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Association of Electricity Producers

Charles House

5-11 Regent Street
London

SW1Y 4LR

Tel: 020 7930 9390
Fax: 020 7930 9391
enquiries@aepuk.com
www.aepuk.com

31st October 2008

Dear Hédd

AEP Response to the Connection and Use of System Code Amendment Proposals CAP161-
166

Thank you for the opportunity to comment on the Connection and Use of System Amendment

proposals CAP161-166. Please find attached our response.

If you wish to discuss any aspects of our response please contact Barbara Vest, Head of
Electricity Trading on 07736 107 020

Yours sincerely

By email

David Porter OBE

Chief Executive

Copied to:
John Overton DECC
Stuart Cook Ofgem
Patrick Hynes National Grid
Sarah Hall National Grid
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1.

Association of Electricity Producers

Association of Electricity Producers response to the Transmission Access
Review consultations CAP161-166 issued October 2008

The Association of Electricity Producers represents generating companies in the UK
with our membership comprising a wide range of technologies utilising fossil, nuclear
and renewable sources of energy. A large number of our members have interests in
generating stations using renewable energy or plan to build new, more carbon
efficient plant, in future and are therefore in the process of either seeking
investment, planning permission, or await connection to the Transmission System.
Between them, members will undertake a vast majority of the investment needed to
meet the Government’s targets for renewable energy for 2010 and 2020. Members
also include a number of non-generators. Members operate in a competitive
electricity market and they have a keen interest in its success, not only in delivering
power at the best possible price, but also in meeting environmental requirements. A
full list of Membership is provided in the Appendix 3.

The Association is clear that for our country to prosper, the United Kingdom must be
an attractive place to invest in energy infrastructure. To that extent if the regulatory
and legislative climate is not inviting, investment in new generation projects can and
will locate elsewhere. Therefore any review of transmission access must seek to
deliver a clear, consistent and proportionate light-touch regulatory regime that
encourages investment in the range of generation technologies capable of
facilitating delivery of at least 20GW of new and replacement generation, built over
the period from now till 2020. This will help to achieve all of the government’s
energy policy goals. We recognise the pressing case for resolution of many of the
issues to be addressed within the suite of NGET proposals.

Our members agree that for electricity producers, network access is a long-term
issue consistent with the whole life of a generating project. Primary access to
electricity networks should operate in a transparent non-discriminatory manner and
be cost based for all connections regardless of generation technology, voltage,
location or network asset ownership. Network access should be viewed solely as a
necessary enabling service that allows generators to get their product to their
customer. Generators must continue to have rights of access that are clearly
defined ensuring delivery of a predictable volume and duration that does not
compromise the commercial viability of the generator.
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4. The Association welcomes the opportunity to comment on the six Transmission
Access Review (TAR) proposals raised by National Grid Electricity Transmission
(NGET) and will, in addition, include its views on the process of development and
assessment followed to date. We would also like to take the opportunity to propose
options for further future developments of the new transmission access
arrangements.

5. This response is in two parts. The first offers some general comments on the overall
effect and implications of the proposed reforms, including commentary on the
process so far and potential enhancement to the development cycle of these far
ranging reforms. The second section details our members’ views of the six individual
amendment proposals. The Association would be pleased to discuss aspects of this
response directly with DECC, Ofgem or NGET.

Industry Engagement to Date

6. The history behind the perceived need for the TAR has been well documented so
far. We have seen a range of facilitating modifications that have been raised and
developed by industry'. The proposals have been assessed by Connection and Use
of System Code Working Groups, with some adopted (CAP150 — Capacity
Reduction), some recently rejected (CAP131 — User Commitment for new and
existing Generators) and some with the Authority for determination (CAP148 —
Deemed Access Rights to the GB Transmission System for Renewable Generators).
As an industry we will always seek to progress and enhance our day to day
operational environment and recognise the need to adapt the transmission access
arrangements further in order to achieve the challenging renewable energy targets
set by Government.

7. To that end, on receipt of the suite of six TAR proposals our members ensured full
engagement representing a wide range of technologies within the three Working
Groups. The groups were established to develop and assess the options to facilitate
delivery of more flexible transmission access onto the Transmission Systems within
England, Wales and Scotland. Those volunteering to participate within the TAR
Working Groups accepted the difficulty of the task. Having reached the point at
which National Grid Electricity Transmission (NGET) has composed and issued all
six consultation documents however our members have severe reservations about
the overall robustness and thoroughness of the assessment of the proposals
developed to date. This is an issue raised by the Authority in its 13" October 2008
determination of CAP131: User Commitment for New and Existing Generators®.
Allowing the three Working Groups only five months to undertake a development
that is of a scale equivalent to the introduction of the New Electricity Trading

" See list of Electricity Access related modifications listed in Appendix 1

2 CAP131 response

http://www.nationalgrid.com/NR/rdonlyres/6ED0O38C8-9A08-46B3-806B-9C3C330A4F4A/28940/CAP131D.pdf
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Arrangements was always going to be challenging. On the gas side of the industry
our colleagues have been struggling with a similar issue for almost ten years.

8. The process was further complicated by the fact that Working Group 1 was dealing
with four amendments in parallel. The task faced by Working Group 2, who dealt
with two contentious and complex proposals, was no less onerous. This lack of time
and intensity of work undertaken leaves our members concerned that the objectives
of the Transmission Access Review may not actually be delivered. Due to the
intensity of effort required to complete this task, the Working Groups had to rely on
much of the work being undertaken by sub groups and NGET, meaning that the risk
of a disjoint in the overall design was increased. Indeed as late as the Working
Group 2 meeting of 8" October significant gaps in the auction design process were
being discovered. Bearing in mind the Ofgem criticism of the state of industry Final
Reports® we find it difficult to understand how such a process could lead to accurate
cost and benefit analysis and be supported by thorough in depth qualitative analysis
to the level that Ofgem require as standard. The Ofgem attendees at the Working
Group meetings must be aware of how frustrating the lack of time has proven to be.

9. The Association’s members are concerned whether, during this short consultation
period, industry will have enough information to develop viable alternate proposals,
particularly from those who have not had the time or resource to engage within the
Working Groups, and who could provide a valuable additional perspective. We have
requested on several occasions that NGET issues an open invitation to industry to
participate in ‘A Day in the Life of’ workshop which would encompass all six
proposals to ensure the design delivers what it is proposing to and to educate the
wider community about the purpose of each of the proposals, whether implemented
to interact with one another or in isolation. This should have been undertaken prior
to publication of the six consultation reports however time did not allow this to
happen. This is a huge omission for such a radical suite of changes.

Work outstanding

10. Our members believe that they have secured evergreen transmission access rights
and that NGET has no ability to remove those rights without legislation and
significant compensation. We therefore do not believe that the CAP165 - Finite
Long Term Entry Rights or CAP 166 - Long-Term Entry Capacity Auctions are
permissible. Ofgems refusal to enter further dialogue on this issue within the
Working Groups* has been an added frustration. We were told, during the July 08

? Ofgem Code Governance Review Open letter
http://www.ofgem.gov.uk/Licensing/IndCodes/CGR/Documents1/Open%20letter %20announcing%20governance %
20review.pdf and CAP131 Decision Letter
http://www.nationalgrid.com/NR/rdonlyres/6ED038C8-9A08-46B3-806B-9C3C330A4F4A/28940/CAP131D.pdf

* Stuart Cook presentation to Working Groups 1, 2 and 3 July 2008
http://www.nationalgrid.com/NR/rdonlyres/D36 AC4A0-65AC-4223-B509-
FDF4E61DCBA/26976/08070fgempresentationatTARWG2meeting.pdf
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Working Group meetings, that Ofgem believed that ‘Existing generators do not have
“evergreen” rights to the system (but we [Ofgem] are open to “legal” arguments)’.
This is not at all helpful. To date, the issue of removal of rights and transition to a
new regime has yet to be addressed. There are a great many Bilateral Agreements
between NGET and individual power stations that will have to be unravelled. We do
not believe that it is within the scope of this suite of amendments to change them.

11.There are several areas where we have requested additional clarification and have
yet to be convinced that this will be delivered. This particularly concerns the lack of
evidence around the potential for stranding of Transmission Assets (an important
driver behind the raising of CAP165). This is a difficult concept to come to terms
with in light of the current queue of generation awaiting transmission connection. In
addition, industry consternation around the purpose, value and benefits of adopting
an auction approach has yet to be allayed. During development of the short-term
connection options the lack of process and transparency around the re-allocation of
released Transmission Entry Capacity® became apparent. We require reassurance
of timely and transparent resolution/reallocation going forward. In addition we do not
believe that Security of Supply issues around increased numbers of intermittent
generators connecting to the System have yet been fully assessed

12.We need a clear identification of what specifically exists within the proposed design
to encourage NGET to offer Firm Connections. The suite of proposals, or indeed a
combination of, should lead to an identification of enhanced long term signals to
encourage power plant build within the UK. At present this is proving difficult to
envisage due to the lack of overall detail and in-depth analysis.

13.Members also raise concerns that important recent innovations delivered by
CAP150 — Capacity Reduction proposal have yet to be tried and tested.

14.In addition we have recently seen The Authority reject CAP131 — User Commitment
for new and existing Generators. CAP131 emerged from work undertaken within the
Ofgem-led Access Reform Options Development Group (ARODG) and was
presented to the September 2006 Connection and Use of System Code Panel
meeting. The Panel decided that CAP131 should proceed to Working Group
assessment for 3 months with the first meeting of the Working Group held on 19
October 2006. The Working Group requested an extension of 2 months at the CUSC
Panel Meeting on 24 November 2006 which the Authority approved. The Working
Group Final Report was issued to the Authority on 24th July 2007 who issued an
Impact Assessment 6 June 2008 and subsequently its determination letter to reject
on 13" October 2008.

15.Even though Ofgem was meeting attendees throughout the CAP131 process and
had chaired the ARODG meetings it stated that 'the key issue raised by all of the

* TEC was released to the market in April 08 by a Scottish generator and capacity was only partially reallocated later
in the year. The question remains as to what happened in between and where did the residual go?
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proposals is whether the different treatment of new and existing generators under CAP131
and the alternative proposals would give rise to undue discrimination. As such, an
assessment of the appropriate level of user commitment for both new and existing
generators is necessary so that any recommendations to the Authority to approve a
proposal that has differential treatment are based on clear rationale, and where the issue of
discrimination is engaged, any potential discrimination can be justified objectively. We note
from responses to the IA that the working group did not directly assess whether or not new
and existing generators was an appropriate distinction for different treatment of security
cover. We have not seen a robust argument that the risk and impact of termination can be
neatly categorised as between new and existing generators. With Ofgem attending the
majority of TAR meetings it is hoped that any concerns will have been aired well
before the six amendment reports are finalised. We consider Ofgem attendees are
not Authority members and therefore their views cannot be deemed to be fettering
Authority discretion.

16.Finally we await the Authority determination for CAP148 — Deemed Access Rights to
the GB Transmission System for Renewable Generators. Until such time as we
have certainty on this then we must assess the current suite of proposals against the
current baseline. This further complicates the ability to fully understand the potential
final design and overall impact on the future of the six proposals currently under
examination.

Positives to take from the experience to date

17.At the beginning of this process the AEP sought the increased engagement and
visibility of BERR (now DECC) and Ofgem staff throughout the development of each
proposal. Ofgem was able to respond positively and members are convinced that
this will enhance the decision making process as Ofgem staff will have been able to
ensure Authority members were fully briefed throughout. One further improvement
we anticipate will be the benefit at the determination stage when the Authority should
be expected to follow the industry lead in expediting its decision-making phase in a
timely manner. The industry, after all, has worked to an exacting timetable, it would
be inappropriate for the Authority not to follow suit.

18.We believe that it should be possible, once the industry consultation process is
complete to undertake some form of identification and fast tracking of ‘Quick Wins’
where a clear cost benefit has been identified. For example if the arrangements to
support Transmission Entry Capacity Sharing can be adequately defined then this
option should provide a positive System benefit and offer the opportunity to reduce
the queue of those awaiting transmission access.

19.Many members have commented on the perceived benefit of adopting a holistic
approach to the development of the six proposals which included co-incident
revisions to the supporting Charging Methodologies within the design phase. We
are aware that Ofgem is currently consulting on the appropriateness of including
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Charging Methodologies within an industry code governance framework®.
Deliberations during the TAR process may prove that whilst to some this may
appear beneficial, it might not be necessary to wait to formalize this approach if in
future, where an impact on a Charging Methodology has been identified, a parallel
assessment of any necessary charging changes is undertaken. We would suggest
on conclusion of this exercise that this approach be assessed and if found beneficial
adopted as best practice. We would however suggest that it would be beneficial to
make sure both strands of development Working Groups hold occasional joint
meetings as we found, for example, within this TAR process a disjoint between the
Working Groups 1 and 2 understanding of the definition and purpose of Local
Connection Nomination to that of Working Group 3.

