted that it was not
possible to zone certain regions such as East Anglia on the basis of the
deep definition, without invoking local works designs that were
economically inefficient. In general, it was considered by the Working
Group that moving to a deeper definition of local works did little to increase
the size of zones and the potential liquidity of access sharing.

4.10.27 Working Group 3 noted that stability at nodes is important, but the
possibility of considering (i) nodes with existing generation and (ii) nodes
with signed applications (to connect to the transmission system at some
date in the future) should be explored. This was not necessarily perceived
to provide stability to zones beyond a 3 to 5 year period, but it was
deemed workable if a fully automated and transparent model can be made
publicly available to the industry.

Generation zoning and nodal exchange rates

4.10.28 At the seventh meeting of Working Group 3 on 29th July 2008, National
Grid recapped on the generation zones which had been presented to date,
noting that these were based very much on existing generation centres,
existing demand centres and radial spurs.

4.10.29 When identifying the generation zones, a number of factors had been
raised as requiring consideration, particularly as to whether generation
zones should be developed with a view to them being short-term or long-
term, and whether they should be based on physical transmission system
boundary limits or the additional constraint costs that these would be likely
to produce. Given the complexity of zoning, attention of Working Group 3
turned to giving consideration of inter-zonal TEC exchange of transmission
access and even the possibility of nodal TEC exchange of transmission
access.

3 http://www.nationalgrid.com/NR/rdonlyres/1E709B88-B313-47B7-9835-
2424C283798C/26845/GenerationZoning final meeting5.pdf
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4.10.30 The options considered included the determination of a nodal 1:1
exchange rate based on the physical transmission network rather than
generation background, which should therefore be temporally stable. This
option would need to consider both long-term and short-term timescales,
local charging definition and reflect network contingency analysis.

4.10.31 The second option was for a Locational Marginal Pricing (“LMP”) based
approach for setting point-to-point rights. This bid-based approach can
accommodate multiple constraints and payments would be made into a
‘pool’ based on the cost as compared to a hub point. Working Group 3 had
concerns that the results would be volatile and that there would be less
transparency behind the prices. In addition, the approach was felt to be
complex.

4.10.32 Alternatively, a ‘flowgate’ approach was considered which would look at
the physical capacity of constraining transmission circuits. This was felt to
be a substantial change to existing transmission access rights, and with
the example of around 1.5 billion nodal calculations per year required to
update the Flowgate rights, Working Group 3 felt that this option was the
most complex to implementation and was prone to volatility.

4.10.33 The last option considered was the use of a nodal exchange rate using a
MWkm methodology. Consideration was given to using the Direct Current
Load Flow (“DCLF”) transport model currently used to calculate TNUoS
tariffs, to calculate nodal exchange rates for transmission access. This
option involved taking into account various sets of contingencies, with the
added advantage that some automation to identify all circuits was already
available in the form of the Secured Load Flow model used to calculate to
Global Locational Security Factor in TNUOS tariffs.

4.10.34 The weaknesses of this option were noted as being that the use of MWkm
as a measure, does not equate to a critical circuit flow and as a result,
overestimated transmission access exchange rates had already been
identified at this early stage and would continue to be a significant risk. In
addition, it was noted that there was no correlation to overloaded flow and
the increase in GBSO costs that would be associated with this.

4.10.35 At the eighth meeting of Working Group 3 on 13th August 2008, as well as
further developing the principle of a zonal methodology based on nodal
exchange rates, National Grid introduced a zonal alternative and a nodal
alternative.

4.10.36 Nodal exchange rates: A step by step methodology was discussed for
establishing zones through grouping nodes between which the exchange
rate fell within a certain range. Example exchange rates were shown for a
particular approach based on specific assumptions. The approach was
based upon worst-case contingencies in order to establish exchange
rates, where the resultant zones would have minimal constraint costs
arising from the exchanges. Transmission access exchange rates were
shown for one set of possible assumptions. Working Group 3 was
comfortable with the exchange rate discussed, which reflected the different
impacts on a specific circuit from different nodes, but expressed concerns
that under various critical trips the exchange rate may change significantly.

4.10.37 Zonal alternative: An alternative is to use zones that have already been
defined (e.g. SYS, charging or candidate short/medium term generation
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zones), then the impact of such (i.e. increase in constraint costs) could be
examined for an agreed suite of assumptions and scenarios. The working
group agreed that careful assumption must be made around likely projects
connecting and TEC sharing behaviour.

4.10.38 Nodal alternative: Working Group 3 considered an ex ante nodal
exchange rate approach. The total impact on constraint costs is mitigated
when Users who wish to share, notify the SO of the specific nodes
between which the transmission access will be shared in addition to the
maximum size of trade. This allows a more robust exchange rate to be
established. Once granted sharing could occur over any timescale; without
exposure to nodal overrun charges.

Sharing access rights between nodes

4.10.39 Given the issues identified with establishing zones in which sharing with a
1:1 exchange rate is allowed, at the ninth meeting of Working Group 3 on
22" August 2008, the Working Group gave some further consideration to
some potential options for sharing transmission access between nodes,
without the requirement for generation zones. Three models were
considered (the presentation is available on the National Grid Codes
website):

(a) Sharing with exchange rate determined by ratio of nodal (ex post)
Overrun prices;

(b) Sharing with fixed point to point exchange rate calculated by National
Grid based on known volume and duration; and

(c) Sharing facilitated by the release of point to point transmission access
rights by National Grid in investment timescales.

Exchange rate determined by ratio of nodal Overrun prices

4.10.40 Under this option, the User would notify National Grid of a sharing
arrangement agreed bilaterally between two parties. National Grid would
then calculate exchange rates based on (ex post) overrun prices. The
results from these calculations would then form the inputs into the
calculation of overrun volume.

4.10.41  Whilst overrun prices allow Users to share transmission access rights to
an extent, Working Group 3 considered that there was an issue with a
bilateral exchange being affected by a third party generating, which would
consequently affect the overrun prices and exchange rates

4.10.42 If we consider the simplified example (shown in the diagram below) of two
generators behind a constraint, generator A has long-term transmission
access rights and generator B does not. The overrun price increases
above zero only if the aggregate output from both generators exceeds the
long-term rights held by generator A. This means that provided generator
A reduces output whenever generator B wants to generate, the overrun
price faced by generator B will be zero.
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C Access rights=0MW
Gen=100MW
Overrun price=£45/MW

B A
Access rights=0MW Access rights=1000MW
Gen=100MW Gen=899MW
Overrun price=£45/MW Bid price=£15/MW

Overrun price=£45/MW

Capability
=1000MW

Access rights=1000MW
Gen=500MW
v Offer price=£60/MW

4.10.43 This arrangement would break-down if there was a third generator,
generator C, generating without transmission access rights behind the
same constraint. The output from generator C could also cause the
overrun price to increase above zero, undermining the effectiveness of the
sharing arrangement between generator A and generator B.

4.10.44 In these circumstances, generator A is not able to extract the full value of
their transmission access rights due to the actions of a third party. This
would be solved if generator A and generator B were to enter a sharing
arrangement with the associated transmission access exchange rate
based on the ratio of the (ex post) nodal overrun prices. Now, if generator
C decides to generate, this would push the overrun price at the generator
A node and the generator B node such that the exchange rate remains
constant.

4.10.45 In more complex examples, the actions of generator C may cause the
exchange rate between generator A and generator B to diminish, as there
would be a constraint between generator A and generator B, but the value
of generator A’s transmission access rights at generator B’s node would
always be accurately reflected.

4.10.46 Working Group 3 considered the following high-level process for exchange
rates determined by the ratio of overrun prices, noting that this option for
sharing transmission access rights was reliant on the approval of the
CUSC amendment (CAP162) to introduce overrun prices calculated in a
cost reflective manner. The Working Group subsequently agreed that this
option was only applicable with overrun with a marginal price, as described
in the Final Conclusions from Working Group 3 below.

(a) Users notify National Grid of sharing arrangement
i. It has been assumed that a joint request for a sharing arrangement
would be made by a User with transmission access rights (seeking
to donate) and a User without transmission access rights (seeking
to receive).
i. The request would state a ‘go-live’ date and ‘end-date’ for the
arrangement, along with a maximum capacity in MW. The
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maximum capacity is included to allow a User to donate to a
number of receiving Users.
ii. The request would need to be made [x] days ahead of time to allow
for the necessary administrative process to be undertaken.
iv. The Sharing arrangement and associated ‘go-live’ date and ‘end-
date’ would need to be recorded in a central register.
(b) National Grid calculates transmission access exchange rates
based on ratio of (ex post) overrun prices
i. For a donation of transmission access rights from node A to node
B, the exchange rate would be calculated as:

Overrun price,,,, .

Exchange rate = -
Overrun price,,,, »

Therefore, if the power station at node A reduces output to 100MW
below its total transmission access rights holding, and the overrun
prices are £45/MWh at node A and £50/MWh at node B, this would
provide for the following at node B:

£45/ MWh

100MW x| 2220
[;ESO/MWh

}=90MW

ii. This calculation would be performed for each half-hour for which
the sharing arrangement is valid (i.e. between ‘go-live’ date and
‘end date’.

(c) Results from calculations in (b) form inputs to calculation of
overrun volume

i. It should be noted that this calculation is reliant upon overrun
prices being calculated prior to the final volumes of overrun being
known. (This cannot be done for the Cost Recovery methodology)

ii. The volumes of overrun at each node would need to be corrected
for these exchange rates. If, in the example above, a generator at
node B without access rights generated 100MW, this would initially
be considered as 100MW of overrun, but the exchange rate would
then be calculated which would essentially show a 100MW
donation from node A providing 90MW of transmission access
rights at node B and the overrun volume would be corrected from
100MW to (100MW-90MW=) 10MW.

Fixed point to point exchange rate calculated by National Grid

4.10.47 Whilst option 1 (exchange rate determined by ratio of nodal overrun
prices) may be acceptable for Users that are reasonably (electrically)
proximate, this is unlikely to be the case for generators that are further
apart, due to the increased risk of a binding constraint that effects the
receiving (but not the donating) generator. In order to facilitate sharing for
these power stations, National Grid could calculate a fixed transmission
access exchange rate that could be applied.

4.10.48 The work to investigate 1:1 sharing within pre-defined zones has identified
significant risks due to actual node to node exchange rates being
dependent upon:

(a) The volume of transmission access rights shared: A node to node
exchange rate calculated based on a transfer of 1MW may be incorrect
for a transfer of 10MW, 100MW or 1GW.
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(b) Other transmission access right sharing: The exchange rate between
nodes A and B may be incorrect if there is a transfer between nodes C
and D.

(c) Other time dependent transmission system conditions: On the day
transmission system conditions, such as demand and circuit outage
conditions, also impact on node to node exchange rates.

4.10.49 In order to ensure that reasonable node to node exchange rates can be
calculated, the User would need to minimise uncertainty by specifying the
maximum volume of transmission access rights to be Shared and the
timing and the duration of the sharing arrangement.

4.10.50 Working Group 3 considered the following high-level process for fixed
point to point transmission access exchange rates calculated by National
Grid.

(a) Users apply to National Grid for a fixed exchange rate

i. It has been assumed that a joint request for a sharing arrangement
would be made by a User with transmission access rights (seeking
to donate) and a User without access rights (seeking to receive).

i. The Users would be liable to pay a fee to cover the cost of the
analysis performed by National Grid.

ii. The request would state a ‘go-live date’ and ‘end-date’ for the
arrangement, along with a maximum capacity in MW. As
described above, the fixed duration and maximum volume
information is required to cap the risk associated with the sharing
arrangement, allowing the SO to calculate a reasonable fixed
exchange rate.

(b) National Grid calculates fixed point to point exchange rate

i. The request would need to be made a number of weeks ahead of
time to allow for an engineering assessment to be undertaken by
National Grid (the number of weeks of analysis would depend on
the duration of the exchange rate).

ii. For applications for exchange rates within the current operational
year, the assessment would be based on the current transmission
system and would be performed against the requirements of the
operational criteria contained in the SQSS. This assessment
would reflect the information that is available in these timescales,
including demand level and planned transmission system outages.

iii. For applications for exchange rates that go beyond the current
operational year, the assessment would be against the current and
committed transmission system (including planned reinforcements)
and would be performed against the requirements of the planning
criteria contained in the SQSS.

iv. The Working Group subsequently considered that this assessment
should not increase socialised constraint costs or sterilise
boundary capability

(c) National Grid offers fixed exchange rate and user has 2 weeks to
accept. If accepted, the Sharing arrangement and associated ‘go-live
date’ and ‘end-date’ would need to be recorded in a central register
and used in overrun volume calculations and future ‘applications’ for
capacity/exchange rates. The appropriate charge for this was
considered to be a cost-reflective fee based on the administration
costs.
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Point to point access rights released by National Grid

4.10.51 In the event that a fixed transmission access exchange rate provided by
the aforementioned option above was considered to be unacceptably low,
Users may want the Transmission Owners to invest in order to achieve a
point-to-point capability. Such investment could be minor (and therefore
relatively quick) when compared to the investment required to provide that
same User with full entry rights.

4.10.52 In this option, a User would apply to National Grid for a transmission
access right between [Node A] and [Node B] for a maximum of [x] MW and
a duration of [Y] years. National Grid would then assess that application
against the current planning baseline with an additional [X] MW of
generation at Node A and an additional [X] MW of demand at Node B.

4.10.53 National Grid would then offer a point-to-point transmission access right to
the User, with the offer including a list of reinforcement works triggered by
that application. In the event that the User then accepts this offer, a point-
to-point right is only available when reinforcements have been completed.
The point-to-point right is recorded and used in overrun volume
calculations and future ‘applications’ for capacity / exchange rates / point
to point rights. It was considered appropriate that a User should pay the
TNUoS differential between Node A and Node B for [Y] years.

Cost of Constraint Analysis on the Short/medium Generation Zones

4.10.54 The expected impact from implementation of the proposed short/medium
term generation zones was presented during the tenth meeting of Working
Group 3 on 12th September. An examination was made of the potential
additional costs of constraints incurred as a result of transmission access
sharing within zones. National Grid noted that where generators are
permitted to connect to the transmission system without the requirement to
undertake wider system reinforcement, this is likely to result in additional
system boundary constraints and increase the constraint volumes on the
existing constraint boundaries.

4.10.55 Working Group 3 considered that further thought regarding the range of
assumptions was required in the pursuit of calculating the utilisation
element of constraint cost. Problems with trying to make predictions about
future constraint cost trends from using historic SO costs were identified. It
was noted that in a zone which flips between importing and exporting, it is
not appropriate to attribute a cost to the boundary constraint under a
winter peak scenario as it might not always be obvious if costs are related
to an export or an import. In these cases, the data used needs to be
further analysed to properly attribute an export or import cost against the
corresponding linear trending in export or import utilisation.

4.10.56 The locational element of constraint cost was also analysed. One to one
trading was considered to be acceptable up to a point of ‘headroom’,
beyond which a specific point to point arrangement would be required. It
was noted that any trade undertaken will change the size and validity of
the headroom. It was considered that this headroom figure could be fixed
for a year, with some risk of an increase in constraints prior to re-
calculation in the following year.
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Initial Working Group 3 Conclusions

4.10.57 Prior to the eleventh meeting of Working Group 3 held on 24™ September,
National Grid circulated a report* that examined the potential additional
costs of constraints that would be incurred by the sharing of transmission
access within generation zones. The additional utilisation and location
costs are calculated using a set of proposed generation zones. The
calculations presented have considered factors including headroom,
sensitivity factors and loading curves from the generators. The results
indicated a total (utilisation + location elements) additional cost of
constraints of about £37m per annum if trading up to the headroom level
only is allowed. If trading beyond the headroom was undertaken up to 2
times the headroom, the cost of constraints could potentially rise to £1.1
billion per annum for the upper range and a potential saving of about £0.2
billion per annum for the lower range. The £0.2 billion saving is the total
cost of constraint from the utilisation element plus the average historical
cost of constraint that can be saved. The actual cost would vary
depending on the system running arrangement, the characteristics of the
generators and the duration of transmission access exchange.

4.10.58 During this eleventh meeting, a summary of the options considered was
made. A zoning methodology that results in small zones, with a minimal
increase in constraint costs, severely limits the liquidity of tradable
capacity. The Working Group recognised that methodologies that form
large trading zones provide greater tradability, although the increased
operational constraint costs which could result from such zones was
considered too great a risk. The remaining options are (i) Larger zones,
with trading limited to headroom on a point to point and beyond basis, with
an allocation process for headroom and subsequent re-allocation process
following the completion of a trade, was considered as a viable option by
the Working Group. The downside however, was identified as being the
complexity of the arrangements which would be required, the potential for
hoarding capacity and that trades would be limited to within-zone; or (ii) A
nodal point to point option for the sharing of system access which the
Working Group also concluded was a viable option.

Final Conclusions from Working Group 3

4.10.59 The final Working Group 3 meeting was held on the 10" November, during
which the key issues and areas for further confirmation from the
consultation phase were discussed. One Working Group Consultation
response stated that zones will lead to increased shared constraint costs
but conversely, an overly pessimistic methodology may lead to under
utilisation of capacity sharing. The Working Group concurred that the
analysis previously presented showed that a zonal methodology with large
zones has a significant risk of increasing total socialised constraint costs.
National Grid discussed how, when determining nodal exchange rates, all
feasible worst case system operation scenarios must be considered, in
order to meet the principle of maintaining cost levels.

4

http://www.nationalgrid.com/uk/Electricity/Codes/systemcode/workingstandinggroups/wg161-
166/
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4.10.60 A respondent stated that a node to node exchange rate that was
significantly different from 1:1 would reduce the effectiveness of sharing.
Working Group 3 concurred and reiterated that this is likely to lead to
sharing to occur mainly between proximate generators and it was
concluded that the exchange rate should be capped at a maximum of 1 to
1 in order to prevent the ability for a User with multiple generators to book
capacity and share it in order to minimise transmission charges. A view
was expressed in a consultation response that capacity entry sharing
should be available in both long term and short term timescales to which
the Working Group agreed, although it was recognised that exchange
rates may differ between the two as certainty increases towards real time.

4.10.61 A respondent stated that a nodal exchange rate methodology must be
robust and transparent, but it is felt that this may introduce unnecessary
complexity and therefore cost. Whilst the Working Group agreed nodal
point to point exchange rates requires a degree of complexity, ultimately it
avoids the requirement to achieve a balance between limiting zonal
tradability with an onerous headroom limit and introducing unacceptable
risks through significant increases in socialised constraint costs. Working
Group 3 therefore concluded that a node to node exchange rate
methodology should be applied.

4.10.62 A respondent questioned how exchange rates based on zonal overrun
prices would be calculated. The Working Group discussed the options for
overrun pricing set-out in Charging Pre-consultation GB ECM-14
(Consequential impact of CUSC amendment proposals: CAP161,
CAP162, CAP163 and CAP164). The options are:

(i) Simple Methodology;
(i)  Cost Recovery Methodology; and
(iii) ~ Marginal Methodology.

4.10.63 The simple methodology is based on historic constraint data, which is
mapped to 24 indicative constraint zones. This means that all the nodes in
a particular zone would be subject to the same overrun price. The
Working Group noted that implementing node to node exchange rates
based on these overrun prices would essentially allow unfettered sharing
with a 1:1 exchange rate within these zones.

4.10.64 The Working Group agreed that whilst these zones may give the
appropriate level of accuracy for a simple pricing methodology (where the
impact is limited by the Local Capacity Nomination), the analysis
performed previously would suggest that allowing sharing on this basis
would cause an unacceptable increase in socialised constraint costs. For
this reason, the Working Group agreed that node to node sharing with
exchange rates based on the ratio of ex post overrun prices should not be
an option with the simple overrun pricing methodology.

4.10.65 Where the cost recovery methodology is based on a “degut” of the actual
costs performed ex post by the System Operator, a methodology is used
to attribute actual costs to the volume of overrun to calculate a £/MWh
overrun price. Whilst, unlike the simple methodology, this cost allocation
will be nodal, the Working Group agreed that this methodology would be
inconsistent with node to node sharing based on the ratio of overrun
prices. This conclusion is based on concerns about the interaction
between the derivation of the price and volume of overrun (i.e. it would not
be possible to calculate the overrun price until the overrun volume is
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known, and with sharing the volume is not known until the ratio of overrun
prices is determined).

4.10.66 The marginal methodology is based on a model of the transmission
system which is optimised to minimise system balancing costs. The
optimisation generates nodal marginal overrun prices (shadow costs). The
Working Group noted that this pricing option was at an early stage of
development, but agreed that provided it was developed such that truly
nodal (rather than boundary based) prices were produced, then it would be
appropriate for use with node to node sharing with the exchange rate
determined by the ratio of nodal overrun prices.

4.10.67 In summary, the Working Group agreed that node to node sharing with an
exchange rate based on the (ex post) overrun prices should only be
implemented if the marginal overrun pricing option is implemented.

4.10.68 One respondent specifically sought clarification for how codification could
be implemented when three or more parties are involved in the transfer if
the exchange rate is not 1:1. If different exchange rates are set for each
exchange (there could potentially be 6 exchange rates for 3 parties) the
codified approach would need to allocate TEC between parties such that
monitoring can take place. The Working Group agreed that in cases
where three or more parties are involved in the share, complex
arrangements would be required to ensure an efficient outcome.
Furthermore, the Working Group agreed that the number of parties
involved in a share should be limited to two at this stage, but that this
limitation should be reviewed when there is some experience of the
sharing arrangements.

4.10.69 Several respondents to the Working Group Consultation requested
clarification of how node to node access capacity exchange rates would be
calculated. The Working Group agreed that further illustration would
provide additional clarity.

4.10.70 The Working Group agreed that the basis of the exchange rate should be
to “leave the system whole” such that any spare boundary capability is not
used up and there are therefore no concerns about node to node sharing
arrangements sterilising boundary capability.

Offshore generation

4.10.71  Working Group 3 gave consideration to offshore generation and how this
would be incorporated into zones. It was noted that offshore generation is
currently being modelled at the landing point, assuming a radial
connection and Grid Code compliance at the point of connection.

Governance

4.10.72 Two approaches towards the governance of a new zoning methodology

were considered by Working Group 3:

1. A new Licence Condition could be written into the Transmission
Licence similar to that which exists for the Use of System
Charging Methodology (Standard Licence Condition C5) and the
Connection Charging Methodology (Standard Licence Condition
C6).

2. The governance arrangements for the new methodology could sit
in the CUSC.
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4.10.73 The Working Group considered that the CUSC defines the transmission
access product and since zoning is part of the definition of the product,
then it would be appropriate to include this as an Annex to the CUSC.
Whilst this was the preferred option, the option of a Licence Condition was
not ruled out.

4.11 Arrangements for Local Connections

411.1  The arrangements for local connections were developed by Working
Group 3, and the conclusions are described below.

Definition of Local Capacity Nomination

4.11.2  Working Group 3 proposed that for generators with local only connections,
a local access product should be developed. This concept, the Local
Capacity Nomination (LCN) would be the maximum capacity (in MW) to
which a generator is entitled to obtain transmission access products (long-
term and short-term access products and overrun) within a charging year.
It was also identified that it must not exceed the Connection Entry
Capacity (CEC) of that generator to avoid damage to local transmission
assets.

Summary of the properties of Local Capacity Nomination

4.11.3 LCN was determined by Working Group 3 to have the following properties:

e LCN is the term used by a generator to notify National Grid of its desired

maximum local capacity holding in a transmission charging year;

e LCN represents the physical (and contractual) cap on the total
generators’ transmission access (MW) derived from a combination of all
long and short-term transmission access products, including overrun;
LCN will not exceed a generator’s CEC;

LCN is defined on a Power Station basis (consistent with TEC);

LCN will be allocated on a first-come-first-served basis;

LCN will be the basis upon which a generators’ local asset charge will be

calculated and levied;

e LCN is shareable between generators, when multiple generators agree to
share. Any sharing arrangement would be managed with a clause which,
in the case of two generators sharing, would restrict one generator if the
other generator is using the local connection capacity and vice versa.
This approach is similar to that currently adopted to deal with design
variation connections.

Enduring arrangements for existing LCN holders

411.4  Working Group 3 debated as to whether LCN should be a finite right,
linked (or not) to the period of firm transmission capacity obtained in an
auction, or evergreen. Given that a generator may not wish to obtain long-
term capacity through an auction process, it did not seem appropriate to
link LCN to capacity obtained through the auction.

411.5 Working Group 3 considered that evergreen rights would be appropriate
provided the definition of local assets is generally limited to “sole use”
assets; i.e. local assets are not shareable. Where local assets (which are
not shared) come to the end of their life, the TO could determine whether
they should be replaced following bilateral discussions with the relevant
generator. It was noted that the proposed charging definition of local
works included shared use assets in some circumstances and some
Working Group members believed that it might be appropriate to change
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the definition of local assets in these circumstances in order to ensure that
they are not shared.

4.11.6  The problem with the “sole use” approach to local assets is that it may not
in all circumstances be consistent with the principle of ensuring that Users
which purchase short-term access products or share, make an appropriate
contribution to the cost of the assets that are provided to facilitate their
connection. If a “sole use” definition of local assets were to be adopted,
then the cost of “spur” circuits to entry points with multiple generators will
not be based on LCN (in MW). In the extreme circumstance of a
generator choosing a “local only” connection at an entry point at which
other generators are connected, that generator would not make any
contribution to the cost of the transmission assets required to provide their
connection.

4.11.7  This is shown in the below diagram. If a “sole User” definition were to be
applied (this is represented by the dotted green line), neither generator

would make any contribution to the cost of the spur (shown by the blue
lines) required solely to provide their connection.

Potential Definitions of Local Works

500MW
RS 400MW

Circuits covered by

Node A

Required capability ! ‘./ charging definition

= 900MW ! i Circuits not covered
\ ! /by charging definition
mts |- F -+ >
substation >

Node B TTeeeeeooo- Node C

Required capability
= 600MW

Grid Supply Point
300MW

4.11.8 The Working Group therefore concluded that local assets should not be
limited to “sole use” assets. The Working Group considered that an
alternative approach would be to use the definition from the “local
generation charging” proposals contained in National Grid's GB ECM-11
Conclusions Report, which is that local circuits are those between an entry
point and the next Main Interconnected Transmission System (MITS)
substations, where a MITS substation is defined as a Grid Supply Point
with more than one circuit connected or a substation with more than four
transmission circuits connected. In the diagram above, these local circuits
are highlighted in blue.
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4.11.9 In this simplified example, the circuits between node A and the next MITS
substation (node B) would be defined as “local” under the charging
definition. This means that the generators at node A would get access
once these circuits had been reinforced to provide a secure capability of
900MW. However, the circuits between node B and node C would not be
covered by the charging definition of “local”. This would lead to a
permanent restriction to the output of the generators unless these circuits
were reinforced to provide a secure capability of at least 600MW.

4.11.10 As described in 4.10.22 above, the Working Group originally considered
that different charging and CUSC definitions of “local” works may be
required to:

e Avoid circumstances in which there would be a permanent output
restriction on generators being connected; and

e Protect individual generators from the actions of others or the decisions
of the Transmission Owners.

