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1 Proposed Legal Text (Post Workgroup)

Original

PDetferred Zonal Demand Tariff (£/kW) - ,{ Deleted: Final £/kW Tariff

14.15.82 Where, in accordance with paragraph 14.15.88, there is a carry over of
revenue from the previous charging year this will be known as Deferred Zonal
Revenue and will be collected through the Deferred Zonal Demand Tariff.
Deferred Zonal Revenue will be carried over to the following charging year on a
zonal basis incorporating any adjustment as defined in National Grid’s
electricity transmission licence.

14.15.83 Deferred Zonal Demand Tariffs will be derived through the division of the
Deferred Zonal Revenue for each demand zone by the current Total Forecast
Metered Triad Demand for that zone:

DZDTy, = %
Di
Where
DZDT = Deferred Zonal Demand Tariff (£/kW)
DZR = Deferred Zonal Revenue (£m);

Final £/kW Tariff

14.15.84 The effective Transmission Network Use of System tariff (TNUoS) can now be
calculated as the sum of the corrected transport wider tariff, the non-locational

residual tariff, the local tariff, and the deferred zonal demand tariff: _ .-~ Deleted: and
ET; = CTTs +RT; | LT, and ET,, = T+ Ry | prpr
1000 1000
Where
ET = Effective TNU0OS Tariff expressed in £/kW

14.15.85 Where tariffs do not change mid way through a charging year, final demand
and generation tariffs will be the same as the effective tariffs.

FT,, = ET,, and FT,, = ETy,

14.15.86 Where tariffs are changed part way through the year, the final tariffs will be
calculated by scaling the effective tariffs to reflect that the tariffs are only
applicable for part of the year and parties may have already incurred TNUoS

liability.
21 14
12><(ETG[.><ZGGi—FLGiJ IZX(ETD[.XZDDi —FLD,)
Gi=1 Di=1
Fr, = - and Fr,, = =
X Gy bx > Dy,
Gi=1 Di=1

Where:
b = humber of months the revised tariff is applicable for
FL = Forecast liability incurred over the period that the original tariff is applicable for

14.15.87 If the final demand TNUoS Tariff results in a negative number then this is
collared to £0/kKW with the resultant non-recovered revenue smeared over the

remaining demand zones: | Deleted: 8
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If FT,, <0, theni=1toz

(FTDiXDDz)

z
Therefore, NRRT, =+—,

2Dy,

i=z+1

Therefore the revised Final Tariff for the demand zones with positive Final tariffs is given
by:

Fori=1toz: RFT,, =0

For i=z+1to 14: RFT,, =FT,, + NRRT,
Where
NRRT, =  Non Recovered Revenue Tariff (£/kW)
RFT,; = Revised Final Tariff (&/kW)

14.15.88 If the final demand TNUoS tariff is found, after accounting for the impact of the
Retail Price Index (RPI), to be 20% higher or lower than the value of the
previous year's final demand TNUoS tariff, then the final demand TNUoS tariff
shall be capped, or collared as appropriate, to a 20% limit based on the
previous year's tariff, FT vy

It FTpiy < 0.8% FToir - px (1+ RPI then EFTrpwr =0.8% FToiy - uyX (1+ RPI)
It FTowr > 12X FToir -yX {1+ RPI) then FTow =12X FTour -yX (1+ RPI)

Any revenue excess or deficit arising as a result of this capping or collaring shall
be recorded on a zonal basis and recovered in the following financial year
accounting for any adjustments as defined in National Grid’s electricity
transmission licence.

14.15.89 In the event of a change to the TNUoS charging methedology that has the
potential for significant change to the derivation of demand TNUoS tariffs, then
the use of the process described in paragraph 14.15.88 for the following year's
demand TNUoS tariffs will be reviewed by National Grid.

14.15.90 The tariffs applicable for any paricular year are detailed in The Company's
Statement of Use of System Charges, which is available from the Charging
website. Archived tariff information may also be obtained from the Charging
website.

14.15.91 The zonal maps referenced in The Company's Statement of Use of System
Charges and available on the Charging website contain detailed information
for the charging year in question of which Grid Supply Points fall into which
TNUoS zones.

14.15.92 New Grid Supply Points will be classified into zones on the following basis:

+ For demand zones, according to the GSP Group to which the Grid Supply Point is
allocated for energy market settlement purposes.
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For generation zones, with reference to the geographic proximity to existing zones
and, where close to a boundary between existing zones, with reference to the
marginal costs arising from transport model studies. The GSP will then be allocated
to the zone, which contains the most similar marginal costs.

14.15.93 The Company has available, upon request, the DCLF ICRP transport model,

tariff model template and data necessary to run the model, consisting of nodal
values of generation and demand connection points to the NETS. The model
and data will enable the basic nodal charges to be determined and will also
allow sensitivity analysis concerning alternative developments of generation
and demand to be undertaken. The model is available from the Charging
Team and whilst it is free of charge, it is provided under licence to restrict its
distribution and commercial use.

14.15.94 The Company will be pleased to run specific sensitivity studies for Users under

a separate study contract in line with the fees set out in the Statement of Use
of System Charges. Please contact the Charging Team.

14.15.95 The facters which will affect the level of TNUoS charges from year to year

include the forecast level of peak demand on the system, the Price Control
formula (including the effect of any under/over recovery from the previous
year), the expansion constant, the locational security factor, changes in the
transmission network and changes in the pattern of generation capacity and
demand.

14.15.96 In accordance with Standard Licence Condition C13, generation directly

connected to the NETS 132KV transmission network which would normally be
subject to generation TNU0S charges but would not, on the basis of generating
capacity, be liable for charges if it were connected to a licensed distribution
network qualifies for a reduction in transmission charges by a designated sum,
determined by the Authority. Any shortfall in recovery will result in a unit
amount increase in demand charges to compensate for the deficit. Further
information is provided in the Statement of the Use of System Charges.

Stability & Predictability of TNUoS tariffs

14.15.97 A number of provisions are included within the methodology to promote the

stability and predictability of TNUoS tariffs. These are described in 14.28.
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14.23 Example: Calculation of Zonal Demand Tariff
Let us consider all nodes in demand zone 14: South Western.

The table below shows a sample output of the transport model comprising the node, the
marginal km of an injection at the node with a consequent withdrawal at the reference node, the
generation sited at the node, scaled to ensure total national generation = total national demand
and the demand sited at the node.

Demand Node Nodal Marginal Demand
Zone km (MW)
14 ABHA4A -381.25 148.5
14 ABHA4B -381.72 148.5
14 ALVE4A -328.31 113
14 ALVE4B -328.31 113
14 AXMI40 SWEB -337.53 117
14 BRWA2A -281.64 92.5
14 BRWAZ2B -281.72 92.5
14 EXET40 -320.12 357
14 HINP20 -247.67 4
14 HINP40 -247 .67 0
14 INDQ40 -401.28 450
14 IROA20 SWEB -194.88 594
14 LAND40 -438.65 297
14 MELK40 SWEB -162.96 102
14 SEAB40 -63.21 352
14 TAUN4A -273.79 0
14 TAUN4B -273.79 97

Totals 3078
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In order to calculate the demand tariff we would carry out the following steps:

(i

calculate the demand weighted nodal shadow costs

For zone 14 this would be as follows:

Demand Node . Nodal
zone Marginal km
14 ABHA4A -381.25
14 ABHA4B -381.72
14 ALVE4A -328.31
14 ALVE4B -328.31
14 AXMI40_SWERB -337.53
14 BRWAZA -281.64
14 BRWA2B -281.72
14 EXET40 -320.12
14 HINP20 -247.67
14 INDQ40 -401.28
14 IROA20 SWEB -194.88
14 LAND40 -438.65
14 MELK40 SWEB -162.96
14 SEAB40 -63.21
14 TAUN4B -273.79

Totals

(ii)

(iil

(iv)

sum the demand weighted nodal shadow cost to give a zonal figure. For zone 14 this is

Demand
(Mw)
148.5
148.5
113
113
117
g2.5
825
357
4
450
594
297
102
352
97
3078

shown in the above table and is 287 .99km.

modify the zonal figure in (ii) above by the generation/demand split correction factor.
This ensures that the 27:73 (approximate) split of revenue recovery between generation

anhd demand

is retained.

For zone 14 this would be say:

287.99km - (-239.60km) = 527.59 km

Demand Weighted
Nodal Marginal km
-18.39

-18.42

-12.05

-12.05

-12.83

-8.46

-8.47

-37.13

-0.32

-58.67

-37.61

-42.33

-5.40

-7.23

-8.63

287.99

This value is the generation/demand split

correction factor. It is calculated by
simultaneous equations to give the
correct split of total revenue.

calculate the transport tariff by multiplying the figure in (iii) above by the expansion

constant (& dividing by 1000 to put into units of £/kW):

For zone 14, assuming an expansion constant of £10.07/MWKm and a locational

security factor of 1.80:

527 59km *

£10.07/MWkm * 1.8

1000

= £9.56/ kW
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v) We now need to calculate the residual tariff. This is calculated by taking the total
revenue to be recovered from demand (calculated as ¢.73% of total The Company
TNUoS target revenue for the year) less the revenue which would be recovered through
the demand transport tariffs divided by total expected demand.

Assuming the total revenue to be recovered from TNUoS is £1067m, the total recovery
from demand would be (73% x £1067m) = £779m. Assuming the total recovery from
demand transport tariffs is £130m and total forecast chargeable demand capacity is
50000MW, the demand residual tariff would be as follows:

£779m - £130m

= £12.98/kW
50000MW

(vi) to get to the final tariff, we simply add on the demand residual tariff calculated in (v) to
the zonal transport tariff calculated in (iv)
For zone 14:
£9.56/kW + £12.98/kW = £22.54/ kW
To summarise, in order to calculate the demand tariffs, we evaluate a demand weighted
zonal marginal km cost, modify by a re-referencing guantity to ensure that our revenue
recovery split between generation and demand is correct, then we add a constant
(termed the residual cost) to give the overall tariff.

(vii)  The final demand tariff is subject to following further adjustments:

o pallowance for the minimum £0/kW demand charge, _ -~ Deleted: to allow

o inclusion of the deferred zonal demand tariff to recover any deferred revenue \\-[Demed,_

from the prior charging year;
o a cap/collar arrangement of 20% for the final demand tariff against the prior
year’s final demand tariff, accounting for RPI.

- { Deleted:

also affect the final demand tariff.
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14.28 Stability & Predictability of TNUoS tariffs
Stability of tariffs

The Transmission Network Use of System Charging Methodology has a number of elements to
enhance the stability of the tariffs, which is an important aspect of facilitating competition in the
generation and supply of electricity. This appendix seeks to highlight those elements.

Each node of the transmission network is assigned to a zone. The result of this is to dampen
fluctuations that would otherwise be observed at a given node caused by changes in
generation, demand, and network parameters. The criteria used to establish generation zones
are part of the methodology and are described in Paragraph 14.15.26.

These zones are themselves fixed for the duration of the price control period. The methodology
does, however, allow these tc be revisited in excepticnal circumstances to ensure that the
charges remain reasonably cost reflective or to accommodate changes to the network. In rare
circumstances where such a re-zoning exercise is required, this will be undertaken in such a
way that minimises the adverse impact on Users. This is described in Paragraph 14.15.29.

In addition to fixing zones, other key parameters within the methodoelogy are also fixed for the
duration of the price control period or annual changes restricted in some way. Specifically:

» the expansion constant, which reflects the annuitised value of capital investment
required to transport 1MW over 1km by a 400kV over-head line, changes annually
according to RPI. The other elements used to derive the expansion constant are only
reviewed at the beginning of a price control period to ensure that it remains cost-
reflective. This review will consider those components outlined in Paragraph 14.15.31 to
Paragraph 14.15.41.

+ the expansion factors, which are set on the same basis of the expansion constant and
used to reflect the relative investment costs in each TO region of circuits at different
transmission voltages and types, are fixed for the duration price control. These factors
are reviewed at the beginning of a price control peried and will take account of the same
factors considered in the review of the expansion constant.

* the locational security factor, which reflects the transmission security provided under the
NETS Security and Quality of Supply Standard, is fixed for the duration of the price
control period and reviewed at the beginning of a price control period.

Finally, for final demand tariffs a 20% cap / collar arrangement exists to ensure that the year on
year change to any final demand tariff cannot be greater than 20%. As a result, any significant
step change in final demand tariffs is staggered across one or more years.

Predictability of tariffs

The Company revises TNUoS tariffs each year to ensure that these remain cost-reflective and
take into account changes to allowable income under the price control and RPI. There are a
number of provisions within The Company’s Transmission Licence and the CUSGC designed to
promote the predictability of annually varying charges. Specifically, The Company is required to
give the Authority 150 days notice of its intention to change use of system charges together with
a reasonable assessment of the proposals on those charges; and to give Users 2 months
written notice of any revised charges. The Company typically provides an additional months
notice of revised charges through the publication of “indicative” tariffs. Shorter netice periods
are permitted by the framework but only following consent from the Authority.
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These features require formal proposals to change the Transmissiocn Use of System Charging
Methodology to be initiated in October to provide sufficient time for a formal consultation and the
Authority’s veto period before charges are indicated to Users.

More fundamentally, The Company also provides Users with the tool used by The Company to
calculate tariffs. This allows Users to make their own predictions on how future changes in the
generation and supply sectors will influence tariffs. Along with the price control information, the
data from the Seven Year Statement, and Users own prediction of market activity, Users are
able to make a reasonable estimate of future tariffs and perform sensitivity analysis.

To supplement this, The Company also prepares an annual information paper that provides an
indication of the future path of the locational element of tariffs over the next five years." This
analysis is based on data included within the Seven Year Statement. This report typically
includes:

» an explanation of the events that have caused tariffs to change;

e sensitivity analysis to indicate how generation and demand tariffs would change as a
result of changes in generation and demand at certain points on the network that are not
included within the SYS;

* an assessment of the compliance with the zoning criteria throughout the five year period
to indicate how generation zones might need to change in the future, with a view to
minimising such changes and giving as much notice of the need, or potential need, to
change generation zones; and

» a complete dataset for the DCLF Transport Model developed for each future year, to
allow Users to undertake their own sensitivity analysis for specific scenarios that they
may wish to model.

In addition, The Company will, when revising generation charging zones prior to a new price
control period, undertake a zoning consultation that uses data from the latest information paper.
The purpose of this consultation will be to ensure tariff zones are robust to contracted changes
in generation and supply, which could be expected to reduce the need for re-zoning exercises
within a price control period.

' http//www. nationalgrid. com/uk/E lectricity/C harges/gbchargingapprovalconditions/5/
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14.15.82 Where, in accordance with paragraph 14.15.88, there is a carry over of
revenue from the previous charging year this will be known as Deferred Zonal
Revenue and will be collected through the Deferred Zonal Demand Tariff.
Deferred Zonal Revenue will be carried over to the following charging year on a
zonal basis incorporating any adjustment as defined in National Grid’s
electricity transmission licence.

14.16.83 Deferred Zonal Demand Tariffs will be derived through the division of the
Deferred Zonal Revenue for each demand zone by the current Total Forecast
Metered Triad Demand for that zone:

DZDT,, = %
Di
Where
DZDT = Deferred Zonal Demand Tariff (£/kW)
DZR = Deferred Zonal Revenue (£m);

Final £/kW Tariff

14.15.84 The effective Transmission Network Use of System tariff (TNUoS) can now be
calculated as the sum of the corrected transport wider tariff, the non-locational

_ CTT,, +RT, _ CTT,, +RT,

ET, = + 1T, and ET,, = L+ DZDTo:
1000 1000

‘Where

ET = Effective TNUoS Tariff expressed in £/kW

14.156.85 Where tariffs do not change mid way through a charging year, final demand
and generation tariffs will be the same as the effective tariffs.