20.During discussion of CAP165 — Finite Long Term Entry Rights amendment an

21

improved understanding of the rationale behind the proposal emerged and many of
our members now have an increased appreciation of the potential risks faced by
NGET with regard to the future usage of the Transmission Network and perceived
problems with the 5 day notice period for termination of entry capacity. In response
a group of our members developed an alternate proposal WGAA3’ which it is hoped
will address NGET’s concerns in a more proportionate manner. This compromise
solution will introduce a notification process for generators to indicate their intention
to remain on the System and therefore the guarantee of income for NGET. This
may lead to enhancement of NGET’s future network planning and network
investment assessments which will ultimately flow through to the improved accuracy
of future Price Controls.

Areas of Concern

.Association members are concerned about the impact the uncertainty of this process

will have on future investment for existing and commissioning plant, especially at a
time when we know we need least 20 GW of new and replacement generation.
Whilst generators believe that they have evergreen rights, i.e. those that continue
until they notify NGET to the contrary, there exists a particular concern in relation to
pre-commissioning generators who are currently signatories to construction
agreements. Such generators are clear that the security they have lodged with
NGET (in some cases in cash) was specifically lodged to cover the costs associated
with providing a connection for their new plant. The amount of security can increase
during the course of construction (if they are on Final Sums) as the costs of their
connection increases, notably if a new party joins a cluster and triggers further
deeper reinforcement. The assets that they are providing security for are set out in
the construction agreement, and discussions with NGET set out why each is
required. It therefore follows that they can reasonably believe that they were

% Ofgem Code Governance Review: Charging Methodologies Governance Options
http://www.ofgem.gov.uk/Pages/Morelnformation.aspx?file=CGR _CM _Sept FINAL.pdf&refer=Licensing/IndCod

es/CGR
"WGAAA?3 introduced at the 20" August 2008 Working Group 1 meeting
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securitising a connection right. As some of the agreement involve security sums
ranging from tens of thousands to many millions, it would be reasonable for them to
assume that the connection was not simply for a year. Such new plants have
secured financing based not only on the project being a viable construction, but that
they have secured transmission rights to give them access to the market to sell their
power. Should the Authority agree to any modification that removes these rights we
believe that it may face legal challenge which will send a dangerous message to
developers that new build in the UK faces unmanageable risk.

22.Many AEP members have experience across both the gas and electricity markets
and have raised grave concerns about the potential introduction of any form of
auctioning process. The Association believes that capacity auctions are not an
appropriate means of allocating network capacity. Our members believe that this
approach does not deliver improved long term investment signals, inappropriately
introduces under and over recovery into a regulated income stream and carries with
it an onerous and unnecessary administrative burden. In particular any change
which increases the uncertainty faced by GB generators, such as the introduction of
auctions, will make GB less attractive for investment in generation when compared
with our European competitors. If auctions are adopted this should result in a
proportionate reduction of System Operator revenue incomes. This should be the
end result as an auction approach means that the management, and associated
risks, of a significant proportion of connection moves from NGET to generators who
will be making the decisions, providing the funding and bearing the risks to support
how much transmission access they procure and utilise under such a regime.

23.During the early stages of the CAP166 — Long Term Entry Capacity Auctions the
Associations Electricity Network Committee extended an invitation to our gas
colleagues to share with us their knowledge and experience of the gas auction
regime. Despite having a much longer timeframe to develop the supporting
business rules, auctioning within the gas regime has been beset with difficulties, so
much so that six years in we still see corrective modifications being raised
(UNC187a Transfer and Trades)®. The original rationale for the introduction of
auctioning was apparently to highlight areas within the gas transmission network
which required investment, an outcome yet to be delivered. NGET knows where the
investment is needed within the electricity transmission network. NGET knows it has
a queue of projects awaiting a reasonable connection offer. Why then do we need
to introduce a costly and resource intensive auctioning process to provide the same
answer?

24.Working Group 2 has had only five months to consider CAP166, a difficult enough
task, complicated further by having to do so in shared meetings that also dealt with
the development of CAP165 — Finite Long Term Entry Rights. Working Group
members had no experience of designing an auction and we fear that if Ofgem
persists in promotion of auctions many years will be spent correcting what is most

¥ See list of Gas access related modifications listed in Appendix 2
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likely a flawed design. Our members, participating in the Working Group 2 work,
have contributed in an open minded and constructive manner. Even so the whole
process of consideration of an auction design for TAR has been fraught with
difficulty from the start. Zone definition, upon which the original proposal depended,
proved impossible to complete in any meaningful manner, despite the very best
efforts of NGET. The academic world is light on auction theory of the type required
for electricity networks, therefore input from an appropriate level of expertise from
within the academic world proved difficult. Devising a working model, albeit on an
Excel spreadsheet, was a task which challenged the best amongst the Working
Group 2 membership. We know that at the 8" October Working Group 2 meeting
significant gaps in the auction design process were discovered. Yet at the point
when the Connection and Use of System Code Panel requested three months
additional development time, in order to ensure a valuable and worthwhile
consultation would be issued to the industry, Ofgem refused to allow any more than
two weeks. At present we have yet to be fully convinced of the costs, benefits and
impacts associated with such an approach. Indeed it would perhaps be more
appropriate to allow more time and effort to enable the existing queue mitigation
measures introduced by CAP150 - Capacity Reduction, which was only
implemented on 16th May 2008, to work before embarking on such radical and
costly measures.

25.NGET issued the Working Group CAP166 — Long Term Entry Capacity Auctions
consultation on 17" October 2008 with, as expected, the assessment far from
complete. This is most disappointing, especially when the intensity of activity
required by both NGET and the Working Group 2 members meant an unwelcome
distraction from the process of assessment of the already released suite of TAR
Working Group consultations. This also adversely impacted the period when the
Working Groups needed to ensure wider understanding of the proposals as currently
developed and have an opportunity to consider alternative approaches. The three
months would have been used to attempt to improve the auction design and ensure
that it was subject to robust testing. The Working Group may also have had time to
begin development of the auction assessment method statement and carry out an
assessment of the impact of auctions on Security of Supply.

26.We believe that System planning standards should ensure consistent treatment for
all generation connections and wherever possible should allow choice of connection
by the generator. Policies and procedures for provision of connections and
management of the connection process should be non-discriminatory, transparent,
cost reflective and subject to industry governance. Government and regulatory
policy makers must recognise the fundamentally important role that the planning
system and its associated processes play in the promoting effective investment in
the electricity transmission network. The associated planning constraints inevitably
result in a long, slow process for electricity transmission build. Current Planning Bill
enhancements may improve the process, however as it will only apply in England
and Wales, this will not help those requiring connections in Scotland.
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27.The extremely short assessment timetable has meant that there remains uncertainty

about the true impact on power price and linkage to carbon should any of the
amendments be approved. One emerging likely scenario however is the impact in
Scotland where a significant number of renewable generators could be allowed to
connect to a network which is known to be already severely constrained. It is
feasible that we end up in a situation whereby renewable generation has to constrain
off competing renewable generation. This appears counter intuitive to what the
transmission access review is trying to achieve and an area which requires further
debate.

28.In the background to this whole development process there have remained

uncertainties around the legislative backstop route frequently referenced by Ofgem
with little known about what this alternative approach might involve. The question of
whether this could be a better way to achieve more appropriate and targeted results
remains until such time as DECC provide more detail about what might be proposed,
when this might occur and what would fall within or without scope. Our members
would benefit from further information at the earliest opportunity.

Proposed way forward

29.During development of the suite of proposals it became apparent that there were

some possible winners and losers amongst the six approaches and our Associations
Energy Network Committee discussed potential preferred combinations. Committee
members noted however that Connection and Use of System Code Panel must
assess each amendment individually against the baseline in existence at the time of
their deliberations. The committee felt that CAP161 — System Operator Release of
Short-Term Entry Rights, CAP162 — Entry Overrun and CAP163 — Entry Capacity
Sharing could exist together and offered the best combination whilst recognising that
CAP163 — Entry Capacity Sharing may need CAP162 — Entry Overrun in order to
operate efficiently. CAP166 - Auctions was unworkable both in its’ interaction with
the sharing proposal and from a security of supply point of view. We would suggest
therefore, in light of exacting time constraints, that it may be appropriate to
concentrate future effort on resolving the design and assessment options being dealt
with by Working Group 1further.

30.In summary implementation of CAP161-System Operator Release of Short-Term

31

Entry Rights, 162 — Entry Overrun and 163 — Entry Capacity Sharing would allow
more choice for generators to manage access and facilitate the connection of
renewable generation in the short term. Whilst CAP164 - Connect and Manage
does not work in its current form ongoing development of a Working Group alternate
to address the issue of cost reflectivity may yet prove beneficial. Association policy
reflects the lack of support for CAP166.

.Whichever of the suite of amendments are to be subject to further development our

members believe that it is paramount, in order to ensure improved wider
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understanding of what is to be delivered for transmission access, a more robust
assessment approach be established from this point. During the development of the
New Electricity Trading Arrangements (NETA) industry established a Steering Group
supported by a number of Expert Groups and a Programme Management Board.
The impact of the proposals under review if adopted will mean a radical shift from
the current baseline. It therefore follows that the industry requires a suitable
developmental framework be established in order to move the process forward. We
would suggest such an approach be given appropriate consideration.

32.The stated aim of the Transmission Access Review is to ensure that the GB
transmission system and associated charging and access arrangements are able to
facilitate the connection of the significant amount of additional renewable electricity
generation required to meet the Government's targets by 2020. While charging and
access arrangements are vital the primary means of achieving these targets will be
through significant investment in network infrastructure by Grid Owners. We are
concerned that insufficient emphasis and urgency is being placed on the need for
such network investment and appropriate incentivisation of Grid Owners and
Operators to achieve this. Without such investment being signalled generators will
not have the confidence to make long term investments no matter how attractive
changes to charging and access arrangements are perceived to be.

33.Grid Owners and Operators should be adequately incentivised through their licence
requirements and security standards to deliver the most appropriate network to
enable generators and suppliers to trade their energy. Association members believe
that additional financial incentives should only be required where a clear business
case has been identified and would support proposals to encourage network owners
to move towards more strategic and timely investment ahead of full user
commitment provided it is linked to appropriate risk and reward arrangements. To
that end, in order to kick start this process now, we would propose Ofgem consider a
relaxation of revenues within the scope of their Transmission Operator Incentive
Scheme review in order to enable NGET to invest. It is likely that such investments
will result in an increase in Transmission Network Use of System charges however
for some members this would be preferable to the uncertainty delivered by increases
in Balancing Services Use of System charges that would otherwise be incurred to
resolve System constraints. If such an approach were adopted we believe this
should be introduced alongside requirements for Network Asset Owners and System
Operators to publish sufficient network information to assist the understanding of key
network investments by generator developers in order that they can monitor
progress towards provision of additional wires.

34.GB transmission charging and access arrangements for generators are already
significantly different to those for generators in the major neighbouring European
Union Member States with GB generators facing much more uncertainty under these
arrangements. From an investment and competition viewpoint it is important to
assess the European impact of changes to GB arrangements. The European
Commission's stated aim is to increase the harmonisation of trading arrangements;
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particularly on a regional basis across Europe. Any changes taking us further away
from our most important neighbours require justification.
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CUSC WORKING GROUP CONSULTATION — RESPONSE PROFORMA

CAP161 - System Operator Release of Short-Term Entry Rights

Respondent:

Barbara Vest Head of Electricity Trading
Tel: 0207 930 9390 Mob: 07736 107 020

Company Name:

Association of Electricity Producers

Please express your
views including
rational with regard to
the Working Group
Consultation?

Including any issues,
suggestions or
queries

Association members believe that this proposal is non

discriminatory.

We believe it may have merit in that it could help reduce the
queue if it encourages TEC release. However this statement
applies only if any release of TEC is appropriately managed.
This concern crystallised during one of the earliest Working
Group 1 meetings when it was revealed that TEC released by a
Scottish generator appeared not to have been redistributed in a
timely manner to those waiting in the queue. There is a
question about what happened to the total amount as only a
proportion of the amount available was subsequently released.
Did NGET effectively remove this TEC as Scottish System is
non-compliant?

Pay as bid will be difficult for Users in the initial stages as there
is little visibility of the economic value of access in the short
term

All options of SO release carry a risk of increased, or
decreased, BSUoS as a result of incorrect analysis and price
calculations by the SO, the risk decreases as
timescales/duration decrease

Full recovery of costs/BSUoS unknown as the extent of
utilization of this option yet to be ascertained. In addition the
full impact on BSUoS/RCRC remains unknown as to date no
load flow modeling has been carried out. It will be necessary
that the option is fully trialed and tested in order to reveal the
full impact on the System and wider industry costs. It is
possible that if there is significant use of this option that there
could result in an over/under recovery of TNUoS

Linkage to SO Incentive Scheme unknown however there is
consensus amongst our members that NGET need to bear
some of the risks/costs where they their analysis proves
incorrect. e.g. this links into the increase in BSUoS costs
2008/09
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There were concerns about the 5 week-ahead model as
conditions can change in this timeframe meaning this option
may not work for wind as too far from real time, therefore the 2
day ahead option has been developed.