4.11.11  On 10" November, Working Group 3 reviewed the consultation responses,
allowing further discussion to be undertaken. The Working Group
expressed concerns associated with different charging and CUSC
definitions of “local” works. The Working Group noted that if the CUSC
definition leads to reinforcement works that go beyond the next MITS
substation in order to avoid permanent restrictions, then a user with LCN
only will essentially be getting transmission access without paying the
associated cost reflective charge.

4.11.12 Based on this concern, the Working Group agreed that the charging
definition for local works should be consistent with the CUSC definition.
The Working Group noted that there were scenarios where this definition
could lead to a permanent output restriction being placed on a generator
and that this would be reflected in bids for short-term access being turned
down, restricted sharing exchange rates and high overrun prices. The
Working Group also noted that the proposals for node-to-node sharing
arrangements would allow generators in this position to apply for node-to-
node access rights to facilitate sharing with other generators.

4.11.13 One Working Group Consultation respondent expressed concern that the
initial view was to define LCN as a finite right, stating that generally local
assets should not be shareable with other generators and that finite right
arrangements are only required to redistribute assets that are no longer
required by a User but can be used by other generators. During the final
Working Group 3 meeting, the majority of Working Group 3 agreed that an
enduring right approach was appropriate for sole user assets. National
Grid completed some further analysis of the existing system and
concluded that, given the relatively shallow nature of local works as
defined, there were very few instances in which an enduring LCN right
could risk causing inefficient investment of delays to the entry of new
power stations.

4.11.14 It was acknowledged that since it is a feasible circumstance that multiple
Users may wish to share LCN and the associated local assets,
arrangements would be required to facilitate this. Working Group 3 agreed
that this could be dealt with by including access restrictions in the
generators connection agreement. This is similar to the treatment
currently used to deal with connection design variations. The
Transmission Owner would build sufficient local assets to cope with the
shared holding of LCN only.
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Application processes

4.11.15 New connections: Existing applications for new generation connections
are progressed in line with Section 2.13 of the CUSC: New Connection
Sites, based on the desired CEC and TEC of the applicant. Following any
implementation of one or more of the suite of CUSC Transmission Access
Review Amendments (CAPs 161-166), it is foreseeable that a generator
may wish to obtain only short-term access products following connection.
Given that a generator’'s LCN will determine the level of obtainable short-
term (and long-term) transmission access, and provide the basis upon
which the TO decides on an economic level of transmission investment,
the concept of LCN needs to be introduced into CUSC Exhibit B:
Connection Application. A connection application will then be progressed
under the same process as any other connection application.

4.11.16 Existing connections wishing to increase LCN: Section 6.30.2 of the
CUSC: Increase in Transmission Entry Capacity defines the process by
which generators can currently apply to increase their TEC. Any request
from a User to increase its TEC for a connection site up to a maximum of
its CEC is deemed to be a modification. This approach also appears
appropriate for Users wishing to apply for an increase in LCN. In the event
that multiple generators were sharing LCN, the application would have to
be made on behalf of all of the generators involved.

4.11.17 Application fees: Given the proposed changes to the transmission
access regime, it is considered appropriate that the current application
fees included in the Statement of Use of System Charges, should be
reviewed to differentiate between connection, local, and wider
transmission system applications. Fixed and variable application fees will
remain in operation. The Working Group noted in particular that
generators wishing to increase LCN above their current TEC level during
transition should not be exposed to the full Modification Application fee
currently associated with changes in TEC.

4.11.18 Pre-commissioning user commitment: Working Group 3 identified that
there are a number of potential options for arrangements to provide pre-
commissioning user commitment:

o Cost-reflective final sums liabilities (possibly capped at the original
offer);

o A liability based on the relevant Unit Cost Allowance (UCA); or

o A liability based on a multiple of the local generation TNUOoS tariff.

4.11.19 Working Group 3 concluded that the requirement for pre-commissioning
security associated with increases in LCN should be consistent with the
arrangements proposed for wider long-term transmission access under
CAP165.

4.11.20 The CAP165 original proposal for wider rights is a liability that ramps up
over the 4 years prior to completion, to a total of 8 times the wider
generation TNUOoS tariff. This is reflected in the minimum booking of wider
access rights to apply post-commissioning. The 8 years is derived from
analysis of TNUoS tariffs against wider UCAs, which shows that, on
average, the UCAs are 15 times the TNUoS tariffs. The 15 is halved to
reflect a 50/50 risk sharing between generators and consumers.
Consistency would imply that the same multiplier could also be used for
local connections.
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4.11.21 However, there is an additional rationale for 8 years being an appropriate
multiplier: If local TNUoS was exactly reflective of capital costs, then a
capital payment of 8 x annuitised TNUoS would cover 50% of the capital
costs. This is because the TNUoS methodology converts capital sums by
assuming a 50 year asset life and a 6.25% rate of return. Annual sums
can be converted into a capital sum by multiplying by:

(1-(1+0.0625)°°)/0.0625 = 15.22

4.11.22 If the 50% risk sharing, consistent with the CAP165 treatment for wider
access is applied, the result is a multiplier of 8.

4.11.23 Local TNUoS would not recover all costs, due to Users paying for what
they are using rather than what is installed. It therefore would seem
appropriate that security is also provided on this basis, and that security
should not be provided for TO investments made for wider system
reasons.

4.11.24 The Working Group therefore concluded that, consistent with the CAP165
original treatment for wider access, pre-commissioning User commitment
for local commitment should be based on a multiple of 8 years of local
generation of TNU0S, profiled 25%/50%/75%/100% over the 4 years prior
to completion.

4.11.25 Termination or reduction of the requested LCN would therefore result in
the levying of a Local Capacity Reduction Charge, based on Local
Cancellation Amounts. The Local Capacity Reduction Charge would be
non-refundable.

4.11.26 The Local Cancellation Amount in each year would be a percentage of the
Local Termination Amount, which is the higher of zero and eight times the
relevant local generation TNUoS charge. The Local Capacity Reduction
Charge would therefore be calculated as:

Local Capacity Reduction Charge = LCN, x LCAM;
Where:

e LCN;,is the reduction in Local Capacity Nomination in kW.
e [CAM; is the relevant Local Cancellation Amount which varies
according to the number of full years from the Completion Date:
o In the year prior to the Completion Date (i.e. t) LCAM = LTA x
100%), where LTA is the Local Termination Amount;
o Where t=-1, LCAM = LTA x 75%;
o Where t=-2, LCAM = LTA x 50%; and
o Where t=-3, LCAM = LTA x 25%.

Local Termination Amount = Max (0, (LocGenTNUoS, x X))
Where:

e LocGenTNUoS, is the relevant nodal Local Generation TNUoOS tariff
applicable to the generation project and published in the Statement of
use of System Charges. If such a nodal tariff is not currently published,
then the appropriate tariff will be calculated by National Grid as part of
the application process, in accordance with the Charging Methodology.
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e X is a multiplier, initially taking the value 8, although it may be
appropriate that this be amended in subsequent price control periods.

4.11.27 Local Cancellation Amounts will be calculated using the prevailing local
Generation TNUoS tariff at the time of Capacity Reduction. Capacity
Reduction Charges would not apply to projects where there are no
transmission asset works.

4.11.28 Pre-commissioning security: The introduction of generic Local Capacity
Reduction Charges, defined in the CUSC to replace the existing final sums
regime, defined in the bilateral Construction Agreements, will also require
the introduction of provisions to define the level of financial security that
should be held in relation to these potential liabilities.

4.11.29 It is therefore to add the applicable Local Cancellation Amount to each
User’s Security Requirement, as defined in paragraph 3.22 of the CUSC.
To the extent that these amounts exceed the Allowed Credit extended to
each User, Security Cover will need to be provided to National Grid, in any
of the forms prescribed in the CUSC.

4.11.30 Working Group 3 noted that alternatives to the CAP165 original
amendment proposal had also been developed by Working Group 2,
including cost reflective final sums liabilities. The Working Group noted
that should these CAP165 alternative amendments be approved, then they
would also amend the pre-commissioning liabilities and security
associated with LCN to be cost reflective final sums liabilities,

4.11.31 Existing connections wishing to decrease LCN: Section 6.30.1 of the
CUSC: Decrease in Transmission Entry Capacity defines the process by
which generators can currently reduce their TEC. Essentially, a User is
entitled to decrease its TEC giving five business days notice in writing,
prior to the 30 March in a financial year, with that notified decrease in TEC
taking effect on 1 April of that same year. When discussing the possibility
that LCN could be evergreen, the Working Group considered that this
process could be applied to LCN. (The Working Group also noted the
discrepancy between the late March deadline and National Grid’s
requirement for charge setting data to be provided no later than 23"
December in the previous (charging) year. The Working Group
recommended an alignment of the notification timescales associated with
TEC / LCN reduction with the TNUoS charge-setting process.

Transitional arrangements to LCN
4.11.32 Working Group 3 considered three options for transition from the current
arrangements to those which require a Local Capacity Nomination.
e LCN based on a generator’s CEC
Given that CEC is not currently linked to transmission access
allocation, this option seems the least appropriate.
e LCN based on a generator’'s TEC
Given that the suite of CUSC Transmission Access Review
Amendments (namely CAPs 161, 162, 163, 164, 165 and 166) are
potentially introducing some fundamental changes to the way in which
transmission access is allocated, existing TEC may not be considered
appropriate for some generators.
e Generators would request its desired LCN in advance of a pre-defined
date
Working Group 3 concluded that this option appeared to be the most
practical solution, although it was noted that the value notified will be
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limited to a generators CEC. In the event that a generator did not
notify National Grid of its desired LCN, the use of TEC as a default
value seemed appropriate. In the instance that multiple generators
wish to share an LCN, a process for notification will be required.
Timescales for a generator to notify National Grid of its desired LCN
value will be very much dependent on the transmission access
products implemented.

4.12 Consideration of Working Group Consultation Requests

4121 The Working Group received nine Consultation Requests. Each
Consultation Request was reviewed by the Working Group. These
Working Group Consultation Requests were developed by the Working
Group into seven potential alternatives. These and the Working Group
Alternatives included are summarised in the table in Annex 6. The full
responses and Consultation Request forms can be found in volume two of
this report.

Scottish and Southern Energy Consultation Request

4.12.2  Under this consultation request new Users would be required to make a
firm commitment to pay for four years fixed TNUoS charges. Users would
then have an enduring right as long as TNUoS payments were maintained.
A User would also be required to give a minimum of fifteen months notice
to reduce TEC.

4.12.3  The group agreed the proposal could make a sensible alternative and put
it forward to the Working Group vote as WGCR1. The majority of the
Working Group believed WGCR1 was better than the baseline or the
original so this proposal is included as one of the formal Working Group
Alternative Amendments (WGAA4).

First Hydro Consultation Request

4.12.4  First Hydro’s Consultation request has pre-comissioning user commitment
based on WGAA2 the key development is that the percentage of the
liability which the User is required to secure reduces as the User
approaches commissioning. This alternative takes into account the view
that a generation project becomes less risky as it approaches
commissioning. The post commissioning commitment is base on an 8 year
rolling commitment.

4.12.5 The group agreed the proposal could make a sensible alternative and put
it forward to the Working Group vote as WGCR2. Half the Working Group
believed WGCR2 was better than the baseline or the original and the
Chair agreed the proposal should be included as one of the formal
Working Group Alternative Amendments (WGAADb).

Centrica Consultation Requests

412.6  Centrica submitted two Consultation Requests the key feature of the
requests was that the post-commissioning notice period was two years.
The difference between the requests was in the pre-commissioning user
commitment. One version was based on the WGAA1 pre-comissioning
user commitment and the other was based on WGAA3 pre-commissioning
user commitment.
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412.7 Some members of the Working Group were concerned that the
consultation request was similar to the CAP131 proposal which was
rejected previously this year. Other members of the group supported the
request and agree that two years gave users a more realistic timescale to
provide closure signals.

4.12.8 The Working Group considered that it would be more appropriate to only
keep one version of the request. The group reviewed the pre-comissioning
arrangements for WGAAS and considered that it was inappropriate to give
users the choice between final sums and a generic commitment on an
enduring basis. Giving Users the option to choose which type of
commitment they choose undermines the assumption that the generic
methodology will recover costs on average. The group considered that
WGAA3 would give an improved share of risks if it was based on only the
generic User commitment.

4129 The group decided to vote on whether an alternative with WGAAS style
User commitment pre-commissioning and a two year notice period should
be included in the final report. The proposal went forward to the Working
Group vote as WGCR3. Half the Working Group believed WGCR3 was
better than the baseline or the original and the Chair agreed the proposal
should be included as one of the formal Working Group Alternative
Amendments (WGAAB).

Welsh Power’s Consultation Requests

4.12.10 Welsh Power’s first request has three key components:
e At transition Users have the option to stay on their current final sums
methodology.
¢ No financial commitment should be given more than 3 years out from
the trigger date
e The cancellation amount can only be a maximum of 20% above
National Grid’s costs

4.12.11 The advantage of allowing Users to stay on their current user commitment
methodology would save industry from having to refinance their
commitment. The potential disadvantage is that any speculative projects in
Scotland with no final sums due to the transition arrangements during
BETTA would not be incentivised to reassess their projects.

4.12.12 Analysis was provided which showed the number of projects with no final
sums was not significant. The group decided to allow Users to have the
option to stay on their current user commitment methodology. The group
agreed to apply this to all the Working Group Alternative Amendments.

4.12.13 One Working Group member suggested that providing user commitment
more than three years before the trigger date could hold back small
players from entering the market. Another member suggested that some
works would be done more than three years ahead of the trigger date.
Also asking for user commitment would ensure that speculative projects
had some financial basis.

4.12.14 The group agreed that applying this proposal to WGAA1 and WGAA3
could make sensible alternatives and agreed to vote on whether they
should be included in the final report. These proposals were included in
the Working Group vote as WGCR4 and WGCR5. The majority of the
Working Group did not believed WGCR4 was better than the baseline or
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the original therefore the proposal is not included as one of the formal
Working Group Alternative Amendments. The majority of the Working
Group did believe WGCR5 was better than the baseline or the original
therefore the proposal is included as one of the formal Working Group
Alternative Amendments (WGAA7).

4.12.15 The group agreed that Welsh Power’s suggestion to cap the amount of
user commitment which could be recovered would lead to more of the
risks being socialised by all Users. This was considered inappropriate.

4.12.16 The key principle of Welsh Power’s second request is that the generator
has the option of locking in their profile of charges. The group agreed that
this feature would be advantageous and could be included in the current
proposals so no alternative was required.

4.12.17 Welsh Power request 3 is based on WGAA3 but the pre comissioning user
would also pay a one off, non-refundable booking fee. The group
considered that any booking fee should be provided as a £/kW figure.
One working group member suggested that the £1, £2, £3 profile was too
high. The group considered that applying a limit to the number of years in
advance users would be liable for the £/kW charge would stop this amount
putting off smaller projects.

4.12.18 Welsh Power’s request 4 is based on WGAAS, the key difference is that if
the transmission infrastructure is delivered late the compensation should
be given to the generator. The group agreed that having a fixed
connection date would make a good alternative but there was not time to
develop the appropriate compensation. The group considered that this
could be developed through a later amendment.

Fairwind (Orkney) Ltd’s Consultation Request

4.12.19 The group reviewed the consultation request and considered it was
substantially different to the original and alternatives. After some
discussion the group considered that an alternative based on WGAAS,
where the security is based on a profiled percentage of the liability, would
cover the concern raised regarding prohibitive securities.

4.12.20 The group agreed the proposal could make a sensible alternative and put
it forward to the Working Group vote as WGCR6. The majority of the
Working Group did not believe WGCR6 was better than the baseline or the
original so this proposal is not included as one of the formal Working
Group Alternative Amendments.
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5.0 WORKING GROUP ALTERNATIVE AMENDMENTS

5.1 As a result of their discussions, Working Group members decided to put
forward seven Working Group Alternative Amendments.

Working Group Alternative Amendment 1 (WGAA1)

5.2 WGAA1 was proposed by National Grid, and represents a change to the
original, in that access rights would be defined on a nodal, rather than zonal,
basis. It was adopted by the Working Group as a formal Working Group
Alternative as a majority of Working Group members believed it to better
facilitate the CUSC objectives when compared with the original amendment.

5.3 This alternative has been proposed based on the findings of Working Group
three. As noted in Working Group 3’s discussion, zones to allow for sharing
would be impractically small and large zones would cause high costs. This
analysis leads to the conclusion that nodally defined access rights would be
appropriate for CAP165.

5.4  All pre-commissioning security arrangements and liabilities would remain the
same as in the original amendment except that a user will need to apply for
access at a node rather than access to a zone. The cancellation amount and
user commitment amounts would still be based on the zonal TNUoS charge,
with this zonal TNUoS Charge being fixed at the prevailing TNUoS tariff at
the last date at which a Construction Agreement could be signed.

5.5 Post Commissioning Securities would be set at zero, effectively a roll forward
of the existing post-commissioning financial security arrangements.
Liabilities would remain as per the original as the remainder of the finite rights
booking.

5.6  Should CAP165 or any of its Working Group Alternative Amendments
ultimately be approved by the Authority then Users who have entered into a
Construction Agreement prior to such amendments to the CUSC being
implemented will be given the option to retain their existing “pre-CAP165”
security arrangements.

5.7 The original amendment anticipated users being able to share TEC on a 1:1
zonal basis this would not work under the nodal alternative for CAP165.
Options for introducing sharing under nodal arrangements have been
considered in CAP163.

Working Group Alternative Amendment 2 (WGAA2)

5.8 Working Group Alternative Amendment 2 (WGAA2) was proposed by a
Working Group member. The principle difference between WGAA2 and
WGAAT1 is in the User commitment associated with pre-commissioning
generators. Working Group Alternative 2 was approved as a Working Group
Alternative by the Chair of the Working Group.

5.9 In WGAAZ2, pre-commissioning generators would be required to secure “Pre-
Commissioning Liabilities” (PCLs). PCLs would be estimated by National
Grid to cover all of the costs of local and wider transmission access works
required and known at the time of the connection offer. The PCL would form
part of the offer and would remain a fixed profile until such time as the User
completes and connects to the system, or modifies its agreement, at which
time National Grid may revise the PCLs.

Date of Issue: 08 January 2009 Page 55



Amendment Report Volume 1
Amendment Ref: CAP165

5.10 If a party terminates prior to completion, the liabilities would become due. |If
the stranded costs are less than the PCL, the User would be refunded the
difference. If the costs were greater than the PCL, there would be no
additional liabilities due to the User.

5.11 By entering a BCA, or BEGA (where the generator was greater than
100MW), a party would pre-qualify to reserve long term entry access rights,
and the period of the booking would need to be confirmed before the
commencement of any transmission works. There would be a pre-defined
minimum booking period of 8 years, consistent with the CAP165 original
proposal with a liability for these charges associated with the long-term
transmission rights booking being triggered at completion. Security for post-
commissioning Users would be based on the balance of the current years’
charges, as in the original CAP165 amendment and WGAA1.

5.12 The proposed PCL regime differs from the existing final sums arrangements
in two ways. Firstly, it would be codified in the CUSC, and secondly, the
PCLs would be fixed at the time of the offer. It should be noted that the fixed
PCL would therefore carry an under-recovery risk for National Grid, which
would require management. (This would arise in the event that a User
terminates prior to connection, and the PCL is not sufficient to recover the
stranded costs. This will depend on how many of the assets purchased can
be reused. There would be no offsetting of over-recoveries, as where any
PCLs were greater than stranded costs then this would be result in the
difference being refunded to the terminating User.)

5.13 Post Commissioning Securities would be set at zero, effectively a roll forward
of the existing post-commissioning financial security arrangements.
Liabilities would remain as per the original as the remainder of the finite rights
booking.

5.14 Should CAP165 or any of its Working Group Alternative Amendments
ultimately be approved by the Authority then Users who have entered into a
Construction Agreement prior to such amendments to the CUSC being
implemented will be given the option to retain their existing “pre-CAP165”
security arrangements.

Working Group Alternative Amendment 3 (WGAA3)

5.15 Working Group Alternative Amendment 3 (WGAA3) was proposed by a
Working Group member. WGAA3 differs from WGAA1 in its treatment of
both the pre- and post-commissioning User commitment. It was adopted by
the Working Group as a formal Working Group Alternative as a majority of
Working Group members believed it to better facilitate the CUSC objectives
when compared with the original amendment.

5.16  Pre-commissioning User commitment is similar to that under WGAA1. The
Trigger Date and Completion Date will be determined as in the CAP165
original amendment

5.17 Prior to the Trigger Date, the User would be liable for User Commitment
Charges based upon User Commitment Amounts, which would be calculated
using a generic methodology based on a value of £1/kW commencing upon
signature of the Construction Agreement. This would increase by £1/kW
following each full year up to the Trigger Date, subject to a cap of £3/kW. For
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the avoidance of doubt, positive User Commitment Amounts will be payable
regardless of whether the User is in a positive or a negative charging zone.

5.18 Post Trigger Date but before the Completion Date Users will be liable for
Cancellation Charges based upon Cancellation amounts should they
terminate their agreements. These Cancellation Charges will be based upon
Cancellation Amounts equal to the greater of (i) TNUoS multiplied by eight
years, and (i) zero.

5.19 The liability shall remain fixed until the user connects, or modifies the
agreement. The liability would be payable on a fixed profile over the four
years prior to connection, using a 25%/50%/75%/100% profile as in the
CAP165 original. It should also be noted that in the event that a User is in a
negative TNUoS Charging zone it shall continue to be liable to pay a
Cancellation Amount equal to £3/kW in each year between the Trigger Date
and Completion Date.

5.20 The pre-commissioning liability (regardless of the option chosen) would be
non-refundable should the User cancel the agreement prior to connection.
This means that the amount committed by the User would remain with the TO
and that the assets would remain the property of the TO (and can be reused
as the TO wishes), with no refund given to the User, even if the assets are re-
used. In the view of the proposer of WGAAS, the non-refundable nature of
the pre-commissioning liability would be a quid pro quo for the User’s ability
to use the TNUoS multiplied by eight years methodology (which may over or
under-recover the stranded asset costs in individual cases, but would on
average recover sufficient amounts).

5.21 Should CAP165 or any of its Working Group Alternative Amendments
ultimately be approved by the Authority then Users who have entered into a
Construction Agreement prior to such amendments to the CUSC being
implemented will be given the option to retain their existing “pre-CAP165”
security arrangements.

5.22 Under WGAAS3, post-commissioning User commitment would be given by a
liability to pay TNUoS for a Commitment Period. In the view of the proposer
of WGAAS3, the length of the Commitment Period should:

¢ Allow generators to respond to market conditions; and

¢ Provide National Grid with adequate closure signals.
Post Commissioning Securities would be set at zero, effectively a roll
forward of the existing post-commissioning financial security arrangements.

5.23 WGAAS has a four year Commitment Period, based upon:
¢ National Grid analysis suggesting an average (mean) six year period
from signing a connection agreement to commissioning
e UK power market tends to have 2-3 year liquidity
o However, when hedging large plant this is closer to 2 years due to
lower liquidity in later years
¢ The effect of new legislation needs to be taken into account
o Creation of new legislation tends to be a lengthy process
o However, the detailed effects of new legislation tend to be known
later in the process
e The four year commitment period provides a three year notice period
o CAP131 analysis suggests that up to on average 12.5% of
transmission investment occurs >3.5 years prior to
commissioning
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o Therefore, the proposal could avoid up to 87.5% of unrequired
pre-commissioning investment
e The Commitment Period should be based upon whole financial years
(i.e. April = March)

5.24 In the view of the proposer of WGAAS, this is a compromise solution that
shares the risk between generators and National Grid.

5.25 All current and newly commissioned generators would follow the same
process, although:
e Existing generators at the time of approval would follow the “Transition
Period Process”
¢ New generators would have to commit to the system for a minimum
period of four years

5.26 By the 31 March (or prior working day if this falls on a non-working day each
year, each generator would have to decide whether to:

(a) Remain on the system for another 4 years
¢ No action would be required by the generator
¢ National Grid would receive TNUoS for the generator for at least the
following four years
¢ National Grid would have a signal that further investment is viable in
the applicable area; or

(b) Decide to leave the system after the next three years
e The generator would submit a “Commitment Notice”
¢ National Grid would receive TNUoS from the generator each year for
the next three years only
e The generator would leave the system at the end of the three years.
For clarity, an example would be:
o Generator submits a Commitment Notice on 31 March 2009
o Generator does not have the option to remain on the system
beyond the third year of the notice period, unless they
successfully reapply for capacity
e At the end of the Notice period, the generator would relinquish their
wider transmission access rights and would have to reapply (just as a
new User would) for wider transmission access rights in the future.

5.27 A generator could choose to relinquish their long term wider transmission
access rights early at any time. However, the generator would have to pay
National Grid the greater of:

(a) Any outstanding commitment for the current year, plus either:
e [|f no Commitment Notice has been received, the relevant
commitment for the next three years
e |f a Commitment Notice has been received, the relevant commitment
for the remainder of the notice period; or

(b) Zero

5.28 A generator relinquishing their wider transmission access rights would have
to reapply for a connection if they wish to obtain such rights in the future.
e They can only rejoin if there is capacity available
e All Users wishing to obtain wider transmission access rights will have
equal priority (as between new Users and previous Users)
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e A returning User must specify how many years they wish to obtain
wider transmission access rights for, this being either:

(@) A four year Commitment Period: if available, the User receives
the wider transmission access rights and enters the rolling
notice period regime; or

(b) A one, two or three year Commitment Period: if available, the
User commits to paying TNUoS each year, relinquishing their
wider transmission access rights at the end of the requested
Commitment Period (access rights would be relinquished, and
the generator would have to again reapply for a connection if
they wished to have wider transmission access rights)

5.29 During the transition period, existing generators would have to specify how
many years they wished to remain on the system, either:
e A four year Commitment Period: the User would enter the rolling
notice period regime; or
e A one, two or three year Commitment Period: the User would commit
to paying TNUoS each year, relinquishing their wider transmission
access rights at the end of the requested Commitment Period
(transmission access rights would be relinquished, and the generator
would have to again reapply for a connection if they wished to
reconnect to the system)

5.30 In the view of the proposer of WGAA3, WGAAS would provide benefits to
National Grid, in that it would provide greater signals for plant closure
(capacity release), therefore providing efficient investment signals for the
network; would provide certainty of receiving the relevant commitment for the
Commitment Period; and would facilitate a consistent definition of TEC
property rights in the CUSC. For Generators, it would facilitate certainty for
generators’ investment plans; provide the ability to respond to the market,
aligning access rights with the “liquid” market; and would keep the risk / cost
of closure (due to market conditions or legislation) at a reasonable level.

5.31 Overall, the proposer considers that it would provide certainty of transmission
access for all types of generator; potentially help new investment as flexibility
is guaranteed; spread risk between generators and National Grid; give
minimal disruption to the industry (as it fits with the current framework); and
could be implemented in conjunction with short-term transmission access
modifications (CAPs 161, 162 and 163).