FT, =ET, and FT,, = ET,,

14.15.86 Where tariffs are changed part way through the year, the final tariffs will be
calculated by scaling the effective tariffs to reflect that the tariffs are only
applicable for part of the year and parties may have already incurred TNUoS

liability.
21 14
IZX(ETGi Xy Gy - FLG,} IZX(ETDi XY Dy, —FLD,}
FT, = e and FT,, = =
bx Y Gy bx Y Dy,
Gi=1 Di=1

Where:
b = number of months the revised tariff is applicable for
FL = Forecast liability incurred over the period that the original tariff is applicable for

14.16.87 If the final demand TNUoS Tariff results in a negative number then this is
collared to £0/kW with the resultant non-recovered revenue smeared over the
remaining demand zones:
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If Ty, <0, theni=1toz

2
Z (FTDi XDy, )
Therefore, NRRT,="2——

Therefore the revised Final Tariff for the demand zones with positive Final tariffs is given
by:

For=1toz: RFT,, =0

For i=z+1to 14: RFT,, = FI,, + NRRT,
Where
NRRT, = Non Recovered Revenue Tariff (£/kW)
RFTy; = Revised Final Tariff (£/kW)

14.15.88 If the final demand TNUoS tariff is found, after accounting for the impact of
changes in the Retail Price Index (RPI), to be 20% higher or lower than the
value of the appropriate Preliminary Forecast Demand TNUoS tariff defined
in paragraph 14.15.97, then the final demand TNUeS tariff shall be capped, or
collared as defined in the formulae below:

If FTor <0.8xPFDTnir -nX (14+RPI) then Floir =08XPFDToir-0X(1+ RPI)
If FTow >1.2% PFDTouy -ux (1+ RPI) then FToiw =1.2%x PFDTpiy -y} (1+ RPI)

Where
PFDTpir.y= Preliminary Forecast Demand TNUoS tariff published as defined in
paragraph 14.15.97.

Any revenue excess or deficit arising as a result of this capping or collaring
shall be recorded on a zonal basis and recovered in the following financial
year accounting for any adjustments as defined in National Grid's electricity
transmission licence.

14.15.89 In the event of a change to the TNUoS charging methedology that has the
potential for significant change to the derivation of demand TNUoS tariffs, then
the use of the process described in paragraph 14.15.88 for the following year's
demand TNUoS tariffs will be reviewed by National Grid.

14.15.90 The tariffs applicable for any particular year are detailed in The Company's
Statement of Use of System Charges, which is available from the Charging
website. Archived tariff information may also be obtained from the Charging
website.

14.15.91 The zonal maps referenced in The Company’s Statement of Use of System
Charges and available on the Charging website contain detailed information

for the charging year in guestion of which Grid Supply Points fall into which
TNUOS zones.
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14.15.92 New Grid Supply Points will be classified into zones on the following basis:

+ For demand zones, according to the GSP Group to which the Grid Supply Point is
allocated for energy market settlement purposes.

+ For generation zones, with reference to the geographic proximity te existing zones
and, where close to a boundary between existing zones, with reference to the
marginal costs arising from transport model studies. The GSP will then be allocated
to the zone, which contains the most similar marginal costs,

14.15.93 The Company has available, upon request, the DCLF ICRP transport model,
tariff model template and data necessary to run the model, consisting of nodal
values of generation and demand connection points to the NETS. The model
and data will enable the basic nodal charges to be determined and will also
allow sensitivity analysis concerning alternative developments of generation
and demand to be undertaken. The model is available from the Charging
Team and whilst it is free of charge, it is provided under licence to restrict its
distribution and commercial use.

14.15.94 The Company will be pleased to run specific sensitivity studies for Users under
a separate study contract in line with the fees set cut in the Statement of Use
of System Charges. Please contact the Charging Team.

14.15.95 The factors which will affect the level of TNUoS charges from year to year
include the forecast level of peak demand on the system, the Price Control
formula (including the effect of any underfover recovery from the previous
year), the expansion constant, the locational security factor, changes in the
transmission network and changes in the pattern of generation capacity and
demand.

14.15.96 In accordance with Standard Licence Condition C13, generation directly
connected to the NETS 132KV transmission network which would normally be
subject to generation TNU0S charges but would not, on the basis of generating
capacity, be liable for charges if it were connected to a licensed distribution
network gualifies for a reduction in transmission charges by a designated sum,
determined by the Authority. Any shortfall in recovery will result in a unit
amount increase in demand charges to compensate for the deficit. Further
information is provided in the Statement of the Use of System Charges.

Stability & Predictability of TNUoS tariffs

14.15.97 A number of provisions are included within the methodology to promote the
stability and predictability of TNUoS tariffs. These are described in 14.28.

14.15.98 National Grid will publish, by the end of January of each year, a forecast of
£/kW Zonal Demand TNUoS tariffs for the charging year commencing at least
fourteen months later. This forecast will be referred to as the Preliminary
Forecast Demand TNUoS tariffs and will be used to limit changes to the final
demand TNUoS tariffs as defined in paragraph 14.15.88. This forecast will be
published using the same price base as was used to calculate charges for the
year of publication.
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14.23 Example: Calculation of Zonal Demand Tariff

Let us consider all nodes in demand zone 14: South Western.

The table below shows a sample output of the transport model comprising the node, the
marginal km of an injection at the node with a consequent withdrawal at the reference node, the
generation sited at the node, scaled to ensure total national generation = total national demand

and the demand sited at the node.

Demand Nodal Marginal
Zone Node ? Kkm
14 ABHA4A -381.25
14 ABHA4B -381.72
14 ALVE4A -328.31
14 ALVE4B -328.31
14 AXMI40 SWEB -337.53
14 BRWA2A -281.64
14 BRWAZ2B -281.72
14 EXET40 -320.12
14 HINP20 -247.67
14 HINP40 -247.67
14 INDQ40 -401.28
14 IROA20 SWEB -194.88
14 LAND40 -438.65
14 MELK40 SWEB -162.96
14 SEAB40 -63.21
14 TAUN4A -273.79
14 TAUN4B -273.79

Totals

Page 4 of 8

13

Demand
(MW)
148.5
148.5
113
113
117
92.5
92.5
357

4

0

450
594
297
102
352

0

97
3078
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In order to calculate the demand tariff we would carry out the following steps:

(0

calculate the demand weighted nodal shadow costs

For zone 14 this would be as follows:

Demand Node . Nodal
zZone Marginal km
14 ABHA4A -381.25
14 ABHA4B -381.72
14 ALVE4A -328.31
14 ALVE4B -328.31
14 AXMI40 SWEB -337.53
14 BRWA2A -281.64
14 BRWA2B -281.72
14 EXET40 -320.12
14 HINP20 -247 .67
14 INDQ40 -401.28
14 IROA20 SWEB -194.88
14 LAND40 -438.65
14 MELK40 SWEB -162.96
14 SEAB40 -63.21
14 TAUN4B -273.79

Totals

(iv)

Demand  Demand Weighted
{(MW) Nodal Marginal km

148.5
148.5
113
113
117
92.5
925
357
4
450
594
297
102
352
a7
3078

-18.39
-18.42
-12.05
-12.05
-12.83
-8.46
-8.47
-37.13
-0.32
-58.67
-37.61
-42.33
-5.40
-7.23
-8.63
28799

sum the demand weighted nodal shadow cost to give a zonal figure. For zone 14 this is
shown in the above table and is 287 .99km.

modify the zonal figure in (ii) above by the generation/demand split correction factor.
This ensures that the 27:73 (approximate) split of revenue recovery between generation

and demand

is retained.

For zone 14 this would be say:

287.99km - (-239.60km) = 527.59 km

This value is the generation/demand split
correction factor. |t is calculated by
simultaneous equations to give the
correct split of total revenue.

calculate the transport tariff by multiplying the figure in (iii}) above by the expansion
constant (& dividing by 1000 to put into units of £/kW):

For zone 14, assuming an expansion constant of £10.07/MWkm and a locational
security factor of 1.80:

527 .59km *

£10.07/MWEKm * 1.8

1000

14

= £9.56/kW
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(vi)

(vil)

We now need to calculate the residual tariff. This is calculated by taking the total
revenue to be recovered from demand (calculated as ¢.73% of total The Company
TNUoS target revenue for the year) less the revenue which would be recovered through
the demand transport tariffs divided by total expected demand.

Assuming the total revenue to be recovered from TNUoS is £1067m, the total recovery
from demand would be (73% x £1067m) = £779m. Assuming the total recovery from
demand transport tariffs is £130m and total forecast chargeable demand capacity is
50000MW, the demand residual tariff would be as follows:

£779m — £130m

= £12.98/kW

50000MW
to get to the final tariff, we simply add on the demand residual tariff calculated in (v) to
the zonal transport tariff calculated in (iv)

For zone 14:
£9.56/kKW + £12.98/kW = £22.54/kW

To summarise, in order to calculate the demand tariffs, we evaluate a demand weighted
zonal marginal km cost, modify by a re-referencing quantity to ensure that our revenue
recovery split between generation and demand is correct, then we add a constant
(termed the residual cost) to give the overall tariff.

The final demand tariff is subject to the following further adjustments:
o allowance for the minimum £0/kW demand charge, _______ ___________
o inclusion of the deferred zonal demand tariff to recover any deferred revenue
from the prior charging year;
o a cap/collar arrangement of 20% for the final demand tariff against the
preliminary forecast demand TNUoS tariff and any associated RPI_
adjustment.

also affect the final demand tariff.
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14.28 Stability & Predictability of TNUoS tariffs
Stability of tariffs

The Transmission Network Use of System Charging Methodology has a number of elements to
enhance the stability of the tariffs, which is an impertant aspect of facilitating competition in the
generation and supply of electricity. This appendix seeks to highlight those elements.

Each node of the transmission network is assigned to a zone. The result of this is to dampen
fluctuations that would otherwise be observed at a given node caused by changes in
generation, demand, and network parameters. The criteria used to establish generation zones
are part of the methodology and are described in Paragraph 14.15.26.

These zones are themselves fixed for the duration of the price control pericd. The methodology
does, however, allow these to be revisited in exceptional circumstances to ensure that the
charges remain reasonably cost reflective or to accommodate changes to the network. In rare
circumstances where such a re-zoning exercise is required, this will be undertaken in such a
way that minimises the adverse impact on Users. This is described in Paragraph 14.15.29.

In addition to fixing zones, other key parameters within the methodology are also fixed for the
duration of the price control period or annual changes restricted in some way. Specifically:

e the expansion constant, which reflects the annuitised value of capital investment
required to transport 1MW over 1km by a 400kV over-head line, changes annually
according to RPI. The other elements used to derive the expansion constant are only
reviewed at the beginning of a price control period to ensure that it remains cost-
reflective. This review will consider those components outlined in Paragraph 14.15.31 to
Paragraph 14.15.41.

* the expansion factors, which are set on the same basis of the expansion constant and
used to reflect the relative investment costs in each TO region of circuits at different
transmission voltages and types, are fixed for the duration price control. These factors
are reviewed at the beginning of a price control period and will take account of the same
factors considered in the review of the expansion constant.

e the locational security factor, which reflects the transmission security provided under the
NETS Security and Quality of Supply Standard, is fixed for the duration of the price
control period and reviewed at the beginning of a price control period.

Predictability of tariffs

The Company revises TNUOS tariffs each year to ensure that these remain cost-reflective and
take into account changes to allowable income under the price control and RPI. There are a
number of provisions within The Company’'s Transmission Licence and the CUSC designed to
promote the predictability of annually varying charges. Specifically, The Company is required to
give the Authority 150 days notice of its intention to change use of system charges together with
a reasonable assessment of the proposals on those charges; and to give Users 2 months
written notice of any revised charges. The Company typically provides an additional months
notice of revised charges through the publication of “indicative” tariffs. Shorter notice periods
are permitted by the framework but only following consent from the Authority.

These features require formal proposals to change the Transmission Use of System Charging
Methodology to be initiated in October to provide sufficient time for a formal consultation and the
Authority's veto period before charges are indicated to Users.
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Additionally, for demand users, the company publishes, by the end of January of each year,
preliminary forecast demand TNUoS tariffs for the charging year commencing at least fourteen
months later. A 20% cap / collar arrangement exists to ensure that the final demand tariffs
cannot change from these preliminary forecast values by more than 20% (not accounting for
RPIj.

More fundamentally, The Company also provides Users with the tool used by The Company to
calculate tariffs. This allows Users to make their own predictions on how future changes in the
generation and supply sectors will influence tariffs. Along with the price control information, the
data from the Seven Year Statement, and Users own prediction of market activity, Users are
able to make a reasonable estimate of future tariffs and perform sensitivity analysis.

To supplement this, The Company also prepares an annual information paper that provides an
indication of the future path of the locational element of tariffs over the next five years." This
analysis is based on data included within the Seven Year Statement. This report typically
includes:

¢ an explanation of the events that have caused tariffs to change;

e sensitivity analysis to indicate how generation and demand tariffs would change as a
result of changes in generation and demand at certain points on the network that are not
included within the SYS;

* an assessment of the compliance with the zoning criteria throughout the five year period
to indicate how generation zones might need to change in the future, with a view to
minimising such changes and giving as much notice of the need, or potential need, to
change generation zones; and

e a complete dataset for the DCLF Transport Model developed for each future year, to
allow Users to undertake their own sensitivity analysis for specific scenarios that they
may wish to model.

In addition, The Company will, when revising generation charging zones prior to a new price
control period, undertake a zoning consultation that uses data from the latest information paper.
The purpose of this consultation will be to ensure tariff zones are robust to contracted changes
in generation and supply, which could be expected to reduce the need for re-zoning exercises
within a price control period.

! http:/Avww. nationalgrid. com/uk/E lectricity/C harges/gbchargingapprovalconditions/s/
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Deferred Zonal Demand Tariff (EkW) e 4{ Deleted: Final £/kW Tariff

14.15.82 Where, in accordance with paragraph 14.15.88, there is a carry over of
revenue from the previous charging year this will be known as Deferred Zonal
Revenue and will be collected through the Deferred Zonal Demand Tariff.
Deferred Zonal Revenue will be carried over to the following charging year on a
zonal basis incorporating any adjustment as defined in National Grid's
electricity transmission licence.

14.15.83 Deferred Zonal Demand Tariffs will be derived through the division of the
Deferred Zonal Revenue for each demand zone by the current Total Forecast
Metered Triad Demand for that zone:

DZDT,, = %
Di
Where
DZDT = Deferred Zonal Demand Tariff (£/kW)
DZR = Deferred Zonal Revenue (£m);

Final £/kW Tariff

14.15.84 The effective Transmission Network Use of System tariff (TNU0S) can now be
calculated as the sum of the corrected transport wider tariff, the non-locaticnal
residual tariff, the local tariff, and the deferred zonal demand tariff:

CTT,, +RT, _ CTT,, +RT,

ET; = + LT, and ET,, = L+ DZDTn:
1000 1000

Where

ET = Effective TNUoS Tariff expressed in £/kW

14.15.85 Where tariffs do not change mid way through a charging year, final demand
and generation tariffs will be the same as the effective tariffs.