In the case of short term release of access 2 day ahead
auctions (or day ahead if it goes that way), if the cost of access
increases quickly, generators who provide cash security would
have great difficulty, certainly in the current climate in providing
NGET with any additional credit amounts within these
timescales. Should NGET investigate the potential to carry
insurance cover against such generators? In the case of 1 day
rights, it is likely not too cost them too much and would
facilitate greater flexibilty and might promote more
participation? Credit issues generally need to be addressed as
this is a major and potentially costly change from current
arrangements.

5 week-ahead release should enable the SO to carry out
improved planning. This option may work for some
technologies (e.g. Pumped Storage, Hydro, OCGTs). The
suite of options (2DA, 5WA and up to 42 week ahead
CLDTEC) provides opportunities for all technologies to manage
access and power sales over different time periods

Transition yet to be discussed, in particular the linkage to the
charging regime. Do we assume cutover to new regime
seamless? In addition does the current queue disappear with
a new one created whilst generators await long term
connection arrangements to be delivered?

It may be the case that in some areas where there are lower
constraint costs generation may choose to use SO Release
rather than pay TNUoS. This may result in the introduction of
an element of Free Riding.

Not a transparent process so unease if included within the SO
incentive scheme. Once the SO has recovered its costs any
residual should flow through to BSUoS

We note that details such as NGET’s auction assessment
method statement are not yet available. There must be an
opportunity for industry comment on the draft auction
assessment method statement once it is available

Do you believe that
the proposed original

May deliver improvements against Applicable CUSC Objective
A “Efficient discharge by the Licensee of its obligations” as the
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or any of the
alternatives better
facilitate the CUSC

applicable objectives,
please state your
reasoning?

proposal should lead to improved optimisation use of GB
Transmission System.

CAP161 should lead to increased competition by enabling
more efficient use of the GB transmission system, especially by
generating plant with low load factors or with variable output.
Assessment of this proposal against Applicable CUSC
Objective B has proven difficult but our members believe that
the release of access on a short term basis will provide more
choice for generators and consequently promote competition in
the power markets. However a robust analysis of this view has
yet to be undertaken

Do you support the
proposed
implementation Date?

Provided it is supported by a robust and beneficial cost benefit
analysis, including a full understanding of the impact on the SO
Incentive Scheme and charging regime

Do you wish to raise a

WG Consultation
Request for the
Working Group to
consider?

No

Specific questions for CAP161

published ex post,
would be useful to
participants?

Q | Question Rationale

1. [Is there a benefit in | Yes, although requiring additional resource there must be
moving to a day | benefits as such an approach would enable generators and
ahead auction? the SO to use the most up to date weather and network
If so do CUSC Parties | information (outages/constraints) available at the time. Such
prefer the first or | enhancements will emerge with experience
second option for the
timeline for the 2 day
SO Release auction,
noting the resource
implications in
section 34.70?

2. |What information, | We note that “the Working Group agreed that after the

auction, all information, and the result of the auction should
be published, as soon as reasonably possible, including all
successful and unsuccessful bid information (location,
volumes and prices (bid and buyback)).” We agree with
these considerations. We would also expect updates at the
NGET Operational Forum in order to identify potential future
enhancements
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Question

Rationale

e [®)

Would Parties prefer
a seven day a week
auction or 5 day a
week auction?

We consider that the day-ahead auctions should take place

at weekends as well as weekdays.
decide how best to utilise this option

It is up to parties to
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CUSC WORKING GROUP CONSULTATION — RESPONSE PROFORMA

CAP162 - Entry Overrun

Respondent:

Barbara Vest Head of Electricity Trading
Tel: 0207 930 9390 Mob: 07736 107 020

Company Name:

Association of Electricity Producers

Please express your
views including
rational with regard to
the Working Group
Consultation?

Including any issues,
suggestions or
queries

Association members believe that this proposal is non

discriminatory.

We believe this to be a more commercial solution to the
existing cumbersome breach provisions for overrunning access
rights

Creates a capacity imbalance mechanism for all users

The full impact on BSUoS/RCRC remains unknown as to date
no load flow modeling has been carried out. It will be
necessary that the option is fully trialed and tested in order to
reveal the full impact on the System and wider industry costs.
It is possible that if there is significant use of this option that
there could result in an over/under recovery of TNUoS

The Simple Methodology can be implemented in the short
term, is transparent and with part of the charge published ex-
ante, gives a better view to generators to enable them to make
use of Entry Overrun. Any risks associated with the accuracy
and cost reflectivity outweigh the benefits of early
implementation.

The Cost Recovery model requires significant additional
resource however the benefits of this additional overhead
compared to the additional cost has yet to be assessed.

The Marginal Methodology has been developed in a prototype
Excel Spreadsheet and is at this stage not well known by the
industry and has been insufficiently tested

The treatment of the over/under recovery resulting from the
use of all of the options is unknown, potentially complex and
non-transparent. The socialised costs within the scalar model
would result in those who are overrunning benefitting if there is
an over recovery funds redistribution
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Appropriate credit will be required for Entry Overrun. The level
required would be established in the assessment stage in
accordance with the Best Practice Guidelines for Gas and
Electricity Network Operator Credit Cover and has yet to be
fully reviewed by the Working Group

Additional constraint costs must be allocated to those who
cause them with calculation and allocation methodology
applied in a timely manner

If majority of generators utilise overrun in future what is the
impact on investment signals for NGET. Where is the tipping
point for overrun?

Do you believe that
the proposed original
or any of the
alternatives better
facilitate the CUSC
applicable objectives,
please state your
reasoning?

This proposal may facilitate increased competition

May increase opportunity to connect to the NGET if new
entrants can utilise some of the spare capacity potentially freed
up by exiting connectees

Should enable opportunity to assess risk/reward to enable
arbitrage between mix of firm/non firm products

Should enable opportunity to assess risk/reward to enable
arbitrage between mix of firm/non firm products

This proposal should lead to increased competition therefore is
offers a code enhancement against Applicable CUSC
Objective B

Do you support the
proposed
implementation Date?

Provided it is supported by a robust and beneficial cost benefit
analysis

Do you wish to raise a

WG Consultation
Request for the
Working Group to
consider?

No
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CUSC WORKING GROUP CONSULTATION — RESPONSE PROFORMA
CAP163 - Entry Capacity Sharing

Respondent:

Barbara Vest Head of Electricity Trading
Tel: 0207 930 9390 Mob: 07736 107 020

Company Name:

Association of Electricity Producers

Please express your
views including
rational with regard to
the Working Group
Consultation?

Including any issues,
suggestions or
queries

Association members believe that this proposal is non

discriminatory.

CAP163 provides for a user led framework for entry capacity
sharing, with the entry capacity nodal approach limiting the
risks of the additional constraint costs identified by introduction
of a zonal entry capacity sharing approach

Despite the best efforts of NGET development of this proposal
was severely hampered by problems identified within the Nodal
v Zonal debate. If artificially large Zones are created to
facilitate more sharing then this could significantly increase
constraint costs which would be socialised through BSUoS

In addition the introduction of entry capacity sharing on a nodal
basis needs further development to allow industry to
understand the application process for exchange rates and
their calculation. Generators would see little value in an ex
post exchange rate based on overrun process as they would
have no visibility in advance of the cost of access

The impact on and interaction with the current TEC Trading
Scheme has yet to be fully assessed

This proposal may be of limited value if generators cannot find
someone to share with at suitable exchange rates

Do you believe that
the proposed original

or any of the
alternatives better
facilitate the CUSC

applicable objectives,
please state your
reasoning?

In theory this proposal should allow more effective utilisation of
existing Transmission network and may deliver signals for
network investment. In addition if successfully implemented
this might improve Security of Supply if more generators are
seen to be connecting to the System .e.g. if windfarm
developers share with existing plant. However in order to
attract participation the exchange rate methodology must be
robust and transparent. If achieved then this proposal may be
an improvement against CUSC Applicable Objective’s A and B

Do you support the
proposed
implementation Date?

Provided it is supported by a robust and beneficial cost benefit
analysis

Do you wish to raise a

No
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WG Consultation
Request for the
Working Group to
consider?
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CUSC WORKING GROUP CONSULTATION — RESPONSE PROFORMA
CAP164 — Connect and Manage

Respondent:

Barbara Vest Head of Electricity Trading
Tel: 0207 930 9390 Mob: 07736 107 020

Company Name:

Association of Electricity Producers

Please express your
views including
rational with regard to
the Working Group
Consultation?

Including any issues,
suggestions or
queries

A variety of access products and exchange and trading
services should be available to generators to enhance the
optimisation of use of available access, subject to their impact
on other users and the avoidance of risk of compromising the
access standards of other users. These products and services
should be developed as options to facilitate optimisation, not as
prescriptions to discriminate between generators. Association
members believe that this proposal is non discriminatory only
because users have a choice on whether to accept a TEC
Effective Date. However any perceived benefit is negated due
to the resulting discrimination against all other network users
as the potentially significant additional costs of Connect and
Manage are then socialised and therefore not targeted on
those who cause them

The headline for this proposal should be that, in theory, the
amendment could facilitate additional generation to connect to
the Transmission System; however analysis shows that the
impact of the additional System constraints and associated
costs would wipe out any delivered carbon benefit. This
problem is further exacerbated by the fact that much of the
generation wishing to make use of this option will be aiming to
connect in areas already severely constrained. This will
inevitably lead to renewables limiting access to other
renewables (constrained off). In addition the GBSO would
need to ensure that adequate reserve was available to meet
the increased likelihood of unexpected changes in generator
output

The problem areas on the transmission network are already
known therefore the linkage to and reliance on local works is
critical. The result could be that there is little impact on System
investment as signals already there but cannot be met due to
planning restrictions and other factors. Planning in England,
Wales and Scotland is a slow process in terms of electricity
network investment. In Scotland for example Planning
Permission has a 3 year lifespan. Delivery of Transmission
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System enhancements can easily take longer and therefore the
risk of ‘timed out’ permissions is a real one.

The service standards for connection should be agreed and
there should be appropriate redress when the standard is not
achieved or delivered in an agreed timescale.

Wherever possible there should be competition in the provision
of connections, with connecting parties having the option to
organise the provision of connection assets.

Economic rationality applied to the provision of access means
that there must always be scope for some degree of constraint
in access to the network, but this must be determined through
clear access rules and procedures that take account of the
costs and benefits

Although more renewable generators should have the
opportunity to connect earlier some of the benefit may be
achieved by better management of the queue

There is no evidence that CAP164 would improve investment
signals to NGET to invest in new transmission. One option
may be to amend the SO incentives scheme to be multi-year
with NGET sharing a proportion of the much higher BSUOS
payments as a result of CAP164. This would then incentivise
investment

Do you believe that
the proposed original

or any of the
alternatives better
facilitate the CUSC

applicable objectives,
please state your
reasoning?

Even though this proposal may allow more generation to
connect earlier than would be the case under the current
arrangements, the overall additional costs imposed on the
wider community could be considered as not proportionate or
cost reflective. However our members are contributing to the
development of an alternative proposal to address these
concerns the aim of which is to provide an improved balance
between the socialisation of costs and cost targeting for those
generators which cause them

Do you support the
proposed
implementation Date?

Provided it is supported by a robust and beneficial cost benefit
analysis

Do you wish to raise a

WG Consultation
Request for the
Working Group to
consider?

No
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CUSC WORKING GROUP CONSULTATION — RESPONSE PROFORMA
CAP165 - Finite Long Term Entry Rights

Respondent:

Barbara Vest Head of Electricity Trading
Tel: 0207 930 9390 Mob: 07736 107 020

Company Name:

Association of Electricity Producers

Please express your
views including
rational with regard to
the Working Group
Consultation?

Including any issues,
suggestions or
queries

Industry believes that they have evergreen transmission
access rights and have seen no evidence to show that this is
not the case. The fact that well in advance of connection
generators are required to invest significant sums in order to
allow NGET to provide the required level of connection and
System reinforcement, followed by years of further TNUoS
payments is evidence that the rights are evergreen until such
time as the generator decides transmission access is no longer
required. The fact that Ofgem refused further dialogue on this
did not help understand the full purpose of this proposal. In
their July 2008 presentation to the Working Group Ofgem
stated that ‘Existing generators do not have “evergreen” rights
to the system(but we [Ofgem] are open to “legal” arguments)”®
This was not a satisfactory way to leave this crucial issue.

Of concern is the fact that to date there has been no attempt to
address issues around the process of withdrawal and
compensation for removal of existing rights and transition to
the new regime

In response to the emerging understanding around the
potential impact of a 5 day termination notice the Working
Group have developed, and are still coming to grips with, what
some consider as a compromise agreement offering NGET a
rolling [4year] notification period of their intent to generate.
This would align to investment lead times. In addition this
makes a commitment workable in that it is linked to liquidity in
the market rather than a requirement to link amounts to an
overinflated price at auction or long commitment period. This
addresses the potential high level of outturn costs associated

? Stuart Cook presentation 9" July 2008
http://www.nationalgrid.com/NR/rdonlyres/D36 AC4A0-65AC-4223-B509-

2FDF4E61DCBA/26976/08070OfgempresentationatT ARWG2meeting.pdf
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with the original proposal. For example, a 20 year commitment
at a high TNUOoS price may result in a generator being exposed
to excessively high cost during periods when power price drops
significantly. The resulting burden could force business into
bankruptcy with costs falling on all other participants and no
advance warnings for NGET. The economics of this approach
just do not add up. The introduction of finite rights removes
generator flexibility and as a consequence reduces efficient
exit from the System

Do you believe that
the proposed original

or any of the
alternatives better
facilitate the CUSC

applicable objectives,

Working through this proposal has enabled the industry to
better understand the problems faced by NGET with regard to
generator withdrawal from use of the transmission network.
However industry believes that they have evergreen rights and,
despite requests to Ofgem for proof that this was not the case,
Ofgem refused further dialogue on this issue. We can see no

please state your | benefit within this proposal against any of the Applicable CUSC
reasoning? Objectives
Do you support the | No because we do not see this as a valid proposal. Our

proposed
implementation Date?

members believe that they have secured evergreen
transmission access rights and that NGET have no ability to
remove those rights without legislation and significant
compensation

Do you wish to raise a

WG Consultation
Request for the
Working Group to
consider?