Working Group Alternative Amendment 4 (WGAA4)

5.32 Working Group Alternative 4 was proposed by a respondent to the Working
Group Consultation. It was adopted by the Working Group as a formal
Working Group Alternative as a majority of Working Group members believed
it to better facilitate the CUSC objectives when compared with the original
amendment. Working Group Alternative 4 is based substantially on Working
Group Alternative 3 with the exception that existing Users would be required
to give 15 months notice that they wish to relinquish their long term access
rights rather than the 4 years notice contained within WGAAS. Existing Users
would not go through the “Transition Process” described in 5.29 above, but
rather they would immediately move to a rolling 15-month rolling notice
period.

5.33 New users would still be required to commit to a minimum 4 year booking as
in WGAAG.
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5.34 The pre-commissioning security and liability arrangements for WGAA4 would
be the same as in WGAAS3. Post Commissioning security would likewise be
zero, and the liability for a post-commissioning generator would be set at the
remainder of its 15-month notice period should it terminate. It is noted that
due to the annual nature of the transmission access product, Users would
need to give notice before 1° January in a given financial year to prevent
further exposure to TNUoS charges for the remainder of the current financial
year and the next two financial years and instead restrict it to only the
remainder of the current financial year and the next following financial year.
This is shown diagrammatically below:

Current Financial Year Financial Year + 1 Financial Year + 2

A A A
g Y Yd I
Notice Notice

Notice given31  given2

9iVSe:p1 5 wir Feb
L e

Liability for notice on 31 March

Working Group Alternative Amendment 5 (WGAAD5)

5.35 Working Group Alternative 5 was proposed by a respondent to the Working
Group Consultation and later approved as Working Group Alternative 5 by
the Chair of the Working Group.

5.36 The access rights granted under WGAAS5 are based upon a similar premise
to that put forward in WGAA3 with the exception that the rights would be on
an 8-year rolling basis and not a 4-year basis as in WGAAS.

5.37 Pre-commissioning securities for Users would be set according to the Cost
Reflective Fixed Final Sums methodology contained within WGAA2.
However to reflect the perceived lower risk of generators defaulting close to
their Completion Dates these would be scaled according to the following
factors assuming a Completion Date of “T”:

For termination at T-4: 100%
For termination at T-3: 75%
For termination at T-2: 50%
For termination at T-1: 25%

Diagrammatically this is as follows:
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5.38 Post Commissioning Securities and Liabilities would be identical to WGAAS.
Working Group Alternative Amendment 6 (WGAAG)

5.39 Working Group Alternative 6 was proposed by a respondent to the Working
Group Consultation. It was adopted by the Working Group as a formal
Working Group Alternative as a majority of Working Group members believed
it to better facilitate the CUSC objectives when compared with the original
amendment.

5.40 WGAAG is essentially identical to WGAAS with the exception that a 2 year
notice period would be required of Users to reduce their transmission access
rights. This would also mean that through the Transition Process described
in WGAAS, in WGAABG transiting users would be required to nominate either a
1 or 2 year period prior to the amendment being implemented and those that
nominate a two year period will move to a rolling 2 year access right. Those
that nominate a single year will have to relinquish their long-term rights at the
end of that year.

Working Group Alternative Amendment 7 (WGAA?7)

5.41 Working Group Alternative 7 was proposed by a respondent to the Working
Group Consultation. It was adopted by the Working Group as a formal
Working Group Alternative as a majority of Working Group members believed
it to better facilitate the CUSC objectives when compared with the original
amendment.

5.42 Working Group Alternative 7 is based substantially around WGAAS3 and
differs in only one material respect. This is in the pre-commissioning
securities and liabilities that a User is expected to post / incur. In WGAAS the
Pre-Trigger Date securities and liabilities are equal and are set at £1/kW in
the year that the User’s Construction Agreement is signed, ramping to £2/kW
in the following year before moving to £3/kW in the following year and
remaining at £3/kW in every successive year until the Trigger date is reached
whereby this amount moves to the Cancellation Amount (except in negative
charging zones where it remains at £3/kW).
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5.43 WGAA7Y proposes that this structure is retained with the caveat that no
liabilities or equal securities are incurred until the point 7 years prior to the
completion date in a construction agreement.

6.0 ASSESSMENT AGAINST APPLICABLE CUSC OBJECTIVES
Original Amendment

6.1 The Working Group considered the CAP165 original amendment against the
applicable CUSC Objectives:

(a) the efficient discharge by the Licensee of the obligations imposed
upon it by the act and the Transmission Licence; and

(b) facilitating effective competition in generation and supply of electricity
and facilitating such competition in the sale, distribution and purchase
of electricity.

6.2 Some Working Group members believed that the original amendment would
better facilitate the achievement of applicable CUSC objective (a) in that the
more efficient transmission investment signals that would result, and the
consequentially reduced risk of stranding transmission assets, would better
allow National Grid as the licensee to discharge its obligation under the Act to
develop and maintain an efficient, co-ordinated and economical system of
electricity transmission.

6.3 Such Working Group members also believed that the original amendment
would better facilitate the achievement of applicable CUSC objective (b) as:

e Pre- and post-commissioning generators would be required to provide
equivalent levels of user commitment liabilities, thereby ensuring the
equitable treatment of the two groups;

e Existing capacity could be reallocated with certainty to new entrants as a
result of the firm bookings made by existing post-commissioning
generators; and

e The enhanced transparency in the commercial frameworks of required
user commitments and increased certainty would address the perceived
barriers to entry, thereby providing more confidence in the firmness of
capacity applications, and increasing competition.

6.4  The majority of Working Group members believed that the original demotes
applicable CUSC objective (a) as introducing finite rights does not provide an
appropriate balance of risk between National Grid and generation. These
members also believed Users may feel the need to make a commitment in
line with generating plant lifetimes and with no option to extend their access
period this could be of significant duration with no price certainty for the User.

6.5 Such Working Group members also believed that the original amendment
would frustrate the achievement of applicable CUSC objective (b) as the
amendment reduces the flexibility of generation to respond to system needs
which could lead to an overall less efficient generation system. In particular it
is difficult for generation to invest in life extensions for existing connections

Date of Issue: 08 January 2009 Page 62



Amendment Report Volume 1
Amendment Ref: CAP165

which may actually be more efficient for carbon and Security of Supply than
transfer of capacity to a new party and new build project.

6.6  The majority of the Working Group did not consider that the introduction of
zones would better facilitate the CUSC objectives as this could lead to
significant constraint costs.

Working Group Alternative Amendment 1

6.7 The Working Group considered WGAA1 against the applicable CUSC
Objectives:

(@) the efficient discharge by the Licensee of the obligations imposed
upon it by the act and the Transmission Licence; and

(b) facilitating effective competition in generation and supply of
electricity and facilitating such competition in the sale, distribution
and purchase of electricity.

6.8  Some Working Group members believed that WGAA1 would better facilitate
the achievement of applicable CUSC objective (a) in that the more efficient
transmission investment signals that would result, and the consequentially
reduced risk of stranding transmission assets, would better allow National
Grid as the licensee to discharge its obligation under the Act to develop and
maintain an efficient, co-ordinated and economical system of electricity
transmission.

6.9  Such Working Group members also believed that WGAA1 would better
facilitate the achievement of applicable CUSC objective (b) as:

e Pre- and post-commissioning generators would be required to provide
equivalent levels of user commitment liabilities, thereby ensuring the
equitable treatment of the two groups;

e Existing capacity could be reallocated with certainty to new entrants as a
result of the firm bookings made by existing post-commissioning
generators; and

e The enhanced transparency in the commercial frameworks of required
user commitments and increased certainty would address the perceived
barriers to entry, thereby providing more confidence in the firmness of
capacity applications, and increasing competition.

6.10 The majority of Working Group members believed that WGAA1 would better
facilitate applicable CUSC objective (a) than the original amendment, in that
the release of zonal access rights, as proposed under the original
amendment, could lead to very significant constraint costs, and this would not
be consistent with National Grid’s obligation to maintain an efficient and
economic transmission system.

6.11  Some Working Group members believed that WGAA1 demotes applicable
CUSC objective (a) as introducing finite rights does not provide an
appropriate balance of risk between National Grid and generation. These
members also believed Users may feel the need to make a commitment in
line with generating plant lifetimes and with no option to extend their access
period this could be of significant duration with no price certainty for the User.
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6.12 Such Working Group members also believed that WGAA1 would frustrate the
achievement of applicable CUSC objective (b) as the amendment reduces
the flexibility of generation to respond to system needs which could lead to an
overall less efficient generation system. In particular it is difficult for
generation to invest in life extensions for existing connections which may
actually be more efficient for carbon and Security of Supply than transfer of
capacity to a new party and new build project.

Working Group Alternative Amendment 2

6.13 The primary difference between WGAA2 and WGAAT is the treatment of pre-
commissioning User commitment, with WGAA2 featuring a system of fixed
cost reflective final sums. Some Working Group members therefore believed
that WGAA2 would better facilitate applicable CUSC objective (a) than
WGAA1, as the cost reflective nature of the final sums would be more
economic. However, other Working Group members believed that it would
less well facilitate objective (b), in that pre-commissioning user commitment
would be less certain, and would not be equivalent to the user commitment
provided by post-commissioning generators.  These Working Group
members noted that very large security amounts may be required as a party’s
new connection may be influencing a large number of existing transmission
investment projects, and that Users would have no control over, of visibility
of, these.

6.14 Aside from the above differences, the assessment against the applicable
CUSC objectives for WGAA2 would be as for WGAAA1.

Working Group Alternative Amendment 3

6.15 The principle feature of WGAAS is its four year rolling commitment period for
post-commissioning Users. Some Working Group members believed that
this would better facilitate applicable CUSC objective (a) by providing clear
notice of plant closures to National Grid, enabling system design and
planning, and, furthermore, that this alternative would ensure that the notice
would be given in timescales which align with investment lead times, thereby
improving efficiency of system design. They considered this would provide a
better balance of risk between generators and TOs than the current baseline.
Other Working Group members, while agreeing that WGAAS3 would better
facilitate applicable objective (a) than the current baseline, believed that the
four year rolling commitment period would not provide as much information
as the open ended commitment period featured in the original amendment,
WGAA1 and WGAA2, and that WGAA3 would therefore not facilitate
applicable objective (a) as well as these alternatives.

Working Group Alternative Amendment 4

6.16  Working Group Alternative Amendment 4 is essentially the same as Working
Group Amendment 3 albeit with a 15 month rolling notice period rather than a
4-year rolling notice period for existing Users. Some Working Group
members believed that this Alternative would better facilitate applicable
objective (b) as it would enhance investor confidence in the GB Electricity
market by not removing existing generators access rights and that it would
also better facilitate applicable objective (a) by enhancing security of supply
by again not rescinding existing access rights.

6.17 Another Working Group member viewed WGAA4 as better facilitating
applicable objective (a) in the same manner as WGAAS3, but that the benefits

Date of Issue: 08 January 2009 Page 64



Amendment Report Volume 1
Amendment Ref: CAP165

were further weakened when compared with the amendments with finite
rights due to the even further reduced notice period.

Working Group Alternative 5

6.18 WGAAS5S being based substantially upon WGAA3 has been assessed as
having the same benefits as that amendment. The assessment of the
securities and liabilities that WGAA5 uses from WGAA2 also hold true with
the exception that some Working Group members felt that the scaling of
these securities and liabilities according to the perceived reduced risk offered
to National Grid by projects nearing their Completion Date further enhanced
WGAA5’s assessment against applicable objective (b).

6.19 Other Working Group members felt that the scaling of Final Sums Liabilities
in this manner was not warranted as the risk profile did not in their view
match that proposed and as such there was a materially higher risk that
projects terminating prior to their completion dates would not be providing
sufficient securities to match the expenditure incurred by the TOs in
constructing that User’s connection and as such the amendment did not
better facilitate applicable objective (a) as well as certain other alternatives or
the original amendment.

Working Group Alternative Amendment 6

6.20 WGAAG essentially sits part way between WGAA3 and WGAA4 when it is
assessed against the applicable CUSC objectives. That is to say Working
Group Members felt that it did better facilitate when assessed against both
applicable objectives (a) and (b) although some Working Group members felt
that it was not as good as WGAA4 (those that felt that giving greater flexibility
to existing holders of long-term transmission access was most beneficial)
whereas other Working Group Members believed WGAAS to be better (those
that felt that a longer notice period was preferable to give a clearer signal of
the rescission of long-term rights to National Grid).

Working Group Alternative Amendment 7

6.21 The assessment against the applicable CUSC objectives for WGAA7 again
essentially follows the same arguments as WGAA3, with some Working
Group Members believing that capping User Commitment amounts at zero
more than seven years ahead of a given Completion Date better facilitated
Applicable Objective (b) when compared with WGAAS3 as it would provide
less of a barrier to entry for new connectees. Another member of the
Working Group felt that as TOs may be incurring costs more than 7 years
ahead of a specified completion date it was appropriate to maintain a User
Commitment signal more than 7 years from a User's Completion Date and
that as a result WGAA?7 did not better facilitate applicable objective (a) when
compared with WGAAGS.
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7.0 IMPACT ON IS SYSTEMS

7.1 The conclusions of National Grid’s initial IS impact assessment for the
Original Amendment and the Working Group Alternative Amendments are
summarised below. These conclusions are indicative only and are subject to
change following further analysis.

7.2 Costs are identified as falling into one of three broad categories (less than
£500k, £500k to £1m, and £1m to £5m). Timescales are indicated by stating
whether or not the necessary systems can be delivered in time (for an
assumed “first run” date) given various starting dates for the projects to
deliver the systems. This approach has been followed for all of the CAPs in
the TAR suite in order to provide consistency.

7.3 For CAP165 it is anticipated that changes will be required to the transport
model/DCLF and to the TNUoS charge calculation system. The impact of
these changes is expected to be the same for the Original, WGAA1, WGAA2,
WGAA3, WGAA4, WGAA5, WGAA6 and WGAA?Y.

Assumed First run Months Months Deliverable if | Deliverable if
date of available if | available if | work begun | work begun in £
decision by work work after Dec-087? ol €
the begun after | begun in | Authority ~| | &8
Authority the Dec-08 decision? SIS
Authority a1l E
decision Vi« «
Original Sep-09 Nov-09 2 11 NO YES °
WGAA1 Sep-09 Nov-09 2 11 NO YES °
WGAA2 Sep-09 Nov-09 2 11 NO YES °
WGAA3 Sep-09 Nov-09 2 11 NO YES °
WGAA4 Sep-09 Nov-09 2 11 NO YES °
WGAA5 Sep-09 Nov-09 2 11 NO YES °
WGAAGB Sep-09 Nov-09 2 11 NO YES °
WGAA7 Sep-09 Nov-09 2 11 NO YES °

7.4 There are many limitations on the scope of this initial IS impact assessment.
Examples include:

1. Only the impact on National Grid’s IS systems has been assessed.
The impact on CUSC parties’ IS systems has not been assessed.
2. Only the costs of the projects required to deliver the necessary

systems have been estimated. Additional run-the-business costs
relating to IS systems are likely to be incurred, these have not been

estimated.

3. There has been no analysis of any IS effort or systems required
during the transition from the existing arrangement to the new
arrangements.

4, Each CAP and each option associated with it has been assessed in

isolation. The impact on time and cost of multiple projects running in
parallel has been ignored. It can be assumed that this will increase
time and cost.

5. National Grid has not assessed the work against its existing IS
workload to assess resource availability.

7.5 A more accurate IS impact assessment for the Original Amendment and the
Working Group Alternative Amendments would require a number of items
which are not currently available. These include:

1. Definition of the business requirements for the Original Amendment
and the Working Group Alternative Amendments in more detail than
has been discussed by the Working Groups.
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2. Confirmation of certain technical assumptions which have been made
during the initial analysis.
3. Identification of the combination of CAPs 161-166 that is to be

implemented and for each CAP that is to be implemented whether the
Original Amendment or one of the Working Group Alternative
Amendments is to be implemented.

Without prejudicing the decision of the Authority, National Grid IS intends to
undertake further analysis between November 2008 and March 2009. This
analysis will attempt to address point 1 above by making assumptions about
the most likely detailed business requirements and will attempt to address
point 2 by undertaking a number of feasibility studies. To address point 3 the
analysis will consider the consequences a variety of possible combinations.
The results of the analysis will be made available to CUSC parties and the
Authority.

8.0 IMPLEMENTATION AND TRANSITION
8.1 Assumptions:

1. Local charging GB ECM 11 is implemented in April 2009, or if vetoed
other local charging arrangements are implemented prior to CAP165
Original or any WGAA implementation.

2. Delivery of IS changes to the transport model/DCLF and to the TNUoS
charge calculation system can be implemented only by November 2009.

8.2 The Working Group proposes CAP165 should be implemented on 1st April
2010, subject to receiving an Authority decision by the end of September
2009, and IS changes proceeding as discussed below. If these dates are not
met, or a decision or notification to start works in advance of a decision is not
received, the implementation date will be delayed by the same length of time.

8.3 If National Grid IS work does not proceed as discussed in section 8 the
implementation date would need to be delayed beyond April 2010.

Mid-Year Implementation:

8.4  The CAP165 proposed implementation dates are all tied to 1% April in a given
year to align with the other Transmission Access amendments that are being
progressed alongside CAP165. CAP165 in isolation could however be
implemented mid-year as the original and all of the Working Group
Alternative Amendments retain TNUOoS tariffs as the basis of the transmission
charging arrangements. Therefore a mid-year implementation would see the
transmission charges in that year remain the same pre- and post- any
implementation of CAP165.

8.5 The security arrangements for individual pre-commissioning Users may
change (although the option for existing Users to retain pre-CAP165
securities is allowed which may mitigate the impact in this area) through
CAP165. These Users receive six-monthly revised updates of security
requirements in April and October of each year and so an implementation
date aligned to the 1% October or 1% April in each year would see the
workload connected with revising securities minimised.
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Transition to new TEC and LCN values

8.6 Implementation of any of the original or alternative amendments will require
changes to the Bilateral Agreements and the Construction Agreements. The
main change is associated with implementing LCN and the revised TEC
arrangements in existing Bilateral Agreements and Construction Agreements
for generators under construction. It is estimated that this will take 6 months.
Therefore an Authority decision would be required no later than September
2009 to implement by April 2010 in relation to LCN.

8.7  Working Groups 1, 2 and 3 discussed the transition and enduring
arrangements for LCN. It was considered that if during the transition a
generator requested an LCN higher than existing TEC (up to a maximum
CEC) then there should be a charge to assess this request, if additional
works are required this would be treated as a modification application.

Transition Process for CAP165 Original, WGAA1 and WGAA2

8.8  The envisaged transitional process for LCN and TEC for CAP165 original
amendment, WGAA1 and WGAAZ2 is as follows:

8.9  All existing users will have the following values for LCN and TEC inserted into
their existing Agreements as default values in the event that the User does
not contact National Grid with variations to the default parameters within 1
month of the date of implementation for CAP165:

= For LCN the LCN MW level will be equal to the existing TEC MW level
within the Users Bilateral Agreement effective on the date of any
Authority approval of CAP165 (the “CAP165 Decision Date”). The LCN
effective date will be equal to the existing TEC effective date contained
within the User’s Bilateral Agreement effective on the CAP165 Decision
Date. The TEC level and TEC Effective date will remain unchanged by
any implementation of CAP165.

* In terms of the TEC booking period all Users (both pre- and post-
commissioning) will default to a TEC booking period of 8 full financial
years from the CAP165 implementation date (which will be more than 8
calendar years should the CAP165 implementation date not be on the 1%
April in any year).

8.10 Should a User wish to vary the terms of its new Bilateral Agreement from the
above default values then it shall adopt one of two options.

Option 1: Variations by Notification

8.11  Both pre- and post- commissioning generators may apply to extend their TEC
booking period from the default and must notify National that they intend to
do so within 1 month of the CAP165 Decision Date.

8.12 Post-Commissioning generators may also apply to reduce their TEC booking
period from the default 8 years again by notifying National Grid that they wish
to do so within 1 month of the CAP165 Decision Date.

Option 2: Variations via Modification Application

8.13 Pre-Commissioning Users who wish to advance their LCN or TEC Effective
Dates to a date before their existing TEC Effective Date within their signed
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Bilateral Agreement at the CAP165 Decision Date shall apply to do so via a
Modification Application. National Grid shall make a Modification Offer to
such User in response to such Application in accordance with the existing
CUSC rules. In the event that the Modification Offer that results has not been
signed prior to the CAP165 Implementation Date the Users Bilateral
Agreement will reflect the default TEC and LCN variables (subject to any
notified changes under option 1) from the CAP165 Implementation Date until
and if such Modification Offer is signed.

8.14 Pre- and Post-Commissioning Users may apply to increase their LCN MW
level from the default value or to increase their TEC MW value and again this
must be done via Modification Application. National Grid shall make a
Modification Offer to such User in response to such Application in
accordance with the existing CUSC rules. In the event that the Modification
Offer that results has not been signed prior to the CAP165 Implementation
Date the Users Bilateral Agreement will reflect the default TEC and LCN
variables (subject to any notified changes under option 1) from the CAP165
Implementation Date until and if such Modification Offer is signed.

Transition Process for WGAA3, WGAA4, WGAA5, WGAA6 and WGAA7

8.15 WGAA3Z, WGAA4, WGAA5, WGAA6 and WGAA?7 differ from the CAP165
original, WGAA1and WGAA2 as they do not enshrine within them the
concept of a finite temporally defined access right, but rather the concept of
an enduring right with associated notice period.

8.16 The transitional processes for these Working Group Alternatives differ slightly
than those detailed above for the CAP165 Original, WGAA1 and WGAAZ2 in
one key respect namely that there is no need for a default finite access
period or therefore any arrangements to allow Users to amend this.

8.17 One caveat to this is that if a User wishes to give notice of a TEC reduction
then the relevant User will need to notify National Grid within one month of
any CAP165 Decision Date. During the transition period only existing Users
may give notice periods less than the absolute requirements of the particular
notice period codified within the CUSC, provided they are still in an integer
number of years. For instance in WGAAS3 which has a codified notice period
of 4 years a transiting existing User may give either 1, 2, 3 or 4 years notice
that it wishes to rescind its long term entry capacity rights.

8.18 In all other respects including the alignment of LCN MW values to existing
TEC MW values and the arrangements to amend such values via
Modification Application if required, the transition amendments noted above
for the CAP165 Original Amendment, WGAA1 and WGAA2 also apply to
WGAA3, WGAA4, WGAA5, WGAA6 and WGAA?Y.

Transition of Securities

8.19 As part of the CAP165 arrangements Users who have a signed Bilateral
Agreement on the CAP165 Decision Date may make a decision to stay on
their existing security arrangements or to change to the security
arrangements introduced by CAP165. This ability applies across all the
variants under CAP165, i.e. the original amendment and each of the Working
Group Alternative Amendments.

8.20 The default arrangement will be that an existing User retains its existing
securities unless it notifies National Grid that it intends to switch to the
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CAP165 security arrangements. Should an existing User wish to transfer to
the CAP165 security arrangements then it must notify National Grid that it
wishes to do so within 1 month of the CAP165 Decision Date. National Grid
will then inform the User of its revised security requirement 75 days prior to
the date on which CAP165 is implemented.

8.21 The User must then ensure that it has these securities in place at least 45
days prior to the date on which CAP165 is implemented. National Grid shall
refund the securities held under the arrangements in force immediately prior
to any implementation of CAP165 as soon as reasonably practicable
following the CAP165 implementation date.

9.0 IMPACT ON THE CUSC

9.1 The impact on the CUSC if CAP165 or any of its alternatives were
implemented would include, but not be limited to, changes to Sections 2
(Connection), 3 (Use of System), 6 (General Provisions) and 9
(Interconnectors). There would also be consequential changes required to
Section 11 (Interpretation and Definitions), and potentially to the CUSC
Schedules and Exhibits.

10.0 IMPACT ON INDUSTRY DOCUMENTS
Impact on Core Industry Documents

10.1  No impact on Core Industry Documentation has been identified if CAP165 or
any of its alternatives are implemented, but the Working Group requests
views on this issue.

Impact on other Industry Documents

10.2 Related modifications to the Use of System Charging Methodology have
been proposed to cost reflectively charge local infrastructure and to remove
the residual element of the entry (generation) TNUoS capacity charge.

10.3 Changes to the System Operator — Transmission Owner Code (STC) would
be required in order that generators’ long-term transmission access bookings
(and the expiry of such rights) are taken account of by Transmission Owners
when planning to accommodate additional transmission capacity requests.
Additional STC changes may be required to “back-off” in Scotland any other
changes to National Grid’s User facing obligations, and the STC Committee
has already begun to consider the potential impact of CAP165 on the STC.

10.4 If CAP165 or any of its alternatives were to be approved changes to the
SQSS may be appropriate. The GBSQSS Review Group has embarked on a
major review of the GBSQSS, which will include consideration of this issue.

10.5 There will potentially be some impact on the charging methodology. Whilst
CAP165 or its alternatives are not reliant on the introduction of fixed charges
Users making a long term commitment could find the option to fix their
charges for the duration of their booking favourable. This will be consulted
upon under the charging governance.
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11.0 INDUSTRY VIEWS AND REPRESENTATIONS

11.1 Responses to the Working Group Consultation

11.1.1 The following table provides an overview of the representations received.
Copies of the representations are contained in Working Group Report

Volume 2.
Reference Company Supportive
Association of Electricity No
CAP165-WGC-01 Producers
British Energy No

CAP165-WGC-02

CAP165-WGC-03

British Wind Energy

Does not support WGAAS.

CAP165-WGC-16

Association
CAP165-WGC-04 Centrica No
CAP165-WGC-05 DONG Walney UK No comment
CAP165-WGC-06 Drax Power No
CAP165-WGC-07 EdF Energy No
CAP165-WGC-08 EON UK Supportive of WGAA3
CAP165-WGC-09 ESB International Yes
CAP165-WGC-10 Fairwind (Orkney) Ltd Yes
CAP165-WGC-11 First Hydro Company No
CAP165-WGC-12 GDF SUEZ No
CAP165-WGC-13 Immingham CHP LLP No
CAP165-WGC-14 Magnox North No
CAP165-WGC-15 isggg:’:tﬂi Energy No

RWE npower Supportive of WGAA2

CAP165-WGC-17

ScottishPower Energy
Wholesale

No

CAP165-WGC-18

Scottish Renewables

Does not support WGAA3

CAP165-WGC-20

CAP165-WGC-19 Scottish and Southern No
Energy
Welsh Power No

CAP165-WGC-21

Wind Energy

No Comment
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11.2 Responses to The Company Consultation

11.2.1 The following table provides an overview of the representations received.
Copies of the representations are contained in Amendment Report Volume 2.

Reference

Company

Comments

CAP165-CR-01

AEP

Concern about the timescales and the cost
benefit analysis. Remain unconvinced that
it is within the scope of these amendments
to unravel bilateral agreements and remove
access rights. Concerned that the financial
impact of power stations being less able to
optimise their closure decisions would have
a greater impact on the cost of operation
and the security of supply than the impact of
making the planning of the system easier.