FT,, = ET, and FT,, =ET,,

14.15.86 Where tariffs are changed part way through the year, the final tariffs will be
calculated by scaling the effective tariffs to reflect that the tariffs are only
applicable for part of the year and parties may have already incurred TNUoS

liability.
21 14
IZX[ETGixZGGi —FLGiJ IZX(ETMXZDM —FLD,}
Gi=l Di=1
FT, = = and FT,, = -
bx Y G, bx Y Dy,
Gi=1 Di=1

Where:
b = number of months the revised tariff is applicable for
FL = Forecast liability incurred over the period that the original tariff is applicable for

14.15.87 If the final demand TNUoS Tariff results in a negative number then this is [ Deleted: &
collared to £0/kW with the resultant non-recovered revenue smeared over the ; .
remaining demand zones: ; { Deleted: &
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If Fr,, <0, theni=1toz

Nl

- (FTDZXDDf)

Therefore, NRRT, =~

14

2. Do

i=z+1

Therefore the revised Final Tariff for the demand zones with positive Final tariffs is given
by:

Fori=1toz: RFT,, =0

For i=z+1 10 14: RFT,, =FT,, + NRRT,
Where
NRRT, =  Non Recovered Revenue Tariff (£/kW)
RFT, = Revised Final Tariff (£/kW)

14.15.88 If the final demand TNUoS fariff is found, after accounting for the impact of
changes in the Retail Price Index (RPI}, to be 20% higher or lower than the
value of the apprepriate Preliminary Forecast Demand TNUoS tariff defined
in paragraph 14.15.97, then the final demand TNUoS tariff shall be capped, or
collared as defined in the formulae below:

If FToy <0.8X PFDTouy -nyx {1+ RPI) then Finr =0.8x PFDToir -1y x(1+ RPI)

it FTow >1.2% PFDToir - (1+ RPI) yp, FToiw =1.2% PEDToir -1 (L+ RPI)

Where
PFDTopv-n= Preliminary Forecast Demand TNUoS tariff published as defined in
paragraph 14.15.97.

14.15.89 In the event of a change to the TNUoS charging methodology that has the
potential for significant change to the derivation of demand TNUoS tariffs, then
the use of the process described in paragraph 14.15.88 for the following year's
demand TNUGS tariffs will be reviewed by National Grid.

14.15.90 The ftariffs applicable for any particular year are detailed in The Company's
Statement of Use of System Charges, which is available from the Charging
website. Archived tariff information may also be obtained from the Charging
website.

14.15.91 The zonal maps referenced in The Company's Statement of Use of System
Charges and available on the Charging website contain detailed information
for the charging year in question of which Grid Supply Points fall into which
TNUoS zones.

Page 2 of §, V2~ 5" July 2014 !

19

\:\ ‘[ Deleted: r

~. - ‘{ Deleted:

\“[Deleted: L

/{ Deleted: 8

,’/{ Deleted: 8

Ly
/////{ Deleted: 123




GHSGwi2

14.15.92 New Grid Supply Points will be classified into zones on the following basis:

For demand zones, according to the GSP Group to which the Grid Supply Point is
allocated for energy market settlement purposes.

For generation zones, with reference to the geographic proximity to existing zones
and, where close to a boundary between existing zones, with reference to the
marginal costs arising from transport model studies. The GSP will then be allocated
to the zone, which contains the most similar marginal costs.

14.15.93 The Company has available, upon request, the DCLF ICRP transport model,

tariff model template and data necessary to run the model, consisting of nodal
values of generation and demand connection points to the NETS. The model
and data will enable the basic nodal charges to be determined and will also
allow sensitivity analysis concerning alternative developments of generation
and demand to be undertaken. The model is available from the Charging
Team and whilst it is free of charge, it is provided under licence to restrict its
distribution and commercial use.

14.15.94 The Gompany will be pleased to run specific sensitivity studies for Users under

a separate study contract in line with the fees set out in the Statement of Use
of System Charges. Please contact the Charging Team.

14.15.95 The factors which will affect the level of TNUoS charges from year to year

include the forecast level of peak demand on the system, the Price Control
formula (including the effect of any under/over recovery from the previous
year), the expansion constant, the locational security facter, changes in the
transmission network and changes in the pattern of generation capacity and
demand.

14.15.96 In accordance with Standard Licence Condition C13, generation directly

connected to the NETS 132kV transmission network which would normally be
subject to generation TNUoS charges but would not, on the basis of generating
capacity, be liable for charges if it were connected to a licensed distribution
network qualifies for a reduction in transmission charges by a designated sum,
determined by the Authority. Any shorifall in recovery will result in a unit
amount increase in demand charges to compensate for the deficit. Further
information is provided in the Statement of the Use of System Charges.

Stability & Predictability of TNUoS tariffs

14.15.97 A number of provisions are included within the methodology to promote the

stability and predictability of TNUoS tariffs. These are described in 14.28.

14.15.98 National Grid will publish, by the end of April of each year, a forecast of &/kKW

Zonal Demand TNUoS tariffs for the following charging year. This forecast will
be referred to as the Preliminary Forecast Demand TNUoS tariffs and will be
used to limit changes to the final demand TNUoS tariffs as defined in
paragraph 14.15.88. This forecast will be published using the same price base
as was used to calculate charges for the year of publication.
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14.23 Example: Calculation of Zonal Demand Tariff

Let us consider all nodes in demand zone 14: South Western.

The table below shows a sample output of the transport model comprising the node, the
marginal km of an injection at the node with a consequent withdrawal at the reference node, the
generation sited at the node, scaled to ensure total national generation = total national demand

and the demand sited at the node.

Demand Node Nodal Marginal Demand
Zone km (MW)
14 ABHA4A -381.25 148.5
14 ABHA4B -381.72 148.5
14 ALVE4A -328.31 113
14 ALVE4B -328.31 113
14 AXMI40 SWEB -337.53 117
14 BRWA2A -281.64 92.5
14 BRWA2B -281.72 92.5
14 EXET40 -320.12 357
14 HINP20 -247.67 4
14 HINP40 -247.67 0
14 INDQ40 -401.28 450
14 IROA20 SWEB -194.88 594
14 LAND40 -438.65 297
14 MELK40 SWEB -162.96 102
14 SEAB40 -63.21 352
14 TAUN4A -273.79 0
14 TAUN4B -273.79 97

Totals 3078
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In order to calculate the demand tariff we would carry out the following steps:

(0

calculate the demand weighted nodal shadow costs

For zone 14 this would be as follows:

Demand Node . Nodal
zZone Marginal km
14 ABHA4A -381.25
14 ABHA4B -381.72
14 ALVE4A -328.31
14 ALVE4B -328.31
14 AXMI40 SWEB -337.53
14 BRWA2A -281.64
14 BRWA2B -281.72
14 EXET40 -320.12
14 HINP20 -247 .67
14 INDQ40 -401.28
14 IROA20 SWEB -194.88
14 LAND40 -438.65
14 MELK40 SWEB -162.96
14 SEAB40 -63.21
14 TAUN4B -273.79

Totals

(iv)

sum the demand weighted nodal shadow cost to give a zonal figure. For zone 14 this is

Demand  Demand Weighted
{(MW) Nodal Marginal km

148.5
148.5
113
113
117
92.5
925
357
4
450
594
297
102
352
a7
3078

shown in the above table and is 287 .99km.

modify the zonal figure in (ii) above by the generation/demand split correction factor.
This ensures that the 27:73 (approximate) split of revenue recovery between generation

and demand

is retained.

For zone 14 this would be say:

287.99km - (-239.60km) = 527.59 km

This value is the generation/demand split
correction factor. |t is calculated by
simultaneous equations to give the
correct split of total revenue.

calculate the transport tariff by multiplying the figure in (iii}) above by the expansion

constant (& dividing by 1000 to put into units of £/kW):

For zone 14, assuming an expansion constant of £10.07/MWkm and a locational

security factor of 1.80:

527 .59km *

£10.07/MWEKm * 1.8

1000

22

= £9.56/kW
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-12.05
-12.05
-12.83
-8.46
-8.47
-37.13
-0.32
-58.67
-37.61
-42.33
-5.40
-7.23
-8.63
28799
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(vil)

We now need to calculate the residual tariff. This is calculated by taking the total
revenue to be recovered from demand (calculated as ¢.73% of total The Company
TNUoS target revenue for the year) less the revenue which would be recovered through
the demand transport tariffs divided by total expected demand.

Assuming the total revenue to be recovered from TNUoS is £1067m, the total recovery
from demand would be (73% x £1067m) = £779m. Assuming the total recovery from
demand transport tariffs is £130m and total forecast chargeable demand capacity is
50000MW, the demand residual tariff would be as follows:

£779m - £130m

= £12.98/kW
50000MW

to get to the final tariff, we simply add on the demand residual tariff calculated in (v) to
the zonal transport tariff calculated in (iv)

For zone 14:

£9.56/kW + £12.98/kW = £22.54/ kW

To summarise, in order to calculate the demand tariffs, we evaluate a demand weighted
zonal marginal km cost, modify by a re-referencing guantity to ensure that our revenue
recovery split between generation and demand is correct, then we add a constant
(termed the residual cost) to give the overall tariff.

The final demand tariff is subject to the following further adjustments:

o allowance for the minimum £0/kW demand charge, _. - Deleted: .
o inclusion of the deferred zonal demand tariff to recover any deferred revenue
from the prior charging year;
o a cap/collar arrangement of 20% for the final demand tariff against the
preliminary forecast demand TNUoS tariff and any associated BﬁF’J;,,—{Deleted:
adjustment.
__The application of a discount for small generators pursuant to Licence Condition C13 will__ . - { Deleted:
also affect the final demand tariff.
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14.28 Stability & Predictability of TNUoS tariffs
Stability of tariffs

The Transmission Network Use of System Charging Methodology has a number of elements to
enhance the stability of the tariffs, which is an important aspect of facilitating competition in the
generation and supply of electricity. This appendix seeks to highlight those elements.

Each node of the transmission network is assigned to a zone. The result of this is to dampen
fluctuations that would otherwise be observed at a given node caused by changes in
generation, demand, and network parameters. The criteria used to establish generation zones
are part of the methodology and are described in Paragraph 14.15.26.

These zones are themselves fixed for the duration of the price control period. The methodology
does, however, allow these to be revisited in exceptional circumstances to ensure that the
charges remain reasonably cost reflective or to accommodate changes to the network. In rare
circumstances where such a re-zoning exercise is required, this will be undertaken in such a
way that minimises the adverse impact on Users. This is described in Paragraph 14.15.29,

In addition to fixing zones, other key parameters within the methodology are also fixed for the
duration of the price control period or annual changes restricted in some way. Specifically:

+ the expansion constant, which reflects the annuitised value of capital investment
required to transport 1MW over 1km by a 400kV over-head line, changes annually
according to RPI. The other elements used to derive the expansion constant are only
reviewed at the beginning of a price control period to ensure that it remains cost-
reflective. This review will consider those components outlined in Paragraph 14.15.31 fo
Paragraph 14.15.41.

+ the expansion factors, which are set on the same basis of the expansion constant and
used to reflect the relative investment costs in each TO region of circuits at different
transmission voltages and types, are fixed for the duration price control. These factors
are reviewed at the beginning of a price control period and will take account of the same
factors considered in the review of the expansion constant.

+ the locational security factor, which reflects the transmission security provided under the
NETS Security and Quality of Supply Standard, is fixed for the duraticn of the price
control period and reviewed at the beginning of a price control period.

Predictability of tariffs

The Company revises TNUoS tariffs each year to ensure that these remain cost-reflective and
take into account changes to allowable income under the price control and RPI. There are a
number of provisions within The Company’s Transmission Licence and the CUSC designed to
promote the predictability of annually varying charges. Specifically, The Company is required to
give the Authority 150 days notice of its intention to change use of system charges together with
a reasonable assessment of the proposals on those charges; and to give Users 2 months
written notice of any revised charges. The Company typically provides an additional months
notice of revised charges through the publication of “indicative” tariffs. Shorter notice periods
are permitted by the framework but only following consent from the Authority.

These features require formal proposals to change the Transmission Use of System Charging
Methodology to be initiated in Qctober to provide sufficient time for a formal consultation and the
Authority’s veto period before charges are indicated to Users.
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Additionally, for demand users, the company publishes, by the end of January of each year,
preliminary forecast demand TNUOoS tariffs for the charging year commencing at least fourteen
months later. A 20% cap / collar arrangement exists to ensure that the final demand tariffs
cannot change from these preliminary forecast values by more than 20% (not accounting for
RPI).

More fundamentally, The Company also provides Users with the tool used by The Company to
calculate tariffs. This allows Users to make their own predictions on how future changes in the
generation and supply sectors will influence tariffs. Along with the price control information, the
data from the Seven Year Statement, and Users own prediction of market activity, Users are
able to make a reasonable estimate of future tariffs and perform sensitivity analysis.

To supplement this, The Gompany also prepares an annual information paper that provides an
indication of the future path of the locational element of tariffs over the next five years." This
analysis is based on data included within the Seven Year Statement. This report typically
includes:

+ anexplanation of the events that have caused tariffs to change;

+ sensitivity analysis to indicate how generation and demand fariffs would change as a
result of changes in generation and demand at certain points on the network that are not
included within the SYS;

+ an assessment of the compliance with the zoning criteria throughout the five year period
to indicate how generation zones might need to change in the future, with a view to
minimising such changes and giving as much notice of the need, or potential need, to
change generation zones; and

+ a complete dataset for the DCLF Transport Model developed for each future year, to
allow Users to undertake their own sensitivity analysis for specific scenarios that they
may wish to model.

In addition, The Gompany will, when revising generation charging zones prior to a new price
control period, undertake a zoning consultation that uses data from the latest information paper.
The purpose of this consultation will be to ensure tariff zones are robust to contracted changes
in generation and supply, which could be expected to reduce the need for re-zoning exercises
within a price control period.

! http:/Avww.nationalgrid. com/uk/E lectricity/Charges/gbchargingapprovalconditions/5/

Page 8 of 8 V125" July 2011

25



WACM 3

Deferred Zonal Demand Tariff (£/kW) - { Deleted: Final £/kW Tariff

14.15.82 Where, in accordance with paragraph 14.15.88, there is a carry over of
revenue from the previous charging year this will be known as Deferred Zonal
Revenue and will be collected through the Deferred Zonal Demand Tariff.
Deferred Zonal Revenue will be carried over to the following charging year on a
zonal hasis incorporating any adjustment as defined in National Grid's
electricity transmission licence.

14.15.83 Deferred Zonal Demand Tariffs will be derived through the division of the
Deferred Zonal Revenue for each demand zone by the current Total Forecast
Metered Triad Demand for that zone:

DZDT,, = DZRy,
DDz
Where
DZDT = Deferred Zonal Demand Tariff (£/KW)
DZR = Deferred Zonal Revenue (£m);

Final £/kW Tariff

14.15.84 The effective Transmission Network Use of System tariff (TNUoS) can now be
calculated as the sum of the corrected transport wider tariff, the non-locational

residual tariff, the local tariff, and the deferred zonal demand tariff: . - { Deleted: and
CTT,, +RT, CIT,, +RT,
ET,, =—"% "¢ 4IT, and ET,, =——2 "D 4 DZDTn:
1000 1000
Where
ET = Effective TNUGS Tariff expressed in £/kW

14.15.85 Where tariffs do not change mid way through a charging year, final demand
and generation tariffs will be the same as the effective tariffs.

FT,, = ET,, and FT,, = ET,,

14.15.86 Where tariffs are changed part way through the year, the final tariffs will be
calculated by scaling the effective tariffs to reflect that the tariffs are only
applicable for part of the year and parties may have already incurred TNUoS

liability.
21 14
IQX[ETGixZGGi—FLGiJ IQX(ETDixZDDi —FLDZJ
Gi=1 Di=1
Fr, = - and FT,, = =
bx Z Gy bx Z Dy,
Gi=l Di=]

Where:
b = number of months the revised tariff is applicable for
FL = Forecast liability incurred over the period that the original tariff is applicable for

14.15.87 If the final demand TNUoS Tariff results in a negative number then this is

. Deleted: 9
collared to £0/kW with the resultant non-recovered revenue smeared over the /{ oee
remaining demand zones: y { Deleted: 9
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If Fr,, <0, theni=1toz

(FTDZXDDf)

Nl

Therefore, NRRT, =~

14

2. Do

i=z+1

Therefore the revised Final Tariff for the demand zones with positive Final tariffs is given
by:

Fori=1toz: RFT,, =0

For i=z+1 10 14: RFT,, =FT,, + NRRT,
Where
NRRT, =  Non Recovered Revenue Tariff (£/kW)
RFT, = Revised Final Tariff (£/kW)

14.15.88 The final demand TNUoS tariffs will be compared with the respective
Preliminary Forecast Demand TNUoS tariffs and Preliminary Forecast
Limits published as defined in paragraphs 14.15.97 and 14.15.98. If any final
demand TNUoS tariff is found, after accounting for the impact of the Retail
Price Index (RPI), to be outside limits imposed by the formulae below, then that
final demand TNUoS tariff shall be capped or collared, as appropriate, as
shown below;

If FTniv < PFDToiy -1y— PFLow -1y+ RPI then Flpy = PFDToiy-1— PFLowy -1+ RPI
If FToy » PFDTpuy -v+ PFLow -+ RPI then Flow=PFDTpuy -1+ PFLpy -1+ RPI

Where
PFDT o = Preliminary Forecast Demand TNUoS tariff published as defined
in paragraph 14.15.97.
PFLpgv-1 = Preliminary Forecast Limit published as defined in paragraph
14.15.98..