No
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CUSC WORKING GROUP CONSULTATION — RESPONSE PROFORMA
CAP166 — Long Term Entry Capacity Auctions

Respondent:

Barbara Vest Head of Electricity Trading
Tel: 0207 930 9390 Mob: 07736 107 020

Company Name:

Association of Electricity Producers

Please express your
views including
rational with regard to
the Working Group
Consultation?

Including any issues,
suggestions or
queries

Despite their best efforts the lack of time afforded to the
Working Group meant that assessment of this proposal was
not complete

Following evidence presented by the Connection and Use of
System Code Panel that the consultation was not fit for release
we were surprised at Ofgems insistence that the Working
Group were to complete their deliberations within a maximum
two week extension period rather than the requested three
months (Note: the Working Groups original recommendation to
the CUSC Panel was a minimum six month extension). This
follows Ofgems criticism of industry code change assessment
reports raised via its Code Governance Review, and most
recently its CAP131 — User Commitment for New and Existing
Generators determination letter.

It has been impossible, due to the lack of detail, assessment of
benefit and omission of clear evidence in support of a case for
change, to fully assess and respond to this particular Working
Group consultation

Do you believe that
the proposed original
or any of the
alternatives better
facilitate the CUSC
applicable objectives,
please state vyour
reasoning?

In its current state we can see no evidence of benefit within this
proposal against any of the Applicable CUSC Obijectives

Do you support the
proposed
implementation date?

No because we do not see this as a valid proposal

Do you wish to raise a

WG Consultation
Request for the
Working Group to
consider?

No
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APPENDIX 1

ELECTRICITY TRANSMISSION ACCESS RELATED CUSC AMENDMENTS RAISED

TO DATE
1st CUSC Date
CAP | Description Meeting implemented
Definition of a threshold(s) associated
167 | with the request for a Statement of Works | 16/05/2008
Transmission Access — Long-term Entry
166 | Capacity Auctions 25/04/2008
Transmission Access — Finite Long-term
165 | Entry Rights 25/04/2008
164 | Connect and Manage 25/04/2008
163 | Entry Capacity Sharing 25/04/2008
162 | Entry Overrun 25/04/2008
161 | SO Release of Short-term Entry Rights 25/04/2008
157 | Ext of Qualified Company Definition 27/07/2007 | 14/02/2008
150 | Capacity Reduction 29/06/2007 | 16/05/2008
149 | TEC with Restricted Rights 29/06/2007 | 24/05/2008
Deemed Access Rights for Renewable
147 | Generators 23/02/2007
143 | Interim Transmission Entry Capacity 15/12/2006 | N/A
142 | Temporary TEC Exchanges 24/11/2006 | 21/06/2007
User Commitment for New and Existing
131 | Generators 29/09/2006
127 | Calculation and Securing of Value at Risk | 29/09/2006 | 01/06/2007
Qualifying Guarantee and Independent
126 | Security 29/09/2006 | N/A
119 | Clarification of Users Credit Allowances 27/01/2006 | 15/06/2006
Incorporation of Credit Management
99 | Tools 29/07/2005 | 21/12/2005
98 | Withdrawn - Supplier VAR Withdrawn
Small and Medium Embedded Power
97 | Stations 29/07/2005 | 14/07/2006
94 | Limited Duration TEC 01/04/2006
Elec From Distribution Systems to Trans
93 | System Rejected
UoS liability provisions for access
92 | products Rejected
Credit Allowance for Rated and Unrated
91 | Companies 00/05/05 Merged
90 | Credit Limits for rated companies 00/05/05 Merged
89 | Maximum Unsecured Credit Limit 00/05/05 01//02/06
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Forecasts Used in the Calc of TNU0S

69 | Charges 29/12/2004
68 | Competing Requests for TEC 13/11/2003 | 01/04/2005
Legal Text post implementation of
58 | CAP043 26/09/2003
54 | Addition of Year Round TNUOS Charges 26/09/2003
Firm Access and Temp Physical
48 | Disconnection 21/03/2003
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APPENDIX 2

GAS ACCESS RELATED UNC MODIFICATION RAISED TO DATE

Mod Date
Ref | Mod Title Raised Category

0230 | Amendment to the QSEC and AMSEC Auction 08-Oct-08 Mod
Timetables
Review of Entry Capacity and the Appropriate A .

0221 Allocation of Financial Risk 13-Aug-08 Review
Introduction of Additional Pay-as-Bid Auctions for Mav.

0216A NTS Entry Capacity 22-May-08 Mod
Introduction of an Additional Discretionary Release i

0216 | \tachanism for NTS Entry Capacity 09-May-08 Mod

0189 | Amendment to the QSEC Auction Timetable 12-Dec-07 Mod
Alterations to the RMSEC Auction to Accommodate

0187A Transfer and Trade of Capacity Between ASEPs 23-Jan-08 Mod
Alterations to the RMSEC Auction to Accommodate

0187 Transfer and Trade of Capacity Between ASEPs 12-Dec-07 Mod
User Admission Requirements for Applicant

0170 | Shippers Who Solely Wish to Participate in Long 04-Sep-07 Urgent
Term Entry Capacity Auctions

0169A | Transfer and Trading of Capacity between ASEPs 14-Aug-07 Urgent

0169 | Transfer and Trading of Capacity between ASEPs 09-Aug-07 Urgent

0163 Offering Capacity at Donor ASEP in Trades & 24-Jul-07 Urgent
Transfer Process

0163V Offering Capacity at Donor ASEP in Trades & 24-Jul-07 Urgent
Transfer Process
National Grid NTS discretionary release of L

0159 Interruptible NTS Entry Capacity 11-Jul-07 Mod

0156A | Transfer and Trading of Capacity between ASEPs 6-Jul-07 Urgent

0156 | Transfer and Trading of Capacity between ASEPs 6-Jul-07 Urgent

0151A | Transfer of Sold Capacity between ASEPs 16-May-07 Urgent

0151 | Transfer of Sold Capacity between ASEPs 10-May-07 Urgent

0150A | Introduction of Unsold Entry Capacity Transfers 16-May-07 Urgent

0150 | Introduction of the AMTSEC Auction 10-May-07 Urgent
Transitional arrangements for Entry Capacity Mar.

0138 Transfers to Sold Out ASEPs 28-Mar-07 Urgent

0137 | Entry Capacity & Baseline Summary Report 09-Mar-07 Mod

0133 | Introduction of the AMTSEC Auction 07-Feb-07 Mod

0129 | Delay to the 2007 AMSEC Auctions 09-Jan-07 Urgent
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0128 | Amendment to Entry Capacity Baselines 14-Dec-06 Urgent

0119 | Amendment to the Entry Overrun Charge 11-Oct-06 Mod

0118A | Entry Capacity Transfers in Constrained Period 26-Oct-06 Mod

0118 | Entry Capacity Transfers in Constrained Period 11-Oct-06 Mod
Extending established UNC governance

0057 | arrangements to include the Incremental Entry 13-Oct-05 Mod
Capacity Release Methodology Statement (IECR)

0043 | Limitation on offering for sale unsold capacity 09-Aug-05 Urgent

0037 | Limitation on offering for sale unsold capacity 13-Jul-05 Urgent

0036 | Limitation of incr. capacity in QSEC auctions 13-Jul-05 Urgent

0030 | Extension of the QSEC auction timetable for 2005 24-Jun-05 Mod

NB. THIS LIST DOES NOT TAKE ACCOUNT OF THE 126 NETWORK CODE MODIFICATIONS
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APPENDIX 3

e

Association of Electricity Producers

President of the Association:

Chairman of the Board of Directors:

Chief Executive:
AEP Members

AES UK HQ

Alcan Smelting & Power UK
Alstom Power Service UK
APX Group

Areva T&D UK Ltd

Barclays Capital

Barking Power Ltd

Bircham Dyson Bell

Blarghour Power Company Ltd
Bond Pearce Solicitors

British Energy plc

British Hydropower Association
British Nuclear Group

British Wind Energy Association
C R Foster & Partners
CantorCO2e Ltd

Centrica Energy

Chubu Electric Power Co
Citigroup

Climate Change Capital
ConocoPhillips UK Ltd
Constellation Energy Commodities
Group

Corby Power Ltd

Corus Group plc

Cory Environmental Ltd
Doosan Babcock Energy Ltd
Drax Power Ltd

Sir Michael Spicer MP
Dr Steve Riley
David Porter

E.ON UK

Econnect Ltd

EDF Energy

EDF Trading Ltd

Electrabel

Electricity Supply Board Ireland
Empower Training Services
Environmental Services Association
Eversheds

Fichtner Consulting Engineers Ltd
Garbhaig Hydro Power Company Ltd
Gaz de France

Gifford Ltd

Guernsey Electricity

Hammonds

International Power

InterGen

Inver Farmers

IPA Energy + Water Consulting
KEMA Ltd

Local Waste Solutions

Logica UK Ltd

Manx Electricity Authority

Marsh Ltd

Merrill Lynch Commodities Europe Ltd
Natural Power

Optimum Energy

Oran Utilities Ltd

Partnership for Renewables

Power Plant Services Ltd
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Premier Power Ltd

POyry Energy (Oxford) Ltd
Rocksavage Power Company
RWE npower

Scottish & Southern Energy plc
ScottishPower

Summerleaze

Tanaris

Teesside Power Ltd

Tokyo Electric Power Co
Troutman Sanders LLP
University of Dundee
Uskmouth Power Company Ltd
Waste Recycling Group

Wavegen-Applied Research Western

Technology
Windcluster 2000 Ltd

Wood Mackenzie Global Consultants

AEP Life Members
Mr M Bowden
Mr N Bryson

Dr T Cocker

Dr P Jackson
Dr K Miller

Dr D C Pike

Mr R Rigg

Mr G W Rufford
Dr G Thomas
Mr F Wiggin

AEP Associate Members
Mr S Andrews

Mr T Manning

Mr H Moss

Mr T Russell

Dr M Taylor

Mr D Tolley
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British Energy

Hédd Roberts

Electricity Charging and Access Development
National Grid Electricity Transmission Ltd
National Grid House

Warwick Technology Park

Gallows Hill

Warwick

CV34 6DA

31 October 2008

Dear Hédd

British Energy response to the working group consultations for CUSC amendment
proposals 161 - 165.

The British Energy group of companies welcomes the opportunity to respond to the above
consultations. British Energy own and operate eight nuclear power stations as well as Eggborough
Power Station (a large coal plant with two units fitted with FGD) and four small embedded gas
generator sites. Two of our nuclear stations are located in Scotland accounting for approximately
2300MW of capacity. We also have interests through a joint venture in developing an island windfarm
in Scotland.

It is important to note that during our contribution to the CUSC working groups we put aside our belief that
we have enduring transmission access rights in order to facilitate the Transmission Access Review (TAR)
process. As you know we do not accept that this is correct and our right to raise this very important aspect is
reserved.

British Energy is supportive of TAR and its important objectives of connecting renewable generation to the
system. However it is our view that TAR alone is not enough to deliver the required volume of renewable
generation. A review of SQSS may allow the connection of more generation on the current system and an
improvement in the planning process should allow more rapid building of the network required for future
generation.

Although we are supportive of TAR we do have some comments on the current process.

We feel that the proposed changes to the current access regime are as significant as the introduction of
NETA and yet by delivering TAR via the CUSC amendment process the industry has not been given the
opportunity to approach it in the same way. The three CUSC working groups have had six months to deliver
six CUSC amendment proposals and the associated charging changes. This has indeed been challenging.
The working groups had a clear remit that each CUSC amendment should operate standalone or in
conjunction with one or more of the other CUSC amendments. Although National Grid have been effective in
chairing and coordinating the three working groups the very fact that there were three has made it very
difficult to deliver a coherent and deliverable access regime whilst taking into account all aspects of the
changes and industry wide impacts.

British Energy
GSO Business Park
East Kilbride G74 5PG

T +44 (0)1355 846000

F +44 (0)1355 846001
www.british-energy.com

nwood,
Gla 3RS
ered in England and Wales No. 3076445

Powering the low carbon generation



It is also our view that TAR should focus on primary changes which enable the connection of renewable
generation, not secondary, unnecessary. We believe that focusing only on those changes which need to be
made will facilitate a more rapid implementation of the modifications. An area of particular concern to British
Energy is the move from a residual charge based on kWh to one based on kWh. This was presented as a
fundamental part of the CUSC proposals without any justification for the change. It is our view that this is a
secondary change which creates large, arbitrary windfall gains and losses and is not required to meet the
objectives of TAR.