CAP165-CR-02

British Energy

Continue to believe that they have enduring
transmission access rights. Concerned
over the lack of robust cost-benefit analysis
for CAP165 and its alternatives. Does not
support any of the options presented.
Believes CAP165 will lead to generators
hoarding access rights. Believes that
CAP165 would introduce additional
unmanageable risks for generators and that
this uncertainty over access rights will lead
to a risk premium being added to the
wholesale price of electricity, driving up
overall costs.

CAP165-CR-03

BWEA

Refers to responses given to previous
consultations on CAP165. Position is
unchanged from those.

CAP165-CR-04

Drax

Neither the original nor any of the
alternatives would release more entry
capacity than current baseline. Amendment
introduces substantial risks to the
generator. Believes a combination of
connect and manage with CAP165 WGAAS
would provide a more robust solution.

CAP165-CR-05

EON UK

Comments from previous consultations still
valid, more detail in those. Believes that
information on the length of the generators
access booking can only be effectively
utilised in lead times consistent with those
for transmission investment. Any lead time
greater than this does not provide useful
information. Does not therefore support
WGAA1, WGAA2 or WGAAS5. Believes that
WGAA?7 provides the best balance between
generators and transmission companies’
requirements.

CAP165-CR-06

First Hydro

Supports WGAAS.
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Reference Company Comments

CAP165-CR-07 | Immingham LLP Views remain unchanged from earlier
responses. Believe that they have
evergreen rights that National Grid is not
able to remove without legislation or only
with their agreement and suitable
compensation. Believes insufficient time
has been given to consider the changes
and that there is a lack of robust cost-
benefit analysis. Strong opposition to
CAP165. Believes that obvious alternatives
such as incentivising the release of unused
TEC through an “under-use” charge have
not been considered.

CAP165-CR-08 | Intergen Believes that they have evergreen rights
and that these may not be removed without
the introduction of primary legislation. Sees
some benefit in the notion of a rolling
commitment period for new generators but
believes the 4-year commitment period
proposed by WGAAZ is too lengthy.
Believes that there is a risk under CAP165
that cash-rich generators may be able to
“over-book” capacity resulting in misleading
investment signals and the exclusion of
smaller players. Believes the timescales
and concurrent assessment of all of the
TAR proposals has meant that their
analysis of the proposals has been

hindered.
CAP165-CR-09 | Renewable Energy | Views on CAP165 and its alternatives
Association unchanged from previous consultation

responses. Does not support CAP165 or
any alternatives, believes that while
CAP165 may offer benefits with regard to
transmission system planning this is more
than outweighed by the disadvantages it
offers in removing the ability of generators
to make economic short-notice decisions
with regard to their transmission access
rights.

CAP165-CR-10 | Rio Tinto Concerned that the proposals may affect
their property rights. Unique nature of Rio
Tinto Alcan operations justifies different
treatment.

CAP165-CR-11 | RWE npower Disappointed with the conclusions reached
by National Grid in relation to WGAA2.
Whilst there is a risk of under recovery in
applying cost reflective final sums, the risk
and materiality of any under recovery is
substantially lower when compared with the
TNUo0S based pre-commissioning
approaches.
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Reference

Company

Comments

CAP165-CR-12

ScottishPower
Energy Wholesale

Does not support any of CAP165 or its
alternatives. Continues to believe that their
existing “evergreen” rights cannot be
changed by a CUSC amendment. Believes
CAP165 removes the ability of generators
to make optimal economic decisions and
therefore leads to reduced efficiency in the
electricity market.

CAP165-CR-13

SSE

CAP 165 is not a valid amendment
proposal. Believe they have contractual
evergreen rights. Disappointed that a cost
benefit analysis has not been completed.
Concern that permitting implementation
expenditure prior to a decision is
‘tantamount to fettering the Authority’s
discretion’. WGAA4 better meets the CUSC
objectives compared with the original.
Concerned the amendment would increase
uncertainty for investors.

CAP165-CR-14

Welsh Power

Does not support modifications. Compared
to original supports WGAA4 as a 15 month
notice period strikes a better balance
between notice for TO and flexibility for
generators. Compared to original supports
WGAAY as it strikes a better balance of risk
between TO and generator. Ofgem needs
to consider how much reinforcement work
should be made based on forecasting rather
than firm signals.

CAP165-CR-15

ESBI

Supports WGAA?7. Believes the rolling 4-
year access right will give generators the
appropriate signal to relinquish capacity at
the most economic and efficient time which
would in turn lead to more efficient use of
capacity in general and increased amounts
of capacity being released.

N/A

Centrica

Although no formal response was received
by the deadline for responses to the
Company Consultation, Centrica has
informed National Grid that its position
remains unchanged from its previous
responses to CAP165.

11.3 Views of Core Industry Document Owners

11.3.1 None Received
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12.0 COMMENTS ON THE DRAFT AMENDMENT REPORT

National Grid received 3 responses following the publication of the draft Amendment

Report. The following table provides an overview of each representation.
the representations are contained in Amendment Report Volume 2.

Copies of

Reference

Respondent

Summary of Comments

CAP165-AR-01

Barbara Vest (CUSC
Panel Member)

Typographical errors in sections containing
panel Views. Also noted that she did not vote in

favour of any of the options presented by

CAP165

CAP165-AR-02

Dave Wilkerson (CUSC
Alternate Member)

Typographical and clarificatory amendments to

sections containing Panel Views.

CAP165-AR-03

Garth Graham (CUSC

Typographical and structure of document

Panel Member)

comments.

13.0 WORKING GROUP VIEW / RECOMMENDATION

13.1  The Working Group believes its Terms of Reference have been completed
and that CAP165 has been fully considered. @ The Working Group
recommends to the CUSC Panel that:

e A Consultation Report containing the CAP165 WGAA1, WGAA2,
WGAAS3, WGCR1, WGCR2, WGCR3 and WGCR5 should proceed to
wider Industry Consultation as soon as possible.

e The Working Group Report is accepted by the CUSC Panel and the
Working Group is disbanded.

13.2 The Working Group voted on whether they believed the original, the Working
Group alternatives and the alternatives developed by the Working Group
from the consultation requests were better than the current baseline. The
results of the vote are described in the following table:

Proposal Better Not better Abstained
Original 3 9 0
WGAA1 2 10 0
WGAA2 4 8 0
WGAA3 6 6 0
WGCR1 (WGAA4) 6 6 0
WGCR2 (WGAA5) 5 7 0
WGCR3 (WGAAG6) 6 6 0
WGCR4 2 10 0
WGCR5 (WGAA7) 6 6 0
WGCR6 2 7 3

13.3 The Working Group voted on whether they believed the Working Group

alternatives and the alternatives developed by the Working Group from the
consultation requests were better than the original proposal. The results of
the vote are described in the following table:
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Proposal Better Not better Abstained
Original - - -
WGAAT1 11 1 0
WGAA2 6 5 1
WGAA3 11 1 0
WGCR1 (WGAA4) 9 2 1
WGCR2 (WGAAS5) 6 6 0
WGCR3 (WGAAG6) 10 2 0
WGCR4 5 6 1
WGCR5 (WGAA?7) 8 4 0
WGCR6 3 8 1

13.4 The majority of the Working Group believed WGAA1, WGAA3, WGCRT1,
WGCR3 and WGCR5 were better than the original. The Chair with the
support of the Working Group took forward proposals which had 6 votes in
support. This means that WGAA2 and WGCR2 have also been taken
forward.

13.5 The Working Group voted on which of the proposals they believe best
facilitates the applicable CUSC Objectives. The results of this vote are
described in the following table:

Proposal Best
Original 0
WGAAT1

WGAA2

WGAA3

WGCR1 (WGAA4)
WGCR2 (WGAAD5)
WGCR3 (WGAAG6)
WGCR5 (WGAA7)

WO = WN N =
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14.0 NATIONAL GRID VIEW

14.1  National Grid’s view is that all of the proposed alternatives and the CAP165
original amendment would better facilitate the applicable CUSC objectives
when compared against the current baseline. This is due in the most part to
the fact that all of the options presented would either:

(c) offer a finite right and with it the ability to accurately account for the
rescission of long term rights by an existing generator when planning
transmission works on the GB Transmission System or;

(d) the fact that the proposed notice periods to be given by existing users to
rescind existing transmission access rights (a range from 15 months to 8
years) would be significantly in excess of the current 5 day minimum
requirement.

14.2  Other Alternatives also propose an equitable system of liabilities for pre- and
post-commissioning generators, again another benefit that would in National
Grid’s view better facilitate applicable CUSC objective (b).

14.3 National Grid is not generally in favour of the amendments which utilise a Pre
Commissioning Liability. While National Grid is generally content to forecast
Final Sums liabilities at the time that a connection offer is prepared we are
not content with the proposal that if actual liabilities incurred are less than
forecast then the difference is refunded to the User whereas if actual
liabilities are in excess of forecast that liability is borne by National Grid and
thence the industry. This in National Grid’s view would mean that in the long
term this would either cause a general under-recovery of pre-commissioning
liabilities from terminating Users and thus result in a cross subsidy of new
users by existing users. Alternatively the proposal would drive National Grid
to very conservatively forecast Pre Commissioning Liabilities and thus require
new Users to provide greater amounts of pre-commissioning security, which
could be perceived as a barrier to entry, frustrating applicable CUSC
objective (b).

14.4 National Grid has also stated through the Working Group discussions that a
six year signal of the rescission of long-term rights would be required. This is
based upon an normal 6-year lead time for the specification, planning and
construction of transmission construction works. From a purely transmission
perspective then any alternative that does not give a minimum of a 6 year
signal will inevitably result in less than the theoretical maximum saving in
transmission works being able to be achieved. However National Grid also
recognises that there may be financial benefits associated with a shorter
notice period for generators although National Grid is unable to quantify this
impact and thus judge the overall optimal notice period for the industry as a
whole.

14.5 On balance National Grid’s favoured option is therefore WGAAA1.
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15.0 AMENDMENTS PANEL RECOMMENDATION

15.1.1 The CUSC Panel voted on whether they believed the original and the
Working Group alternatives were better than the current baseline. The results
of the vote are described in the following table:

Proposal Better Not better
Original 0 8
WGAAT1 1 7
WGAA2 1 7
WGAA3 3 5
WGAA4 6 2
WGAA5 1 7
WGAA6 6 2
WGAA7 5 3

15.1.2 The majority of the Panel believe WGAA4, WGAA6 and WGAA7Y are better
than the current baseline. The majority of the Panel do not believe the
Original, WGAA1, WGAA2, WGAA3 or WGAAS5 are better than the current
baseline.

15.1.3 The CUSC Panel voted on which of the proposals they believe best facilitates
the applicable CUSC Obijectives. The results of this vote is described in the
following table:

Proposal Best
Original 0

WGAA1
WGAA2
WGAA3
WGAA4
WGAA5
WGAA6
WGAA7

NDOOlOOlOo|—

15.1.4 The majority of the Panel believe WGAA4 best facilitates the applicable
CUSC objectives

15.1.5 A number of Panel Members expressed concerns about the process that had
been followed for the suite of modifications related to the transmission access
review. The Panel agreed that a discussion covering these concerns along
with lessons learned and consideration of how the conclusions are best
communicated to the wider industry will take place at the Panel meeting in
February. This will align with the completion of CAP166 and consideration of
the interaction between modifications and the associated changes to the
Charging Methodologies. The conclusions of this discussion will be
forwarded to Ofgem such that they can feed into their assessment of the
modifications, and potentially their wider work on Codes Governance.
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ANNEX 1 - WORKING GROUP TERMS OF REFERENCE AND
MEMBERSHIP

Working Group Terms of Reference and Membership

TERMS OF REFERENCE FOR CAP165-166 WORKING GROUP
‘ACCESS WORKING GROUP 2’

RESPONSIBILITIES

1. The Working Group is responsible for assisting the CUSC Amendments
Panel in the evaluation of CUSC Amendment Proposals CAP165 and
CAP166 tabled by National Grid at the Amendments Panel meeting on 25"
April 2008.

2. The proposals must be evaluated to consider whether each of them better
facilitates achievement of the applicable CUSC objectives. These can be
summarised as follows:

(a) the efficient discharge by the Licensee of the obligations imposed on it by
the Act and the Transmission Licence; and

(b) facilitating effective competition in the generation and supply of electricity,
and (so far as consistent therewith) facilitating such competition in the
sale, distribution and purchase of electricity.

3. It should be noted that additional provisions apply where it is proposed to
modify the CUSC amendment provisions, and generally reference should be
made to the Transmission Licence for the full definition of the term.

SCOPE OF WORK

4, The Working Group must consider the issues raised by the Amendment
Proposals and consider if each of the proposals identified better facilitates
achievement of the Applicable CUSC Objectives.

5. In addition to the overriding requirement of paragraph 4, the Working Group
shall consider and report on the following specific issues for both CAP165
and CAP166:

o Impact on bilateral agreements (BCA, BEGAs, CONSAG, Offers etc.)
o Impact on computing systems, central and individual CUSC party
o Efficiency of investment signals (for generation, transmission and
interconnectors)
o Effect on competition
o Applicability to embedded generation
o Impact on industry documents, including SQSS
o Definitions, including interaction with other codes and methodologies
o Interaction with proposed Offshore regime
o A cost benefit analysis, including:
o Consideration of the cost of carbon
o Impact on all classifications of users
o Impact on system operator and transmission owners
o Impact on maintenance of the reliability, safety and operation of the grid
o Impact on Security of Supply
o Ability of CUSC Parties to trade access rights (short and long term)
between themselves
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5a For CAP165, the Working Group shall also consider and report on the
following specific issues:

o Nature and definition of rights (including whether zonal rights are recorded
zonally or nodally)

o Impact on / transition for users with existing rights

o Application process for extension of rights

o Efficient use of capacity and relinquishment / reduction of rights

o Minimum / maximum booking period

o Definition of an appropriate level of financial security

o Consideration of user commitment in negative charging zones

o Equitable treatment of new and existing users

o Calculation of the trigger period for incremental capacity bookings

o Consideration of the appropriate level of user commitment for new users

o The profile of financial security required pre-commissioning

o Interaction with security requirements for local infrastructure

o Transition and retrospective application for new users

5h For CAP166, the Working Group shall also consider and report on the
following specific issues:

o Type of auction

o Process for, and timing of, long-term auctions (including detailed business
rules)

o Size and period of capacity block

o Specification of product (including financial or physical in nature, and
rights to compensation)

o Period of release, including interaction with re-zoning

o Evaluation of bids for different numbers of years

o s there the need for a reserve price?

o Consideration of negative reserve prices (if any) and bids

o Long-term Auction restrictions (e.g. would participation eligibility be
restricted to those with a local connection or offer for such?)

o Definition of baselines, and governance of baseline definition

o Definition of an appropriate level of financial security

o Impact on users with existing rights

o Treatment of unsold capacity and incremental capacity

o Definition of regulatory test for release of incremental capacity

o Governance of regulatory test for release of incremental capacity

o Definition of release period for incremental capacity

o Application process for new connections

o Transition, including existing commitments for reinforcements

o Implementation - processes and systems required

o Consideration of relevant parallels from the gas experience

5¢ This working group shall have a sub group, the CAP161-166 Enabling Sub-
group. The Terms of Reference for this sub-group shall be agreed by the
Amendments Panel and shall include the consideration of a number of
enabling changes, principally:

o Zonal definition of wider transmission access rights

o Zoning criteria and methodology governance

o Definition of local access (intra-zonal access rights)

o Local only applications

o Local access charging and financial security requirements
o Residual charging and credit requirements
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B. The Working Group is responsible for the formulation and evaluation of any
Working Group Alternative Amendments (WGAAs) arising from Group
discussions which would, as compared with the Amendment Proposals, better
facilitate achieving the applicable CUSC objectives in relation to the issue or
defect identified.

7. The Working Group should become conversant with the definition of Working
Group Alternative Amendments which appears in Section 11 (Interpretation
and Definitions) of the CUSC. The definition entitles the Group and/or an
individual Member of the Working Group to put forward a Working Group
Alternative Amendment if the Member(s) genuinely believes the Alternative
would better facilitate the achievement of the Applicable CUSC Objectives.
The extent of the support for the Amendment Proposals or any Working
Group Alternative Amendments arising from the Working Group’s discussions
should be clearly described in the final Working Group Report to the CUSC
Amendments Panel.

8. There is an obligation on the Working Group Members to propose the
minimum number of Working Group Alternatives where possible.

9. All proposed Working Group Alternatives should include the proposer(s)
details within the Final Working Group Report, for the avoidance of doubt this
includes Alternative(s) which are proposed by the entire Working Group or
subset of members.

10. There is an obligation on the Working Group to undertake a period of
Consultation in accordance with CUSC 8.17. The Working Group
Consultation period shall be for a period of 4 weeks as determined by the
Amendment Panel.

11. Following the Consultation period the Working Group is required to consider
all responses including any WG Consultation requests. As appropriate the
Working Group will be required to undertake any further analysis and update
the Original and/or Working Group Alternatives. All responses including any
WG Consultation Requests shall be included within the final report including a
summary of the working Groups deliberations and conclusions.

12. The Working Group is to submit their final report to the CUSC Panel
Secretary on 17" July 2008 for circulation to Panel Members. The
conclusions will be presented to the CUSC Panel meeting on 25™ July 2008.

MEMBERSHIP

13. It is recommended that the Working Group has the following members:
Chair Hédd Roberts
National Grid Andrew Truswell

Industry Representatives James Anderson
Graeme Cooper
Stuart Cotten
Sebastian Eyre
Nick Frydas
Garth Graham
Paul Jones
Simon Lord
Cathy McClay
Fiona Navesey
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Bill Reed

Ed Reed

Helen Snodin

Lisa Waters

Barbara Vest
Authority Representative Min Zhu / David Hunt
Technical Secretary Sarah Hall

NB: Working Group must comprise at least 5 Members (who may be Panel
Members)

14. The Chair of the Working Group and the Chair of the CUSC Panel must agree
a nhumber that will be quorum for each Working Group meeting. The agreed
figure for CAP165 and CAP166 is that at least 5 Working Group members
must participate in a meeting for quorum to be met.

15. A vote is to take place by all eligible Working Group members (for the
avoidance of doubt, that is (i) the Proposer (National Grid) and (ii) the Industry
representatives listed above) on the proposal and each Working Group
Alternative, as appropriate, as to whether it better facilitates the CUSC
Applicable Objectives and indicate which option is considered the BEST with
regard to the CUSC Applicable Objectives. The results from the vote shall be
recorded in the Working Group Report.

16. Working Group Members or their appointed alternate is required to attend a
minimum of 50% of the Working Group Meetings to be eligible to participate
in the Working Group vote.

17. The Technical Secretary to keep an Attendance Record, for the Working
Group meetings and to circulate the Attendance Record with the Action Notes
after each meeting. This will be attached to the Final Working Report.

18. The membership can be amended from time to time by the CUSC
Amendments Panel.

19. If any Working Group Member wishes to nominate an Alternate (to act on
their behalf in their absence from meetings) then this should be sent to the
Working Group Chair once the Working Group is under way who will confirm
(to the Working Group Member) that the Alternate is duly designated. For the
avoidance of doubt if the Working Group Chair believes the suggested
Alternate does not have sufficient expertise in the issues being considered by
the Working Group they will ask the Working Group Member to suggest a
more suitable Alternate.

20. Observers may be permitted by the Chair to attend any meeting. It should be
noted that the observer (i) will not have a vote and (ii) cannot speak unless
asked to do so by the Chair. Any CUSC Party wishing to be an obhserver
should agree with the Working Group Chair advance .The Chair may invite
additional industry experts to any meeting as required to ensure efficient and
comprehensive coverage of the agenda.

RELATIONSHIP WITH AMENDMENTS PANEL
21. The Working Group shall seek the views of the Amendments Panel before

taking on any significant amount of work. In this event the Working Group
Chairman should contact the CUSC Panel Secretary.
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Sub-Group Terms of Reference and Membership

TERMS OF REFERENCE FOR SUB GROUP FOR CAP161-166
WORKING GROUPS, ‘ACCESS WORKING GROUP 3’

RESPONSIBILITIES

1. The Sub-Group is responsible for assisting the two Working Groups
established by the CUSC Amendments Panel for CAP161-66, which were
tabled by National Grid at the Amendments Panel meeting on 25" April 2008.

2. The Sub-Group is established to evaluate the enabling elements of CAP161-
166 and must be evaluated to consider whether the enabling elements better
facilitate achievement of the applicable CUSC objectives. These can be
summarised as follows:

(a) the efficient discharge by the Licensee of the obligations imposed on it by
the Act and the Transmission Licence; and

(b) facilitating effective competition in the generation and supply of electricity,
and (so far as consistent therewith) facilitating such competition in the
sale, distribution and purchase of electricity.

3. It should be noted that additional provisions apply where it is proposed to
modify the CUSC amendment provisions, and generally reference should be
made to the Transmission Licence for the full definition of the term.

SCOPE OF WORK

4, The Sub-Group must consider the enabling elements and issues raised by
the Amendment Proposals and consider if the proposals identified better
facilitate achievement of the Applicable CUSC Objectives.

5. In addition to the overriding requirement of paragraph 4, the Sub-Group shall
consider and report to the Working Groups on the appropriateness, or
otherwise of the following specific issues:

Application process for acquiring long and short-term access products.
Implications for moving from nodal access rights to zonal access rights.
Consideration of levels of security and credit requirements for
commoditised residual generation tariff.

Impact on core industry documents.

Impact on IT systems.

Necessity for an impact assessment from a User perspective.

Impact on the transparency in the calculation of TNUoS tariffs and the
User’s ability to replicate these using the DCLF ICRP model.
Consideration of issues associated with SQSS.

Linkage with embedded generation.

Linkage with offshore transmission.

o O 0

o 0o O 0

o O 0

6. As a Sub-Group of the Working Groups for CAP161-166, the Group will
where appropriate, provide input into the formulation and evaluation of any
Working Group Alternative Amendments (WGAAs).

Date of Issue: 08 January 2009 Page 83



Amendment Report Volume 1
Amendment Ref: CAP165

7. There is an obligation on the Working Group to undertake a period of
Consultation in accordance with CUSC 8.17. The Working Group
Consultation period shall be for a period of 4 weeks as determined by the
Amendment Panel.

8. Following the Consultation period the Waorking Group is required to consider
all responses including any WG Consultation requests. As appropriate the
Working Group will be required to undertake any further analysis and update
the Original and/or Working Group Alternatives. All responses including any
WG Consultation Requests shall be included within the final report including a
summary of the working Groups deliberations and conclusions.

0. The Sub-Group is to submit their final report to the Working Groups and the
CUSC Panel Secretary on 17™ July 2008 for circulation to Panel Members.
The conclusions will be presented to the CUSC Panel meeting on 25 July

2008.
MEMBERSHIP
10. It is recommended that the Sub-Group has the following members:
Chair Hédd Roberts (National Grid)
National Grid Representative Craig Maloney
Industry Representatives Graeme Cooper
Paul Jones
Allan Kelly
David Lewis
Robert Longden
Simon Lord
Frank Prashad
Louise Schmitz
Nigel Scott / Helen Snodin
Dennis Timmins
Dave Wilkerson
Barbara Vest
Technical Expert Beehun Tan/ Qiong Zhou (Jo)
Authority Representative Anthony Mungall
Technical Secretary Tom Ireland (National Grid)

NB: The Sub-Group must comprise at least 5 Industry Representatives (who
may be Panel Members)

11. The Chair of the Sub-Group and the Chair of the CUSC Panel must agree a
number that will be quorum for each Sub-Group meeting. The agreed figure
is that at least 5 Sub-Group members must participate in a meeting for
quorum to be met.

12. The Technical Secretary to keep an Attendance Record, for the Sub-Group
meetings and to circulate the Attendance Record with the Action Notes after
each meeting. This will be attached to the Final Sub-Group Report. The
Chair will circulate the Working Group Report after each meeting.

13. The membership can be amended from time to time by the CUSC
Amendments Panel.
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RELATIONSHIP WITH AMENDMENTS PANEL

14. The Sub-Group shall seek the views of the Amendments Panel and Working
Groups 1 and 2 before making a significant change to the scope of work. In
this event the Sub-Group Chairman should contact the CUSC Panel
Secretary.

15. The Working Group shall seek the Amendments Panel advice if a significant
issue is raised during the Consultation process which would require a second
period of consultation in accordance with 8.17.17.

16. Where the Sub-Group requires instruction, clarification or guidance from the
Amendments Panel and Working Groups 1 and 2, particularly in relation to
their Scope of Work, the Sub-Group Chairman should contact the CUSC
Panel Secretary.

MEETINGS

17. The Sub-Group shall, unless determined otherwise by the Amendments
Panel, develop and adopt its own internal working procedures and provide a
copy to the Panel Secretary for each of its enabling elements of the
Amendment Proposals.

REPORTING

18. The Sub-Group Chairman shall prepare a final report to the 25 July 2008
Amendments Panel responding to the matter set out in the Terms of
Reference.

19. A draft Sub-Group Report must be circulated to Sub-Group members with not
less than five business days given for comments.

20. Any unresolved comments within the Sub-Group must be reflected in the final
Sub-Group Report.

21. The Chairman (or another member nominated by him) will present the Sub-
Group report to the Amendments Panel as required.

22. An updated risk register will be published and discussed as a standing
agenda item at each TCMF.
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Working Group 2
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ANNEX 3 — AMENDMENT PROPOSAL FORM

CUSC Amendment Proposal Form CAP:165

Title of Amendment Proposal:

Transmission Access — Finite Long-term Entry Rights

Description of the Proposed Amendment (mandatory by proposer):

Introduction of temporally defined finite long-term entry access rights, and associated user
commitment.

It is proposed that existing generators would nominate the number of (whole financial) years for which
they require long-term entry access rights to the GB transmission system. This would be
underpinned by user commitment in the form of a liability to pay associated charges and a
requirement for financial security to be put in place. This will be developed during the assessment of
the proposed amendment, in accordance with the Best Practice Guidelines for Gas and Electricity
Network Operator Credit Cover. The commitment would be for any period requested by the user (i.e.
there would be no rolling time limit), and rights could be extended by application at any time.

New generators (and any existing generators requesting an increased level of long-term entry
access) would be required to book a defined number of years of entry access rights (“the trigger
period”), and provide the associated user commitment (which would be approximately equivalent to
50% of the cost of providing the incremental capacity). This would replace the existing “final sums”
regime.

The above requirements would apply to access to the wider transmission system. Separate
arrangements would be put in place for infrastructure comprising generators’ local connections to the
wider system, including appropriate user commitment (which may be approximately equivalent to
100% of costs).

It should also be noted that the concurrent proposal to remove the residual element of the entry
Transmission Network Use of System (TNUoS) capacity charge in the Use of System Charging
Methodology means that the duration of the trigger period would need to be calculated on the basis of
this revised charging regime (i.e. it would only be based on the wider locational element of the
TNUoS charge). Consideration will additionally need to be given to the security arrangements to be
put in place for the residual charge.