Any revenue excess or deficit arising as a result of this capping or collaring shall
be recorded on a zonal basis and recovered in the following financial year
accounting for any adjustments as defined in National Grid’s electricity
transmission licence.

14.15.89 In the event of a change to the TNUoS charging methodology that has the
potential for significant change to the derivation of demand TNUoS tariffs, then
the use of the process described in paragraph 14.15.88 for the following year's
demand TNUoS tariffs will be reviewed by National Grid.

14.15.90 The ftariffs applicable for any particular year are detailed in The Company's
Statement of Use of System Charges, which is available from the Charging
website. Archived tariff information may also be obtained from the Charging
website.

14.15.91 The zonal maps referenced in The Company's Statement of Use of System
Charges and available on the Charging website contain detailed information
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for the charging year in gquestion of which Grid Supply Points fall into which
TNUo0S zones.

14.15.92 New Grid Supply Points will be classified into zones on the following basis:

+ For demand zones, according to the GSP Group to which the Grid Supply Point is
allocated for energy market settlement purposes.

¢ For generation zones, with reference to the geographic proximity to existing zones
and, where close to a boundary between existing zones, with reference to the
marginal costs arising from transport model studies. The GSP will then be allocated
to the zone, which contains the most similar marginal costs.

14.15.93 The Company has available, upon request, the DCLF ICRP transport model,
tariff model template and data necessary to run the model, consisting of nodal
values of generation and demand connection points to the NETS. The model
and data will enable the basic nodal charges to be determined and will also
allow sensitivity analysis concerning alternative developments of generation
and demand to be undertaken. The model is available from the Charging
Team and whilst it is free of charge, it is provided under licence to restrict its
distribution and commercial use.

14.15.94 The Company will be pleased to run specific sensitivity studies for Users under
a separate study contract in line with the fees set out in the Statement of Use
of System Charges. Please contact the Charging Team.

14.15.95 The factors which will affect the level of TNUoS charges from year to year
include the forecast level of peak demand on the system, the Price Control
formula (including the effect of any under/over recovery from the previous
year), the expansion constant, the locational security factor, changes in the
transmission network and changes in the pattern of generation capacity and
demand.

14.15.96 In accordance with Standard Licence Condition C13, generation directly
connected to the NETS 132kV transmission network which would normally be
subject to generation TNUoS charges but would not, on the basis of generating
capacity, be liable for charges if it were connected to a licensed distribution
network qualifies for a reduction in transmission charges by a designated sum,
determined by the Authority. Any shortfall in recovery will result in a unit
amount increase in demand charges to compensate for the deficit. Further
information is provided in the Statement of the Use of System Charges.

Stability & Predictability of TNUoS tariffs

14.15.97 A number of provisions are included within the methodology to promote the
stability and predictability of TNUoS tariffs. These are described in 14.28.

14.15.98 National Grid will publish, by the end of January of each year, a forecast of
£/kW Zonal Demand TNUoS tariffs for the charging year commencing at least
fourteen months later. This forecast will be referred to as the Preliminary
Forecast Demand TNUoS tariffs and will be used to limit changes to the final
demand TNUoS tariffs as defined in paragraph 14.15.88. These tariffs will be
published alongside the &/kW cap/collar to be applied. Both tariffs and £/kW
cap/collar will be published using the same price base as was used to calculate

charges for the year of publication. ,{ Deleted: 9
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14.15.99 The £/kW cap/collar, known as the Preliminary Forecast Limit, is defined by
the following formula. Its application is defined in paragraph 14.15.88.

14
0.2x > (PFDT,,xDy,)
PFLD - i=z+l o
2Dy,

i=z+1

/{ Deleted: 9

,’/{ Deleted: 9

Ly
/////{ Deleted: 123

Pagedotq VA2 -5 duly 2014

29



14.23 Example: Calculation of Zonal Demand Tariff

Let us consider all nodes in demand zone 14: South Western.

The table below shows a sample output of the transport model comprising the node, the
marginal km of an injection at the node with a consequent withdrawal at the reference node, the
generation sited at the node, scaled to ensure total national generation = total national demand

and the demand sited at the node.

Demand Node Nodal Marginal Demand
Zone km (MW)
14 ABHA4A -381.25 148.5
14 ABHA4B -381.72 148.5
14 ALVE4A -328.31 113
14 ALVE4B -328.31 113
14 AXMI40 SWEB -337.53 117
14 BRWA2A -281.64 92.5
14 BRWA2B -281.72 92.5
14 EXET40 -320.12 357
14 HINP20 -247.67 4
14 HINP40 -247.67 0
14 INDQ40 -401.28 450
14 IROA20 SWEB -194.88 594
14 LAND40 -438.65 297
14 MELK40 SWEB -162.96 102
14 SEAB40 -63.21 352
14 TAUN4A -273.79 0
14 TAUN4B -273.79 97

Totals 3078
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In order to calculate the demand tariff we would carry out the following steps:

(0

calculate the demand weighted nodal shadow costs

For zone 14 this would be as follows:

Demand Node . Nodal
zZone Marginal km
14 ABHA4A -381.25
14 ABHA4B -381.72
14 ALVE4A -328.31
14 ALVE4B -328.31
14 AXMI40 SWEB -337.53
14 BRWA2A -281.64
14 BRWA2B -281.72
14 EXET40 -320.12
14 HINP20 -247 .67
14 INDQ40 -401.28
14 IROA20 SWEB -194.88
14 LAND40 -438.65
14 MELK40 SWEB -162.96
14 SEAB40 -63.21
14 TAUN4B -273.79

Totals

(iv)

sum the demand weighted nodal shadow cost to give a zonal figure. For zone 14 this is

Demand  Demand Weighted
{(MW) Nodal Marginal km

148.5
148.5
113
113
117
92.5
925
357
4
450
594
297
102
352
a7
3078

shown in the above table and is 287 .99km.

modify the zonal figure in (ii) above by the generation/demand split correction factor.
This ensures that the 27:73 (approximate) split of revenue recovery between generation

and demand

is retained.

For zone 14 this would be say:

287.99km - (-239.60km) = 527.59 km

This value is the generation/demand split
correction factor. |t is calculated by
simultaneous equations to give the
correct split of total revenue.

calculate the transport tariff by multiplying the figure in (iii}) above by the expansion

constant (& dividing by 1000 to put into units of £/kW):

For zone 14, assuming an expansion constant of £10.07/MWkm and a locational

security factor of 1.80:

527 .59km *

£10.07/MWEKm * 1.8

1000

31

= £9.56/kW
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-12.05
-12.05
-12.83
-8.46
-8.47
-37.13
-0.32
-58.67
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-7.23
-8.63
28799
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(vi)

(vil)

We now need to calculate the residual tariff. This is calculated by taking the total
revenue to be recovered from demand (calculated as ¢.73% of total The Company
TNUoS target revenue for the year) less the revenue which would be recovered through
the demand transport tariffs divided by total expected demand.

Assuming the total revenue to be recovered from TNUoS is £1067m, the total recovery
from demand would be (73% x £1067m) = £779m. Assuming the total recovery from
demand transport tariffs is £130m and total forecast chargeable demand capacity is
50000MW, the demand residual tariff would be as follows:

£779m — £130m

= £12.98/kW
50000MW

to get to the final tariff, we simply add on the demand residual tariff calculated in (v) to
the zonal transport tariff calculated in (iv)
For zone 14:

£9.56/KW + £12.98/kW = £22.54/kW

To summarise, in order to calculate the demand tariffs, we evaluate a demand weighted
zonal marginal km cost, modify by a re-referencing quantity to ensure that our revenue
recovery split between generation and demand is correct, then we add a constant
(termed the residual cost) to give the overall tariff.

The final demand tariff is subject to following further adjustments;

o allowance for the minimum £0/kW demand charge, ,,,{ Deleted: .
o inclusion of the deferred zonal demand tariff to recover any deferred revenue
from the prior charging year;
o a cap/collar arrangement to limit changes to the final demand tariff from the
preliminary forecast demand TNUoS tariff published at least fourteen months
previously.
__The application of a discount for small generators pursuant to Licence Condition G13 will__ - { Deleted:
also affect the final demand tariff.
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14.28 Stability & Predictability of TNUoS tariffs
Stability of tariffs

The Transmission Network Use of System Charging Methodology has a number of elements to
enhance the stability of the tariffs, which is an impertant aspect of facilitating competition in the
generation and supply of electricity. This appendix seeks to highlight those elements.

Each node of the transmission network is assigned to a zone. The result of this is to dampen
fluctuations that would otherwise be observed at a given node caused by changes in
generation, demand, and network parameters. The criteria used to establish generation zones
are part of the methodology and are described in Paragraph 14.15.26.

These zones are themselves fixed for the duration of the price control pericd. The methodology
does, however, allow these to be revisited in exceptional circumstances to ensure that the
charges remain reasonably cost reflective or to accommodate changes to the network. In rare
circumstances where such a re-zoning exercise is required, this will be undertaken in such a
way that minimises the adverse impact on Users. This is described in Paragraph 14.15.29.

In addition to fixing zones, other key parameters within the methodology are also fixed for the
duration of the price control period or annual changes restricted in some way. Specifically:

e the expansion constant, which reflects the annuitised value of capital investment
required to transport 1MW over 1km by a 400kV over-head line, changes annually
according to RPI. The other elements used to derive the expansion constant are only
reviewed at the beginning of a price control period to ensure that it remains cost-
reflective. This review will consider those components outlined in Paragraph 14.15.31 to
Paragraph 14.15.41.

* the expansion factors, which are set on the same basis of the expansion constant and
used to reflect the relative investment costs in each TO region of circuits at different
transmission voltages and types, are fixed for the duration price control. These factors
are reviewed at the beginning of a price control period and will take account of the same
factors considered in the review of the expansion constant.

e the locational security factor, which reflects the transmission security provided under the
NETS Security and Quality of Supply Standard, is fixed for the duration of the price
control period and reviewed at the beginning of a price control period.

Predictability of tariffs

The Company revises TNUOS tariffs each year to ensure that these remain cost-reflective and
take into account changes to allowable income under the price control and RPI. There are a
number of provisions within The Company’'s Transmission Licence and the CUSC designed to
promote the predictability of annually varying charges. Specifically, The Company is required to
give the Authority 150 days notice of its intention to change use of system charges together with
a reasonable assessment of the proposals on those charges; and to give Users 2 months
written notice of any revised charges. The Company typically provides an additional months
notice of revised charges through the publication of “indicative” tariffs. Shorter notice periods
are permitted by the framework but only following consent from the Authority.

These features require formal proposals to change the Transmission Use of System Charging
Methodology to be initiated in October to provide sufficient time for a formal consultation and the
Authority's veto period before charges are indicated to Users.

Pagegofq, V125" July 2011
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Additionally, for demand users, the company publishes, by the end of January of each year,
preliminary forecast demand TNUoS tariffs for the charging year commencing at least fourteen
months later. A cap / collar arrangement exists to ensure that the final demand tariffs cannot
change from these preliminary forecast values by more than the £/kW Preliminary Forecast
Limit that accompanies these forecasts (not accounting for RPI).,

More fundamentally, The Company also provides Users with the tool used by The Company to
calculate tariffs. This allows Users to make their own predictions on how future changes in the
generation and supply sectors will influence tariffs. Along with the price control information, the
data from the Seven Year Statement, and Users own prediction of market activity, Users are
able to make a reasonable estimate of future tariffs and perform sensitivity analysis.

To supplement this, The Company also prepares an annual information paper that provides an
indication of the future path of the locational element of tariffs over the next five years.” This
analysis is based on data included within the Seven Year Statement. This report typically
includes:

¢ an explanation of the events that have caused tariffs to change;

e sensitivity analysis to indicate how generation and demand tariffs would change as a
result of changes in generation and demand at certain points on the network that are not
included within the SYS;

* an assessment of the compliance with the zoning criteria throughout the five year period
to indicate how generation zones might need to change in the future, with a view to
minimising such changes and giving as much notice of the need, or potential need, to
change generation zones; and

e a complete dataset for the DCLF Transport Model developed for each future year, to
allow Users to undertake their own sensitivity analysis for specific scenarios that they
may wish to model.

In addition, The CGompany will, when revising generation charging zones prior to a new price
control period, undertake a zoning consultation that uses data from the latest information paper.
The purpose of this consultation will be to ensure tariff zones are robust to contracted changes
in generation and supply, which could be expected to reduce the need for re-zoning exercises
within a price control period.

! http:/Avww. nationalgrid. com/uk/E lectricity/C harges/gbchargingapprovalconditions/s/
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14.15.82 Where, in accordance with paragraph 14.15.88, there is a carry over of
revenue from the previous charging year this will be known as Deferred Zonal
Revenue and will be collected through the Deferred Zonal Demand Tariff.
Deferred Zonal Revenue will be carried over to the following charging year on a
zonal basis incorporating any adjustment as defined in National Grid's
electricity transmission licence.

14.15.83 Deferred Zonal Demand Tariffs will be derived through the divisiocn of the
Deferred Zonal Revenue for each demand zone by the current Total Forecast
Metered Triad Demand for that zone:

DZDT,, = DZRy,
D
Where
DZDT = Deferred Zonal Demand Tariff (£/kW)
DZR = Deferred Zonal Revenue (£m);

Final £/kW Tariff

14.15.84 The effective Transmission Network Use of System tariff (TNUoS) can now be
calculated as the sum of the corrected transport wider tariff, the non-locational

CIT,, + RT, CTT,, +RT,
ET,=—28 64T, and ET,, =—2 "2 4 DZDTm
1000 1000
‘Where
ET = Effective TNUoS Tariff expressed in £/kwW

14.15.85 Where tariffs do not change mid way through a charging year, final demand
and generation tariffs will be the same as the effective tariffs.