With regard to the modifications, we support the implementation of all short term measures (CAP161-163)
which allow users to choose a right of access to the transmission system from a number of options over
different timescales. These short term measures will allow the SO to make more efficient use of the existing
transmission assets and will facilitate competition in the generation market by providing more flexible means
for access to the system. Whilst some industry parties may have concerns over detailed aspects of the short
term measures we believe that, providing SO incentives are aligned these can be implemented for April
2010. However we would ask that as take up of the short term measure advances that the effectiveness of
these changes is continually monitored and reviewed so that improvements can be made via the usual
CUSC amendment process.

We do not support CAP164 in its present state but believe that a reasonable solution can be found and that
the working group should be allowed to progress an alternative which provides a better balance of cost
reflectivity. The aim of the alternative is to provide an improved balance of socialised cost and costs targeted
on those generators which cause them

We do not at present support CAP165. Our participation in the working groups has highlighted the issue of
the uncertainty that National Grid faces with regard to generator exit from the transmission system. However
we do not understand the extent to which stranded assets on the system is a real issue. Without this
knowledge it is impossible to carry out a cost benefit analysis of the proposed modification. It is our view that
any benefit of CAP165 remains unproven unless a cost benefit analysis (which considers the electricity
system as a whole) is performed.

Please find attached our detailed comments on the working group consultations for CAP161-165. If you have
any comments or questions relating to our responses please contact me on 01452 653170.

Yours sincerely

Rob Rome
Head of Transmission & Trading Arrangements

Powering the low carbon generation



CUSC WORKING GROUP CONSULTATION — RESPONSE PROFORMA
CAP165 [Finite Long-term Entry Rights]

Respondent:

Cathy McClay
01452 653158

Company Name:

British Energy

Please express your views
including rational with
regard to the Working
Group Consultation?

Including any issues,
suggestions or queries

During our contribution to the CUSC working groups we put aside our belief that we have an enduring transmission access rights
in order to facilitate the process. As you know we do not accept that this is correct and our right to raise this very important aspect
is reserved.

General Views on Modification

The economic operation of the electricity system requires generators to have the ability to exit and enter the system efficiently.
Efficient exit from the system is facilitated by the current transmission access scheme which allows generators to leave the system
with 5 days notice. However, it has been suggested that the current flexibility could result in stranded transmission system assets.
CAP165 seeks to reduce this risk by providing National Grid with more information about exit decisions.

British Energy has participated fully in the CAP165 working group. However we still do not understand the extent to which
stranded assets on the system is a real issue. On several occasions the working group requested information on the historic cost
of stranded assets, but this information was not provided. In addition, given the volume of generation which wishes to connect to
the system and the proposed CUSC amendments to improve the use of capacity in the short-term, British Energy is not convinced
that the issue of stranded assets in the future will be significant. Without knowledge of the potential cost of stranded assets it is
impossible to carry out a cost benefit analysis of the proposed modification. In order to understand the true impact on customers,
any cost benefit analysis should consider the electricity system as a whole rather than simply the efficiency of network investment.
For example, if an improvement in network investment is outweighed by increased costs due to a reduction in the efficient exit of
generators from the system, this will result in higher costs for customers. It is our view that any benefit of CAP165 remains
unproven unless a cost benefit analysis of the type described above is performed.

Even if it is demonstrated that improving the information provided to National Grid is beneficial to system efficiency, British Energy
does not believe that finite rights are the best means of providing this information. CAP165 would require generators to book
rights initially for a period, with the opportunity to extend these rights at a later date if rights are available. If no rights are available
then the generator must purchase rights from another user or cease generating (if CAP 162 is introduced then the generator could
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also choose to overrun). It is our view that CAP165 would initially lead to a hoarding of rights by generators due to the asymmetric
nature of the risks which they face. Consider a generator which books access for a period which is less than they actually require.
If this generator cannot extend their rights or purchase rights from another counterparty they must cease generating when their
finite rights end, losing all generation income. Alternatively, a generator may book access for a period which is more than they
actually require. If the generator cannot subsequently trade the rights on, the loss is limited to the cost of the access; this will be
much lower than the cost of lost generation which occurs in the case of under-booking.

The asymmetry in the risk is reduced if there is a liquidly traded secondary market in access. However, no such market currently
exists and CAP165 does not propose improvements on the current approach for access trading. Initially it was envisaged that
CAP165 could be implemented on a zonal basis and that trading could take place within zones without the requirement for
National Grid to be involved. However, the work on defining zones demonstrated that creating large stable zones was not
possible. CAP165 is now envisaged to be a nodal allocation of rights and so under current access trading, National Grid would
need to provide an exchange rate. At present this process takes between 3 weeks and 3 months and so a liquid secondary
market is unlikely to develop unless the process is altered dramatically.

It is therefore the view of British Energy that under CAP165 an economically rational generator will over-book capacity if there is
uncertainty over the closure date of plant. This will lead to inaccurate information being provided to National Grid regarding
closure decisions.

Under CAP165 generators are required to commit to paying for rights for a fixed number of years without knowing what the cost of
rights will be in those years. A fixed duration commitment should ideally be matched by a fixed price. British Energy understands
the issues with fixing the price and we do not believe it is appropriate to do so. We therefore question whether it is appropriate to
require generators to commit to paying for rights for a number of years when it is not possible to fix the costs.

Of all the alternatives presented, British Energy believes that WGAA3 best meets the CUSC objectives. However, until a cost-
benefit analysis is carried out we do have a view as to whether it is an improvement on the current situation.

Under the original and other alternatives, generators will purchase access rights for a finite period which may exceed 20 years. It
is our view that information on plant closures 20 years in the future is not particularly helpful in planning the system. Indeed,
CAP131 indicated that on average only 12.5% of investment-spend occurs more than 3.5 years prior to commissioning.
Therefore, if generators provide National Grid with information over this timescale then over 85% of the stranded asset issue is
eliminated. WGAAS achieves this aim and we believe that it provides a compromise between the flexibility of access that
generators require and the need for National Grid to have better information regarding generator closures for network planning.
Ideally a generator would like the flexibility to exit the system in the timescales over which it makes its economic decisions. This
timescale is largely driven by liquidity in the electricity market. The market in baseload power is generally liquid for about 2 years
and so it is possible for a baseload generator to lock in over this period. Beyond this horizon it is hot possible to lock in a sizeable

v.1.0
Page 2 of 5




portfolio and so the economics of the plant is uncertain. For peaking plant the horizon is shorter because the peak market is
generally only liquid within year. In addition, generation plant is subject to regulatory changes such as LCPD which can
dramatically alter the economics of the plant. Although the existence of such legislation is often known well in advance, the details
which impact plant economics and therefore closure decisions are often finalised very late in the process.

The 4 year rolling window proposed in WGAAS3 is therefore a compromise by generators taking into account both the risks that
they can manage and the pattern of investment spend by National Grid. It is our view that risks should sit with those that are best
placed to manage them but it is important to note that some risks cannot be managed. By asking generators to increase their
notice period to exit the system, the economic risk for generators increases. As the risk cannot be fully managed by generators it
is our view that the cost of the risk will be passed onto customers in the form of a risk premium on the wholesale price.

The above discussion provides British Energy’s views on the principles of CAP165. We would now like to address the specific
questions contained in the consultation report.

Security

Existing generators are not currently required to post security for access payments. It is our view that these security arrangements
should remain under CAP165. We believe that a generator should be liable for payments for the duration of an access booking.
The security on this liability should reflect the risk faced by National Grid that they will not receive the payment. The risk of an
existing generator in a positive charging zone defaulting on access payments without another generator stepping in within the
same financial year is close to zero. No historic examples of this issue can be found. Due to their credit rating any of the non-
vertically integrated players would have to post security in the form of cash which is particularly onerous for smaller, independent
generators.

British Energy believes that differential treatment between pre-commissioning and post-commissioning generators is appropriate
as the risks posed by the two classes of generators are different. Every pre-commissioning project will have a different risk profile
but we do not believe that it is possible to calculate security on a project by project basis.

It is our view that any security amount should be based on the liability that the generators face. Under CAP165 the liability is to
pay TNUoS charges for a number of years. It is therefore appropriate that pre-commissioning security is based on a multiple of
TNUo0S and we do not support the final sums methodology of WGAA2.

LCN and user commitment

Local connections are a critical supporting factor for all of the short-term access right proposals. The LCN relates to a physical
connection, not a financial access product and consequently it should not be defined as a finite right. For the avoidance of doubt,
it was not the conclusion of Working Group 3 that LCN should be finite rather the view was that the issue should be consulted on.
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Indeed, in the two weeks after this CAP165 consultation was released Working Group 2 concluded that LCN should be enduring
(see CAP166 working group report, section 4.2.4).

As we have already stated, CAP165 creates additional uncertainty for generators by obliging them to choose an end date for wider
access rights. This may mean that wider access rights end ‘too soon’ for a generator, i.e. the generator may still be economical
both for its owner and therefore for the UK electricity market but will have lost its firm access rights. In this situation, it would be
desirable if the generator had enduring local access rights so that it could make use of the useful short-term measures for access
(entry capacity sharing, SO release and entry overrun). However, if LCN is defined as finite then this option may not be available.
This would not be a good result for the generator, consumers or the SO who may wish to use that generator to maintain security of
supply.

Whilst it would seem unlikely that a generator would require an LCN of less than their installed capacity there may be occasions
when generators would wish to share an LCN. If all parties are comfortable with local access through the sharing arrangement
then this is something which should be facilitated as described in section 4.10.10 of the working group report.

In terms of transition we would prefer the third option, where generators would notify National Grid of its desired LCN in advance
of a predefined date. This would ensure that all pre and post-commissioning plants were able to choose an LCN which is
acceptable (and less than CEC) or be given a default LCN equal to their TEC holding. If a generator chose a higher LCN which
meant that additional local works were required then arrangements should be consistent with the current construction agreement
process.

As it is feasible that a generator applying for a new connection might require LCN but not a wider access right (or apply on
different timescales) it would seem appropriate for user commitment for a local connection be specified separately from the user
commitment for wider access rights.

Do you believe that the
proposed original or any of
the alternatives better
facilitate the CUSC
applicable objectives,
please state your
reasoning?

British Energy does not believe that the finite rights proposals (CAP165 original, WGAA1 or WGAA2) better facilitate the CUSC
applicable objectives for the reasons provided above.
WGAA3 may better meet the objectives but until a cost benefit analysis has been carried out no case has been made

Do you support the
proposed implementation,

British Energy agrees with the dates in the consultation report and believes that these should be fixed for the reasons provided in
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if no please state why and
provide an alternative
suggestion were possible?

Section 7.4 of the report.

Any other comments?

No

Do you wish to raise a WG
Consultation Request for
the Working Group to
consider?

No

If your response is yes please complete a WG Consultation Request form and return to the above address with your
completed Working Group Consultation responses proforma.
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315t October 2008
Dear Hédd,

In view of the interaction of the current suite of TAR CUSC Amendments and associated
charging modifications, as described in your Guidance Note accompanying the
consultations, BWEA would like to make some over-arching comments on each of the
access reform models, to accompany our responses to each of the individual
Amendments.

Firstly, we would like to record our appreciation of the co-ordinated manner in which both
CUSC, charging and related issues (such as zoning) have been developed and assessed.
This has been invaluable and we would urge you to consider adopting this as common
practice for future modifications.

Our remaining comments are on the two basic models of access reform proposed under
CAPs 161 through to 165. Our comments on access allocation via an auction will follow in
our CAP 166 response.

Connect and Manage

As you know, BWEA has supported Connect and Manage as a model which we feel could
bring significant benefits. We take issue with some of the impact assessment that has
been undertaken, but do accept that in extremis there are some potentially undesirable
consequences that could be avoided. We do not have a consensus position on how these
consequences should be avoided, but note the work on CAP 164 Alternatives and the
calls for there to be much stronger incentives on all parties to better manage constraints.

Evolutionary Change

We are concerned that the Evolutionary Change proposals would not bring forward
connections where this was cost effective, because of the low utility of the products to
our membership. This is not a comment on the cost-reflectivity or otherwise of the
products, it is more a question of the predictability of costs and benefits, and the
complexity of some of the proposals.
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At the very least, introduction of the evolutionary change model would mean that to avail
of the short-term access products, a good portion of our membership would need to re-
appraise their market entry strategy, re-finance their projects, consider implementing
new trading operations, install new technical equipment, and, if they are considering
trading independently, navigate the Balancing and Settlement Code and familiarise
themselves with trends in BSU0S and the likely future market for constraint services and
costs. If there is a one-off, early opportunity to secure any “spare” capacity at a good
price, these members will clearly be at a disadvantage.

Furthermore, we are concerned that none of the Evolutionary Change proposals for
short-term access provide our members with any guarantees on access for the amount of
time required to make a new project bankable.

We are also concerned that by targeting constraint costs on users of short term access,
they are being unfairly exposed to costs over which they have little or no control. This is
further exacerbated by the existing non-compliance of the Scotland-England boundary.
We would look for some very firm reassurances on these points should these proposals
be implemented.