It is further proposed that long-term entry access rights be defined on a zonal basis, such that each
User can share capacity between its power stations on a real time basis at a 1:1 exchange rate within
defined zones.

Description of Issue or Defect that Proposed Amendment seeks to Address (mandatory by
proposer):

The current entry access arrangements for existing generators do not provide any certainty for
National Grid and Transmission Owners, in that such users have a rolling option to renew their rights
to access the transmission system on an annual basis. Should they wish to decline this option, they
have the ability to give as little as five days’ notice. This uncertainty can lead to inefficient investment
signals, in that the planning of incremental capacity currently can take little, if any, account of the
potential future release of existing capacity. Additionally, existing generators are not required to put
in place any financial security, even for the one year’s worth of charges they currently incur a liability
for.
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In contrast, new generators are required to fully secure the costs of any reinforcements required to
provide incremental access capacity ahead of commissioning. Whilst giving full user commitment,
these arrangements are not explicitly defined in the existing commercial frameworks, and it has been
suggested that the level and volatility of final sums are perceived as a barrier to entry.

The proposer believes that both of the above issues would be addressed through the introduction of
temporally defined finite long-term entry access rights, with associated user commitment. Existing
and new generators would be required to provide equivalent levels of user commitment, ensuring the
equitable treatment of the two groups and providing efficient investment signals. In addition,
replacement of the current final sums methodology with the booking of a trigger period of years’ worth
of entry capacity access rights would promote transparency and certainty. This would address the
perceived barriers to entry, and would provide more confidence in the firmness of capacity
applications.

Impact on the CUSC (this should be given where possible):

The impact on the CUSC would include, but may not be limited to, changes to Sections 2
(Connection), 3 (Use of System), 6 (General Provisions) and 9 (Interconnectors). There would also
be consequential changes required to Section 11 (Interpretation and Definitions), and potentially to
the CUSC Schedules and Exhibits.

Impact on Core Industry Documentation (this should be given where possible):

No impact on Core Industry Documentation has been identified, but it is suggested that this would be
reviewed during the assessment of the proposed amendment.

Impact on Computer Systems and Processes used by CUSC Parties (this should be
given where possible):

CUSC Parties’ models of the financial viability of new and existing power stations and interconnectors
would need to take into account the revised arrangements.

Details of any Related Modifications to Other Industry Codes (where known):

Related modifications to the Use of System Charging Methodology would be proposed to cost
reflectively charge local infrastructure; to remove the residual element of the entry (generation)
TNUoS capacity charge (and instead recover this through a commodity charge based on £/kWh); and
to revise the zoning criteria for generation TNUoS charges. It is proposed that such zones would be
set by reference to a zonal definition methodology which would be described in a separate statement
(and it is further proposed that a requirement for such a methodology would be contained in National
Grid’s electricity transmission licence).

Consideration would be given to the wider locational charges (i.e. those remaining after the
separation of the local infrastructure and residual charges) to apply over the period for which
generator long-term entry access bookings were made, including fixed, and index linked, tariffs. Any
changes in this area would also be progressed through a modification to the Use of System Charging
Methodology, and would include any mechanisms required to resolve under- or over-recoveries
resulting from fixed tariffs.

Changes to the System Operator — Transmission Owner Code (STC) would be required in order that
generators’ long-term bookings (and the expiry of such rights) are taken account of by Transmission
Owners when planning to accommodate additional capacity requests. Additional STC changes may
be required to “back-off” in Scotland any other changes to National Grid’s User facing obligations.
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Justification for Proposed Amendment with Reference to Applicable CUSC Objectives**
(mandatory by proposer):

The proposed amendment would better facilitate the achievement of Applicable CUSC Obijective (a),
the efficient discharge by the licensee of the obligations imposed upon it under the Act and by the
licence, in that the more efficient investment signals that would result, and the consequentially
reduced risk of stranding, would better allow National Grid as the licensee to discharge its obligation
under the Act to develop and maintain an efficient, co-ordinated and economical system of electricity
transmission.

The proposed amendment would also better facilitate the achievement of Applicable CUSC Objective
(b), facilitating effective competition in the generation and supply of electricity, and (so far as
consistent therewith) facilitating such competition in the sale, distribution and purchase of electricity,
as:

e Existing and new generators would be required to provide equivalent levels of user commitment,
thereby ensuring the equitable treatment of the two groups;

e Existing capacity could be reallocated with certainty to new entrants as result of the firm bookings
of capacity made by existing generators; and

e The enhanced transparency in the commercial frameworks of required user commitments and
increased certainty would address the perceived barriers to entry, thereby providing more
confidence in the firmness of capacity applications, and increasing competition.

Details of Proposer:

Organisation’s Name: National Grid Electricity Transmission plc

Capacity in which the Amendment is
being proposed: | cysc Party

(i.e. CUSC Party, BSC Party or
“energywatch”)

Details of Proposer’s
Representative: Andrew Truswell

0 .Ne}[mef National Grid
rganisation. | 54906 656369

Telephone Number: ,
Email Address- andrew.truswell@uk.ngrid.com

Details of Representative’s
Alternate:
Name:
Organisation:
Telephone Number:
Email Address:
Attachments (Yes/No): No
If Yes, Title and No. of pages of each Attachment:

Duncan Burt

National Grid

01926 656703
duncan.burt@uk.ngrid.com

Notes:

1. Those wishing to propose an Amendment to the CUSC should do so by filling in this
“Amendment Proposal Form” that is based on the provisions contained in Section 8.15 of the
CUSC. The form seeks to ascertain details about the Amendment Proposal so that the
Amendments Panel can determine more clearly whether the proposal should be considered
by a Working Group or go straight to wider National Grid Consultation.

2. The Panel Secretary will check that the form has been completed, in accordance with the
requirements of the CUSC, prior to submitting it to the Panel. If the Panel Secretary accepts
the Amendment Proposal form as complete, then he will write back to the Proposer informing
him of the reference number for the Amendment Proposal and the date on which the Proposal
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will be considered by the Panel. If, in the opinion of the Panel Secretary, the form fails to
provide the information required in the CUSC, then he may reject the Proposal. The Panel
Secretary will inform the Proposer of the rejection and report the matter to the Panel at their
next meeting. The Panel can reverse the Panel Secretary’s decision and if this happens the
Panel Secretary will inform the Proposer.

The completed form should be returned to:

Beverley Viney

Panel Secretary
Commercial Frameworks
National Grid

National Grid House
Warwick Technology Park
Gallows Hill

Warwick

CV34 6DA

Or via e-mail to: Beverley.Viney@uk.ngrid.com

(Participants submitting this form by email will need to send a statement to the effect
that the proposer acknowledges that on acceptance of the proposal for consideration
by the Amendments Panel, a proposer which is not a CUSC Party shall grant a
licence in accordance with Paragraph 8.15.7 of the CUSC. A Proposer that is a
CUSC Party shall be deemed to have granted this Licence).

3. Applicable CUSC Objectives™ - These are defined within the National Grid Electricity
Transmission plc Licence under Section C7F, paragraph 15. Reference should be
made to this section when considering a proposed amendment.
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ANNEX 4 — RESULT OF WORKING GROUP VOTE

The Working Group voted on whether they believed the original, the Working Group
alternatives and the alternatives developed by the Working Group from the
consultation requests were better than the current baseline. The results of the vote
are described in the following table:

Proposal Better Not better Abstained
Original 3 9 0
WGAAT1 2 10 0
WGAA2 4 8 0
WGAA3 6 6 0
WGCR1 (WGAA4) 6 6 0
WGCR2 (WGAA5) 5 7 0
WGCR3 (WGAAG6) 6 6 0
WGCR4 2 10 0
WGCR5 (WGAA?7) 6 6 0
WGCR6 2 7 3

The Working Group voted on whether they believed the Working Group alternatives
and the alternatives developed by the Working Group from the consultation requests
were better than the original proposal. The results of the vote are described in the
following table:

Proposal Better Not better Abstained
Original - - -
WGAAT1 11 1 0
WGAA2 6 5 1
WGAA3 11 1 0
WGCR1 (WGAA4) 9 2 1
WGCR2 (WGAAS5) 6 6 0
WGCR3 (WGAAG6) 10 2 0
WGCR4 5 6 1
WGCR5 (WGAA?7) 8 4 0
WGCR6 3 8 1

1.1 The majority of the Working Group believed WGAA1, WGAA3, WGCR1,
WGCR3 and WGCR5 were better than the original. The Chair, with the
support of the Working Group, took forward proposals which had 6 votes in
support. The means that WGAA2 and WGCR2 have also been taken
forward.

1.2 The Working Group voted on which of the proposals they believe best
facilitates the applicable CUSC Objectives. The results of this vote is
described in the following table:
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Proposal

Best

Original

WGAAT1

WGAA2

WGAA3

WGCR1 (WGAA4)

WGCR2 (WGAAS5)

WGCR3 (WGAAG6)

WGCR5 (WGAA?)

WO = WN N =
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ANNEX 5 - ENGLAND AND WALES REVENUE DRIVER ZONES

(BASED ON GB SYS FIG.A1.6)
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ANNEX 6 — MATRIX OF CAP165 WORKING GROUP DEVELOPMENTS OF CONSULTATION REQUESTS AND WGAAs

ID Proposer Nature of Rights Pre-Commissioning Securities / Liabilities Post-Commissioning Securities / | Other Issues
Liabilities
WGAA1 Developed through Working Group | Finite right Liabilities match Securities Liabilities: Pay remainder of TNUoS | May amend pre-commissioning securities / liabilities such that
Discussions (NGET - Mark Duffield) Minimum 8 year booking for new Users | Pre-Trigger Date: Yr 1 = £1/kW, Yr2 = £2/kW, Yr3 onwards £3/kW booking the TNUoS Tariff is fixed at the time of offer signature (and
Nodal rights Post-Trigger Date: 8 x TNUoS scaled pre Completion Date T as follows: T-1 = 100%, T-2 = 75%, T-3 = 50%, | Securities: Zero not the TNUoS tariff at time of termination)
T-4 = 25%
TNUOoS rate applicable is that at time of termination
WGAA2 Developed through Working Group | As WGAA1 Securities match Liabilities: As WGAA1 None
Discussions (RWE npower — Bill Cost Reflective Final Sums fixed at forecast at time of offer signature
Reed)
WGAA3 Developed through Working Group | Enduring Right with minimum 4-year | As WGAA1, with exception that TNUoS Rate fixed at time of offer signature Security as WGAA1 None
Discussions (Drax Power Ltd - | notice of reductionin TEC Liability to pay 4 years of TNUoS
Stuart Cotten) Nodal Rights
WGCR1 SSE Generation Ltd (Garth Graham) | Enduring  Right  with ~ minimum | As WGAA3 Securities as WGAA1 None
(WGAA4) 15months notice of reduction in TEC Liability to pay 15 months of TNUoS
Minimum 4 year booking for new Users
WGCR2 First Hydro Company (Simon Lord) As WGAAS but with an 8-year rolling | As WGAA2 (Cost-Reflective Final Sums) but with caveat that given Completion Date T CRFSL are scaled | As WGAA3 None
(WGAAD5) commitment according to the following: T-1: 25%, T-2: 50%, T-3: 75%, T-4: 100%
WGCR3 Centrica (Merel Van der Neut | As WGAA3 but with a 2 year notice | As WGAA3 As WGAA3 None
WGAAB) Kolfschoten) period to reduce TEC
WGCR4 Uskmouth Power & Severn Power | As WGAA1 As WGAAT1 however securities (and liabilities) will be restricted to the period 7 years prior to the Completion | As WGAA1 May amend pre-commissioning securities / liabilities such that
(Rebecca Williams) Date T (as in CAP131) the TNUoS Tariff is fixed at the time of offer signature (and
not the TNUoS tariff at time of termination)
WGCR5 Uskmouth Power & Severn Power | As WGAA3 As WGAAS3 however securities (and liabilities) will be restricted to the period 7 years prior to the Completion | As WGAA3 None
(WGAA7?) (Rebecca Williams) Date T (as in CAP131)
WGAA6 Fairwind Statkraft (Orkney) Lid | As WGAA3 Pre-Trigger Date securities & Liabilities are unchanged from WGAA1. Post Trigger Date as WGAA1 but | As WGAA3 May amend pre-commissioning securities / liabilities such that
(Dennis Gowland) vary dependent on whether full planning permission for full TEC has been granted: the TNUoS Tariff is fixed at the time of offer signature (and
No Planning Permission: not the TNUoS tariff at time of termination)
Securities = Liabilities and based upon 8xTNUoS scaled according to the following factors: Given a
Completion Date of T, T-4 = 100%, T-3 = 75%, T-2 = 50%, T-1 = 25%.
Full Planning Permission
Liabilities as above. Securities equal 8xTNUoS scaled according to the following factors: T-4 = 50%; T-3 =
42%; T-2 = 34%; T-1 = 25%.
In all cases, TNUoS rate applicable is that at time of termination
N/A Uskmouth Power & Severn Power | All other WGAA Proposals All other WGAA Proposals All other WGAA Proposals As a transitional process, all existing Users would be given

(Rebecca Williams)

the option to retain their current securities / liabilities. This is
pending a review of the practical consequences of this on
existing classes if user. The intention is that no existing user
will need to re-finance as a consequence of CAP165
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ANNEX 7 — PRESENTATIONS MADE TO THE WORKING GROUP

Meeting One — 14" May 2008

CAP165: Transmission Access — Finite
Long-term Entry Rights

CUSC Panel and TCMF
April 2008

“Evolutionary Change” Straw Man
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Introduction of tempeorally defined finite long-term entry access
rights, and associated user commitment

Existing generators would nominate the (whole financial) years
for which long-term entry access rights required

Would be underpinned by user commitment, in form of liability to
pay charges and requirement for appropriate financial security
Rights would be extendad by application

Incremental capacity would be triggerad by booking a defined
number of years' worth of access and providing associated user
commitment (approximately 50% of the cost)

Separate arrangemants to be put in place for local infrastructure
Account to be taken of changes to residual charge (incl security)
Access rights to be defined on a zonal basis

Proposed Solution

+

+

+

*

+

+

-

+

nationalgrid

CAP162: Entry CAP1684: Connect
and manage

Overview
cusc ! Charging | Other
£ CAP161: SO releass of | Methodology |
s short-term rights 1 1
% CAP163: Entry capacity : :
sharin

* - | |

I I

| |

Jlih residual nationalgrid
il

1
|

Local assst [
charging :

I

|

\

Defect

+ Current access arrangements do not provide certainty for TOs
+ Only & days' notice required for TEC decreases
+ May lead to inefficient imvestment signals
+ Prevents reallocation of existing capacity to new entrants
+ Mo requiremeant for financial security from existing generators
+ In contrast, new generators required to fully secure costs of
incremental capacity reguired
+ This provides full user commitmant, but:
+ Final Sums arrangements not defined in commercial frameworks
+ Level and volatility perceived as a barrier to entry
+ Inequitable treatment compared to existing generators

nationalgrid

Applicable Objectives and Recommendation

Objectives

CAP165 better facilitates CUSC Applicable Objective (a) as
improved investment signals would better allow development of
an efficient, ce-ordinated and ecenemical transmission system

CAP165 better facilitates CUSC Applicable Objective (b) as:
+ Equivalent user commitment required from new and existing users
+ Existing capacity could be reallocated to new entrants
+ Enhanced transparency and certainty of commitments required

*

-

Recommendation

Mational Grid recommeands that CAP165 should be assessed by
a joint CAP165-166 Working Group, for a period of 3 months
National Grid further recommends that certain elements of
CAP165 that are common across GAP161-166 be assessed by

a sub-group, for a period of 3 months naﬁona|g|-id

*

*
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Long-term Fixed Price Tarifts -

Under CAP165, generators will be making long-term bookings
Given the certainty associated with the booking, it may be
appropriate to give certainty as to the tariff that will be paid for
the duration of the booking
Impossible to accurately calculate tariffs beyond a few years
+ Therefore, should consider, for the duration of the booking:

+ Fixed tariffs; or

+ Index linked tariffs — to RPI1?
Should these be based on tariffs prevailing at time of booking,
or take account of longer-term modelling?
Will alse need to consider mechanism for resolving under- and
over-recoveries

+ Anticipated that this would be through the (now separated,

commoditised) residual

- Local charges alse assumed to be splitout nationalgrid

*

*

*

*

*
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Meeting Two — 29" May 2008

Finite Long-term Entry Rights
for Existing Users

Transmission Access Working Group 2
2gih May 2008

Nature and definition of rights (1)

+ The nature and definition of current entry access rights are
listed in black (based on a “Key generic features of access
madels”, Min Zhu, 5 November 2007)

+ Proposed changes under CAP185 are highlighted in red

. Type

+ Entry-Exit (Explicit entry, implicit exit)
+ Valid duration

+ Annual (with renewal) — No automatic renewal
+ Location

+ Nodal — Zonal

nationalgrid

Agenda

» Nature and definition of rights
+ Implementation of zonal access rights
+ Transition / impact on existing users
+ Application process for extension of rights
+ Trading / relinquishment of rights
« End to end process

nationalgrid

Nature and definition of rights (2)

+ Entitlement
+ Financial
+ Compensation mostly market & value based
+ Obligations
+ Use of system charges
« Notification of closure — Provided by long term baoking
+ Enforcement
+ Prohibition
+ Allocation
+ Invest & connect (improved investment information)
+ First-come-first-served

« Final sums — Generic commitment .
nationalgrid

Implementation of zonal access rights

+ Zonal long term entry access rights could be
implemented by:

+ Explicitly defining rights on a zonal basis
+ Each userwould have a zonal UoS agreement?
+ Or continuing to define rights nodally, but cashing out
overrun zonally
+ i.e. ausers power station could exceed TEC fo the extent its

other power stations in the zone were under-utilising TEC,
without attracting an overrun charge
+ Much simpler to implement, but how does this work without
CAP1827
+  May need lagal text remaving breach of CUSC inthese
circumstances?

Would be easier to transition if zones revised :
* nationalgrid

Transition / impact on existing users

+ All existing generators with TEC will be offered equivalent
long term zonal access rights
+ During transition (i.e. just prior to implementation) such
generators will be invited to nominate the number of (whole
financial) years for which they require long term zonal
access rights
+ Should “gaps” be permitted?
+ Should there be a maximum period for which rights can be
booked?
+ Therefore no rights would be withdrawn from users
+ But users would:
+ Be required to nominate when they wish their rights to end
+ Incur a liability for the period of the booking
+ Be required to provide appropriate security
« This is coverad in a separate prasentation naﬁonalgl'id
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Application process for extension of rights

+ End date of long term entry right would be defined in the
Appendix C of the bilateral agreement (e.g. 31/03/xx)

+ This could be extended by a Modification Application

+ Where no works were required (i.e. the capacity had not
been reallocated) an offer would be made within 28 days

+ A (relatively small) application fee would be levied

+ Precedence suggests this would be refunded if the offer accepted

+ Where works were required, the timetable would be
extended to 3 months, and the remainder of the application
fee would be levied

+ |ssues:

+ Should "gaps” be permitted?
+ Should there be a maximum period for which rights can be
booked?

+ s this linked to the stability of zones? nationalgrid

Trading / relinquishment ot rights

+ Rights granted would be tradeable as today
+ CAPOBS process for permanent trades
« But traded capacity would be time limitad
+ CAP142 process for temporary traces
+ CAP163 would introduce intra-zonal sharing
+ CAPO&8 and CAP142 become inter-zonal
+ Need to review existing legal text, both:
+ For CAP185; and
+ Fora CAP185 and CAP182 combination
+ No provision for return of rights to SO
+ Would only be of valus to SO if capacity scarce
+ Therafore demand from other users
+ But a termination fee (equal to the remaining liability) may be paid
to end the booking prematurely naﬁonalgrid

End to end process

+ New generator applies for connection by booking entry
rights for at least [6] years from the Completion Date
+ How should bookings for more than [6] ysars be dealt with?

+  Should t.he;;ene rator ba requirad to sacure tha increment pre-
complation ?

+ Once commissioned, the generator may extend the
booking at any time via a LR}'Iodification pplication
+ But capacity is allocated first-come-first-served, so capacity may
have already been allocated
+ |f booked rights are not required, they may be:
+ Traded permanently [inter-zonally]
+ Traded temporarily [inter-zonally]
+ [Shared intra-zonally] [dependent on CAP163]
+ Alternatively, a termination fee {equal to the remaining
liability) may be paid to end the booking prematurely
+ At the end of the booking, capaci?( will be reallocated to
another user {assuming demand for it) natlonaly'id

Transmission Network Use of System
Tariffs for Finite Long-term Entry Rights

Transmission Access Working Group 2
29 May 2008

nationalgrid

Agenda

+ Background

+ Options

+ Basis

+ Applicability

+ Resolving over- and under-recoveries

nationalgrid

Background

+ Under CAP165, generators will be making long-
term bookings
« Two drivers to fix generation TNUo0S tariffs:

+ Users will be providing certainty through the booking,
therefore it may be appropriate to give users certainty
in the tariff to be paid

+ Might otherwise be difficult to forecast Value at Risk

nationalgrid
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Options

+ No fixing — just pay prevailing charges
+ Fix — same charge for duration of booking
+ Index linked to:

+ RPI

+ RPI+2 (i.e. prevailing price control term)

+ Expansion Constant

+ i.e. RPlduring a price control period with step changes at
price control reviews

+ Producer prices

nationalgrid

Basis

« If fixing a tariff for the duration of the booking, what
would the basis of the tariff be?
+ Prevailing tariff at time of booking?
+ A forecast?
+ (werthe whole period of the booking 7
It data was availabla
+ Owerthe next [¢] years?
Condition & report *forecasts” for & years

+ Trade off between accuracy and transparency

But contracted position should become more accurate as a
result of finite rights

nationalgrid

Applicability

+ Locational

+ Relatively simple, but only fixing locational means that

user exposed to changes in residual
+ Although these would be smeared over all users
+ Locational and Residual

+ Genuinely fixed charge, but would be difficult to
forecast changes in residual across price control
periods

+ If residual used for resolving under- and over-
recoveries, significant volatility would result

nationalgrid

Resolving over- and under-recoveries

+ Have largely assumed that over- and under-recoveries
would be recavered in the Generation Residual
+ i.e. Would continue to recover 27 9% of TNUOS revenue from
generation
+ Any shortfall or surplus in locational revenuss recovered from
generators would be balanced by appropriate changes in the
generation residual

+ L. residual would be differance in generation locational revenus
recoverad and 27% of MAR

+ Unlikely to over-recover to such an extent that residual would go
negative (unlike auctions?)
+ Demand and Generation Residual (i.e. revising/remaoving
27/73 split)
+ i.e would calculate charges as now, then compare generation
locational charges received with those prevailing
+ Diffarence would be applied evenly across demand and genaratiop
+ But generation residual commoditisad? nationalgrid

Security Requirements for
Finite Long-term Entry Bookings

Transmission Access Working Group 2
29 May 2008

Agenda

+ Why might security be required?
+ Credit concepts
+ Current situation for generation

+ What is the Value at Risk for a long-term booking?
+ Linkage to pre-commissioning to be discussed next meeting

« Unsecured credit allowance
« Credit tools

nationalgrid
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Why might security be required?

+ Current rolling annual nature of TEC may lead to inefficient
investment signals and prevents reallocation of existing
capacity to new entrants

+ CAP165 proposes to address this through user
commitment to multi-year bookings

+ An appropriate amount of security would be required to give
commitment and cover the risk of payment default

+ Value at Risk arguably increases as a result

+ Alternative would be to pass-through and expose all users to this
risk

« If tariffs fixed, also need to ensure that perverse incentives
are not created for users to move from a given fixed price
tariff to a lower tariff

+ It may be necessary to have a termination fee, with appropriate
security cover, that would be called in if the contract were not

honoured nationalgrid

Credit concepts

+ Value at Risk (VaR)
+ If a user were to default, what is the exposure in terms
of outstanding charges and liabilities?
+ Unsecured credit allowance
+ How much “freg” or “user allowed credit” should be
extended to the user based on its creditworthiness
+ Credit Tools

« The difference between the VaR and the unsecured
credit allowance would need to be secured through the
provision of credit tools

+ i.e. this is the amount of security actually lodged

nationalgrid

Current situation for generation

+ Generators do not currently provide security for TNUoS
charges
+ Security is provided for:
+ BSUoS
+ Termination Amounts for Connection Charges
+ Final Sums
+ Provisions for BSUoS security are in CUSC Section 3
+ Based on Ofgem’s “Best practice guidelines for gas and electricity
network operator cradit cover”
+ Provisions regarding security for Termination Amounts are
in CUSC Section 2
+ Unlimited unsecured crediit extended to users with a credit rating
of A- (and DNOs)
+ Provisions for Final Sums are in the Construction
Agreement
+ But based on those for termination amounts

nationalgrid

What is the Value at Risk for a long-term
booking?

+ All charges to be paid for the entire period of the booking?
+ Butif the tariff not fixed, will need to be forecast
+ Until capacity resold?
+ By generator; or
+ By GBSO
+  But how can the value and timing of this be forecast?

+ Best Practice Guidelines suggest that the VaR is the
difference between the contract value and the value that
can be recovered by the GBSO through resale (para 3.31)

+ Should the VaR be capped by commitment for additional
capacity? (i.e. industry takes 50% of risk)

+ Or could be deemed to be the remainder of current year?

i.e. industry takes risk in future years if not resol .
( Y ¥ na‘ﬂonalgnd

Unsecured credit allowance (1)

+ “Best practice guidelines” state that the maximum
amount of unsecured credit to be extended should
be 2% of the Network Operator's RAV

+ This is then scaled based on credit rating
+ Unsecured credit can also be extended based on
payment record or an independent credit assessment

+ Maximum unsecured credit allowance is £128.5m

+ “Best practice guidelines” designed to address
suppliers

+ Suppliers have no assets
+ Are generators different?
« Could more credit be extended?
+ But is this already factored in by ratings agencies?