F1,, = ET, and Fiy, =ET,,

14.15.86 Where tariffs are changed part way through the year, the final taritfs will be
calculated by scaling the effective tariffs to reflect that the tariffs are only
applicable for part of the year and parties may have already incurred TNUoS

liability.
21 14
IZX[ETGixZGGi—FLGi} 12><[ETD[.><ZDD5 —FLD[}
Gi=1 Di=1
FT, = = and FT,, = -
bx Z GGi bx Z DD;‘
Gi=1 Di=1

Where:
b = number of months the revised tariff is applicable for
FL = Forecast liability incurred over the period that the original tariff is applicable for

14.15.87 If the final demand TNUoS Tariff results in a negative number then this is
collared to £0/kW with the resultant non-recovered revenue smeared over the
remaining demand zones:

Pagstofq V1.2-5"July 2011
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If FT,, <0, theni=1toz

(FTDiXDDi)

N

il
L

Therefore, NRRT, =~ =

ZDDz

i=z+1

Therefore the revised Final Tariff for the demand zones with positive Final tariffs is given
by:

For=1toz: RFT,, =0

For i=z+11t0 14 RFT,, = FT,, + NRRT,
Where
NRRT; = Non Recovered Revenue Tariff (£/kW)
RFT, = Revised Final Tariff (£/kW)

14.16.88 The final demand TNUoS tariffs will be compared with the respective
Preliminary Forecast Demand TNUoS tariffs and Preliminary Forecast
Limits published as defined in paragraphs 14.15.97 and 14.15.98. If any final
demand TNUoS tariff is found, after accounting for the impact of the Retail
Price Index {RPI), to be outside limits imposed by the formulae below, then that
final demand TNUoS tariff shall be capped or collared, as appropriate, as
shown below;

[f FTpiy < PFDTpuy -1vy— PFLoiy -+ RPI then FTpwy = PFDTpiy -1n—PFLpy -1+ RPI
[f FTpw > PFEDToiy —vy+ PFLoy -0+ RPI then FTpw = PFDTowy - v+ PFLpw -1+ RPI

Where
PFDTpigv-1) = Preliminary Forecast Demand TNUeS tariff published as defined
in paragraph 14.15.97.
PFLopv1 = Preliminary Forecast Limit published as defined in paragraph
14.15.98..

Any revenue excess or deficit arising as a result of this capping or collaring shall
be recorded on a zonal basis and recovered in the following financial year
accounting for any adjustments as defined in National Grid’s electricity
transmission licence.

14.15.89 In the event of a change to the TNU0S charging methodology that has the
potential for significant change to the derivation of demand TNUoS tariffs, then
the use of the process described in paragraph 14.15.88 for the following year’s
demand TNUoS tariffs will be reviewed by National Grid.

14.15.90 The tariffs applicable for any particular year are detailed in The Company's
Statement of Use of System Charges, which is available from the Charging
website. Archived tariff information may also be obtained from the Charging
website.
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for the charging year in question of which Grid Supply Points fall into which
TNUoS zones.

14.15.92 New Grid Supply Points will be classified into zones on the following basis:

¢+ For demand zones, according to the GSP Group to which the Grid Supply Point is
allocated for energy market settlement purposes.

+ For generation zones, with reference to the geographic proximity to existing zones
and, where close to a boundary between existing zones, with reference to the
marginal costs arising from transport model studies. The GSP will then be allocated
to the zone, which contains the most similar marginal costs.

14.15.93 The Company has available, upon request, the DCLF ICRP transport model,
tariff model template and data necessary to run the model, consisting of nodal
values of generation and demand connection points to the NETS. The model
and data will enable the basic nodal charges to be determined and will also
allow sensitivity analysis concerning alternative developments of generation
and demand to be undertaken. The model is available from the Charging
Team and whilst it is free of charge, it is provided under licence to restrict its
distribution and commercial use.

14.15.94 The Company will be pleased to run specific sensitivity studies for Users under
a separate study contract in line with the fees set out in the Statement of Use
of System Charges. Please contact the Charging Team.

14.15.95 The factors which will affect the level of TNUoS charges from year to year
include the forecast level of peak demand on the system, the Price Control
formula (including the effect of any underfover recovery from the previous
year), the expansion constant, the locational security factor, changes in the
transmissicn network and changes in the pattern of generation capacity and
demand.

14.15.96 In accordance with Standard Licence Condition C13, generation directly
connected to the NETS 132KV transmission network which would normally be
subject to generation TNUoS charges but would not, on the basis of generating
capacity, be liable for charges if it were connected to a licensed distribution
netwerk qualifies for a reduction in transmission charges by a designated sum,
determined by the Authority. Any shortfall in recovery will result in a unit
amount increase in demand charges to compensate for the deficit. Further
information is provided in the Statement of the Use of System Charges.

Stability & Predictability of TNUoS tariffs

14.15.97 A number of provisions are included within the methodology to promote the
stability and predictability of TNUoS tariffs. These are described in 14.28.

14.15.98 National Grid will publish, by the end of April of each year, a forecast of £/kW
Zonal Demand TNUoS tariffs for the following charging year. This forecast will
be referred to as the Preliminary Forecast Demand TNUoS tariffs and will be
used to limit changes to the final demand TNUoS tariffs as defined in
paragraph 14.15.88. These tariffs will be published alongside the £/kW
cap/collar to be applied. Both tariffs and £/kW cap/collar will be published
using the same price base as was used to calculate charges for the year of
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14.15.99 The £/kW cap/collar, known as the Preliminary Forecast Limit, is defined by
the following formula. Its application is defined in paragraph 14.15.88.
14
0.2% > (PFDT,x Dy,)

PFL, ==+
Z DD!

i=z+1
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14.23 Example: Calculation of Zonal Demand Tariff

Let us consider all nodes in demand zone 14: South Western.

The table below shows a sample output of the transport model comprising the node, the
marginal km of an injection at the node with a consequent withdrawal at the reference node, the
generation sited at the node, scaled to ensure total national generation = total national demand

and the demand sited at the node.

Demand Node Nodal Marginal Demand
Zone km (MW)
14 ABHA4A -381.25 148.5
14 ABHA4B -381.72 148.5
14 ALVE4A -328.31 113
14 ALVE4B -328.31 113
14 AXMI40_SWEB -337.53 117
14 BRWA2A -281.64 92.5
14 BRWAZ2B -281.72 92.5
14 EXET40 -320.12 3567
14 HINP20 -247.67 4
14 HINP40 -247.67 0
14 INDQ40 -401.28 450
14 IROA20_SWEB -194.88 594
14 LAND40 -438.65 297
14 MELK40 SWEB -162.96 102
14 SEAB40 -63.21 352
14 TAUN4A -273.79 0
14 TAUN4B -273.79 97

Totals 3078
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In order to calculate the demand tariff we would carry out the following steps:

(i

For zone 14 this would be as follows:

Demand
zone
14
14
14
14
14
14
14
14
14
14
14
14
14
14
14

Nodal
Node Marginal km
ABHA4A -381.25
ABHA4B -381.72
ALVE4A -328.31
ALVE4B -328.31
AXMI40_SWEB -337.53
BRWA2A -281.64
BRWAZ2B -281.72
EXET40 -320.12
HINP20 -247.67
INDQ40 -401.28
IROA20_SWEB -194.88
LAND40 -438.65
MELK40 SWEB -162.96
SEAB40 -63.21
TAUN4B -273.79

Totals

calculate the demand weighted nodal shadow costs

Demand Demand Weighted
(MW) Nodal Marginal km
148.5 -18.39
148.5 -18.42

113 -12.05
113 -12.05
117 -12.83
92.5 -8.46
92.5 -8.47
357 -37.13
4 -0.32
450 -58.67
594 -37.61
297 -42.33
102 -5.40
352 -7.23
97 -8.63
3078 287.99

shown in the above table and is 287.99km.

sum the demand weighted nodal shadow cost to give a zonal figure. For zone 14 this is

modify the zonal figure in (i) above by the generation/demand split correction factor.

This ensures that the 27:73 (approximate) split of revenue recovery between generation
and demand is retained.

For zone 14 this would be say:

(iv)

287.99km - (-239.60km) = 527.59 ki

This value is the generation/demand split
correction factor. It is calculated by
simultaneous equations to give the
correct split of total revenue.

constant (& dividing by 1000 to put into units of £/kW):

calculate the transport tariff by multiplying the figure in (iii) above by the expansion

For zone 14, assuming an expansion constant of £10.07/MWkm and a locational
security factor of 1.80:

527.59km * £10.07/MWkm * 1.8

1000

40
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(vii)

We now need to calculate the residual tariff. This is calculated by taking the total
revenue to be recovered from demand (calculated as c.73% of total The Company
TNUGS target revenue for the year) less the revenue which would be recovered through
the demand transpert tariffs divided by total expected demand.

Assuming the total revenue to be recovered from TNUoS is £1067m, the total recovery
from demand would be (73% x £1067m) = £779m. Assuming the total recovery from
demand transport tariffs is £130m and total forecast chargeable demand capacity is
50000MW, the demand residual tariff would be as follows:

£779m — £130m

= £12.98/kW
50000MW

to get to the final tariff, we simply add on the demand residual tariff calculated in (v) to
the zonal transport tariff calculated in {iv)

For zone 14:

£9.66/kW + £12.98/kW = £22.54/kW

To summarise, in order to calculate the demand tariffs, we evaluate a demand weighted
zonal marginal km cost, modify by a re-referencing quantity to ensure that our revenue

recovery split between generation and demand is correct, then we add a constant
(termed the residual cost) to give the overall tariff.

The final demand tariff is subject to following further adjustments:
o allowance for the minimum £0/kW demandcharge, ___________________ -~ ~| Deleted: to allow
o inclusion of the deferred zonal demand tariff to recover any deferred revenue \\{Delmd: ]

from the prior charging year;

o a cap/collar arrangement to limit changes to the final demand tariff from the
preliminary forecast demand TNUoS tariff published in the previous charging
year.

The application of a discount for small generators pursuant to Licence Condition G13 will__ . - { Deleted:

also affect the final demand tariff.
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14.28 Stability & Predictability of TNUoS tariffs
Stability of tariffs

The Transmission Network Use of System Charging Methodology has a number of elements to
enhance the stability of the tariffs, which is an important aspect of facilitating competition in the
generation and supply of electricity. This appendix seeks to highlight those elements.

Each node of the transmission network is assigned to a zone. The result of this is to dampen
fluctuations that would otherwise be observed at a given node caused by changes in
generation, demand, and network parameters. The criteria used to establish generation zones
are part of the methodology and are described in Paragraph 14.15.26.

These zones are themselves fixed for the duration of the price control period. The methodology
does, however, allow these to be revisited in exceptional circumstances to ensure that the
charges remain reasonably cost reflective or to accommodate changes to the network. In rare
circumstances where such a re-zoning exercise is required, this will be undertaken in such a
way that minimises the adverse impact on Users. This is described in Paragraph 14.15.29,

In addition to fixing zones, other key parameters within the methodology are also fixed for the
duration of the price control period or annual changes restricted in some way. Specifically:

+ the expansion constant, which reflects the annuitised value of capital investment
required to transport 1MW over 1km by a 400kV over-head line, changes annually
according to RPI. The other elements used to derive the expansion constant are only
reviewed at the beginning of a price control period to ensure that it remains cost-
reflective. This review will consider those components outlined in Paragraph 14.15.31 fo
Paragraph 14.15.41.

+ the expansion factors, which are set on the same basis of the expansion constant and
used to reflect the relative investment costs in each TO region of circuits at different
transmission voltages and types, are fixed for the duration price control. These factors
are reviewed at the beginning of a price control period and will take account of the same
factors considered in the review of the expansion constant.

+ the locational security factor, which reflects the transmission security provided under the
NETS Security and Quality of Supply Standard, is fixed for the duraticn of the price
control period and reviewed at the beginning of a price control period.

Predictability of tariffs

The Company revises TNUoS tariffs each year to ensure that these remain cost-reflective and
take into account changes to allowable income under the price control and RPI. There are a
number of provisions within The Company’s Transmission Licence and the CUSC designed to
promote the predictability of annually varying charges. Specifically, The Company is required to
give the Authority 150 days notice of its intention to change use of system charges together with
a reasonable assessment of the proposals on those charges; and to give Users 2 months
written notice of any revised charges. The Company typically provides an additional months
notice of revised charges through the publication of “indicative” tariffs. Shorter notice periods
are permitted by the framework but only following consent from the Authority.

These features require formal proposals to change the Transmission Use of System Charging
Methodology to be initiated in Qctober to provide sufficient time for a formal consultation and the
Authority’s veto period before charges are indicated to Users.
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Additionally, for demand users, the company publishes, by the end of April of each year,
preliminary forecast demand TNUoS tarifis for the following charging year. A cap / collar
arrangement exists to ensure that the final demand tariffs cannot change from these preliminary
forecast values by more than the £/kW Preliminary Forecast Limit that accompanies these
forecasts (not accounting forg?Pl.,
More fundamentally, The Company also provides Users with the tool used by The Company to
calculate tariffs. This allows Users to make their own predictions on how future changes in the
generation and supply sectors will influence tariffs. Along with the price control information, the
data from the Seven Year Statement, and Users own prediction of market activity, Users are
able to make a reasonable estimate of future tariffs and perform sensitivity analysis.

To supplement this, The Company also prepares an annual information paper that provides an
indication of the future path of the locational element of tariffs over the next five years." This
analysis is based on data included within the Seven Year Statement. This report typically
includes:

+ anexplanation of the events that have caused tariffs to change;

¢ sensitivity analysis to indicate how generation and demand tariffs would change as a
result of changes in generation and demand at certain points on the network that are not
included within the SYS;

+ an assessment of the compliance with the zoning criteria throughout the five year period
to indicate how generation zones might need to change in the future, with a view to
minimising such changes and giving as much notice of the need, or potential need, to
change generation zones; and

+ a complete dataset for the DCLF Transport Model developed for each future year, to
allow Users to undertake their own sensitivity analysis for specific scenarios that they
may wish to model.

In addition, The Company will, when revising generation charging zones prior to a new price
control period, undertake a zoning consultation that uses data from the latest information paper.
The purpose of this consultation will be to ensure tariff zones are robust to contracted changes
in generation and supply, which could be expected to reduce the need for re-zoning exercises
within a price control period.
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2 Workgroup Consultation Responses

CUSC Workgroup Consultation Response Proforma

CMP207 - Limit increases to TNUoS tariffs to 20% in any one year.

Industry parties are invited to respond to this consultation expressing their views and supplying
the rationale for those views, particularly in respect of any specific questions detailed below.

Please send your responses by 5pm on 21* August 2012 to cusc.team@nationalgrid.com
Please note that any responses received after the deadline or sent to a different email address
may not receive due consideration by the Workgroup.

Any queries on the content of the consultation should be addressed to Robyn Jenkins at

cusc.team@nationalgrid.com.

These responses will be considered by the Workgroup at their next meeting at which members
will also consider any Workgroup Consultation Alternative Requests. Where appropriate, the
Workgroup will record your response and its consideration of it within the final Workgroup Report
which is submitted to the CUSC Madifications Panel.

Respondent: Paul Mott

Company Name: EDF Energy

Please express your views The consultation report is of good quality and does identify all the
regarding the Workgroup issues and considerations as we see them.

Consultation, including

rationale.

(Please include any issues,
suggestions or queries)

Do you believe that CMP207 No.
better facilitates the
Applicable CUSC Objectives?
Please include your
reasoning.

This proposal would reduce the extent to which the use of
system charging methodology results in charges which reflect,
as far as is reasonably practicable, the costs. This would have a
negative impact on GUSC Charging Objective (b).

This change proposal would also reduce the extent to which the
use of system charging methodology facilitates effective
competition in the generation and supply of electricity and so
would not facilitate competition in the sale, distribution and
purchase of electricity. This is because it impedes cost-
reflectivity, and is unworkable, for reasons we elaborate on
further on in this response.

We do not believe that there have been any relevant
developments in transmission licensees' transmission
businesses, so Charging CAO (c) is not relevant

Do you agree with the We agree that CMP207 could be implemented in time for April
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proposed implementation
approach? If not, please state
why and provide an
alternative suggestion where
possible.

Do you have any other
comments?

2013/14. However, the workgroup Report does not document by
when NG needs this change to be passed for this to be feasible.

We note that the principle in CUSC is that charging method
changes should be implemented on the 1st April.

For alternatives considering limits to TNUoS tariffs against year
ahead forecast tariffs, we agree with the Report / WG, that
nominal implementation on the 1st April 2013 would mean that
the first applicable year ahead forecast tariffs would be produced
during the 2013/14 charging year as a forecast for the 2015/16
charging year. Hence there would be no impact (in terms of limits
on changes) on final TNUoS tariffs until the start of the 2015/16
charging year.

Do you wish to raise a WG No

Consultation Alternative

Request for the Workgroup to

consider?