If you would like to discuss any of these points, or any of those in our responses to the
individual TAR modifications, please don’t hesitate to contact me.

Yours sincerely,

(,--"“.
_/’

Dr Gordon Edge,
Director of Economics & Markets,
BWEA

Registered Office as above
Registered in England No. 1874667 VAT 432958530 GB



BWEA

\_/

embrace the rEVOlU“On Delivering the UK's wind, wave and tidal energy

Renewable Energy House
1 Aztec Row, Berners Road
London, N1 OPW, UK

Sarah Hall, T +44 (0)20 7689 1960
National Grid F +44 (0)20 7689 1969
info@bwea.com
www.bwea.com

315t October 2008
Dear Sarah,

Consultation on CUSC Amendment Proposal CAP165: Finite long-term entry
rights — BWEA response

BWEA welcomes the opportunity to respond to this consultation. BWEA was established in
1978 and is the representative body for companies active in the UK wind, wave and tidal
stream energy markets. Its membership has grown rapidly over recent years and now
stands at 448 companies, representing the vast majority of connected wind capacity
owners, and the companies installing and servicing these generators. The UK has a rich
variety of renewable energy resources, and the largest wind resource in Europe. Wind
energy currently supplies approximately 1.5 million homes in the UK. It is important to
support and encourage the growth of the sector and associated benefits.

Our comments are informed by renewables industry representation on Working Group 2
and from canvassing wider views from our membership. If you would like to discuss any
aspect of this response, please don’t hesitate to contact me.

Our response is structured as follows:

e General comments on finite access rights
e Comments on issues raised in the consultation.
e Views on the original and the alternatives

General comments
BWEA supports the driving rationale for CAP 165, that is, to:

e Provide the market with firm, reliable information on when existing power stations
will close and thus release transmission capacity, thereby providing new users with
reliable connection dates, as early as possible;

e Avoid unnecessary transmission system reinforcement which, had there been better
information on future spare capacity, would not have been built;
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e Avoid unncessary work by the TOs in having to assume that plant will remain on the
system when this is, in reality, unlikely;
e Provide clarity on the circumstances under which a user must relinquish capacity.

During Working Group 2 discussions, a number of issues were raised with CAP 165,
specifically some negative implications of the requirement to book a finite period of
access. We understand these to comprise:

(1) The barrier it presents to repowering projects which would, strictly speaking, need to
queue for any marginal increases in access capacity required;

(2) Existing generators may be inclined to over-book capacity as a precautionary
measure;

(3) Closure signals are only useful up to the planning horizon of National Grid and,
possibly, other users;

(4) The difficulties of predicting, to the year, when to relinquish rights.

BWEA has provided an initial response to the issues raised below, and would be happy to
explore solutions through Working Group 2.

(@D Repowering

Clearly, users would prefer to have some flexibility over marginal increments and
decrements in capacity over time without needing to navigate a queue process and,
potentially, wait for 10+ years to respond to market signals which by then may have
altered.

Furthermore, repowering existing sites and stations can provide better value for the
market and customers than greenfield sites.

We would hope that the market benefits of repowering versus greenfield would be
reflected through relative project economics and the planning system. Queue
management tools and a new access regime should also reduce the number of
speculative sites in the queue (if there is a queue — i.e. there would be no queue under a
Connect and Manage regime).

That said, it may be worth exploring whether there should be some flexibility to allow
increments or decrements in capacity which did not trigger the need to be treated as a
completely new user.

(@)) Over-booking of capacity

Some Working Group members felt that the market could react to a CAP 165 regime by
booking the maximum capacity that users might conceivably need. Where users could
not predict for how long they might require capacity, they would over-book capacity just
in case they needed it, and trade out the liability at a later date, if they did not need it.
Therefore, the closure signals arising from CAP 165 may be no better than they are
today.

BWEA agrees that this is a possible and undesirable outcome of CAP 165. We consider
that careful and fair allocation of capacity to existing users is a critical aspect of CAP 165.
Therefore we would question the present proposal that users should be “free” to
nominate the number of years for which they would like capacity. Should there be a test,
similar in intent to the CAP 150 Amendment for pre-commissioning users, which matches
bookings to the proven ability of parties to use the capacity?
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Also related to the initial allocation is whether parties should be able to trade out of their
liabilities. We have commented on trading of capacity later in this response.

(©)) Planning horizon

Some Working Group members suggested that closure signals are of diminishing value to
the market the further out they are. Specifically, they thought that closure signals which
went further out than a certain period would not be material to National Grid’s plans for
new capacity (because National Grid’s plans very far ahead are ‘on the drawing board’
rather than firm and committed plans).

BWEA accepts these points in principle, but would note that:

e Definition of National Grid’s planning horizon is key;

e Other market participants benefiting from closure signals, including pre-
commissioning users, may have longer planning horizons than National Grid;

e In any event closure signals beyond firm planning horizons are useful for the 2020-
type scenarios being considered by groups such as the Electricity Networks Strategy
Group (ENSG).

4 Predicting closure

Some Working Group members were uncomfortable with committing to a firm closure
date, and would prefer to flex the date in response to market conditions and business
plans. If any ability to flex closure dates is removed, this might compromise the ability to
extend station life in response to the market and/or to re-use existing sites and/or
equipment.

BWEA is certainly sympathetic to these concerns, which many of our members share,
especially in respect of plans for pre-commissioning sites. However, we do not see an
argument in favour of allowing existing users the ability to flex their closure dates whilst
at the same time removing, through CAP 150, the ability of pre-commissioning users to
flex their commissioning date.

We also consider earlier comments under (1) on repowering to be relevant here. We do
think it is worth considering whether there should be some rule-based flexibility around
the need to commit to a firm date for both commissioning and closure.

WGAA3

The concerns expressed under points (3) and (4) above lead to the proposal of WGAA 3.
This proposes that users decide each year whether they wish to commit to stay on the
system for the next 4 years, or whether they wish to relinquish their rights in 3 years
time. In effect, it is evergreen rights, but with a 3 year notice period for closure.

BWEA considers that a 3 year notice period is a marginal improvement on the baseline
situation for closure signals. Whilst sympathetic to the difficulties in commiting to a firm
closure date, BWEA for the most part considers that WGAA3 is an insufficient response to
the nature of the defect targeted by CAP 165.

We note that this option also appears to impose a minimum booking period of 4 years for
existing users and so would not facilitate earlier release of capacity.
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Evergreen transmission access rights

BWEA’s views on evergreen transmission rights are in the context of a debate on the
principles of an evergreen versus a finite regime. Our views are provided without
prejudice to any legal argument on the matter.

BWEA’'s members have mixed views on evergreen rights. Some have planned their
business on the basis of evergreen rights, and reject the notion that these rights should
be changed.

Other members queuing for capacity do not see any good reason why existing users
should be granted ad infinitum rights to use the transmission system.

Conceptually, TNUoS is an annual rent, and it would seem reasonable to secure an
agreement which grants access over a defined number of years akin to a lease, and in
return, be granted use of an asset which is maintained and, where necessary renewed,
on your behalf. The alternative, paying up front for an asset for which you then own, is
most akin to a deep charging regime. It is our understanding that there is no support for
a deep charging regime. BWEA does not support a deep charging regime.

Evergreen rights for local works

As a necessary pre-requisite for wider access, BWEA would question the value of making
wider rights finite if local works are evergreen. It would in effect render all existing rights
— wider and local — evergreen.

The argument put forward in favour of local works being evergreen is that they were
envisaged by some Working Group members as sole-user assets. Notwithstanding that
the group has agreed that not all local works are sole-user, even if they were, surely a
finite right to an asset which no-one else wants to use is, by default, an evergreen right?

User commitment

Given the difficulties in finding a solution to user commitment and the increasing
complexity of the debate, BWEA would suggest that the final Working Group report is
explicit on the levels of security, liability and ‘at risk’ assets for different classes of users
for the different proposals on user commitment. It would be helpful if Working Group 2
approached this systematically and covered off Ofgem’s and users’ concerns.

BWEA respresents a very large community of new and pre-commissioning users. Our
members accept that some form of user commitment is entirely appropriate. We
supported a change to the final sums regime on the grounds of its volatility and,
sometimes, size, which made it difficult for pre-commissioning users in managing their
exposure. On that basis, a CAP 131-type commitment or fixed final sums should be an
improvement.

CAP 131 was also structured to address concerns over speculative applications in the GB
queue. It may be that other changes to the access regime address the GB queue, in
which case we would question the value of a pre-trigger date commitment.

BWEA agrees with Ofgem that user commitment should either be the same across
different users or, if it is different, the difference should be justified. BWEA is also
conscious of concerns expressed in the Working Group that new generators could be
securing assets that benefit other unsecuritised users — for instance demand customers.
We would ask that this concern is addressed.
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We would also comment that, regardless of the level of user commitment provided, we
understand that there is also a Regulatory “need” test which reinforcements need to
satisfy, especially in the context of reinforcements triggered by multiple projects. When
individual users are providing their user commitment, but their contingent reinforcements
are still not being progressed, they would be entitled to understand why. We would
therefore request some clarity on these issues.

Trading capacity

The CAP 165 consultation report states that “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.”

BWEA agrees that the quid pro quo for a liability to pay TNUoS for the fixed duration of a
booking should be the ability to trade this liability. BWEA would question whether users
should be free to trade access, at any price, when it has been given to them at the
TNUOoS price. Under these circumstances, it may be more appropriate for any trades to
remain at a regulated price, on a first-come-first-served basis. We have not formed a
strong opinion on this point but would like to raise it for discussion.

Non physical players

BWEA has no fundamental objections to the inclusion of non-physical players, and would
note that pre-commissioning users already have many features of what might be
considered to be non-physical players. We are not sure that it is as black and white as
saying that non physical players are excluded at present, and would need to be explicity
included.

BWEA would welcome market entry of parties who were less risk-averse than the current
transmission owners in providing new capacity. This could be via the TOs themselves
being incentivised to take more risk, and/or by the entry of new parties.

We would question whether the discussion on purely non-physical players is appropriate
to the Connection and Use of System Code, which is written for parties connecting to and
using the transmission system. Any financial and/or trading arrangements which
underpin this could arguably be set up elsewhere. The discussion in the context of the
CUSC is perhaps whether non-physical players may at some point need to become
physical — for instance through network asset or power station asset ownership.

The Original and Alternatives

BWEA does not have a consensus view in support of one particular Alternative. For
members queuing for capacity, the retention of evergreen rights under WGAA3 is not
supported.

Yours sincerely,

Dr Gordon Edge, Director of Economics & Markets, BWEA

Registered Office as above
Registered in England No. 1874667 VAT 432958530 GB



centrica

taking care of the essentials

Hédd Roberts Centrica Energy
Electricity Charging & Access Maidenhead Road
Development Manager Windsor

National Grid House Berkshire SL4 5GD
Warwick Technology Park www.centrica.com
Gallows Hill

Warwick 01753 431000
CV34 6DA

31 October 2008

Dear Hédd,
Re: Centricaresponses to the draft working groups reports for CAP161-165

Centrica welcomes the opportunity to comment on the draft Working Group reports for
CAP161-165, the CUSC modification proposals that form part of the so-called
Transmission Access Review suite.

Please find enclosed our responses to the draft Working Group reports. Below we have
set out some introductory comments.

The aim of the Transmission Access Review, jointly led by Ofgem and BERR (now
DECC), was to deal with the large queue of generators waiting for a connection to the
transmission system, in particular in light of meeting the government’s 2020 renewable
targets.

Centrica — as owner and developer of both conventional and renewable generation —
believes it is vital for meeting the renewable targets and also ensuring security of supply
that a transmission access regime is in place that addresses the GB Queue and
encourages investment in renewable as well as conventional generation.

It is our view — and has been since the beginning of the Transmission Access Review
process — that significant investment in the transmission system and changes to the
planning process are the key solutions to the GB Queue. We welcome improved GB
Queue management and the GB SQSS Review because we believe that in combination
with transmission investment and planning reform these initiatives will go a long way to
reducing the GB Queue. We therefore hope to see significant progress in these areas
soon.

In addition to network investment, we are supportive of making better use of the existing
transmission access capacity through the introduction of short-term access products
(CAP161-163). We also support the principle of Connect & Manage (CAP164), but we
believe that an equitable solution to the smearing of increased constraint costs amongst
all users must be found before that proposal could get our full support.
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We remain of the view that TEC is and should be an evergreen right and that, in the
context of the solutions mentioned earlier, the introduction of finite rights (CAP165) and
capacity auctions (CAP166) is not proportionate, and for this and many well rehearsed
reasons we do not support these proposals. In our view finite rights and capacity auctions
would only increase risks and uncertainty for developers and existing generators at a time
when significant investment in both renewable and conventional generation is much
needed.

Centrica considers that the working groups have not been given sufficient time to fully
consider possible alternative modification proposals, the interaction between the different
proposals and the proposed changes to the charging methodology. Although we very
much appreciate the hard work done by the industry and National Grid, we have serious
concerns about the robustness of some of the analysis that the working groups have
been able to carry out in the limited time available, in particular with regards to auctions.
In our view a thorough analysis that covers these aspects is essential to ensure an
access regime that is coherent and fit for purpose.