+ Will Ofgem approve something not in line with "Bast
practicg"? & naBPnnalg'id

Unsecured credit allowance (2)
Credit rating Credit allowance as| Current value for

% of maximum NGET

AAAAA 100 £128.5m
A 40 £51.4m
BBE+ 20 £25.7m
BBB 19 £24.4m
BBE- 18 £23.1m
BB+ 17 £21.8m

BB 16 £20.6m

BE- 15 £19.3m

rrationatgrid
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Credit tools

+ The difference between VaR and the unsecured
credit allowance can be secured using:

Cash in Escrow

Letter of Credit

Qualifying Guarantee

Bilateral Insurance Policy

Insurance Performance Bond

Independent Security Arrangement

+ However, there is a cost to these

« If VaR is full value of the contract and unsecured
credit is as per the “Best practice guidelines”, there
could be a significant cost to the industry?

nationalgrid
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Meeting Three — 11" June 2008

Locational and Residual TNUoS Split

Transmission Access Working Group 2
Meeting 3, 11th June 2008

Revenue Recovery
Residual : Locational

+ The total revenue recovered through the TNUoS tariffs is
£1.35bn

s £365mn (27%) of this total is recovered from generation

+ The total recovery from the residual section of the tariff from
generation is £315mn

+ The total recovery from the locational section of the tariff is
£50mn

+ The locational recovery is the sum of £175mn from positive
zones and -£125mn in negative zones

nationalgrid

Locational and Residual TNUoS Split
Agenda

+ Locational and Residual
+ Revenue recovery
+ Tariffs
+ Re-referencing the locational
+ Introducing the residual
+ Generation : Demand ratio

+  Ravenus racovary
+ Tariffs

nationalgrid

Locational and Residual Tariffs
Zome Total Tariff {E/KW) Locational (EkW) | Fssidual (£/ke) |

1| Morth Seotland o 18,18 411

2 | Pemrhead 1878 15858 4.1

3 | Wesiern Highland & Skve 2053 1842 4.1

4 | Central Highlands 1874 1283 4.1

5 | Argyll 1508 10.95 41
| & | Stirlingshirs 1438 10.28 411

7| South Scotland 12.52 24 4.1

& | Auchenhrosch 1038 [ 4.1

9 | Humbsr, Lancashirs £a2 2 4.1

10 | Morth 2485 554 41

11| Anglossy . 272 a1

12 | Dinoreig 8.8 {ral 4.1

13 | South Yorks & North Walkss 442 o3 411
| 14 | Midlands 232 179 411

15 | South Walkes & Th -2AT £.58 41

16 | Contral Londan -588 AT 4.1

iT | South East 122 -2.88 411

18 | Cwon & South Coast -0m 412 411

19 | Wesssx -257 £.60 41

20 | Peninsula -8.53 -12.63 4.1

-
nationalgrid

Re-referencing the Locational Charge

Markeat Hub

» MNorth

g

g

=
THU oS charge

509 Generation ..o S0%D0emand oo
Re-referenced
27% Generafion 7 3% Demand

nationaigrid

Introducing the Residual

oW

[=]

=
THUGS charge

. Morth

e Excluding residual
" Generation—-————- Demand -—-— -
Including residual .
Generation Demand rﬁtma]g[id
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Revenue Recovery
Generation : Demand Spiit

Generation : Demand 5050 k]
Total Revenue £1.35bn £1.35bn
Recovered from generation £365mn £365mn
- Residual EZ70mn £315mn
- Locational gasmn £50mn
(€210mn - £115mn) (E175mn- £125mn)

nationalgrid

Locational Tariffs
Zonw 50:50 Locational (/kW) | 2773 Locational (W)
1| Morth Seatsnd 1874 1215
2 | Peterhead 1524 1585
3| Weskern Highland & Skys 17.02 1842
4 | Central Highlands 1323 1283
[5 [ gyl 1155 1045
[ 6 [ Stirlingshirs 10.84 10:25
| T | South Scotland 10.04 an
2 | Auchenhrosch £.80 837
9 | Humibsr. Lancashirs 2.0 23
10 | Morth East Englard £45 5.04
11 | Anglessy 33 272
12 | Dinoreig 83 Xl
13 | South Yorks & Morth Waks 083 a3
| 14 | Midlands ERH 78
15 | South Waks & Thamss Valky 556 -B.58
18 | Central Londan A15 857
17 | South East 237 -2.89
18 | Cxon & South Coast -3.50 -4.12
[ 19 [ Wassex 5.08 588
20 | Peninsula -12.01 -12.83
-
nationalgrid

Fixed TNUoS tariffs under a long-term
finite entry rights regime

Transmission Access Working Group 2
Meeting 3, 11" June 2008

Fixed TNUoS Tariffs
Task and assumptions

+ Compare actual 200809 locational generation TN UoS tariffs with:
+ 200607 locational generation TNUGS tariffs

s 200200 locational generation TMUGS tariffs that woukd have been forecast in
December 2005

+ Compare commoditised residual generation TNUoS tariff that would
have been set for 2008/02 with those that would have resufted in the
above two scenarios

+ Assume same generation charging base as actual 200209
+  Assume all generators on relevant fixed locational tariff
+ Lses 2005/09 generation TNUGS zones

+ Based on 73/27 locational revenue split

nationaigrid

Fixed TNUoS Tariffs
Agenda

+ Task and assumptions

+ Results
+ Locational
+ Residual
+ Conclusions

nationalgrid

Fixed TNUoS Tariffs
Results - locational tariffs (1)
T e —
Aot W00 Locational [ Gerw relonal TarfTi DKW) s ot e oy Tert 1] SR

g o it S e e T R S T
i ii e . -
) P =, 2 P =
o Dius v a e 2 i
L] ja. rdl AL 4TT s aer 058
P = i 7
, 2 = i e i
: P 73 e is S
P = i i = - 7
10 [Morth Bt Breg land S A e an A5
= lisging i in = i
= lomes e o - e
] e S i i = i
S [ o i e i
P S i - i e e
% o = o Py S =
S5 P i i = i
= [ Ganimenn i g Fr =5 i
P e o i ey - =
il e P P g
nationalgrid
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Fixed TNUoS Taritts
Restults - locational tariffs (2)
20.00
15.00 =
10.00
- A
> WERETR
00 +H—TT T T T T T T
50 1 234586 7 809101 12131_'1_51637*1&1920
-10.00
15.00
— Actual 200809 Locational Generation Tariff (£/kW )
----Forecast 2008'9 Locational Generational Tariff (£'kW) as at December 2005
— Actual 2006007 Locational Generation Tariff (£/kW ) (Rezoned)

Fixed TNUoS Tarifts
Results — conclusions

+ Actual 2008/09 locational generation tariffs generally lower than had
been forecast because some new generation was not connected as
forecast

+ However, some was connected so 2008/09 tariffs generally higher than
2006/07

+ If all generators had besn "locked in" to 2006/07 tariffs, the
commoditised residual charge would have been 5% higher in 2008/09
than if prevailing locational charges had been used

netionaligrid

User commitment for incremental access rights
Agenda

+ User commitment today
+ CAP131 proposal

+ CAP165 proposal

«  Trigger period
Usar Commitmeant Amount
Usar commitmant in negative zones
Implementation and transition
Interaction with existing users

. o e

.

nationaigrid

Fixed TNUoS Tarifts
Results — residual tariff
Residual Tariff (£/MWh) Changs
Using Actual 200809
T.::iilorl::l Tariffs 0.975169
Using Forecast 2008/09
2 Il:gui‘llornl Tariffs 0.880331 0%
Using Actual 2006/07
:::I‘IIOI‘I: Tariffs 1.031050 5%
nationalgrid

CAP165 - User commitment for
incremental access rights

Transmission Access Working Group 2
Meeting 3, 11" June 2008

netionalgrid

User Commitment Today
Current (non-interim generic) arrangements

Pre-Commissioning Post-Commissioning

£

100%

Securad Project
and cost
Refundable

FSL

I I 1 t
Carnection Completion
Ciffer Date
nationalgrid
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User Commitment Today
Issue / defect identified under CAP131 (1)

+ Existing Final Sums arrangements have come under pressure due to
BETTA transition and incentives for renewable generation

+ The industry has given considerable thought to this area
«  Mational Grid's *Managing the GB Queue” consultation
+  Traremission Price Confrol Consultations
+  ARCDG

+ Issues/ defects identified
« arrangements for Final Sums are not ransparently defined

hationalgrid

User Commitment Today
Issue / defect identified under CAP131 (2)

Pre-Commissioning o Post-Commissioning
Absolute level and 1 -
wolatility of FSL E
&
g Tranzp
=S
5]
Na uplcnt payment an Liability for 1 Sy motios T TEC
application for netwaork o
access — speculative wyear of charges
izations

from exisling aeneratars
I [ t

Cennection Complation
Offar Date

nationalgrid

CAP131 Proposal
Principles for reform — simplify regime

+ Develop a generic regime to apply to all applications for additional
transmission access
+  Applicants know what liabilities will b= incurred before application (transparency)
«  Liabilities fived upon signaturs of construction agreement and/ or modification
offer (certainty)
+  Meaningful up-front liability upon signature of construction agreement and’ or
modification offer (addresses speculation)
+ Trade-off between certainty and cost-reflectivity
«  On project termination there may be instances where a generic liability is greater
or less than the project costs incurred

nationalgrid

CAP131 Proposal
Principles for reform — enhance signals

+ Rebalance risk of unnecessary transmission investment from new
entrants to consumers
+ Isit appropriate for new users to bear 100% of imiestment costs?

Ofigern have signalled 100% may not be appropriate

‘What is the appropriate level ?
*  We have assumed new users should cover 50% of investment costs
«  This lowers bamiers to entry in the majonity of cases

But new users should face a non-refundable termination chamge
+  Real commitment
+ Balance of risk with consumer

+ Market Information
Incentivise closure information provision
+  Avoids unnecessary transmission investment

natlonalgrid

CAP131 Proposal
Principles for reform — enshrine arrangements
+ Formally define user commitment arrangements

+ MNew Section inthe CUSC
+ Transparancy

nationalgrid

CAP131 Proposal
High-level description (1)

+ Enshrine generic user commitment methodology for new generators
and incremental TEC requests
» use Generation TNUoS tariffs as a procy
in the full year before connection, & * TEC * Generation TNUoS would be required
tobe secured
subject to minimum Generation THU oS tariff of € ¥ KW

+ Incentive to provide earlier TEC reduction information
Existing users incentivised to provide 2years notice of TEC reductions
Avoids liability for 2 times the modulus of generation TNUGS for the TEC reduction
{suibject to a minimum gensration THUGS tariff of £3/KW)

nationalgrid
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CAP131 Proposal
High-level description (2)

Pre-Commissioning Post-Commissioning
Liability far 2
years chamges
on TEC
reductions
without 2 years

Sl :
Max notice
Commtmant Fee gy
\ \h

T T~4 -2 -2 -1]' 1 2

Connection Trigger Complation
COffar Dae D:,

- Generic methodology non-refundable and mandamWna-mnabrid

CAP131 Proposal
Terminology (1)

+ User Commitment Amount
The annual {1, 2 or 3) €KW amount of ussr commitment pricr to the trigger dats
+ Cancellation Amount
The amount of user commitment during construction, as a percentage of six years'
worth of THUoS
+ Capacity Reduction Charge
The chage levied if a generator reduces its requined capacity (to zero or

otherwise) prior to complation, based on whichever of the User Commitment
Amount or Gancellation Amount is applicable

+ User Commitment Charge

The chage levied if agenerator reduces its required capacity (to zero or
otherwise) post completion, without giving o full years' notice

natlonalgrid

CAP131 Proposal
Terminology (2)

Pre-Commissioning Post-Commissioning
Liability far 2
years chamges
on TEC
reductions
without 2 years

2NN :
M ot
Commimant Fee ey notice

“a
t B T 1 2 t
Cnrg;:bn T[.;.E: Semplton

Usar Commimant Amount Cancallation Amount

natlonaligrid

Capacity Reduction Charga Usar Commitmart Gharge

CAP131 Proposal
Advantages

+ Applicable to all applications for new generators and incremental TEC
applications
+  liabilities will be known before application {transparency)
+ liabilities fixed upon signature of agreement (certainty)
+  up-front liability upon signature of agreement (speculation)
+  fransfers risk from new enfrants to consumers (level)
« to balance this, cancellation charge should be norerefundable

+ Application to existing gensrators
+  the provision of more accurate and eardier closure information will be incentivised
+  Will give better investment signals

nationaigrid

CAP131 Proposal
Security requirements

+ Pre-commissioning
« Ifthe user has a credit rating of at laast A-, no security would be raquired
« If not, the userwould have to secure the User Commitmeant Amount /
Cancellation Amourt
+ Post-commissioning
» No security required

nationalgrid

CAP131 Proposal
Justification against applicable objectives

Efficient discharge of licence duties

+ Enhanced signals/ information facilitates efficient planning of the
transmission system

Facilitate effective competition in generation & supply
+ Lowers barriers to entry
+ Reduces speculative applications
+ Greater transparency for Users

nationalgrid
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CAP131 Proposal

Example 1
£1/kW does not have to reach £3/kW if consents obtained sconer
£m
On Signature
By

5 a4 -3 - 3 tyr

CEC 4+ TEC .
Applicatian Matienal Girid Gangent Complation
September 2003 Outobsr 2013

CAP131 Proposal
Example 2

User Commitment peaks at E¥'KW ahead of NG consents
if completion delivered sooner, coggmitment ramps faster

On Sigraturs
Iy

5 -4 -3/-2 ) tyr
cEc.TEG { Cnm‘plﬂion
Application Haiional Grid Consrt  Cickabier 2010
September 2008
.
natlonalgrid

CAP131 Proposal
Example 3

» Mo consents nesded far transmission m
works o connect User,

= Coretnuction programme i just over 2
years,

+ On Sigrature customer must putin place
500 of FSL for remainder of financial year.

5 4 $3 -2 a4 o

GEC + TEG
‘Applicaian Completicn

CAP131 Proposal
Example 4 - Termination before TO consents obtained

£m

Ussr Terminates
Na futther fakifty

)

5 -4 -3 -2w -
N
N

S
o National Grid Canzonts
Apploation anticipated

natlonalgrid

CAP131 Proposal
Example 5 - user terminates after TO consents obtained

»  Usar Termirates December
»  User's Liakility is 75% of X times MW em
times THLS charge -,

+  Nofurther liability irespactive of TO ™.
spanding. ™

On Signaturs
1k

thyr
J,’ -5 -4 -af
cecsTEC
Apglication National Grid conserts
oktsingd in March

nationalgrid

CAP131 Proposal
Exampf @ 6 - Level of securities maintained if project deferred

£m

Project Defarred
for two years ’

Original  Deferred
Completion Completion

Diate Date natlonalgl'id
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CAP165 Proposal
Overview for incremental access rights (1)

+ Concept is based on CAP131
Howswver, new gensrators would be booking a defined number of years
of entry access rights (“the trigger period™)
i.e.woukd be booking & years' worth of access to apply from the completion date,
rather than just providing security based on & years' worth of THUoS
Still envisaged that this user commitmeant would be based on a 50%
sharing factor
+ Separate arrangements to be put in place for local infrastructure
i.e. this is only providing user commiment for wider access rights
+ Account to be taken of changes to residual charge
Will need to recakulate length of tigger period

nationalgrid

CAP165 Proposal
Overview for incremental access rights (2)

i g

Pre-Commissioning Post-Commissioning

I R ] 1 2 e X !
TE?: c“’"[;’n'f"" Trigger Paricd
nationalgrid

CAP165 Proposal
Trigger period liability

+ Trigger period liability will be TEC * TNUS tariff in each of X years
+  Meed to determine whether TNUGS tariff is:
+ That prevailing attrigger date
+ Revised annually to that prevailing
«  Onanongoing basis
+  Upto Completion Date
+ Based on foracast future tariffs
+  Would better reflect impact of othar developmants
+ User may choose to book longer than X years
+ Attigger date?
« Atcompletion date?

natlonalgrid

CAP165 Proposal
Is the User Commitment Amount required?

In CAP131, the purpose of the User Commitment Amount (the 1, 2or 3
KW prior to the trigger date) was threefold:

+  Toreflect the costs of local reinforcements in negative zones
To reflect the costs of cbtaining consents and undertaking pre-engineering works
+  Minimum meaningful commitment to disincentivise unviable projects

+ In CAP185:
+  Local reinforcement wil be treated separately

Costs of obtaining consents and undertaking pre-enginesring works — need to
understard:

« Local / wider split

«  Positive / negative split— see next slides
+  Todisincentive unviable projects

+ Couldthis be done through local ?
+  will abways be positve

*

.

nationalgrid

CAP165 Proposal
User commitment in negative zones (1)

Based on existing charges, if the residual removed, all zones from the
Midlands south would be negative
+  How would user commitment be given in negative zones?
+ InCAP131:
For ncremental capacity, there would be a minimum “foor of S3kW
For existing capacity, the modulus of the tariff would be used, subjecttoa
minimum of E£3'kKW
Use of modulus justified as "biggest incentive for early notification of
closures required at extremes of the network”

nationalgrid

CAP165 Proposal
User commitment in negative zones (2)

+ Is a minimum required for incremental capacity in negative zones?
+ Only as a disincentive to unviable projects; or

+  If there were wider works
« And forwhich there might be consents or pre-engineering costs?

+ However, a requirement for wider works seems inconsistent with a

negative tariff
+  Sigralling that it would be beneficial to locate here

+ Any requirement for wider works is likely to be a result of other new

connections
+  Forecast future tariffs might be positive?

nationalgrid
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CAP165 Proposal
User commitment in negative Zones (3)

+ Is use of modulus justified for existing generation?
Closure of plant in very negative zones might lead toworks on the system to
support demand
But addresses a different defect?
Shouldn't be disincentivising connections in these areas?
In ary event, incentive would be on plant not to close — just wouldn't generate for
remainder of booking
Unless local connection charge higher than costs of terminating local
connection and termirating widsr ights?
‘Would physical evidence of availability be required ?

nationalgrid

CAP165 Proposal
Implementation and transition

+ Al pre-commissioning generators will be deemed to have booked entry
rights equal to the trigger period
+  Option to book longer, but timing for transition will depend on whether enduring
solution s to do this at application or completion
+  Security equal to liability for the trigger period will be required
«  Asmaking a bocking for use of system access, seem s logical to deal with
thess in Section 3 of CUSC
+  Would use provisions basad on Best Practice Guidslines
«  This may be a significant increase for Scottish transitional users who
curmently only have to secure infra-Scattish reinforcements
«  If implementation was a 1% April, would seem most logical to issus revised
secLity requirement in January
+  Sacurity woul be putin place in February
+  But might want to review anduring processes?

natlonalgrid

CAP165 Proposal
Interaction with existing users (1)

+ Under CAP185, both new and existing generators make long term
bookings
Releasa of incremental capacity & subject to booking a minimum trigger period
lFwe accept 50% is the *right” risk sharing factor, then, although new generators
could book entry rights for longar than the trigger periasd, would it be necessary for
them to securs this?
+ Previously, we have discussed security requirements for long term
bookings made by existing generators
It has been suggested that one year would represent an appropriate amount of
security to be lodged, imespective of the length of the booking
«  Liabiliies could be passed through in future years and smeared across all
users (generators?)
Cost to industry of self insurance might be less than
loclging sscurity for lenathy multi-vear bockings

nationalgrid

CAP165 Proposal
Interaction with existing users (2)

+ Example below is from Ofgem's CAP131 RIA
+ Whilst Generator A provides 8" TNUoS to cover cost of additional
capacity, Generator B is liable for one year of TMUOS (and provides no
Security)
+ Impact of Generator B closing would be equivalent to Generator A
terminating close to completion
+  But no protection for customers

e

If genarator B chases at 1

yoar's nictice — his imesstment

is “strandad” but no probection
for customers

nationalgrid

CAP165 Proposal
Interaction with existing users (3)

+ Under CAP185:
Generator A would book at least the trigger period, and provide security for this
Generator B woul also have a long term booking
+ s there a justification for Generator B providing less security than
Generator A?
+ Ofgem’'s CAP121 RIA speculates that certain existing generators may
actually be more risky than some new entrants

E.g. "a coal plant opted out of LCPD with limited remaining running hiours®
comparedto *a renewable wind fam with planning permission and financial
backing of ROC mechanism”

nationalgrid

Potential Proxies for Investment Costs

Transmission Access Working Group 2
Meeting 3, 119 June 2008

nationalgrid
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Potential Proxies for Investment Costs
Agenda

+ CAP131 Analysis

+ Requirement for Further analysis
+ New revenue drivers

+ Analysis lssues

+ Next Steps

nationalgrid

CAP131 Analysis (2)

mm
——THUE 2 - MuEraps Ivesimernt

o . /
— e

b S — =

il [] [} ] %
Revenue Driver Zone

Risk shared 50:50 so 12 years TNUoS becomeas & years
« EIKW minimum charge

nationalgrid

CAP131 Analysis (1)

+ Move from specific FSL to
a generic proxy

+ Increased predictability and
stability

+ Six x TNUeS

+ Both locational and
residual charge included

+ Old TPCR revenue drivers
to approximate investment

nationalgrid

Further Analysis Required

+ The analysis which led to & years TNUoS needs to be
revisited to take into account the following changes:

+ Separation of the locational charge into local and wider
+ Commoditisation of the residual

+ Updated Revenue Driver zones

+ Updated TNUoS charges

nationalgrid

New Revenue Driver Zones

a_ [South & South Wast
b [Tharmes Eshuary
¢ London
d
a

fEcuth Wales

East of England and Hame Gounties
i Eaﬂ Midlands
f2 Widlands
g Morth'Walkes and Morth West
h_ [arkshire & Lincolnshire

i Morth East

SPTL Scotland

SHETLMNorthem Ssotlard

nationaigrid

New Investment Allowances
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=
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Revenue Driver Zones

nationalgrid
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Analysis Issues Next Steps
+ Definition of local and wider + Consider potential proxies for investment
. . « Current THUoS = X
+ Differences between Long-Run Marginal Costs and + Bast fit Zanos
Incremental Investment « Revenue Driver Zone Average
+ Extra Revenue Driver Zones + Ravenue Driver Zone Weighted Average

_ . A . . « Vary minimum charge
«+ Timing relative to Transmission Price Control Review + Forocast TNUGS * X

+ Cumulative incremental effects + Revenus Drivars

+ Calculate local and wider TNUoS tariffs
» Distance to zonal hub

» Specific treatment
+ Compare potential proxies
+ Cost reflectivity
+ Pradictability
+ Transparency

N + Choose appropriate proxy .
nationalgrid naticnalgrid
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Meeting Five — 9™ July 2008

GB transmission network will need to connect
a substantial volume of new generation

i

Transm'ss'on Access Rev'ew . ;Euiﬁsgg—gﬁgaﬁﬁa;:;ﬁi?é%‘ai?tm connacts cBOGW of generation to meat
o . T’O meet 2020 targets will require an additional 60GW+ of renewable capacity
L plus:
I A . = thermal (fossil) back up plant given intermittency
gem presentation at TA Working Groups - new nuclear generation

- around 20GW of existing generation is expscted to close by 2020 and
Stuart Cook distributed generation u?il? i ct i

A 8 W also have an impa
Director - Transmission
* Majority of new connactions for onshore and offshore wind, but also
nuclear, gas and clean coal. Connections may be remote from the existing
WG 1 - 8 July 2008 network resulting in potential planning difficulties
-~ WG2 - 9 July 2008 : :
R A A WG3 - 16 July 2008 Ofgem, HtGand
——— - . ‘ p

Ofgem’s key principles for enduring The TAR package

transmission access arra ngements

= Amendment mnfsals on commencial arrangements and
clogy

. . . . = charging meth:
+ Protecting customers’ interest through reform is vital = Modular approach, capsble of delivering a range of diferent
- Long term user commitment frem generators is key — avoids transfer of arrangements regimes
stranding rizk to customers and improve the quality of infarmation of = Possible implementation around April 2010

future demand for transmission capacity

« Existing generaters do not have "evergreen” rights to the system
(but we are open to "legal” arguments)

+ It is important to have long-term tradable rights

- Users can sell rights on a permanent or temporary basis allowing lower
carbon tachnologies to displace existing and reallocation of spare capacity

+ Ovwerselling capacity/connect and manage not ruled cut can be
considered, based on proper assessment of costs (eg constraints) and
kenefits (eg lower carbon emissions)

ofgem pro

The TAR package The TAR package

*  Improving managemens of existing "queus” of generators

Shmtnen?i *  Measures to release and utilise the full capadity of the system
s * Srope to conmect more generation through limited derogations

[ e from security standards? Criteria include: Benefits = Costs.

manager”) *  Concerns about marke: power? Incumbents wanting to advance

generation projects asked to auction existing capacity?

= TS0z to publish a major technical study by end of 2008,
Brought together through ENSG

Planning & = Ofgem o develop sharper incentives for TSOs, in particular,

Incentives news investment incentives for TOs to take some of stranding
rick (but with higher reward for timely & efficient investment)

= Linked to ongoing review of S0 incentives
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[ Feview of GBOES >y 23

Some initial observations on current topics of
debate

* Qur starting point: the regime should permit nen-physical players to acquire
and trade capacity
- Limiting to physical players will restrict market activity
- We consider that it works in gas but, would need to be couphed with effective UIOLIL,
ahe
* In general, auctions provide the most effective way of allocating scarce
capacity. Happy to consider views about the merits of an auction-based
approach for the non-short-tesm capacity. But, some questions:
- Meed to ensure that the short-term and non-short-term arrangements "hang together’
- Alternative approsches (e.g. administered price) may not afford the fexibility, far
example, to allow parties to signal both volume and prices
= We will need to see an informed assessment of the merits of alternative options.
*  Credit cover - do we need to distinguish between Value at Risk (VAR) and the
risk of party default?
= alue at risk - will depend on: the extent to which the relevant assats can be used now
o in the future by & different party
- The risk of party default - will depend an the particular circurmstances of tha party

Our expectations (enduring arrangements)

*  WGs are expected to:
- Consider linkages (eg munual dependency/enhancement/exclusicn) hetwem
proposals, bearing in mind the over-zrching framework o be established
- Develop, sssess and :e']:nrt on evidence (whersver possible, quantizative) for 2
managazble number bl options
- Be mindful of CUSC and other abligations (2.g. prohibition on undue discrimination)
«  CUSC Panel is expected to:

Consider W& reports. Submit report to the Authority setting cut assessment of options and a
recommended option for each CUSC amendment proposal

Be mindful of CUSE and other jans (e.g. ition om endue discriminaticn)
- MGE[' is expected to:
Consult on charging eaticas arising from Wis
Subemit report to the Authority setting out of apti d charging
propasals
= OfgemAuthority is expected to;

- Provide an appropriate steer on analysis and direction
- Conduct Impact Assessment(s) on proposzls, leading te dedsion on changes

ofgem

moting choice and value
for aII gas and electricity customers

A A A =
i i e - ‘
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CAP165 Actions from Meeting 3

Transmission Access Working Group 2
Meeting 5, 9" July 2008

Fixed Tariff Scenarios

2006/07 Tariffs Forecast 2008/09 Tariffs
Locational Total Locational Total
All Fix: £1.03/MWh Under £0.98/MWh Under
recovery recovery
€61 million £64million
All Float E0.98/MWh | NO under or | £0.98/MWh | NO under or
over recovery over recovery
£4.11/W £4.11/KW
Mixture £1.06/MWh additional £1.01/MWh additional
£0.31/kW £5.18/KW
nationalgrid

CAP165 Analysis
Agenda

+ Fixed Tariffs
+ Scenarios
+ Fixing the Locational Only
+ Fixing the Total Tariff

+ Post-Commissioning Security

nationalgrid

Fixing the Locational Tariff Only

+ In the majority of zones the 2006/07 tariff is lower than the
actual 2008/09 tariff. Fixing at 2006/07 levels decreases
amount recoverad from the locational tariff so increases the
residual tariff.