Specific questions for CMP207

Q Question Response

1 Do you agree that there We note that the Proposer felt the best way to manage
should be a force majeure | changes caused through variables altered at the start of a
clause (as outlined in Price Control Period was by amending the original proposal to
paragraph 4.16) or do you | incorporate a ‘force majeure’ clause to cover such
have any different views? | eventualities. We believe that this would add unnecessary

complexity to the mod — we would not support such a clause.

2 Do you believe this No, this proposal does not work as written, and would, in any
CMP207 proposal should event, take volatility from one party and place it onto others.
improve predictability or
stability of TNUoS
charges?

3 What is the best time of We agree with the Workgroup that if a TNUoS limit was linked
year for the forecast upon | to aforecast of tariff charges, the date of such aforecast
which a cap could be would need to be defined at a suitable time in advance of the
based? charging year.

We agree with the Workgroup suggestion that publishing the
forecast at the same time as confirming the final tariffs for the
following charging year would be the most valuable.
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Question

Response

Do you believe an absolute
or percentage limit (as
outlined in paragraphs
4.27-4.30) would be a more
suitable use of a limit?

We do not agree with a limit at all. However, we agree that a
percentage limit has some clear drawbacks as it could prevent
a small increase in a small tariff. An absolute limit would seem
to more closely implement the intended effect of this mod.

The cap £/kW limit could be annually incremented by RPI. We
note that the Workgroup suggested that an absolute limit could
be developed from an averaged annual 20% change for
average zonal demand TNUoS tariffs representative in £/kW,
weighted by the zonal demand.

Do you agree with the 20%
limit suggested by the
proposer? If not, why not?

No. Limits damage cost-reflectivity, and may not even work.
The potential increase in MAR from this year (£1.8b) to next
(£2.2b) exceeds 20%, so if there were no zonal differential
changes, the annual allowed MAR next year couldn't be
recovered with this change in place. This is clearly untenable
for the TOs.

Do you believe that such a
limit is suitable for
a(charging) year on year
change, or a forecast
change? Please provide
justification.

We are opposed to the application of this limit on either basis
as it damages cost-reflectivity. The proposers’ intent does
seem better given effect by capping actual charges, than
forecast charges.

Do you agree with the
Workgroup's views on
cost reflectivity and the
potential for
discrimination?

Yes. Recovering any shortfall in transmission revenue due to
the operation of the cap is a difficult aspect. If recovered from
new Users who had not had the chance to potentially benefit
from the lower capped TNUoS tariff, it would arguably be
discriminatory. User specific targeting to recover the capped
revenue the next year, from the specific beneficiaries, seems
fair, yet would be a little more complex than a generalised
recovery from all Users in the relevant year.

Do you agree with the
Workgroup's consensus
that the proposal could be
targeted on demand users
only?

We agree with the Workgroup that the CMP207 proposal
would be more difficult to implement for generation Users and
generation TNUoS tariffs because of possible complications
around the treatment of local generator charges which are
User specific, and the treatment of generation wider tariff re-
zoning. In consequence we do agree with the majority view
that there could be benefit in limiting this mod. It is then at
least a little more workable. For clarity we do not support
implementation of this proposal as it has a detrimental impact
on the relevant objectives.
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Question

Response

Do you believe there is any
impact on small Suppliers
over and above those
already identified by the
Workgroup?

The application of a limit to TNUoS tariff changes on a
company basis rather than a zonal or User-specific basis could
be a barrier to expansion for small Suppliers across different
zonal areas. This is because Suppliers with customers in
multiple zones would have some element of smearing of
overall TNUoS charge increase(s), thus reducing the efficacy
of a cap. On this basis, such a company based targeting
approach, which could also be considered discriminatory, has
been correctly discounted by the Workgroup.

It is not clear why the impact of CMP207 would differ between
small and large Suppliers. We note that although small
Suppliers might sometimes have a stronger geographical
focus, the same is true of larger Suppliers, with roots in an
original PES (“Area Board”) franchise area.
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CUSC Workgroup Consultation Response Proforma

CMP207 - Limit increases to TNUoS tariffs to 20% in any one year.

Industry parties are invited to respond to this consultation expressing their views and supplying
the rationale for those views, particularly in respect of any specific questions detailed below.

Please send your responses by 5pm on 14" August 2012 to cusc.team@nationalgrid.com
Please note that any responses received after the deadline or sent to a different email address
may not receive due consideration by the Workgroup.

Any queries on the content of the consultation should be addressed to Robyn Jenkins at

cusc.team@nationalgrid.com.

These responses will be considered by the Workgroup at their next meeting at which members
will also consider any Workgroup Consultation Alternative Requests. Where appropriate, the
Workgroup will record your response and its consideration of it within the final Workgroup Report
which is submitted to the CUSC Madifications Panel.

Respondent:

Coalin-Prestwich@smartestenergy.com 020 7448 0964

Company Name:

SmartestEnergy

Please express your views
regarding the Workgroup
Consultation, including
rationale.

(Please include any issues,
suggestions or queries)

We do not think it is practical to implement CMP207 as originally
proposed given the difficulties of moving costs elsewhere,
especially in view of Ofgem’s desire for charges to be cost
reflective and as far as possible in the periods in which the costs
are incurred.

However, if the proposal is to include caps on increases and
decreases on a zonal basis (and this is deemed to significantly
reduce any shortfalls) the proposal may have some merits.

Do you believe that CMP207
better facilitates the
Applicable CUSC Objectives?
Please include your
reasoning.

We believe that CMP207 does meet the first objective to a
certain extent: “that compliance with the use of system charging
methodology facilitates effective competition in the generation
and supply of electricity and (so far as is consistent therewith)
facilitates competition in the sale, distribution and purchase of
electricity

” This is because there are detrimental impacts on competition
from sharp increases as it increases risk to suppliers, especially
small suppliers.

We do not believe that CMP207 meets the second objective “that
compliance with the use of system charging methodology results
in charges which reflect, as far as is reasonably practicable, the
costs (excluding any payments between transmission licensees
which are made under and in accordance with the STC) incurred
by transmission licensees in their transmission businesses and

48




which are compatible with standard condition C26
(Requirements of a connect and manage connection);

We have no comment to make on the third objective: “that, so far
as is consistent with sub-paragraphs (a) and (b), the use of
system charging methodology, as far as is reasonably
practicable, properly takes account of the developments in
transmission licensees' transmission businesses.”

Do you agree with the
proposed implementation
approach? If not, please state
why and provide an
alternative suggestion where
possible.

Do you have any other
comments?

No comment.

Do you wish to raise a WG
Consultation Alternative
Request for the Workgroup to
consider?

No

Specific questions for CMP207

Q Question

Response

—_

Do you agree that there
should be a force majeure
clause (as outlined in
paragraph 4.16) or do you
have any different views?

Yes

2 Do you believe this
CMP207 proposal should
improve predictability or
stability of TNUoS
charges?

Yes

3 What is the best time of
year for the forecast upon
which a cap could be
based?

We agree that publishing the forecast at the same time as
confirming the final tariffs for the following charging year would
be the most valuable.
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Question

Response

Do you believe an absolute
or percentage limit (as
outlined in paragraphs
4.27-4.30) would be a more
suitable use of a limit?

We acknowledge the fact that allowing a percentage cap
means that in some transmission charging zones

a 20% cap could be reached even for cases where the
absolute value of the increase in the TNUoS tariff is relatively
low.

A solution could be to use a cap of 20% or 20p whichever is
the higher.

Do you agree with the 20%
limit suggested by the
proposer? If not, why not?

If the proposal is to go forward 20% seems intuitively
reasonable.

Do you believe that such a
limit is suitable for
a(charging) year on year
change, or a forecast
change? Please provide
justification.

A limit is possibly a better idea for deviations from forecast.
Variations could be funded from NGT’s incentive or by
delaying investment. This would provide NGT with an incentive
to forecast accurately and would provide at least some
protection for suppliers, especially since two year fixed deals
are so prevalent in the commercial retail market.

Do you agree with the
Workgroup's views on
cost reflectivity and the
potential for
discrimination?

Yes

Do you agree with the
Workgroup's consensus
that the proposal could be
targeted on demand users
only?

Yes

Do you believe there is any
impact on small Suppliers
over and above those
already identified by the
Workgroup?

Yes. Smaller suppliers are less likely to have a portfolio which
has a typical national spread and could therefore be exposed
to greater average increases.
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CUSC Workgroup Consultation Response Proforma

CMP207 - Limit increases to TNUoS tariffs to 20% in any one year.

Industry parties are invited to respond to this consultation expressing their views and supplying
the rationale for those views, particularly in respect of any specific questions detailed below.

Please send your responses by 5pm on 21% August 2012 to cusc.team@nationalgrid.com
Please note that any responses received after the deadline or sent to a different email address
may not receive due consideration by the Workgroup.

Any queries on the content of the consultation should be addressed to Robyn Jenkins at

cusc.team@nationalgrid.com.

These responses will be considered by the Workgroup at their next meeting at which members
will also consider any Workgroup Consultation Alternative Requests. Where appropriate, the
Workgroup will record your response and its consideration of it within the final Workgroup Report
which is submitted to the CUSC Modifications Panel.

Respondent:

Antony Badger

Company Name:

Haven Power Limited

Please express your views
regarding the Workgroup
Consultation, including
rationale.

(Please include any issues,
suggestions or queries)

Haven is the proposer of CMP207 and participated in each of the
Workgroup meetings and the Workgroup Consultation is a fair
representation of the discussions.

Do you believe that CMP207
better facilitates the
Applicable CUSC Objectives?
Please include your
reasoning.

For reference, the Applicable CUSC Objectives for the Use of
System Charging Methodology are:

(a) that compliance with the use of system charging methodology
facilitates effective competition in the generation and supply of
electricity and (so far as is consistent therewith) facilitates
competition in the sale, distribution and purchase of electricity;

In our view, CMP207 would enable suppliers to improve the
accuracy of their forecasts and assessments of future costs.

This should lead to more informed business plans and pricing
strategies. Suppliers would also face less uncertainty with
respect to future changes in use of system charges and so be
exposed to less risk. This means that in general prices to end
customers can be lower.

(b) that compliance with the use of system charging methodology
results in charges which reflect, as far as is reasonably
practicable, the costs (excluding any payments between
transmission licensees which are made under and in accordance

with the STC) incurred by transmission licensees in their
transmission businesses and which are compatible with standard
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condition C26 (Requirements of a connect and manage
connection);

(c) that, so far as is consistent with sub-paragraphs (a) and (b),
the use of system charging methodology, as far as is reasonably
practicable, properly takes account of the developments in
transmission licensees' transmission businesses.

CMP207 would enable more orderly phasing of significant
changes to NGET's (and other TQ’s) charging. Capping changes
in this way may also enable NGET to better meet the
“reasonably practical” test in this objective.

Do you agree with the
proposed implementation
approach? If not, please state
why and provide an
alternative suggestion where
possible.

Do you have any other
comments?

We are supportive of the proposed approach such that CMP207
would be implemented from April 2013 if approved.

Both WACMs refer to forecasts published in January. If either of
these are approved for inplementation from April 2013, then we
propose that for the first year of their implementation, the next
forecast published under CMP206 after April 2013 for the
2014/15 Charging Year is used as the CMP207 reference
forecast.

In the event that CMP206 is not approved and either CMP207
WACM is, then we propose that NGET publish a reference
forecast before the end of April 2013.

Do you wish to raise a WG
Consultation Alternative
Request for the Workgroup to
consider?

No.
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Specific questions for CMP207

Question

Response

Do you agree that there
should be a force majeure
clause (as outlined in
paragraph 4.16) or do you
have any different views?

We understand the reasoning behind the suggestion to include
a force majeure clause to manage unforeseen circumstances.
However, we believe that these should be very limited — e.g. fo
a price control re-opener.

Where factors may give rise to step changes (e.g. from price
control settlements or other CUSC modifications) then
decisions on their implementation approach should take into
account CMP207. Early visibility of factors which will affect
TNUoS tariffs (e.g. price control settlements) is important to
allow any changes to be factored into the regular cycle to
avoid a force majeure clause being used as a way of adjusting
TNUoS charges because future changes were not
communicated in the right time horizon,

Circumstances arising from "business as usual’ during the
year which could result in the principles of CMP207 being
broken (i.e. limiting increases to 20%) should not trigger a re-
opener and any under recovery should be dealf with in the
following charging year.

Do you believe this
CMP207 proposal should
improve predictability or
stability of TNUoS
charges?

Suppliers require the ability to take TNUoS charges into
account when pricing retail contracts. Charge volatility can
mean suppliers price in an additional risk premium, particularly
for longer-term customer offers. As the generation mix
changes (to accommodate low carbon technologies) it is
recognised that charges will change—predictability is preferred
as stability is unlikely to be more easily achieved.

What is the best time of
year for the forecast upon
which a cap could be
based?

If a cap on the change of TNUoS forecasts was to be
implemented, we agree that January would be the most
appropriate time for forecasts to be published, i.e. at the same
time as final tariffs for the next year. This would provide
suppliers with a higher degree of certainty regarding how
charges may change in the year following the next charging
year. If CMP206 were implemented then we would expect the
forecast to be one of those set out in the Forecast Timetable
which would be produced by NGET.

Do you believe an absolute
or percentage limit (as
outlined in paragraphs
4.27-4.30) would be a more
suitable use of a limit?

As the proposer of CMP207, our preference is for a
percentage limit as set out in the original proposal.

However, we note the points and arguments raised by other
Workgroup members in favour of an absolute limit during the
Workgroup Meetings.

Do you agree with the 20%
limit suggested by the
proposer? If not, why not?

Yes.
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Question

Response

Do you believe that such a
limit is suitable for a
(charging) year on year
change, or a forecast
change? Please provide
justification.

As the proposer of CMP207, we believe that limit is suitable for
a cap on year on year charge changes.

However, we would support a modification proposal which
limited changes to a band around a published forecast as set
out in the Workgroup Consultation. In our view such a limit
would be suitable in this type of arrangement too.

Do you agree with the
Workgroup's views on
cost reflectivity and the
potential for
discrimination?

Yes. Key issues would be around the complexities that are
introduced if the changes were applied to individual users or
groups of users (e.g. generators) rather than zones.

Do you agree with the
Workgroup's consensus
that the proposal could be
targeted on demand users
only?

Taking into account the increased response to cost reflective
signals of generation users, complexities surrounding price
control generation re-zoning, we agree that the proposal could
be targeted on demand users only via demand tariffs and
energy consumption tariffs.

Do you believe there is any
impact on small Suppliers
over and above those
already identified by the
Workgroup?

The significant variations in regulated charges such as TNUoS
that we have seen recently can dwarf margins in some
customer sectors. Smaller suppliers are often niche players
and don’t have large diverse portfolios over which unexpected
increases can be recovered.
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CUSC Workgroup Consultation Response Proforma

CMP207 - Limit increases to TNUoS tariffs to 20% in any one year.

Industry parties are invited to respond to this consultation expressing their views and supplying
the rationale for those views, particularly in respect of any specific questions detailed below.

Please send your responses by 5pm on 21* August 2012 to cusc.team@nationalgrid.com
Please note that any responses received after the deadline or sent to a different email address
may not receive due consideration by the Workgroup.

Any queries on the content of the consultation should be addressed to Robyn Jenkins at

cusc.team@nationalgrid.com.

These responses will be considered by the Workgroup at their next meeting at which members
will also consider any Workgroup Consultation Alternative Requests. Where appropriate, the
Workgroup will record your response and its consideration of it within the final Workgroup Report
which is submitted to the CUSC Madifications Panel.

Respondent:

Melissa McKerrow

mmckerrow@intergen.com

0131 624 7500

Company Name:

InterGen

Please express your views
regarding the Workgroup
Consultation, including
rationale.