In this regard we do not understand how Ofgem’s decision to reject the CUSC Panel's
request for an extension (except for 2 extra weeks for the auction proposal) can be
reconciled with Ofgem’s earlier comments about lack of analysis and justification in for
example the recent CAP131 and CAP148 Impact Assessments.

Centrica will continue to be actively involved in the CUSC modification process. To avoid
unnecessary delays, we trust Ofgem will inform the working groups of areas requiring
further analysis and justification, before the work of the groups must come to an end. This
would be a significant improvement compared to the process followed with the
modification proposals mentioned earlier.

Please note that the enclosed responses to the draft Working Group reports are our initial
views and are subject to further analysis and discussion by the working groups.

If you have any queries regarding our response, please do not hesitate to contact me.
Kind regards,

Merel van der Neut Kolfschoten
Centrica Energy
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CUSC WORKING GROUP RESPONSE PROFORMA

CAP 165

Respondent:

Fiona Navesey 07789 570884

Company Name:

Centrica

Please express your views
including rational with
regard to the Working
Group Consultation?

Including any issues,
suggestions or queries

General Points

Centrica supports the following key points:

National Grid needs more certainty than currently provided on the retirement of post commissioned generators

User Commitment security should be applied to pre-commissioning (new and incremental build) generators

Local and Wider securities should be based on the same principles — for simplicity

User Commitment should only be applied to one of the connections not both Local and Wider. We agree that applying it to
the local connection is most appropriate

Non-physical players may bring some benefits. (E.g. could provide a risk management option for smaller generators and
possibly improve liquidity, but this would need to be significant to overcome the cost and complexity of protecting
generators through the licensing / anti-hoarding measures applied to the non-physical players. There could also be some
considerable downside to non-physical players such as likely increases in transaction costs and hence costs to the end
consumer; may provide poor transmission investment signals; NGETstill requires data on type and location of generation
to build reinforcements; and lastly would require major changes to the CUSC. In summary, whilst non-physical players
could provide some benefits it is not practical at this stage to include them in this proposal. It could however, be
considered as an extension to the access arrangements at a later date.

WGAA3 and a rolling Commitment Period provides the best solution although Centrica does not agree with the length of
the Commitment Period.

Centrica does not concur on a number of points as follows:

Centrica does not agree that security should be applied to post commissioned generators because we believe that post
commissioned generators do not represent the same risk profile as pre-commissioned generators and as such should not
be treated the same. Introducing more security could be a barrier to entry for some generators. Having an asset
connected to the network should be security enough.

Centrica believes it access rights are evergreen and the rights are automatically renewed every year given payment of
TNUoS. If the rights are deemed not evergreen and changeable under the CUSC arrangements then the issue escalates
further. E.g. a generator could book Finite Rights for 40 years, in order to secure investment for a new project, and then




find that post investment a future mod overturns this right. Without a robust legal explanation from Ofgem regarding their
position on this issue it has proved difficult to progress this modification.

Other Issues:

e Charging arrangements i.e. the fixing, or not, of TNU0S (locational, residual or both) for fixed duration rights have not been
explored sufficiently to enable even a high level evaluation of the financial risks.

e Given the modification proposal assumes current access rates are not evergreen, then transitioning from an evergreen
right to a finite right needs to be fully developed and understood. This has not been achieved.

Do you believe that the
proposed original or any of
the alternatives better
facilitate the CUSC
applicable objectives,
please state your
reasoning?

Given Centrica believes its access rights are evergreen, the current modification and the alternatives do not facilitate better the
CUSC applicable objectives.

A better understanding of the impacts on NGET of the current 5 day termination notice was gained and the Working Group
developed a compromise agreement offering NGET a rolling 4year notification period of their intent to generate. The aim was to
align/link investment lead times with liquidity in the market rather than a requirement to link amounts to auction prices or a long
commitment period. Centrica believes the current compromise amendment WGAA3 places too much risk on the generator due to
lower liquidity and / or certainty in the power market beyond two years and would want the period cut to two years. A four year
commitment may also have a perverse impact on the overall objectives as it may delay / deter players from exiting the market at
an appropriate time, if associated exit costs are too high. Care needs to be taken to ensure the termination burden does not force
a company into bankruptcy with potential socialisation of the associated costs and even less notice for NGET.

In CAP131 NGET has previously accepted 6 months as reasonable notice and Centrica does not understand why for this
modification four years commitment is required.

Centrica believes WGAA3 comes closest to delivering an acceptable solution but does not agree with the Commitment Period
required and proposes that a shorter period of 2 years should be considered at the next Working Group.

Do you support the
proposed implementation,
if no please state why and
provide an alternative
suggestion were possible?

If this mod was to be implemented then the timescales could be reasonable. However, without agreement on the nature of
existing access rights and a process for migrating from evergreen to finite rights this is difficult to assess.




Any other comments?

The Working Group, under the direction of Ofgem, has had to place too much focus on mechanisms for avoiding any stranded
assets. Given that the current issue is excess demand it is difficult to see why assets would be stranded in any significant scale in
the medium to long term (2020); and historically, as there has also been no significant stranding it seems unreasonable to over
complicate simple solutions to avoid stranding.

Do you wish to raise a WG
Consultation Request for
the Working Group to
consider?

No. Centrica believes WGAA3 comes close to delivering an acceptable solution but does not agree with the Commitment Period
required. We propose that a two year Commitment Period should be considered at the next Working Group.

Specific questions for CAP167

worth of TNUOoS.

Q | Question Rationale

1. | Isitis appropriate for generators’ existing transmission No. The existing rights are evergreen. Allowing changes within
access rights to be changed by a CUSC amendment. the CUSC would increase Regulatory risk.

2. | Whether the appropriate level of security for post- The amount should be zero as currently. Value at risks is

commissioning users should be zero or based on one year's | minimal for a post commissioned generator. If a generator

becomes insolvent then the likelihood is that another company
will take it over and pay the outstanding TNUoS charges. The
cost of providing the additional security could outweigh the
socialised cost in the unlikely event of a generator failing and
not being taken over. In addition, there is no evidence
historically that this has ever been an issue. Applying an
additional security could be deemed a barrier to entry for new
players.




Question

Rationale

Whether, if the appropriate level of security was based on
one year’s worth of TNU0S, the security requirement should
be:

(a) the remaining balance the current year's TNUOS;

(b) one rolling year's worth of TNUoS; or

(c) six months’ worth of TNUOS.

See above.

If security was deemed necessary Centrica believes it should
be the solution that creates the least administration. Changing
the amount every month would be onerous — especially for the
smaller players. A rolling year feels the most sensible but may
constitute a financial barrier for smaller players.

Whether LCN should be a finite or an evergreen right.

As per the question 1 the access rights (local and wider) are
evergreen.

Whether it would be more appropriate to include the user
commitment amounts in the arrangements for local
connections rather than in those for wider transmission
access rights.

Centrica believes that User Commitment should only be
applied once and that it is logical to apply it to the local works,
given, when considered in parallel with the other TAR mods,
only a local connection is required to generate.

The proposed implementation dates, and whether such dates
should be fixed or open-ended.

Given the wurgency of the transmission access issue
implementation dates should be fixed as described in the
modification. This will also limit the regulatory risks currently
faced by existing and new generators and ensure a timely
implementation.




ANNEX 11 - CUSC WORKING GROUP RESPONSE PROFORMA

CAP165 Transmission Access — Finite Long-term Entry Rights

Respondent: Anthony Cotton, xanco@dongenerqgy.dk, tel 01473 780933

Company Name: Submitted on behalf of DONG Walney (UK) Ltd

Please express your views

including rational with CAP165 s still being considered by DONG and at present we do not wish to express a view on its merits or otherwise. However, if
regard to the Working a recommendation is to go forward to implement these changes we consider it essential that the NGET TEC Register be
Group Consultation? developed to include details for each power station’s contracted LDN (in MW and duration) and TEC (MW and duration) and this

should be part of the modification.
Including any issues,
suggestions or queries

Do you believe that the
proposed original or any of
the alternatives better
facilitate the CUSC
applicable objectives,
please state your
reasoning?




Do you support the
proposed implementation,
if no please state why and
provide an alternative
suggestion were possible?

Any other comments?

Do you wish to raise a WG
Consultation Request for
the Working Group to
consider?

If the working group does not consider that the TEC register should be developed as suggested, then a Consultation alternative is
required.

If your response is yes please complete a WG Consultation Request form and return to the above address with your
completed Working Group Consultation responses proforma.
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31 October 2008

Dear Sarah,
CAP165 Finite Long-term Entry Rights Working Group Consultation Response

Drax Power Limited is the operating subsidiary of Drax Group plc and the owner and operator of Drax
Power Station in North Yorkshire. We are pleased to have the opportunity to respond to the CUSC
Working Group Consultation on CAP164 Connect and Manage.

To date, our responses have been provided on the basis that we do not have enduring transmission
access rights. As you know, we do not accept that this is correct, and our right to raise this very important
aspect is reserved.

The Government has committed to challenging targets for the connection of renewable generation by
2020; a challenge that requires substantial new investment by both current industry parties and new
entrants. Drax has recently announced its intentions to invest in three new biomass plants that will
provide a combined total of 900MWs of renewable generation capacity; these investments will count
towards meeting the Government’s renewable targets. Drax shares the concerns of other industry parties
that the changes proposed as a result of the Transmission Access Review are on a par to the scale of
NETA. However, the industry has only been allocated a very short timescale in which to develop
solutions that address the issues highlighted in the joint report developed by Ofgem and BERR earlier this
year.

Drax acknowledges that there are serious issues regarding the GB Queue in terms of the timely provision
of access for serious investors, whose connection dates have been substantially delayed due to the
volume of speculative connection requests. However, we note that the recently approved CAP150
amendment, which aims to address these GB Queue management issues, has not been given the time
required to test its effectiveness. It is of grave concern that persistent changes to the access
arrangements only serve to provide further uncertainty for investors, particularly at a time when the
Government is striving to encourage investment on an unprecedented scale.

A detailed response to the CAP165 consultation can be found in the attached Working Group
Consultation Response Proforma in Appendix 1, although we would like to highlight the following points:

1. It is our opinion that neither the original CAP165 proposal nor any of the alternatives would
release more transmission entry capacity than the current baseline;

2. Users can only secure long-term access to the system if they commit to long commitment
periods, although this would in-turn subject generators to a high commitment payment should
market economics change and they wish to exit the market;
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Although it is argued that securitisation is only for one year, User “commitments” are likely to
relate to periods much further out than market liquidity, which is a very risky position for a new (or
existing) investor to take;

Users are only certain of being able to generate in the years that they gain an access booking
(i.e. they cannot be guaranteed extensions beyond the booking period unless access is still
available), which encourages Users to commit to long booking periods;

Committing to longer commitment periods only works for larger cash-rich companies, as a
downturn in market prices / change in legislation may force smaller companies to abandon
projects; the commitment alone may force such parties into default / administration, thereby
causing them to default on their commitment, which in turn may lead to the socialisation of
defaulted payments across the industry;

It should be noted that barriers to exit will only compound the issues associated with barriers to
entry; obstructing old plant from disconnecting (due to potentially high commitment costs incurred
when leaving the market) will mean lower volumes of access rights are released for new plant to
utilise;

Drax believes that for all CAP165 variants, local connection rights (obtained via the purchase of
LCN) should be evergreen rather than finite;

Whilst it is recognised that CAP165 would provide National Grid with better investment signals, it
is important to recognise that the amendment introduces further substantial risks (above the
current baseline) to the generator, at a time when the encouragement of new generation is vital;

Such risks must be manageable in a way that correlates to the risks of the market in which the
investor intends to operate (for example, the arrangements must enable an investor to respond to
economic signals and changes in legislation).

Further to the above points, Drax believes that a more robust solution may be the combining of the four
year rolling rights amendment alternative in the CAP165 Working Group Consultation (CAP165 WGAA3)
with the Connect and Manage amendment proposal (CAP164). The combination would:

1.

2.

Ensure new plant can connect in a timely manner (CAP164);

Provide greater commitment to National Grid from generators, in the form of guaranteed
transmission access revenue over the rolling period;

Provide enhanced investment signals to National Grid, as the longer notice periods for
decommissioning plant would help National Grid avoid a high proportion of costly, unneeded
wider infrastructure investment;

Allow generators to make decisions based upon the current economic indicators in the market
(for example forward power, fuel & carbon curves);

In terms of changes to the CUSC, this approach is more akin to the current arrangements than
the other available options.

Overall, Drax currently believes that neither CAP165 Original nor any of the alternatives would aid the
connection of new plant to the transmission network, as no new entry capacity is created. This proposal
purely provides greater investment signals to National Grid, whilst simultaneously increasing risk to the
User, who must effectively gamble their new investment on either:

(a) Locking into long-term entry capacity with a huge commitment that could potentially bankrupt

them in an economic downturn; or

(b) Not locking into long-term entry capacity and facing the risk of losing the ability to gain access to

the system, which could potentially place the investment in jeopardy.
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Drax believes that at this stage of the process, when comparing the CAP165 amendment proposal to
CAP164 and CAP166, the CAP164 amendment would be the most useful in terms of ensuring new
generators can connect in a timely manner, whilst also ensuring that the integrity of the system is
maintained from a security of supply perspective. CAP165 would not provide new capacity nor would it
aid a more timely connection for new Users.