« Fixing at forecast 2008/09 levels has a minimal effect on
the residual because the zones where the forecast tariff is
lower than the predicted tariff are cancelled out by some
zones with much capacity having slightly higher tariffs.

+ Where the generatar can choose whether to fix or float the
locational tariffs are lower or equal to the 2008/09 tariffs so
the amount recovered from the locational is lower so the
residual is greater than if everyone floated. .

nationalgrid

Fix or float?

2000 T
1500 +— = Fix ¥ offered orecast rates
10,00 Flaat if offared 2008707

500 [ Folreazansny A Y
Fhat if afierad forscast \\4«" \
0.00 — ——————

sl 223456780 101112157&'1’516&131920

-10.00

-15.00
—-+ Forecast 2008/9 Locational Genarational Tariff (2/KW ) as at December 2005

— Actual 2006/07 Locational Generation Tanff (£ KW ) (Rezoned)

nationalgrid

Mixed Tariffs

20,00
15.00

10,00 —

5.00 S "\
5.00 1 2 3 4 5 &6 7 8 910 11 12 13‘?&\15 16 1748 19 20

-10.00 LY

-15.00
— Actual 2008/08 Generation Tariff — Some fixed at 2008/02 forecast

—Some fixad at 200807

nationalgrid
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Meeting Six — 28" July 2008

Inclusion of Non-physical Parties in Long-term
Electricity Access Amangements

Transmission Access WG 2 - 6 Meeting
MNGC Houze — Warw ick 28% July 2008

Dr. Nichalas F Frycim
[ A —
MEL

I
Inclusion of non Physical Market Players (i)

« Two distinctly different issues:
- Ownership of Title of an Asset (Physical)

- Control over the Economic Interest of an Asset (maybe non-
Physical)

* More players, Liquidity, Competition, Appropriate economic &
investment signal

* More competitive Generation Market with variety of contractual
forms

® Trading increases the overall Social Benefit - Optimisation

|
Inclusion of non Physical Market Players (ii)
# Firm Financial Commitments for all bidders
» Gaming overplayed - can be prevented by anti-hoarding measures
“Physical” players are allowed to undertake spaculative fransactions,
Non-Physical can enter the Capacity Rights hMarket through a “slesve”

agreement

» Exclusion has the burden of proof
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CAP165: Charges for Finite Rights
Strawman

Transmission Access Working Group 2
Meeting 8, 28" July 2008

Fixed Tariffs

+ The local and the wider section of the locational
part of TNUoS would be fixed using new local
charging arrangements

+ The residual part of the TNUoS tariffs would float
according to the new residual charging
arrangements

+ Interaction with working group three

nationalgrid

Why have a Fixed locational TNUoS tariff

+ A user providing a long term signal should have
improved tariff certainty

+ Fixing the locational tariff would improve the
stability and predictability of the charge

nationalgrid

Cost reflectivity Vs Certainty

+ The choice between fixing and floating the charge gives a
choice between cost reflectivity and certainty

Cost reflective Certain
Fixed (at charge at % v
time of connectian) o
Only cost reflectve in 15 year
Fixed (atforecast) v v
Upto 5 Years
Floating v x
natlonalgrid

Retail Price Index

+ Currently MAR (between price controls) and the expansion
constant are linked to RPI

+ Effect of RPI on National Grid five year forecast:

Retail Price Index

+ Advantages
+Increases locational signal in line with RPI

+lgnoring the effect of inflation could give an incentive to
over book capacity

« Disadvantage new users

+ Disadvantages
« Difficult to predict

nationalgrid
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Strawman

+ The locational charges is fixed for the duration of the
boaking

The charge is fixed at the forecast for I after 5 years the charge is the first
g the first 5 years 1 Syears average multiplied by a
= 1 const RPI
Q 1
@ 1
= ,___ o T e
g T — ) T
: Accurate Forecast not
1 possible past 5 years
1
1
I I 1 I I I I
Now Syears in the
.
future nationalgrid

Timing

+ New users fix their charges four years in advance of
connection date

Fixing at Forecast : 5 year avarage x const RPI
— 1
= |
“ 1 I
z e e e
3 e e 1 —
= 1
[+] Used to calculate 1
user commitment 1
1
1
I [ I I 1 [ [ I [
-4 -3 -2 -1 cennection 1 2 3 4 5 &
Year nationalgrid

Timing

+ Existing users fix their charges at transition

Fixing at Forecast

Charge (£/kKW)

[
Transition 1 2 3 4

5year average x const RP|

5 =] 7 8 9 J 0
natlonalgrid

Fixed Strawman Vs Floating

Fixed Stawman

Floating

« Gives users increased
certainty

+ Charges are uncertain

+ Emphasises the locational
signal given in the first five
years but ignores the
future

+ Gives locational signal
throughout booking

+ Quite cost reflective far
first five years, not very
cost reflective after.
Creates cross subsidies.

+ Cost reflective

+ Restricts future changes to
the charging methodology

+ Flexible to future

methodology changes |

Date of Issue: 08 January 2009



Amendment Report Volume 1
Amendment Ref: CAP165

Observations on the
KNature of Access Rights

28 July 08

Stuart Cook
Director - Transmission
R A
. p— —

Factors which will guide our thinking if we
asked to decide on “access rights”

Our primary duty - "to protect the interests of
consumears, prasant and future, whersver appropriate

2 ; 5 - The move from the
by promating effective competition”, mt‘;m =
In no particular order, we will consider factors for 3 L3
including the nead to:
*  Contribute to the achievement of sustainable HARaR s
development Accass (Definition)
+  Security of supply - secure a diverse and viable long- {2003)- When parties
term enengy supply. bacoma CUSC signataries
* Ba sensitive to expectations of licence holdars AR i AT 0 AL

CUSE <an be subject to
change following due process

*  Avoid undue discrimination
» Reflect legal constraints

There are circumstances where it is unlikely to
be appropriate to change “access rights”

In the case of future rights ...

‘Where parties have made a non-reversible Endurin
financial commitment, and where a g
change in rights might: a Access s
+ Undermine sustzinable development AL
+ Undermine security of supply §
» Conflict with the expectations of licence We will work to make the

Bl enduring accoss

i e arrangements as “future
+ Result in undue discrimination procf” as possible
+ Be open to legal challenge (recognising that HMG and
] pelicy can
change)

But, currently, we do not believe these factors apply to so called "evergreen”

ce and

+ Transmission access and losses under NETA (2001) - 4 further

* TPCR4 Third Consultation (2006) - ws would prafer fo move towards 3

» CAP142 — Temporary TEC exchanges [2007] - We t.f'rerefore think that
itis Jmportant bo questron

# TAR Call for Evidence (2007) - it is not obvious that the industry codzs

We have long considered rights under the
CUSC to be unclear. ..

concern is that rights made available to particpants to use the
transmission system (access rights) are gpot well-definad

system which... glegrlv defines the access rights that users will recsive

do=0 B cLins LI ji
dgﬁnﬂ to el'.fow the deven'opmenf‘ of a wall- ﬁ.lncI'.lonrng fraded marked'

provide a glegr definjtion of the rights associated with TEC and that it
may be inappropriate for TEC holders to consider they hold an enduring
property right to use the transmission system

. « « there are features of the existing rights
which suggest they are not “evergreen” . ..

» Existing arrangements appear to favour incumbents over new

Users can decrease TEC not less
than five business days prior to
the 30 March (CUSC, §5.6)

Users ars only required ta give
six months notice bafore
disconnection CUSC (CUSC, §6.3)
No scope for meaningful trading
of future TEC

There is no matching of rights What Ofgem has said in the past
and obligations - financial +  Transmission access and losses under
commitment is not aligned with '",,‘ trﬂa;mhhhm‘f"‘h
the longevity of the underlying refiects the
investment
* Users are only required to commit * {hﬁﬂ;{?ﬁ.ﬂ]hhmm;

to one year of liabilities generators maximum allawed exgort anto
. fhe 55'*“ loa financial vear

- Competing requests for TEC
(:.m:. Ofyem comsiders that the exiting
first come first servad mechanism for

w fwtgmbhxrnfﬁlﬂml
subseguent year onos TEC is purchasad
TAR Seminar (2008) - Existing generators
do not have “everpreen” rights to the
zystam

+ If rights are enduring, how long do they last?

» Scope for plant te jump the queue by securing an extension

. .. and “evergreen rights” do not appear
consistent with wider policy interests

entrants
— Can act to inhibit new, unrelated generation

— When times are good incumbents benefit, when bad they can
simply hand back rights or mothball to save money

- LCPD opted-out plant?
- Decommissioned nuclear plant?
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Meeting Seven — 7" August 2008

Background

CAP165: Proxies for Investment Costs + CAP131 used 6 x TNUo0S as a proxy to secure
investment

- + CAP165 requires a proxy to secure wider
Transmission Access Working Group 2 investment

Meeting 7, 71 August 2008 + WG3's work has split TNUoS into local, wider and
residual components

Is X x wider TNUoS a good
proxy for wider investment?

natlonalgrid

Wider TNUo0S Vs Wider Revenue Drivers Wider TNUoS Vs Revenue Drivers
— Revenue Best Fit Wider I_Revenue Wider TNUoS
zm:m n Driver Zond TNUoS Zone Driver Charge
i A 19 000 | 563
o / B 17 /70.00 -2.83
100.00 / / c 17 \\UJJ_U —2__313-'/
oy A e e D 15 o= RET
o I e e ¥ E 14 ~75.80 1,60
L d /u—ﬂ’/rﬂ 0 h | spl she F1 14 \\D_UD -1 B_Q/
S F2 13 6470 —— 0.39
e G g 52.50 223
siene H 9 70.00 2.23
—+—TPCRA UCA —a—Widar TNURS £ 15 I 1 U 5830 579
" SPT 7 94.44 13.13
Average: 15 Standard Deviation: 52 n a:uonalgri d SHETL 1 266.90 17.87

Re-zoned Wider TNUoS Vs Wider Revenue Re-zeroed Wider TNU0S Vs Wider Revenue
Drivers Drivers
350.00 300.00
300.00
phy ,; 280.00 /?
200.00 ’/'/ 200.00
150.00 f’// V
100.00 / / 180.00
I A S e e o _/'7
2.00 e — " - /f=:?</
smmle p e n_,..-ﬂ/’fz g _h | spl szhe =0.00 P A
o M
/ ~ 0.00
-150.00 a b ¢ 4 =8 N B g h | spt sm
-200.00 -60.00
——TPCR UCA —w—Wider THUGS = 18 —— TPCR UCA —a—Wider TNLbS x &

Average: 18 Standard Deviation: 50 Average: 8  Standard Deviation: 7

nationalgrid

nationalgrid
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TNUoS as a Proxy for Investment

INVESTMENT TNUoS
Incremeantal cost Long run marginal cost
Future reinforcement Current circuits
Lumpy Smooth
Gross Met
Absolute 2773
Revenue driver Local charging

local and wider split local and wider split
Non locational assets included| Locational wider assets only

nationalgrid

Conclusion

+ Wider TNUoS is not a very good proxy to secure
wider investment
+ Rezeroing (or adding residual) improves proxy
+ Could we use Revenue Drivers instead?
+ Transparency
+Scotland

netionalgrid

TNUaS vs UCAs
Thames estuary example

+ Overall impact of + 1MW in
Thames estuary is fewer
MWkm

+ Negative locational TNUoS
charge

+ But, UCA is £70/KW [capital]

+ Cost of reinforcement between
Thames estuary and London

+ These reinforcements are at
risk of stranding if the
generator disappears

CAP165 — UCA Based Alternative

Transmission Access Working Group 2
Meeting 7, 7" August 2008

netlonalgrid

CAP165 - UCA Based Alternative
Strawman - pre-commissioning

+ Pre-commissioning termination charge would be based
directly on 50% of the relevant UCA

+ Would be profiled 25/50/75/100% over 4 years prior to
commissioning

+ Security would be held based on this

+ Users could book any access periad to apply after
commissioning

nationalgrid

CAP165 - UCA Based Alternative
Strawman - post-commissioning

+ Users can book any access period
+ Users are liable for charge for remaining period of booking
+ Termination charge is the higher of this liability and a risk
hased amount derived from the age of plant and period of
booking
+ Defined as a proportion of (50% of) the UCA
+ Security would be provided for this
+ Would vary for technology?
+ In positive charging zones, risk based amount could be set
approximately consistent with liability for remaining booking
« But in negative charging zones with positive UCAs would
need a test to detarmine closure and therefore incur

termination charge .
¢ nationalgrid
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CAP165 - User commitment amount and
process

Transmission Access Working Group 2
Meeting 7, 7" August 2008

CAP165 Proposal
Overview for incremental access rights (1)

+« Concept is based on CAP131
+ However, new generators would be booking a defined
number of years of entry access rights

« L&, under CAP1E5 would be booking 8 years' worth of accass to apply
from the complation data, rather than just providing security based on &
years' worth of TNUoS as under CAP165

+ This user commitment is still based on a 50% sharing factor
+ Separate arrangements to be put in place for local

infrastructure
+ i.a. this is only providing user commitment forwider access rights

+« Now only based on locational element of tariff
« ie. excludes residual

nationalgrid

CAP165 - User commitment amount and process
Agenda

+ User commitment today
+ CAP131 proposal

+ CAP165 proposal
+ Trigger period
+ User Commitment Amount
« Usercommitment in negative zones
+ Implementation and transition
+ Interaction with existing users

nationalgrid

CAP165 Proposal
Overview for incremental access rights (2)

il

Pre-Commissioning r Post-Commis sioning

E1EW
oot 851 o e |

A | I

l T-\d =32 A T 1 2 3 4 L 6 7 B
Cornaction ng:: t mﬁ":u"

Cfier
User Commirment Amount
[Corrmtme] [ bt |

CAP165 Proposal
User Commitment Amount

+ In CAP131, the purpose of the User Commitment Amount
(the 1, 2 or 3 £'kW priar to the trigger date) was threefald:
« Toreflect the costs of local reinforcements in negative zones

« Toreflect the costs of obtaining consents and undertaking pre-
anginearing works, such as ervironmantal studies

+  Minimum meaningful commitment to disincentivise unviable projects
+ In CAP165, local reinforcement will be treated separately
but still a requirement/rationale for the other two drivers

nationalgrid

CAP165 Proposal
Use of forecast tariffs

+ In CAP131, the prevailing tariff at time of offer was used
+ This gave certainty, but was not cost reflective
+ Imagine a currently negative

nationalgrid
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CAP165 Proposal
Process for incremental access rights

1. Applicant applies for wider access rights.

2. GBSO processes application, liaises with Scottish TOs (if
required) and produces offer. Offer defines completion
date and (if applicable) the trigger date.

3. Where there is a trigger date

nationalgrid

+ Based on existing charges, if the residual removed, all

+ How would user commitment be given in negative zones?
+ InCAP131:

+ Use of modulus justified as “biggest incentive for early

CAP165 Proposal
User commitment in negative zones (1)

zones from the Midlands south would be negative

+  Forincramental capacity, thare would ba a minimum “floor” of E3KW
+ For existing capacity, the modulus of the tariff would be used, subject to a
minirnum of 237 kKW

notification of closures required at extremes of the network”

natlonalgrid

CAP165 Proposal
User commitment in negative zones (2)

+ |s a minimum required for incremental capacity in negative
zonaes?
+ Only as a disincentive to urviabla projects; or

« If thara ware widarworks
And for which there might be consents or pre-engineering costs?

+ However, a requirement for wider works seems inconsistent
with a negative tariff
+ Signalling that it would be beneficial to locate here
+ Any requirement for wider works is likely to be a result of
other new connections
« Forecast future tariffs might be positive ?

nationalgrid

CAP165 Proposal
User commitment in negative zones (3)

+ |s use of modulus justified for existing generation?
+  Closure of plantin very negative zones might lead to works on the system
to support demand
s Butaddresses a different defect?
«  Shouldn't be disincentivising connections in these areas?
+ Inany event, incentive would be on plant not to close — just wouldn't
generate for remainder of booking
»  Unless local connection charge higher than costs of terminating lacal
connection and terminating wider rights?
«  Would physical evidence of availabilty be required?

natlonalgrid

CAP165 Proposal
Implementation and transition

+ All pre-commissioning generators will be deemed to have
booked entry rights equal to the trigger period

+  Option to book longer, but iming for transition will de pend on whather
anduring solution is to do this at application or completion
«  Security equal to liabiity for the trigaer period will be raquired
« Az making a booking for use of system access, seems logical to deal with
these in Section 3 of CLUSC
+  Would use provisions baged on Best Practice Guidelines
This may be a significant increase for Scottish transitional users wha
currently only have to secure intra-Scottish reinforements
If implementation was a 1= April, would ssem most logical to issue revisad
sacufity requirement in January
«  Sacurity would be put in placs in February
But might want to review encuring processes?

nationalgrid

CAP165 Proposal
Interaction with existing users (1)

+ Under CAP165, both new and existing generators make
long term bookings
+ Releass of incremental capacity is subject to booking a minimum trigger
pariod
« Ifwie accept 50% is the “right” risk sharing factor, then, although naw

genserators could book entry rights for langar than the tigaer pariod,
wiould it be necassary for them to secure this?

+ Previously, we have discussed security requirements for
long term bookings made by existing generators
+ It has bean suggestad that one year would represant an appropriate
amount of security to be lodged, irespective of the length of the booking
« Liabiities could be passed through in future years and smeared across all
users (generators?)

+ Costto industry of self insurance might be less than
lodging security for lengthy mult-year bookings

nationalgrid
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CAP165 Proposal
Interaction with existing users (2)

+ Example below is from Ofgem’s CAP131 RIA
+ Whilst Generator A provides 6" TNUoS to cover cost of
additional capacity, Generator B is liable for one year of
TNUoS (and provides no security)
+ Impact of Generator B closing would be equivalent to
Generator A terminating close to completion
«  But no protection for customers

T

f generater B choacs 2 1
yars nafize— this Feesment
i “strandsd” but ne proteclion

For customers

nationalgrid

CAP165 Proposal
Interaction with existing users (3)

+ Under CAP165:
+  Genaerator A would book at least the trigger period, and provide security
for this
+  Genarator Bwould also have a long termm booking
+ |s there a justification for Generator B providing less
security than Generator A?
+ Ofgem’s CAP131 RIA speculates that certain existing
generators may actually be mare risky than some new
entrants

+ E.g."a coal plant opted out of LCPD with limited remaining running hours’
compared to *a renewable wind farm with planning permission and
financial backing of ROC mechanism”

natlonalgrid
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Meeting Eight — 21! August 2008

CAP165 — UCA Based Alternative

Transmission Access Working Group 2
Meeting 8, 215t August 2008

nationaigrid

CAP165 — UCA Based Alternative
Rationale

+ Wider locational TNUoS proved not to be a good proxy for
investment costs
+ Use UCAs directly for pre-commissioning user commitment

+ Risks associated with post-commissioning generators:

+ System is not used sufficiently that initial transmission investmeant
is deemed to have been efficiently incurred

+ Closure whilst reinforcement for additional generation is being
constructed, thereby stranding that investment
+ Therefore, post-commissioning user commitment also
needs to be reflective of investment costs
+ A good example is Thames Estuary
+  Wider locational TNUoS charge is-£2.83 KW
« UCA is E70/KW
netionaigrid

CAP165 — UCA Based Alternative
Agenda

+ Rationale for alternative

« Pre-commissioning user commitment
« Post-commissioning user commitment
« Utilisation test

+ Post-commissioning security

natlonalgrid

CAP165 — UCA Based Alternative
Pre-commissioning user commitment

Pre-commissioning termination charge would be based
directly on 50% of the relevant UCA {“termination amount”)
Termination amount would be profiled 25/50/75/100% over
4 years prior to commissioning
A £1/2/3/KW user commitment amount would apply before
this {capped to 25% of the termination amount)

« Covers pre-engineering and consents costs

+ Disincentivizes speculative applications
Security would be held based on these user commitment
and termination amounts
Users would have to book a minimum 5 years access
period to apply after commissioning

+

+

-

*

+*

nationalgrid

CAP165 - UCA Based Alternative
Pre-commissioning user commitment (2)

Percentages of g
50% of UCA * TEC

Pre- Commissioning Post-Commissioning

U Mae EX'KY . A
Commiment Fae o 25%af TA Minimurn 5 ysar bocking pericd
Y 5
[T 111

T B T 1 2 3 4 5
Connecticn Trigger Kt

i [ Gerrpltan
User Commiment Ameunt Temination Ameunt

nationakgrid

CAP165 - UCA Based Alternative
Post-commissioning user commitment

« Initial 5 year minimum boaking period

+ Otherwise, any period of booking (in whole financial years)

+ Generators liable to pay (or be paid) TNUoS charges for
entire booking while using, or deemed to be using, rights

+ If they wished to terminate, or were deemed to have
terminated, their booking, they would face a termination fee
based on the termination amount, profiled as follows:

« Year-4 (and before) 100%

+ Year-3 75%
* Year-2 50%
« Year-1 25%
« Year0 0%

nationalgrid
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CAP165 — UCA Based Alternative
Post-commissioning user commitment (2)

.

If a generator wished to terminate in the last year of the
booking, it would still be liable for TNUoS charges in that
year, but would have effectively completed the booking

+ A termination charge would not be incurred on a 1 year booking
If the generator were to terminate in the previous year,
would not face TNUoS charge for final year of booking, but
would instead be liable for the termination charge (in this
case, 25% of the termination amount)
If a generator were to terminate with 5 years to run, the
termination fee would be the whole termination amount

.

nationalgrid

CAP165 — UCA Based Alternative
Post-commissioning user commitment (3)

Perentages of £
50% of UCA * TEC
Pre-Commigsioning . Post-Commissioning
1003|1002
1N Max E340 7E% No termination
Cammitment Fas or 5% of TA chargsinysar & but
\ 50% fakda for THUCS}
=%
v
t
1 1—4-3-2-1112345
Conneciion Tri ;
el ager Camplaica
User Cammitment Amount Termination Amcunt
.
Wrimm Syerboskingpied NVELICNEIGTICD

CAP165 — UCA Based Alternative
Post-commissioning user commitment (4)

)
50% of UCA * TEC

Pre- Commissioning

Post-Commissioning

10036 100%:100%%:[ 10056

1IN Max EXKW TE .
5 ’ Mo tormination
Commitmant Fee “29*’_0"“‘ charge 11 yar? tut
50% iabla for ThLIoE
25%
— t
1 14 % 2 a1 2 s 4 s 8 7
Gonnection Trigger Compktion
ffar Cate Cats
Ussr Commimant Amaunt Termination A maurt
.
nationalgrid

CAP165 - UCA Based Aliernative
Post-commissioning commitment - justification

+ Assume investment deemed to be 100% efficiently incurred
if used for 5 years (based on price control duration)
+ Therefare, minimum booking peried of 5 years
+  Termination charge ramps down, reflecting the increasing
praportion of the period that the rights have been used
+ For longer bookings, termination charge must be 100% of
termination amount until 5 years from end of booking

+ Would ensure that there is always commitment present equal to a
5 year booking or full termination amount when any investment
undertaken to provide capacity for additional generation

nationalgrid

CAP165 - UCA Based Alternative
Utilisation test

+ In most cases, 25% of the termination amount will be
greater than a year's worth of TNUoS
+ Innegative charging zones and many positive zones

+ Rather than close, generators would let booking run its
course

+ Therefore, utilisation test required
+ Could just be based on generating once in financial year
+ Less onerous than proving period in negative zones
+ A certain proportion of TEC would need to be achieved
+ Appeals process for generators on outage for more than a

year?
+ But more appropriate than a test which doesn't reguire generation
each year? .
¥ nationalgrid

CAP165 - UCA Based Alternative
Post-commissioning security

+ Post-commissioning termination charges would only be
secured for generators over a certain age, or when booking
is long enough to take them over this threshold

+ This would be defined on a technology specific basis

+ An appeals process might be required?

+  Gould include an independent risk assessment?

nationalgrid
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L

—

» Generators base their investment decisions on a number of factors including:
» Input costs {fusl, carbon, Capen, ficed costs, ei...)

» FRevenues (power, ROCs, stc...)

» Transmizsion accass costz (THUS)
» Changes in kegislation (2.9. emvironmental)

» Transmission Owners base their decisions on different factors:
» Imvestment in the network has to matzh the generation asset's lifs
» There may be a miematkch betseen trarsmizsion investment signaks and plant closure signals
(made uncartain by wholesale energy prices) creating stranded assets which do pot;
= Eamn revanue in ihe price control
Contribante o the sfficlent running of the netwark
Faciitale 3 campstitiva anargy markst

—

Use Mational Grid's UCA Based Alternative methodology
» 50% of the relevant zonal UGA
= Profled 28/B07E1 00 % owar tha four years priarte complstion
Thiswaould ba securad
& Usgar Commitrnant Amount
= Proflled E1ENEIW
Incured In the hres years priarta this
» Tocaplura pre-enginsaring and consert coals

Open fo suggestions...

—

Different problems require different solutions
» Pre-Commizzsioning:
Uger commEmant demoetraled by Irvastment in the asset
Crice cammisslaned, we would sxpect masimum ulllsaton of the aseet
Mo short tarm I8suses Tor Netional Gid ar the panaralor
» PostCommizsioning:
User commEmant becames probemalis at haand of tha assal's Iife
= Ganerator must base ks decision on markat signals
*  Naticnal Grid 2eks more cartainirastiment signaks and closura signaks

—

Underlying Issues

Inherarty difficult to reconcile inkerests of genarators and the raremission nebsaork

It ia difficult to hiypothecate & costfor shared asssts the Sdeaper® into the netork you go
Local charges can be more sasily argeted than deep charges

It mety be that there is an intarmediate class of netwark which ks not desp or local as i is only
partially made redundant by a particular generation asset closure

L

LI A |

= Assumnptions
» Both sides have time sensitivity issues
» [tis in the interests of both sides to provide as much certainly as possile
»  Meed to considar the nterasts of future irvestors in ganaration

» The aim of this proposal is to find a compromise
» Appropriate investment signals and more clear dosure signals for Mational Grid
» Increase incommitment from poskcommissioning generators
» Certainty of access for all types of generators ( investors
»  To work with flexible shart-tarmn meachanizms

—

Industry must decide on the length of a pre-defined “Commitment Pericd” that:
5 Allows generators 1o regpond 1o markst conditions; and
bl Provides Hational Grid with adequats closurs signals

Satting the length of the Commitment Periad

»  Basad upon National Grid imesiment oycles and reasonab ke generation closurs schadul e

» UK power market liquicity would suggest . 2-2yar Commitmant Pariod

»  Maional Grids pi inzioning LIGA Bazad Al i miggost a 4 year Commitmant Parisd

®  This should be a compromiss 1o share 1he risk batween the Users and Mational Grid, athough & should ba
whale financial years
Far this @ ample, ket assume the Commitment Pericd is 3 years

v

Eachyear {by the *Commitmeant Date®), each User infarma grid (via a *Commitmant Notice®) that
they shall be there for the Gommitment Period
» Mational Grid can be cerain thal:
Eanh User that submits o Commimert Nokes & guarentoad i ba s for 3 yours
NG shall receive aralevant usss cormmEmant from asch Ussr, ssch yesr
NG now havo & signal tha furiher Fwesimen |5 visbls In 2.0ven woa, b roqured
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» A User may decide not to submit a Commiment Notice
- In this cirzurstance, Natioral Grid can assume that the User shall remain on the

iy stem

until the date specified by the previoys Commitment Motice received, for example:

Usar submis & netica year beginning Apr 2008 Usar has commitiad until Mar 2011

Lsar submils & netica year beginning Apr 2008 User has committed untl Mar 2012

= Lizar 0028 gl submik & notcs yaer baginning Ape 2010: USEr remains commitied uml Mar
2012 (the 2 years ramaining fram iha last CommEment Notics)

Lizar must pay ha relevant commilmant each yedr, up 1o and Inciuding tha panod endng
Marzoz

v

\

v

» What if the User wants to leave early?