(Please include any issues,
suggestions or queries)

InterGen is one of the UK’s largest independent generators and
owns and operates Coryton Power Station in Essex,
Rocksavage Power Station in Runcorn and Spalding Power
Station in Lincolnshire.

As over two-thirds of InterGen’s portfolio is merchant generation,
InterGen supports a cap on TNUoS tariff increase as currently it
is extremely difficult to accurately forecast this volatile cost
element. InterGen’s Coryton plant this year (2012/13) was
subject to a tariff increase of up to 134%. At current low spark
spreads, rises in fixed operating costs of this magnitude are
unsustainable.

Do you believe that CMP207
better facilitates the
Applicable CUSC Objectives?
Please include your
reasoning.

For reference, the Applicable CUSC Objectives for the Use of
System Charging Methodology are:

o that compliance with the use of system charging
methodology facilitates effective competition in the generation
and supply of electricity and (so far as is consistent therewith)
facilitates competition in the sale, distribution and purchase of
electricity

o that compliance with the use of system charging
methodology results in charges which reflect, as far as is
reasonably practicable, the costs (excluding any payments
between fransmission licensees which are made under and in
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accordance with the STC) incurred by transmission licensees
in their transmission businesses and which are compatible
with standard condition C26 (Requirements of a connect and
manage connection);

o that, so far as is consistent with sub-paragraphs (a) and
(b), the use of system charging methodology, as far as is
reasonably practicable, properly takes account of the
developments in transmission licensees' transmission
businesses.

InterGen believes that the original proposal CMP 207 does better
facilitate the CUSG Objectives as the current volatility of TNUoS
charges from year to year makes it difficult for generators and
suppliers to plan effectively and therefore manage risk. However,
InterGen is disappointed that the Workgroup discussions
proposed that CMP 207 be applied to demand users only, due to
the perceived complexity of applying this to the generation tariff
(local and wider tariff changes) and due to the upcoming
Transmission Price Gontrol Review. There are significant
changes expected in the coming years regarding how traditional
flexible gas plant will achieve returns from the market, with EMR,
Project TransmiT and the Carbon Floor to name but a few. Each
of these proposals will result in significant changes to codes and
associated charges, arguably more complex than the application
of this modification to generation users. In this period of
regulatory instability, better foresight of transmission charging
will provide at least some predictability to assist business
planning for independent merchant generators, who will be the
most affected by current regulatory change proposals.

InterGen has always located its plant in the UK near to centres of
demand. The consultation rightly states that generators, more
than demand users, are able to be most reactive to changes in
locational signal (and therefore any dampening of the locational
signal would result in inefficient citing of plant). InterGen does
not believe that capping the TNUoS charging changes year on
year will dampen that locational signal, particularly when
considered alongside the more material changes in the charging
regime likely to be implemented under Project TransmiT.

Do you agree with the
proposed implementation
approach? If not, please state
why and provide an
alternative suggestion where
possible.

Do you have any other

InterGen agrees with the proposed implementation approach in
terms of timescale for delivery of the changes, i.e.
implementation on 1 April 2013.
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comments?

Do you wish to raise a WG
Consultation Alternative
Request for the Workgroup to
consider?

If yes, please complete a WG Consultation Alternative Request
form, available on National Grid's website, and return to the
above email address with your completed Workgroup
Consultation response proforma.

Specific questions for CMP207

Workgroup's views on
cost reflectivity and the
potential for
discrimination?

Q Question Response

1 Do you agree that there Yes, InterGen agrees that a force majeure cap would be of
should be a force majeure | use for the reasons set out in the consultation, particularly
clause (as outlined in regarding the upcoming Transmission Price Control Review.
paragraph 4.16) or do you
have any different views?

2 Do you believe this Yes, although it should be applied to generation as well as
CMP207 proposal should demand user to be complaint with the CUSC objectives in
improve predictability or facilitating and promoting competition.
stability of TNUoS
charges?

3 What is the best time of InterGen agrees that publishing the forecast for the following
year for the forecast upon | charging year at the same time and publishing the current year
which a cap could be final tariffs is most valuable.
based?

4 Do you believe an absolute | Yes, it may be useful to apply an absolute limit as opposed to
or percentage limit (as a percentage limit, in terms of a £/kW cap.
outlined in paragraphs
4.27-4.30) would be a more
suitable use of a limit?

5 Do you agree with the 20% | Yes, 20% is manageable in terms of business planning cycles
limit suggested by the and risk.
proposer? If not, why not?

6 Do you believe that such a | Blank
limit is suitable for
a(charging) year on year
change, or a forecast
change? Please provide
justification.

7 Do you agree with the Blank
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Question

Response

Do you agree with the
Workgroup's consensus
that the proposal could be
targeted on demand users
only?

No, InterGen does not agree as explained above.

Do you believe there is any
impact on small Suppliers
over and above those
already identified by the
Workgroup?

No
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CUSC Workgroup Consultation Response Proforma

CMP207 - Limit increases to TNUoS tariffs to 20% in any one year.

Industry parties are invited to respond to this consultation expressing their views and supplying
the rationale for those views, particularly in respect of any specific questions detailed below.

Please send your responses by 5pm on 21* August 2012 to cusc.team@nationalgrid.com
Please note that any responses received after the deadline or sent to a different email address
may not receive due consideration by the Workgroup.

Any queries on the content of the consultation should be addressed to Robyn Jenkins at

cusc.team@nationalgrid.com.

These responses will be considered by the Workgroup at their next meeting at which members
will also consider any Workgroup Consultation Alternative Requests. Where appropriate, the
Workgroup will record your response and its consideration of it within the final Workgroup Report
which is submitted to the CUSC Madifications Panel.

Respondent:

James Anderson (tel 0141 614 3006; mob 07753 621684)

Company Name:

ScottishPower Energy Management Ltd

Please express your views
regarding the Workgroup
Consultation, including
rationale.

(Please include any issues,
suggestions or queries)

Do you believe that CMP207
better facilitates the
Applicable CUSC Objectives?
Please include your
reasoning.

For reference, the Applicable CUSC Objectives for the Use of
System Charging Methodology are:

o that compliance with the use of system charging
methodology facilitates effective competition in the generation
and supply of electricity and (so far as is consistent therewith)
facifitates competition in the sale, distribution and purchase of
electricity

o that compliance with the use of system charging
methodology results in charges which reflect, as far as is
reasonably practicable, the costs (excluding any payments
between fransmission ficensees which are made under and in
accordance with the STC) incurred by transmission licensees
in their transmission businesses and which are compatible
with standard condition C26 (Requirements of a connect and
manage connection);

e that, so far as is consistent with sub-paragraphs (a) and
(b), the use of system charging methodology, as far as is
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reasonably practicable, properly takes account of the
developments in transmission licensees' fransmission
businesses.

ScottishPower believes that the proposal better meets the
applicable Charging Objectives as it facilitates competition in the
sale of electricity through improving the stability of TNUoS tariffs.

Although the proposal will not improve the cost-reflectivity of
charging, the proposal has safeguards to ensure that cost-
reflectivity between users is maintained between charging years.

Do you agree with the
proposed implementation
approach? If not, please state
why and provide an
alternative suggestion where
possible.

Do you have any other
comments?

ScottishPower agrees with the proposed implementation date of
1 April 2013.

Do you wish to raise a WG
Consultation Alternative
Request for the Workgroup to
consider?

No.

Specific questions for CMP207

Question

Response

—

Do you agree that there
should be a force majeure
clause (as outlined in
paragraph 4.16) or do you
have any different views?

We do not agree that there should be a force majeure clause.
The aim of the proposal is to provide increased certainty over
the movement of TNUoS tariffs. Introduction of a force
majeure clause would introduce uncertainty as to when such a
clause may be invoked and add additional complexity to the
proposal as a definition of what constituted force majeure in a
charging context would be required. Changes arising from a
Price Control would not constitute force majeure in the normal
usage of the term.

2 Do you believe this
CMP207 proposal should
improve predictability or
stability of TNUoS
charges?

ScottishPower believes that this proposal would improve
stability of TNUoS charges through the imposition of a cap on
changes. However, we believe that the changes proposed
under CMP 206 will better meet the requirements for improved
predictability.
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Question

Response

What is the best time of
year for the forecast upon
which a cap could be
based?

The notified TEC changes potentially represent one of the
largest influences on the locational differentials in TNUoS
tariffs and therefore it would seem appropriate to set the cap
on a forecast prepared once those changes were known (i.e.
an end of April forecast for the subsequent charging year).

Do you believe an absolute
or percentage limit (as
outlined in paragraphs
4.27-4.30) would be a more
suitable use of a limit?

In order to account for the large differences in tariffs between
transmission charging zones, ScottishPower believes that an
absolute limit on tariff movements would be more suitable than
a percentage limit. This would deal with the possibility of tariffs
becoming “trapped” at low values as outlined in para 4.37.

Do you agree with the 20%
limit suggested by the
proposer? If not, why not?

As outlined in our response to Q.4, we would prefer to see an
absolute limit applied.

Do you believe that such a
limit is suitable for a
(charging) year on year
change, or a forecast
change? Please provide
justification.

There may be occasions, such as the first year of a new price
control period, when there is a major step change in the
amount of allowed revenue to be recovered through TNUoS
charges. This change may lead to breaches of any cap (% or
absolute) and subsequent under-recovery of revenue.
Provided Suppliers have sufficient warning of tariff changes
through accurate forecasting by National Grid, such changes
can be factored into tariffs, For this reason, we believe that it
would be more appropriate to apply any cap to the difference
between forecast and actual tariffs. This would have the added
benefit of incentivising National Grid to provide accurate
forecasts.

Do you agree with the
Workgroup's views on
cost reflectivity and the
potential for
discrimination?

We agree with the Workgroup’s conclusion that the proposal
would have a greater impact on generators (who compete on a
single market price regardless of their locational TNUoS tariff)
than suppliers who all face the same tariffs in the same
TNUoS charging zones and are therefore better able to pass
through TNUoS changes. We do not believe that the
marginally improved cost reflectivity involved in introducing a
user-specific recovery of under-recovered revenues merits the
additional complexity involved.
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Question

Response

Do you agree with the
Workgroup's consensus
that the proposal could be
targeted on demand users
only?

ScottishPower believes that there would be merit in extending
the proposal to generation users. The proposal could be
applied to the wider locational element of the TNUo0S tariff only
as the local circuit and substation charges are unique to the
generation tariff.

Generation re-zoning only takes place at the beginning of a
new price control period (or under exceptional circumstances)
and therefore should not trigger the application of a cap on a
frequent basis. Indeed, smoothing of the transition of a
generator’s tariff from one zone to another may be
advantageous.

There are two aspects to the tariff changes arising from TEC
changes; changes where the users tariffs are affected by a
change in its own TEC which are partially predictable by that
users and tariff changes driven by other users’ TEC changes
which can be unforeseen and would merit the application of a
cap.

Do you believe there is any
impact on small Suppliers
over and above those
already identified by the
Workgroup?

ScottishPower does not believe that there would be any
materially different impact from this proposal on small
Suppliers.
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CUSC Workgroup Consultation Response Proforma

CMP207 - Limit increases to TNUoS tariffs to 20% in any one year.

Industry parties are invited to respond to this consultation expressing their views and supplying
the rationale for those views, particularly in respect of any specific questions detailed below.

Please send your responses by 5pm on 21* August 2012 to cusc.team@nationalgrid.com
Please note that any responses received after the deadline or sent to a different email address
may not receive due consideration by the Workgroup.

Any queries on the content of the consultation should be addressed to Robyn Jenkins at

cusc.team@nationalgrid.com.

These responses will be considered by the Workgroup at their next meeting at which members
will also consider any Workgroup Consultation Alternative Requests. Where appropriate, the
Workgroup will record your response and its consideration of it within the final Workgroup Report
which is submitted to the CUSC Madifications Panel.

Respondent: Gemma Trembecki, Regulations Manager.
Gemma.trembecki@opusenergy.com or 01604 673179

Company Name: Opus Energy Ltd

Please express your views We are supportive of the modification overall, believing it will
regarding the Workgroup reduce the risk that users are exposed to from unexpected
Consultation, including TNUoS charge increases.

rationale.

(Please include any issues,
suggestions or queries)

Do you believe that CMP207 For reference, the Applicable CUSC Objectives for the Use of
better facilitates the System Charging Methodology are:

Applicable CUSC Objectives?
Please include your
reasohing.

a) that compliance with the use of system charging
methodology facilitates effective competition in the
generation and supply of electricity and (so far as is
consistent therewith) facilitates competition in the sale,
distribution and purchase of electricity

b) that compliance with the use of system charging
methodology results in charges which reflect, as far as is
reasonably practicable, the costs (excluding any
payments between transmission licensees which are
made under and in accordance with the STC) incurred by
transmission licensees in their fransmission businesses
and which are compatible with standard condition C26
(Requirements of a connect and manage connection);

c) that, so far as is consistent with sub-paragraphs (a) and
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(b), the use of system charging methodology, as far as is
reasonably practicable, properly takes account of the
developments in transmission licensees' transmission
businesses.

We agree with the proposer that it would better facilitate
objective a). It would increase predictability of future TNUoS
charges, reducing supplier uncertainty and the resultant risk they
are exposed to, thereby benefitting competition.

We also agree with the proposer that it would better facilitate
object ¢) by meeting the ‘reasonably practical’ test for phasing in
significant charging changes

Do you agree with the
proposed implementation
approach? If not, please state
why and provide an
alternative suggestion where
possible.

Do you have any other
comments?

Yes

Do you wish to raise a WG
Consultation Alternative
Request for the Workgroup to
consider?

No

Specific questions for CMP207

Q Question

Response

—

Do you agree that there
should be a force majeure
clause (as outlined in
paragraph 4.16) or do you
have any different views?

We agree that a force majeure clause would be beneficial to
deal with circumstances such as new modification proposals
and new price control periods.

2 Do you believe this
CMP207 proposal should
improve predictability or
stability of TNUoS
charges?

See 6)

3 What is the best time of
year for the forecast upon
which a cap could be
based?

We agree with the workgroup suggestion that January would
be the most appropriate time.
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Question

Response

Do you believe an absolute
or percentage limit (as
outlined in paragraphs
4.27-4.30) would be a more
suitable use of a limit?

Users in high charging zones could be disadvantaged by a %
cap and vice versa. Therefore an absolute cap seems more
sensible.

Do you agree with the 20%
limit suggested by the
proposer? If not, why not?

Any % is initially going to be an arbitrary figure, 20% seems
reasonable. If we're working based on an absolute cap then
calculating a figure based on previous year's tariff changes
seems a sensible approach.

Do you believe that such a
limit is suitable for
a(charging) year on year
change, or a forecast
change? Please provide
justification.

Both of these are preferable to the status quo. A charging limit
would be ideal as it would improve both stability and
predictability of charges. A forecast limit would still be
beneficial as it would increase the predictability of charges.

Do you agree with the
Workgroup's views on
cost reflectivity and the
potential for
discrimination?

As far as possible this modification should not dilute the cost
reflective signals in the charging methodology. Areas that are
capped should be targeted to recover the revenue in the
following charging year. Targeting this further to particular
users that have benefited from capped charges would give still
less potential for discrimination. The main issue with this user
targeted approach is the much greater complexity that it
introduces, which raises guestions about how workable it is.

Do you agree with the
Workgroup's consensus
that the proposal could be
targeted on demand users
only?

Agree that due to the extra complexities surrounding
generation users that this should only be targeted on demand
users.

Do you believe there is any
impact on small Suppliers
over and above those
already identified by the
Workgroup?

No
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CUSC Workgroup Consultation Response Proforma

CMP207 - Limit increases to TNUoS tariffs to 20% in any one year.

Industry parties are invited to respond to this consultation expressing their views and supplying
the rationale for those views, particularly in respect of any specific questions detailed below.