However, Drax considers that a combination of CAP164 and CAP165 WGAA3 could provide a more
robust solution; we have stated this in our CAP164 Working Group Consultation response for
consideration by Woking Group 1. However, Working Group 2 may need to consider any potential
changes required to CAP165 WGAAS3 that would allow it to work with CAP164.

We look forward to reviewing the final report upon completion. If you have any queries regarding the
comments in this response, please feel free to contact me.

Yours sincerely,

Stuart Cotten

Regulation
Drax Power Limited
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APPENDIX 1

CUSC WORKING GROUP CONSULTATION — RESPONSE PROFORMA
CAP165 FINITE LONG-TERM ENTRY RIGHTS

Respondent:

Stuart Cotten

Company Name:

Drax Power Limited

Please express your views
including rational with
regard to the Working
Group Consultation?

Including any issues,
suggestions or queries

To date, our responses have been provided on the basis that we do
not have enduring transmission access rights. As you know, we do
not accept that this is correct, and our right to raise this very
important aspect is reserved.

With regards to the workings of the amendment, Drax believes that
neither the original amendment nor any of the alternatives proposed
under CAP165 would release more transmission access capacity
than the current baseline. However, we understand the rationale for
the System Operator seeking improved investment signals to help
avoid inefficient investments.

In terms of providing those improved investment signals, the
proposed CAP165 amendment, along with WGAA1 and WGAA2,
arguably attempts to improve the signals by shifting the majority of
the connection risk to the generator. Whilst there is a possibility of
users disconnecting from the system in an unreasonable period of
time after connection / Transmission Owner investment, a generator
would not seek to do this without good reason, especially if the user
has just invested in a new generation plant. Such moves are more
likely to occur due to a change in market economics or Government
/ EU legislation, which is outside of the control of generators.

The proposed CAP165 amendment, along with WGAAl and
WGAAZ2, creates a number of huge uncertainties for the investor,
including:

= How many years should a user commit to? Many years of
commitment would provide security of access to the system,
but would subject the user to a high commitment payment
should market economics change;

= Although it could be argued that securitisation is only for
one year, the value that Users must commit relate to
periods much further out than market liquidity, which is a
very risky position for a new (or existing) investor to take;

= Users are only certain of being able to generate in the years
that they gain an access booking (i.e. they cannot be
guaranteed extensions beyond the booking period unless
access is still available), which encourages Users to commit
to long booking periods;

= Committing to longer commitment periods only works for
larger cash-rich companies, as a downturn in market prices
/ change in legislation may force smaller companies to
abandon projects; the commitment alone may force such
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parties into default / administration, thereby causing them to
default on their commitment, which in turn may lead to the
socialisation of defaulted payments across the industry;

= |t should be noted that barriers to exit will only compound
the issues associated with barriers to entry; obstructing old
plant from disconnecting (due to potentially high
commitment costs incurred when leaving the market) will
mean lower volumes of access rights are released for new
plant to utilise.

Further to this, Drax believes that LCN should be evergreen rather
than finite. We believe that a key part of the Transmission Access
Review is to seek to ensure that generators can gain transmission
access in a timely and efficient manner. By allowing generators to
connect locally and then maintain the option of using that local
connection, generators will be able to choose the most appropriate
way to procure wider access during the course of its life, without the
potential of losing all connection to the system prior to completing its
financial lifecycle.

The important fact here is that an investment’s projected life at the
time of connection is not necessarily the point at which the plant
would want to close as the end of the commitment period
approaches; the potential to lose all access products (due to losing
the local connection) is a significant risk to manage for an investor,
and it is a risk that may be constantly changing due to the volatility
of the market. With users being unable to respond to changes in
economic circumstances, they could face issues such as:

(a) at the end of a plant’s originally conceived life, it may have
to close due to a decision it made twenty years earlier, even
though it could continue to make a profit using short-term
access products and paying for its current LCN product, but
it could not afford to trigger new local access works to
remain on the system; and

(b) a plant may be forced to generate during a time when it is
uneconomical to do so, as (i) paying for the committed
rights for the year in question, (ii) selling generation and (iii)
making a loss, may be more attractive than having to pay
off the remainder of its commitment and releasing the
access rights (even though the answer to this scenario may
be that a generator could potentially trade the rights, they
are not guaranteed to find a buyer).

However, conversely, WGAAS3 allows generators to respond to
economic (market liquidity) and legislative signals, whilst at the
same time provides National Grid with investment signals that are
more aligned with their investment lead times (due to the four year
rolling nature of the rights).

Drax believes that when taking into account all four of the CAP165
variants, WGAAS3 provides the best balance of investment signals
and financial risk between National Grid and CUSC parties.

Do you believe that the
proposed original or any of
the alternatives better

No. Drax believes that the current baseline affords generators
evergreen access rights to the local and wider system, which
provides generators with a stable access product, therefore a stable
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facilitate the CUSC
applicable objectives,
please state your
reasoning?

route to market. The original CAP165 proposal, along with WGAA1
and WGAA2, seek to remove that stability and require generators to
make detailed decisions on the lifecycle of its plant from the outset
of the project.

A generator could not commit to sell power into the wholesale
market for periods greater than the period of market liquidity, so why
would it be able to commit to transmission access ten, fifteen or
even twenty years from today? However, an investor would not
want to invest in new generation if the longest period it could
guarantee wider transmission access for was five years (i.e. there
would not be enough time to provide a return on the investment).
The original CAP165 proposal, along with WGAA1 and WGAA2,
encourages investors to take the risk of committing to wider access
rights for longer periods of time; there is an option to sell the rights,
but there may not be an option to purchase rights without triggering
costly incremental capacity.

Potentially, a generator could provide a longer period of
commitment if it were able to hedge its position by entering into
long-term contracts with suppliers for the sale of its generation.
However, this in itself would remove generators from the wholesale
market, which could have detrimental effects on wholesale market
liquidity (therefore competition).

With regards to WGAAS, whilst this variant does not change the
baseline in terms of new transmission access capacity being
released (similarly to the other CAP165 variants), it does enhance
investment signals to National Grid whilst allowing generators the
ability to react to market signals and new Government / EU
legislation.

WGAAZ3 provides an appropriate balance of risk between National
Grid and generators. The current four year rolling rights period is
based upon a compromise between the two years of decent liquidity
in the wholesale market and the average six year connection period
for new National Grid connections. National Grid could save up to
75% of unneeded investment costs associated with a generator
exiting the system if the exiting generator was required to submit a
notice of disconnection by the minimum three year notice point.
When compared to the current baseline, National Grid could have
committed 100% of an unneeded investment by the time they
receive an exiting generator’s five days minimum notice under the
baseline.

Overall, Drax does not provide a better solution than the baseline,
although WGAAS3 would be a better option than the original CAP165
proposal, WGAAL1 and WGAA2. Further to this, there is a potential
to provide a more robust solution by combining CAP165 WGAA3
with CAP164 (see our answer to “Do you wish to raise a WG
Consultation Request for the Working Group to consider?” below).

Do you support the
proposed implementation,
if no please state why and
provide an alternative
suggestion were possible?

Drax believes that until further details are known regarding the
process for the removal of access rights and how an appropriate
compensation would be calculated (for all CAP165 variants), we will
remain unable to answer this question.

Any other comments?

No
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Do you wish to raise a WG
Consultation Request for
the Working Group to
consider?

No. However, further to the above points, Drax believes that
combining the four year rolling rights amendment alternative in the
CAP165 Working Group Consultation (CAP165 WGAA3) with the
Connect and Manage amendment proposal (CAP164) may have
benefit, as the combination would:

1. Ensure new plant can connect in a timely manner
(CAP164);

Provide greater commitment to National Grid from
generators, in the form of guaranteed transmission access
revenue over the rolling period;

Provide enhanced investment signals to National Grid, as
the longer notice periods for decommissioning plant would
help National Grid avoid a high proportion of costly,
unneeded wider infrastructure investment;

Allow generators to make decisions based upon the current
economic indicators in the market (for example forward
power, fuel & carbon curves);

In terms of changes to the CUSC, this approach is more
akin to the current arrangements than the other available
options.

Drax urges that the Working Group considers the possibility of this
combination and requests that comments from the group are
captured in the final report. As a part of this work, Working Group 2
may need to consider any potential changes required to CAP165
WGAAZ3 that would allow it to work with CAP164.

Specific questions for CAP165

Question

Rationale

The Working Group invites
appropriate for generators’

rights to be changed by a
CUSC amendment.

industry views on whether it is

existing transmission access

To date, our responses have been provided on the basis that
we do not have enduring transmission access rights. As you
know, we do not accept that this is correct, and our right to
raise this very important aspect is reserved.

The Working Group has not yet covered the process for the
removal of access rights and how an appropriate
compensation would be calculated. We look forward to
reviewing these arrangements in the final report.
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Question

Rationale

The Working Group requests
views on whether the
appropriate level of security for
post-commissioning users
should be zero or based on
one year's worth of TNUo0S.

As recorded in the consultation document, there is currently
no security posted for TNUoS and historically this has not
been a problem.

However, it is appropriate to recognise that the system is
going through a state of change where there will be an
increased number of generators, potentially with substantially
differing commercial arrangements.

Unless there is quantifiable evidence to suggest a change is
required to the current baseline, Drax believes that the
arrangements should match the current baseline.

The Working Group also
seeks views as to whether, if
the appropriate level of
security was based on one
year’s worth of TNUoS, the
security requirement should
be:

(a) the remaining balance of
the current year's TNUOS;
(b) one rolling year's worth of
TNUGS; or

(c) six months’ worth of
TNUoS.

Unless there is quantifiable evidence to suggest a change is
required to the current baseline, Drax believes that the
arrangements should match the current baseline.

If it is considered that security is required, it would make
sense to base it upon the remaining balance of the current
year's TNUoS.

The Working Group seeks
views on whether LCN should
be a finite or an evergreen
right.

Drax believes LCN under the CAP165 proposal should be
evergreen. Please see our comments above.

The Working Group requests
views on whether it would be
more appropriate to include
the user commitment amounts
in the arrangements for local
connections rather than in
those for wider transmission
access rights.

It would appear reasonable for the User Commitment
Amounts to be included in the arrangements for local
connections rather than wider, in order to ensure such
amounts are secured on plants that only require a local
connection.

The Working Group requests
views on the proposed
implementation dates, and
whether such dates should be
fixed or open-ended.

Drax agrees with the views of the Working Group.
Implementation dates should be set in a way that promotes
regulatory certainty and ensures that the analysis and views
contained within the report are still relevant to the amendment
at the time of decision.

Further to this, Ofgem has consistently reminded the industry
of the need to ensure that the Transmission Access Review
process remains to a tight timeline, given the importance of
the review. The requirement to commence the new
arrangements at the start of a charging year means that the
decide-by dates set out in the report will allow the Authority a
significant period of time to make their decision. In fact, the
period of time the Authority will have to come to a decision will
be significantly longer than the time allocated to the industry
to develop the actual amendments.
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Patrick Hynes ‘
National Grid Electricity Transmission
Warwick Technology Park ~ D

31 October 2008 e‘D‘F

Dear Patrick, ENERGY

EDF Energy operates 5GW of thermal generating capacity, is presently developing a 1.3GW CCGT,
a diverse renewables portfolio and has ambitions to build four new nuclear reactors. The
company is also spearheading the governments nuclear new build programme with the
acquisition of British Energy.

EDF Energy thanks NGET for its efforts in administering the proposals of the transmission access
review. We understand these consultations concentrate solely on the utilisation and allocation
of existing capacity rather than for additional investment in the network. We hope DECC, NGET,
Ofgem and the transmission licensees complete a successful review of long term investment
and licensee incentives to expedite funding and investment in capacity.

In simple terms the CUSC amendments vary “Allocation”, “Rights” and “Charge” as below:

Allocation Rights Charge Issues
[1] Firm capacity allocated to | Capacdity is Froperty Right | Generators pay If capacity over allocated,
generators transmission LRMC new generator causes
charge SREMC (constraints) yet

pays LRMC; {"Invest then
Connect” ws "Connect &

hWanage").
[2] Generators Swap, trade, Capacity is near to real Charge largely "value" Arguments over
or buy at auction, capacity | time commadity — likely to | based, not LRMC aor reallocation ws.
hawe UIOLI SRMC "grandfathering” and
market power. Introduces
risk.
[3] Mo capacity allocated to Generators spill onto All exposed to ex-post Difficult to calculate
generators - unfirm gystem — no rights locational transmission locational access charge,
charge price will be wery high

where constrained.

It is EDF Energy’s believes a stable regulatory regime for transmission access is a fundamental
prerequisite for the massive investment in generation capacity required for fulfilling the
government’s carbon and security of supply goals. It is inconceivable for this investment to be
made under a complex and risky regulatory environment. Therefore any amendments based on
options [2] or [3] above, inclu