» The Llserl-:an temnirate sarly atany time, provided that the user pays National Grid the
greater of:

» Thacommilment for the pericd of 1ha lalest Commiment Kollce submitied by the Usar; and

[——

= Mational Grid
*  Provides greater signals for plant closure { capacity releass)
» Tharkereproviding alickent i estment signale for fha natwerk
*  Provides certainty of receiving the ralerant commitmant for the Commiment Paricd
»  Faciflales a consistent dafinilion of TEC prop erty rights inthe GUSC

= Ganerators
» Faciftatea cortainty for g imvestment planz
®  Pravides tha shility to rezpord bs the markst
»  Aligning socsss rights with tha iquid® marksl
= Kaaps risk | cost of closura (dua to market conditions or legislation) at a reasonable lavel

» TAR Process
» Provides cetsinty of accsss for all types of user
w  Polentially halps now invesiment 2 flksibiity is guaramaed
*  Risk is spraad between Genarabors and Mational Grid
*  Flaibls approach maars:
= MInma dEnption 45 tha duslry SHEWIE i cumsn hamowark)
»  Coud ke mpamenied n corjunction wih shert e m modioations (CA F161-154)
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Mrs Sarah Hall
Technical secretary

TAR - WG CAP165-166
National Grid House

Warwick

19 August 2008

Dear Sarah.

Inclusion of Non-physical Parties in Long-term Electricity Access Arrangements

I am pleased to have the opportunity to respond to the above deliberations under WG 2 (CAP 165-
166). The position below reflects not only the opinion of Merrill Lynch Commodities (Europe)
Trading (MLCE) but of several other active wholesale energy traders in the UK power market the
opinion of whom I seeked before drafting this response.

In principle the exclusion of “Non-physical Parties™ in proposed “Long-term Electricity Access
Arrangements”, is discriminatory and against the spirit of a liberalised competitive market, in which
different participation capacities bring forward increased liquidity, competitiveness and
efficiency. Both in terms of the EU Treaty guarantees of freedom of investment, and in terms of the
enshrinement of objectivity and non-discrimination in transmission access as principles at the core of
the internal electricity market directive, the a priori exclusion of one class of bidder would seem
highly questionable under European law. From the outset the question is phrased the wrong way
around. There should be a starting assumption of inclusion with the need to prove the case for
exclusion otherwise there is more risk of discrimination.

In competitive energy markets there is a difficulty to legislate between “physical™ and “non-physical™
players as there are two distinctly different issues between:

- Holding the title of a physical Asset (for example a power station)

- Controlling the economic interest of the Asset (for example a Tolling Agreement)
with both classes of Market Players potentially taking either role and therefore having a vested
interest into System Access arrangements,

Allowing all parties to participate in access arrangements, improves competition and liquidity for
capacity so that where there is a scarce resource, a useful investment signal is developed. Different
capabilities may facilitate the entry to the Market of new players particularly if they are small in size
and cannot handle the Transmission Risk. Also, the generation market becomes more competitive as
a variety of contractual forms are allowed to exist. For example, tolling arrangements and
optimisation for merchant plants where capacity is managed by the “off-taker” who may very well be
a “Non-Physical” player. Preventing broad access only acts to further cement the vertically
integrated model that the UK has drifted towards, and has recently come under fire as not adequately
“competitive”, by creating a cosy club of like minded interests that will not compete against each
other for capacity.

At this point the case of Australian policy deliberations on “Emission Allowances Auctions™ should
maybe brought into attention:
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In a recent Australian policy document the issue of narrowing participation was dismissed, the issue
being whether participation at auctions should be universal or restricted to “liable — CO2” entities
only. Universal participation would allow non-liable entities, including financial intermediaries, to
participate in auctions, Feedback from some entities has indicated concern that the participation of
non-liable entities in auctions may result in speculation and the bidding up of prices.

The Australian Policy Decision concluded that: “An auction is more likely to deliver accurate price
signals if the field of bidders is competitive. Smaller liable entities may need to use the services of
specialist financial intermediaries to help them manage their emissions obligations over the year, as it
would be too expensive and inefficient for them to directly participate in auctions.”

Perhaps it is worth adding to the commercial arguments the fact that the financial transmission rights
markets in the US also permit non-physical players to participate. The reason for that is exactly that
financial players, if subject to the same collateral and anti-hording requirements as the rest of the
market participants, can bring additional liquidity to the market and offer risk management services
to smaller participants that may not have the same capability.

The risk of a 'non-physical’ player buying access rights and triggering investment costs that may not
be used is no higher than it is for any other party. Obviously Access Arrangements will be designed
around some “anti-hoarding™ measures, by which access rights may be either transferred in secondary
trading or lost if not used by an appropriate deadline. The firm financial commitment for buying
capacity and securitising the subsequent TNUOS charges is a real cost for all bidders,

The discussion on gaming is also overplayed. Capacity speculation within networks is not viable
when there are appropriate anti-hoarding measures in place, and in any case there can be no provision
on which class ol Market Player may trade purely on speculative basis. On the other hand no
legislation can prevent non-physical players acting on the capacity market through a physical player
and a “sleeve” arrangement. Taking as an example the UK Gas Market, abusive squeezes in the gas
capacity market have not worked as capacity simply becomes free for those that can physically utilise
it. There is no case ol abusing gas shippers following the introduction of the auction mechanism.
Again this argument on gaming must be proven, not disprove.

Transmission Access Review represents a significant overhaul of the UK Electricity Market and all
possibilities should be considered before the scope is narrowed in line with particular interests. The
argument that because of current arrangements, only physical parties can apply for Transmission
Entry Capacity (TEC) and therefore, in order to allow non-physical parties to trade access, a new
category of non-physical user would need to be included and the CUSC would need to be
substantially rewritten to separate access rights from users’ obligations, is not sufficient to justify an
exclusion. TAR is a major exercise and if it requires substantial changes to CUSC so be it. The
Technical Obligations and Capabilities (in Connection Conditions of the Grid Code) for which the
physical players are rewarded (Ancillary Services etc.) should remain linked to physical generation
equipment.

Nick Frydas
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Note on UCA Based Alternative

CAP165 is focussed on providing more certainty for National Grid regarding the exit
of plant from the system and on ensuring that both new and existing users provide
equivalent levels of user commitment. For existing users this commitment is
provided by nominating the number of years of long-term rights they require and
paying the appropriate charges.

User commitment is concerned with the potential for stranded assets. Analysis by
National Grid has shown that TNuoS is not a good proxy for investment costs in a
zone and should not therefore be used as the basis for user commitment. National
Grid has therefore proposed an alternative in which commitment is based on UCA, a
measure of the potential cost of reinforcement in a revenue driver zone. This is set
as part of the price control review and can be quite different from TNuoS in a region.
It is proposed that new generators pay a proportion of UCA which increases up to
completion. Post-commissioning, generators would book TEC for a period and be
liable for TNuoS charges for that period. However, if a generator wished to terminate
early, or were deemed to have terminated early, they would face a charge based, not
on TNuoS, but on UCA. Although the use of UCA appears to improve commitment,
there are serious issues with this approach.

The proposed use of UCA as a termination charge can result in a terminating
generator paying more than the total TNuoS charges that they are liable for on the
remainder of their booking. This could happen in a positive or negative charging
zone. The UCA is therefore essentially a penal charge for terminating early. This is
extremely unusual in a contract and we should avoid this if at all possible.

One effect of the penal termination charge is to reduce the efficiency of plant exit
from the system. If the profits of a generator are marginal, a decision may be taken
to close the plant. However, if the plant faces a termination charge, the losses from
running the plant may be less than the termination charge and the plant remains on
the system. The economic efficiency of the electricity system is therefore reduced.

Alternatively, the plant could effectively shut but not terminate the TEC booking. The
National Grid straw man proposes a test whereby the generator is deemed to have
shut if it hasn’t generated in that year and does not pass an appeals process. This
appears to fundamentally change the nature of TEC from an access product which
entitles the holder to generate, to an access product which obliges the owner to
generate. Any such change needs to be thoroughly understood and at present, |
would be opposed to such a radical change in the nature of TEC.

In developing this modification, trade-offs will need to be made. The trade-off here is
between the efficiency of the electricity system as a whole through efficient entry and
exit of generation and the potential for stranded assets. At present the working group
has not been provided with any information regarding the history of stranded assets
or the potential for these in the future. This information is required in order to
establish the size of the potential problem and make the appropriate trade-off. Our
current view is that, given the large volume of plant wishing to connect to the
network, the potential for stranded assets on the wider network will be low.

My current view is that UCA should not be used for user commitment for the wider
network. CAP165 is focussed on providing certainty to National Grid by booking
access for a number of years and paying the appropriate charge. If a generator
terminates early they should be liable for no charges beyond these levels. Any
termination charge should therefore be based on TNuoS. If this approach does not
provide sufficient commitment, then the effectiveness of introducing finite access
rights to provide National Grid with more certainty needs to be questioned.

Cathy McClay, 19™ August 2008
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Meeting Nine — 4" September 2008

CAP165 — Revised National Grid
Alternative

Transmission Access Working Group 2
Meeting 9, 4!h September 2008

natlonalgrid

CAP165 — Revised National Grid Alternative
Rationale

+ Pravious UCA based alternative driven by concern that any
difference in treatment between pre- and post-
commissioning generators would be discriminatory

« But it may be justifiable to treat these two groups differently
if the costs associated with them are different

+ UCAs reflect incremental investment costs — more appropriate
liability for pre-commissioning generator
+ TMNUoS reflects long-term costs — more appropriate liability for

commissioned generator, generating and contributing to the cost
of the transmission system

nationalgrid

CAP165 - Revised National Grid Alternative
Agenda

+ Rationale for revised alternative

+ Pre-commissioning user commitment
+ Post-commissioning user commitment
+ Termination

+ Security

natlonalgrid

CAP165 — Revised National Grid Alternative
Differences between UCAs and TNUoS

CAPEX Annuitised over 50 years
Incremental cost Long run marginal cost
Future reinforcement Current circuits
Lumpy Smooth
Includes spare capacity Excludes spare capacity
Gross MNet
Absolute 2773
Revenue driver Local charging

local and wider split local and wider split

Non locational assets included| Locational wider assets only

CAP165 — Revised National Grid Alternative
Rationale (2)

+ Discrimination may, however, result where pre-
commissioning generators do not complete their projects
+  Would terminate, and (in last year prior to commissioning) would
incur whole charge, without receiving any access rights
+ A post-commissioning generator paying the whole of its liability
would receive access rights for the booking period
Could aveid this potential discrimination by giving wider
access rights for a number of years to terminating pre-
commissioning generators
+ (f terminated at a stage whera full 50% of UCA incurred)
How many years?

+  THNU0S is annuitised — a capital contribution would be equal to 15.2 times
the annual charge. 5C% of this would therefore be equivalent to
purchasing 8 y ears worth of access

+ In addition, system wide comparison of 50% of UCA and TNUoS gives
an average of & years -
nationalgrid

CAP165 - Revised National Grid Alternative
Rationale (3)

+ But what would a user that had cancelled its project do with
8 years worth of access rights?
+ Trade them to, or share them with,
+ Another pre-commissioning generator; or
+ A postcommissioning generator,
+ BUT - if somebody else uses the rights, then TNUoS would
have been the correct charge to have been levied
+ Therefore, generator that terminates pre-commissioning
should get option to trade rights to, or share them with,
ancther party
+ Would need fo ensure that assets utilised

+ If so, TNUoS payments net off remaining UCA liability up to 8
years

- Ifrights not sold or shared, full UCA is incurred nationalgrid
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CAP165 — Revised National Grid Alternative
Pre-commissioning user commitment

+ Pre-commissioning termination charge would be based
directly on 50% of the relevant UCA (“termination amount™)
+ Termination amount would be profiled 25/50/75/100% over
4 years prior to commissicning
+ A £1/2/3/kW user commitment amount would apply before
this (capped to 25% of the termination amount)
+ Cowvers pre-engineering and consents costs
+ Disincentivises speculative applications
+ Users would have to book a minimum access period of 8
years to apply after commissioning

nationalgrid

CAP165 — Revised National Grid Alternative
Post-commissioning user commitment

+ Initial minimum booking period of 8 years
+ Otherwise, any period of booking (in whole financial years)

+ Generators liable to pay (or be paid) TNUoS charges for
entire baoking

nationalgrid

CAP165 — UCA Based Alternative
Pre-commissioning user commitment (2)

Perentages of I
50% of UCA * TEC

Pre-Commissioning

Post- Commissioning

KN Max E3K0

Cammitment Fag 0r 2% of T Winimum booking period

I 1 -4 -3 -2 A I i 2 3 4 5 & 7 8
Connection Tri i
e Copicen

User Commitment &mount  Tarmination &mount

natlonalgrid

CAP165 — UCA Based Alternative
Security

+ Security based on 1 year
+ Security =1 year (up to 50% of UCA) for pre-commissioning
generators
+ Costs do not equal charges
+ Higher risk — no generator assets
+ Security may be =1 year for post-commissioning generators
in “certain circumstances”
+ i.e. old generators making long bookings
+  MNon-physical players?

nationalgrid

CAP165 - UCA Based Alternative
Termination

+ Pre-commissioning generator that does not progress
avoids (UCA based) termination charge provided they sell
access right to, or share with, ancther user(s) for minimum
period

+ Post-commissioning generator that closes early avoids
(TNUoS) liability provided they sell access right to, or share
with, another user(s) for remaining period

natlonalgrid

CAP165 — Comparison of Original and

Alternative Amendment Proposals

Transmission Access Working Group 2
Meeting 9, 4t September 2008
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CAP165
Comparison of original and alternatives
- [Revised National Grid| Drax Rolling Notice
CAP165 Original z B = " -
_ s Alternative Alternative Analysis on Construction Lead Times
Pre-commISEIong U | g yars of TS s0% of LCA 502 of UCA
Profile of usar
commitnent 28EOTE00% 2EENTRA00%. AEENTE100% ) :
Ur Commimari e R B Transmission Access WG2
Pre~comrizsioning o e =3 4™ September 2008
sacurity
Postcommissioning user | Liakility to pay THLS Lisbilky to pay TNURS Liability to pay THUoS
commitmeant for baoking far hooking far backing
MlnrngDénrgla_lng!klrg ayears (CA QDSIL?L";D & yrsy [P 19 X, but oy moling iFX
Length of commitment Opan ended Open ended X years
Poskcommizsianing 1 year 1 year; »1 year under an
sacurity d cartain eritaria L
.
nationalgrid

Construction Lead Time Analysis Construction Lead Time Distribution
+ 92 construction agreements reviewed Mean construction lead time = & years
+ The date the agreement was signed is compared »
with the contracted completion date 28
20
g
ERH
3
10
5
]
: : : F i P EL L LLELE
- Analysis does not take into account renegotiated MR A A i g g
completion dates Yeare
nationalgrid nationalgrid

Required Length of Commitment Period Conclusion
Commitment Period + For commitment period to give efficient investment
. Construction lead fime _Efficient overlap , signals it should be:
ang
Ex ity is buil
790 T comme Power Stton’ i L
- Pover Sitin + This period is likely to be longer than users are
closes e .

S willing to commit

300

200

100

mmm Power Stallon A 1 Power Salion B ——Capazity natmalgrid
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Meeting Eleven —23™ September 2008

CAP165 — Scottish Revenue Drivers

Transmission Access Working Group 2
Meeting 11, 239 September 2008

nationalgrid

CAP165 — Scottish Revenue Drivers
Background

+ TNUoS multiplier not reflective of UCAs

+ Therefore, National Grid (and Drax) alternative
proposes to use UCAs directly for pre-
commissioning user commitment

+ In England & Wales, propose to use National Grid
“Zonal Surplus” revenue drivers

+ i.e. those associated with non-local investment
resulting from an increase in net generation in a zone

+ However, Scottish revenue drivers structured quite
differently

nationalgrid

CAP165 - Scottish Revenue Drivers
Agenda

« Background

« England & Wales revenue drivers

« Overview of Scottish revenue drivers
« National Grid transter revenue driver
- Issues

+ Options

natlonalgrid

CAP165 - Scottish Revenue Drivers
England & Wales revenue drivers

Revenue Drivers (£kW) Local | Surplus | Deficit
South & South West 17.5 0.0 23.3
Thames Estuary 17.5 70.0 0.0
London 70.0 0.0 291.6
South Wales 175 20.2 233
East & Home Counties 1.7 75.8 17.5
West Midlands 5.8 0.0 467
East Midlands 5.8 64.1 1.7
Morth West & North Wales | 35.0 52.5 0.0
Yorkshire & Lincolnshire 17.5 70.0 0.0
North East 17.5 58.3 0.0
natlonalgrid

CAP165 - Scottish Revenue Drivers
Overview of Scottish revenue drivers

+ No zones — defined by TO area

+ Focus on local infrastructure
+ E32/KW for SHETL
+ E52/KW for SPT
+ Revenue for deeper reinforcement based on £m
for certain defined schemes for SHETL
+ No schemes defined for SPT
+ “conditions and associated costs too uncertain”

+ Licensees “might wish to propose” additional revenue
drivers

nationalgrid

CAP165 - Scottish Revenue Drivers
National Grid transfer revenue driver

« For Scotland to England transfers above baseline,
a revenue driver of £320/kW is triggered

Mw 2007/08 |2008/09( 200910 201011 | 201112

Scottish Transfers 2,200 | 2,200 | 2200 | 2800 | 3.200

+ Derived from within baseline increases
+ 2,200MW to 2,800MW @ £175/kW
+ 2,800MW to 3,200MW @ £458/kW
« No SPT revenue drivers for:
+ Cross border flows; or
+ Intra-Scotland transfers nationalgrid
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CAP165 - Scottish Revenue Drivers
Issues

+ National Grid transfer revenue driver
+ £320/kW very significantly higher than E&W UCAs
+ Transitional generators in Scotland are not dependent
on E&W or interconnector upgrades
+ But completely cost reflective of higher costs of
investing in transmission for Scottish generation
» No zonal wider surplus revenue drivers in Scotland

+ What is most comparable to E&W wider zonal surplus
UCAs?

nationalgrid

CAP165 — Scottish Revenue Drivers
Options (1)

+ For National Grid transfer revenue driver
1. Include at £320/kW
2. Exclude for transitional projects

3. Include at £175/kW

+ But other UCAs based on a range of increasingly
expensive reinforcements

nationalgrid

CAP165 - Scottish Revenue Drivers
Options (2)

+ For Scottish revenue drivers

1. Derive a wider UCA for SHETL, based on
identified deeper reinforcements
+ £102/KW (plus £320/KW)
+ SPT zero? (plus £320/kW)

2. Derive wider UCAs by taking total baseline
allowances and deducting local UCAs
+ SHETL £45kW
+« SPT £159'kW

3. Calculate equivalent figures from costs for a
range of connection schemes?

natlonalgrid
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» (Generators basa their investment decisions on a number of factors including:
®  Input cosis (fusl, carbon, Capar, fued costs, elo..)
*  Rewarues (power, AOCs, ste...)
*  Trarsmission access costs (THUsS)
» Changes inlsgislation (s.g. smeironmental)

+ Trarsmissicn Owners base their deciskns on differant factons:
+  Imisstmart inthe retwerk has ts match the genaration azaat’s [fa
»  Thara may ba a mismatch between transmission investment signals and plant closure sgnaks (mads
uncortin by whaleatls ansrgy privea) cradt g sirareded asnets which da pt:
»  Eam reverus in the prics control
»  Contributata tha aficisnt nunning of the retwork
» Facifiale a compstithes ensrgy markst

» Underlying lesues

Inherenily difficuk bo reconciks imerasts of gencrabors and the transmission nework
Difficul 4o hypothecats a cost far shared assets the *deeper” into the netw ok you go
Laal charges can ba mora sasky fargstad than desp charges

1t may ba that therais an bermediate class of natwark which is it deep or lcal as it ks crly partislly made
redundant by a paicular generation asse closrs

LR AR

» Mational Grid's UCA Based Altemative methodology

» 50% of the relevant zonal UCA
»  Profiled 25/ EL7FE1 00%: owar 1ha four yeam pror to compietion
® This would b= securad

& Uger Commitrant Amount
w  Profiled E1EXESRW
= Ircumed In the thres years prarba this
» Tocaplura pre-enginaaring and consent coats

» Different problems require different solutions

» Pre-Commiszsioning:
# Lger commimant demonstraled by Invasiment in the asset
= Dnce commiksioned, we would axpect maximum ulllsatian of the asset
& Moshort barm I5suss Tar National Gnd ar 1ha ganarator

»  Post-Commizssioning:
» Uger commimant becomes problemalls at the end of the asssls Iile
» (Ganerslor must bage b2 decision on markst signals
»  MElional Grid s2eks more carleininvasiment signals Bnd closurs signats

= Assumptians
» Both sides hawe time sarsitivity issues
» tis in the interests of both sides to provide s much certainty as posshbla
= Mesdto considar the nterests of future investors in genaration

» The aim of this proposal is to find a compromise
» Appropriate ivestment signaks and more clear dosure signals for National Grid
» Increaszs incommitment from postcommissioning generatars
» Cenainty of access for all types of generators / investors
To work with flexible short-tarm mechanisms

= User Commitment equals
& THUaEx Commitmant Perod fraars)

= Langthof the Commitment Pariod should:
& Allow generatnrs io respond b markst conditions.
bl Pravide Matienal Grd wih ad s ck signalk

»  Thiz proposal has a 4 year Commitmant Period, based upon:
= Natinnal Grid anabysis suggesting an mverage (maan) sixyear pericd from sigring a connaction agrasment
o commissicring
® UK pawar markat tereds to have 23 yaar liquidty
= Howsver, whan hedging large piant fHis is chossr o 2 years dus b owsr Iiquidy in laler yeers
»  Tha sffact of naw legislation needs 1o be takan ks account
»  Crealion ofnew lagisiaion lands o be alengthy process
» Howsver, tha dutailed sffacts of naw laglsiation tend 10 ba known later In tha process
» Thad yaar commiment period provides o 3y ear retics period
» CAP131 ralysis supgeets il up o 25% of transmissien v setment oocurs >-0.5 yoars por s
Dommissioning

»  Thergiors, fsproposal could avold Up o T5% of urrequined pre-cormmis sion g Imvestmant:
»  Tha Commilment Period sheud be baged upon whele yeam (.6 Apr-Mar)

= This iz & compromize solution that g
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+ Allcurent and newly commissioned generators Fllow the same procees, alttough:
»  Existing generaboms al the fime of approval folow the Transition Period Process” (laber in this presentation)
® Hew gensrator mustcommi ta the gystem for a minmum peried of 4y sars isnteing the roling process)

» By the 31 March for priorworking day if this falks on a non-working day) each year, each
generator must decide whether to:
a1 Remain e the system for anether 4y cars
*  Woachon reguiad by tha ganerior
- N THLIE fam theg wEch ysar for Ayoms
»  NEnowhavs L3ignsl thatLrhar invsetmant i vishle n o apploakis arn
By Decice t2 lears the zyztem aer ths naxt 3 yoars
= The generaior submis  “Commimant hobg”™
» W@ shall recehvn THUSE fom the genarainr aach year for tha neot 3 yaars iy
» The genaraior lowes heaysiem atiha ond of tha Sy sars; for olarity:
- b 2o 31 March 2000
syetom bayand i fird yor of tha noico, unksss ey

roman on b
]

® @Eneraior Nas no fusthar commimant o pay 2o 31 March 2012
® A ho end of the Nelion perod, tha generainr ralinguishes thair acoses rights and mustr fora
cornsction H ey wish 1o reconnect o o systsm

[

» During the transition period, existing generators must specify how many years they
wish to remain on the system, either:

d: the user enters the roling notice pericd egime

» A, 2or3year Gommitment Period: the user commits 1o paying THUDS each year, leaving
the system at the end of the requested Commitment Pericad

» A he snd of the Commiimen Perod, the gensmor 1helr mocess righis a
cormection Hthey wih 1o rec erreect o Ha sysism

» A 4 year Commitment Peri

—

» Agenerator can leave the system early at any time
» However, the gererator must pay Mational Grid the greater of:
1AMy oulslendng commament fof ha cUrTant yaar plus either:
0 IF o Commitment Hotics has been recahed, tha rel evant commiment for the net thres years

1) IF aCommitment Hotica has been recehved, the relevant commiment for the remaindser of the
retics pariod

b Zer

» The generator relinguishes ther access rights and must eapply for a connection F they

» Agenerator that has left the system may apply to rejoin the system at any time
= They can only rejoin if thera is capacity available
* Al usars wishing o join the systam will kave squal pricrity (new users and previous users)
= A retumning user must specify how many yeers they wish to rejoin the system, sithan
1) A dyear Gommiiment Period: f avallable, 1he ussr jans tha systam and enlers the rolling
nalice perad ragima
5 A1, 2 or 2 year Commiimant Periad: i swalebis, the user cammis 10 paying TNUAS sach
year, leaving the system & 1he end of tha requested Commiimant Pericd

°

[

= Mational Grid
w  Provides greater signals Tor plant closura {capacily ralaasa)
* Thargioraproding oficknt mwsstment signals for 1ha natwerk
w  Provides cortainty of receiving the relerant commirnant for the Commitment Paried
»  Facilfales a consiztert definition of TEC property ighis in the CUSC

» Ganarators
= Faciltates certainty for generatons imrastrent plans
®  Providesthe abiliy to rezpond to tha market
*  Aligning nocces righs wih tha fiqukd” markal
= Kegparisk! cost of closurs (dus to market condiions or kegislation) at a reasonable kel

» TAR Procass
= Provides catsinty of ascass for alltypes of gencrater
»  Potentially halps new imvestiment as flexblity is guarantesd
*  Rligk is spread batween generators and Hational Grid
*  Flaitle opproach mears:
*  Minimal denuption 10 tha ndustry (1 with tha cumen framsworkg
*  Couid be mplemenkd i conjuncbion wih shork lerm rans missien mocess madcations

"
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ANNEX 8 — LEGAL TEXT TO GIVE EFFECT TO THE WORKING GROUP
ALTERNATIVES FOR CAP165
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