Please send your responses by 5pm on 21* August 2012 to cusc.team@nationalgrid.com
Please note that any responses received after the deadline or sent to a different email address
may not receive due consideration by the Workgroup.

Any queries on the content of the consultation should be addressed to Robyn Jenkins at

cusc.team@nationalgrid.com.

These responses will be considered by the Workgroup at their next meeting at which members
will also consider any Workgroup Consultation Alternative Requests. Where appropriate, the
Workgroup will record your response and its consideration of it within the final Workgroup Report
which is submitted to the CUSC Madifications Panel.

Respondent:

Paul Jones paul.jones@eon-uk.com

Company Name:

E.ON

Please express your views
regarding the Workgroup
Consultation, including
rationale.

(Please include any issues,
suggestions or queries)

We have no other comments other than those provided to the
questions below.

Do you believe that CMP207
better facilitates the
Applicable CUSC Objectives?
Please include your
reasoning.

If the correct combination of elements are put together then the
first objective would be better met by promoting competition in
supply of electricity. This combination in our opinion would be:

¢ An absolute limit.

s Applied against a forecast provided in January 15 months
prior to the beginning of the year concerned.

¢ Applied to demand charges only.

¢  With surpluses and deficits rolled over into the charges
for the same zone in the following year.

Do you agree with the
proposed implementation
approach? If not, please state
why and provide an
alternative suggestion where
possible.

Do you have any other

Yes, although an implementation date of 1 April is less of an
objective if the limit is to be applied against a forecast.

Therefore, the change could be implemented in December 2012
with a forecast for 2014/15 provided in January 2013. The actual
effect of the proposal would not be seen on actual charges until
the 1 April 2014. However, this approach would not leave much
time for National Grid to make the necessary process and/or
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comments?

systems changes needed so on balance the proposed
implementation approach would seem appropriate.

limit suggested by the
proposer? If not, why not?

Do you wish to raise a WG No thank you.

Consultation Alternative

Request for the Workgroup to

consider?

Specific questions for CMP207

Q Question Response

1 Do you agree that there A force majeure clause maybe needed to cover rezoning if a
should be a force majeure | solution is implemented for generation too. However, if it is
clause (as outlined in solely aimed at demand charges then rezoning is an unlikely
paragraph 4.16) or do you | prospect, as demand zones are based on GSP Groups which
have any different views? | would be very difficult to change.

2 Do you believe this It should be aimed at improving predictability of charges. Cost
CMP207 proposal should reflective charges are important and should be allowed to
improve predictability or move in response to changes in generation and demand on
stability of TNUoS the network. However, given the amount of new investment
charges? that is being undertaken at present, anything that helps parties

with predicting future charges will be helpful.

3 What is the best time of Clearly suppliers will want as much notice as possible but this
year for the forecast upon | has to be set against the ability of National Grid to forecast
which a cap could be charges to a reasonable degree of accuracy. Therefore, on
based? balance it would seem appropriate to provide the forecast in

the January 15 months prior to the start of the relevant year
that it being forecast, at the same time that the final tariffs are
published for the previous year. Therefore, the forecast for the
charging year 2014/15 would be produced in January 2013.

4 Do you believe an absolute | Absolute. Absolute changes are more important. A 100%
or percentage limit (as increase in a £0.5/kW charge has less of an impact than a
outlined in paragraphs 10% change in a £10/kW charge.
4.27-4.30) would be a more
suitable use of a limit?

5 Do you agree with the 20% | We do not support a percentage limit.
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Question

Response

Do you believe that such a
limit is suitable for a
(charging) year on year
change, or a forecast
change? Please provide
justification.

The limit should be against the forecast rather than the year on
year change, as the modification should assist with
predictability as in our answer to 2 above. This would also
remove a significant potential issue with a year on year limit
which is that, if under-recovered money is carried over into the
charges for same zone in the following year, then there is a
risk that the limit could be triggered again simply because of
effect of the amount of money carried over. Against a
background of increasing network costs, this could result in the
limit being reached for several consecutive years with the
associated revenue remaining unrecovered over a significant
period. However, the forecast can take into account expected
over-recoveries (or under-recoveries) from the previous year.

Do you agree with the
Workgroup's views on
cost reflectivity and the
potential for
discrimination?

Seeking to recover under-recoveries solely from the particular
user/s who benefitted from the capping would be most cost
reflective and non discriminatory. However, it would also
introduce a significant amount of complexity into the solution.
A reasonable compromise may be to recover any under
recovery from the same zone (for demand charges) as
customers within that zone would not be expected to change
much from year to year.

Do you agree with the
Workgroup's consensus
that the proposal could be
targeted on demand users
only?

Yes, simply because applying the solution to generation zones
would be unduly complex if issues of discrimination are to be
avoided.

Do you believe there is any
impact on small Suppliers
over and above those
already identified by the
Workgroup?

No.
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CUSC Workgroup Consultation Response Proforma

CMP207 - Limit increases to TNUoS tariffs to 20% in any one year.

Industry parties are invited to respond to this consultation expressing their views and supplying
the rationale for those views, particularly in respect of any specific questions detailed below.

Please send your responses by 5pm on 21* August 2012 to cusc.team@nationalgrid.com
Please note that any responses received after the deadline or sent to a different email address
may not receive due consideration by the Workgroup.

Any queries on the content of the consultation should be addressed to Robyn Jenkins at

cusc.team@nationalgrid.com.

These responses will be considered by the Workgroup at their next meeting at which members
will also consider any Workgroup Consultation Alternative Requests. Where appropriate, the
Workgroup will record your response and its consideration of it within the final Workgroup Report
which is submitted to the CUSC Madifications Panel.

Respondent:

Garth Graham (garth.graham@sse.com

Company Name:

SSE

Please express your views
regarding the Workgroup
Consultation, including
rationale.

(Please include any issues,
suggestions or queries)

Overall, for the reasons we detail below, we believe that
CMP207 (as proposed) would undermine the cost reflectivity of
TNUoS and could introduce unintended (and detrimental)
consequences, including discrimination against Users in high
charging zones.

Furthermore (for the reasons noted below) we believe there is a
strong case, if CMP 207 is to be introduced, that it only apply to
demand and not generation due to the complexity and impacts
that would arise otherwise.

Do you believe that CMP207
better facilitates the
Applicable CUSC Objectives?
Please include your
reasoning.

For reference, the Applicable CUSC Objectives for the Use of
System Charging Methodology are:

o (a) that compliance with the use of system charging
methodology facilitates effective competition in the generation
and supply of electricity and (so far as is consistent therewith)
facifitates competition in the sale, distribution and purchase of
electricity

s (b) that compliance with the use of system charging
methodology results in charges which reflect, as far as is
reasonably practicable, the costs (excluding any payments
between fransmission ficensees which are made under and in
accordance with the STC) incurred by transmission licensees
in their transmission businesses and which are compatible
with standard condition C26 (Requirements of a connect and
manage connection);
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e (c) that, so far as is consistent with sub-paragraphs (a)
and (b), the use of system charging methodology, as far as is
reasonably practicable, properly takes account of the
developments in transmission licensees' fransmission
businesses.

We concur with the Workgroup’s initial view that CMP207 does
not better facilitate Applicable GUSC Objective (b) on the ground
of reducing cost reflectivity.

Given the impact, with respect to undermining cost reflectivity, it
is our initial view that CMP207 would not better facilitate
Applicable CUSC Objective (a) as there would be a detrimental
effect; on effective competition in the generation and supply of
electricity; if costs were not reflected on those that gave rise to
them.

At this stage we, like the Workgroup, have not reached an initial
view on Applicable Objective (c).

Do you agree with the
proposed implementation
approach? If not, please state
why and provide an
alternative suggestion where
possible.

Do you have any other
comments?

We note the proposed implementation approach set out in
section 6 of the consultation document. We agree with this
approach as it conforms with the 1% April charging change
philosophy. Interms of the possible alternatives, we concur with
the possible implementation approach outlined in paragraph 6.2.

We note the comments from National Grid in paragraph 6.3
regarding changes to the Transport and Tariff model. It should
be recognised that Users would wish to see any changes to the
Transport and Tariff model published by National Grid at the
earliest opportunity so that Users can use this to (a) check the
National Grid calculated TNUoS tariffs and (b) undertake their
own forecast(s) of tariffs etc., in the future.

Do you wish to raise a WG
Consultation Alternative
Request for the Workgroup to
consider?

No.

Specific questions for CMP207

Question

Response

—_

Do you agree that there
should be a force majeure
clause (as outlined in
paragraph 4.16) or do you
have any different views?

We note the discussion in paragraph 4.16 and agree that a
force majeure clause should be included to deal with Price
Control period variables.

70




Question

Response

Do you believe this
CMP207 proposal should
improve predictability or
stability of TNUoS
charges?

Whilst we can see a case for CMP207 leading to an
improvement in the stability of TNUoS charges, we do not
necessarily see this equating to stability in the predictability of
TNUoS as the TNUoS charge (in terms of the amount of
money (£) to be recovered from demand and generation) will
remain.

What is the best time of
year for the forecast upon
which a cap could be
based?

Given that the main variables for setting TNUoS are (a) the
amount of money to be recovered and (b) the volume of (i)
demand and (ii) generation from which (a) is to be recovered it
would seem sensible to go with the forecast after (i) and (ii)
are better known; namely after the week 24 (demand)
submission as this comes after the (generation) TEC changes
in March.

Do you believe an absolute
or percentage limit (as
outlined in paragraphs
4.27-4.30) would be a more
suitable use of a limit?

Notwithstanding our general concerns over the detrimental
impact on cost reflectivity associated with a limit, if CMP207
were to be implemented then; in our view; the limit should be
an absolute cap to reflect, in particular, the issue (as noted in
paragraph 4.28) of low £ charging zones where relatively small
£ changes could ‘max out’ if based on the percentage limit.

This could, in extremis, lead to such low £ charging zones
hitting the percentage limit over repeated years when the
previous year(s) under recovery (plus National Grid financing
costs) are factored in. This ‘racking up’ of old under recovered
amounts over many years could result in the amounts
involved, effectively, never being recovered in those zones.

We agree with those that argue (in paragraph 4.28) that a
percentage limit would, in these circumstances, discriminate
disproportionally against those users in high charging zones.

Do you agree with the 20%
limit suggested by the
proposer? If not, why not?

For the reasons outlined elsewhere in this response, we do not
believe a limit is appropriate, due to the impact on cost
reflectivity associated with such a limit.

Notwithstanding this, if a limit is to be imposed then 20% might
be considered suitable — although we note that TNUoS /
transmission costs make up a small part of end consumers
overall electricity bills (circa 4%) so even a 25% increase in
those charges, year on year, should equate (in this simple
example) to a circa 1% increase in end consumers overall
charges. Given the other variable elements in electricity bills,
such as fuel costs, and that the under recovered amount (plus
National Grid financing costs) will have to be recovered from
end consumers at a later date a question arises as to whether
there should be a limit at all.
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Question

Response

Do you believe that such a
limit is suitable for
a(charging) year on year
change, or a forecast
change? Please provide
justification.

Notwithstanding our general concerns over the detrimental
impact on cost reflectivity associated with a limit, if CMP207
were to be implemented then; in our view; given the defect
identified, it would be more appropriate to apply the limit based
on the forecast change. We believe a limit should not be
based on the (charging) year on year change.

Do you agree with the
Workgroup's views on
cost reflectivity and the
potential for
discrimination?

Yes. As noted elsewhere in this response, we have concerns
that CMP207 would substantially impact on cost reflectivity
and could, as aresult, discriminate against Users.

Notwithstanding our comments under Q8 below, the effect on
cost reflectivity and discrimination would be especially acute if
CMP207 were to apply to generation (as well as demand).

Do you agree with the
Workgroup's consensus
that the proposal could be
targeted on demand users
only?

Yes. We believe there would be substantially detrimental
effects on generation if CMP207 were to apply to generation
and demand.

In particular, there would be the effect on competition in
generation if, say, those in zone A (who were due for a 25%
increase) were able to offer lower prices (in the wholesale
market) than those in zone B (who were due for a 15%
increase) as zone A costs were less than what the costs
should be in that year.

A further, compounding, problem is the re-zoning of generation
charging zones (which does not, practically, happen with
demand) and the effect of generation plant closing / opening in
zones where charges in previous year(s) have been reduced
due to the limit.

Do you believe there is any
impact on small Suppliers
over and above those
already identified by the
Workgroup?

Our initial view is that there are no significant additional
impacts over and above those already identified by the
Workgroup — although we appreciate small Suppliers may, via
this consultation, provide additional items that we are not as
familiar with as them.

72




CUSC Code Administrator Consultation Response Proforma

3 Code Administrator Consultation Responses

CMP207 —Limit increases to TNUoS taritfs to 20% in any one year.

Industry parties are invited to respond to this consultation expressing their views and supplying
the rationale for those views, particularly in respect of any specific questions detailed below.

Please send your responses by 24 October 2012 to cusc.team@naticnalgrid.com Please
note that any responses received after the deadline or sent to a different email address may
not receive due consideration by the CUSC Modifications Panel when it makes its
recommendation to the Authority.

These responses will be included in the Final CUSC Madification Report which is submitted to
the CUSC Madifications Panel.

Respondent: Paul Mott

Company Name: EDF Energy

Do you believe that CMP207 No
better facilitates the
Applicable CUSC Objectives?
Please include your
reasoning.

This proposal would reduce the extent to which the use of
system charging methodology results in charges which reflect,
as far as is reasonably practicable, the costs. This would have a
negative impact on CUSC Charging Objective (b).

This change proposal would also reduce the extent to which the
use of system charging methodology facilitates effective
competition in the generation and supply of electricity and so
would not facilitate competition in the sale, distribution and
purchase of electricity. This is because it impedes cost-
reflectivity.

We do not believe that there have been any relevant
developments in transmission licensees' transmission
businesses, so Charging CAO (c) is not relevant

For reference, the Applicable CUSC Objectives for the Use of
System Charging Methodology are:

(a) that compliance with the use of system charging methodology
facilitates effective competition in the generation and supply of
electricity and (so far as is consistent therewith) facilitates
competition in the sale, distribution and purchase of electricity;

(b) that compliance with the use of system charging methodology
results in charges which reflect, as far as is reasonably
practicable, the costs (excluding any payments between
transmission licensees which are made under and in accordance
with the STC) incurred by transmission licensees in their
transmission businesses and which are compatible with standard
condition C26 (Requirements of a connect and manage
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connection);

(c) that, so far as is consistent with sub-paragraphs (a) and (b),
the use of system charging methodology, as far as is reasonably
practicable, properly takes account of the developments in
transmission licensees' transmission businesses.

Do you support the proposed
implementation approach? If
not, please state why and
provide an alternative
suggestion where possible.

We note that the principle in CUSC is that charging method
changes should be implemented on the 1st April.

We agree that CMP207 could, as the Workgroup has concluded,
be implemented in time for April 2013/14. However, the
workgroup Report does not document by when NG needs this
change to be passed for this to be feasible for NG to incorporate
it and apply it in its charge calculations.

Do you have any other
comments?

For 2013/14 compared to 2012/13, the increase in TOs' allowed
revenue exceeds 20% (being 21.7%). It is only the workgroup’s
finesse in defining that the 20% cap is to make allowance for
inflation, that prevents the cap being breached were it applied to
this period. It could be unworkable for large changes in charges
overall. A change in the G/D split, which could occur in future,
could also cause the cap, which is now proposed to be applied to
demand side tariffs only, to be breached across a number of
demand side zones, possibly all, in the year when the split was
altered.

The application of a percentage cap has some drawbacks
compared with the effect the proposal seems to address. In
some transmission charging zones a 20% cap could be reached
even for cases where the absolute value of the increase in the
TNUO0S tariff is relatively low. In Zone 1 (North of Scotland) the
demand side TNU0S is £10.74/kW compared to £31.06/kW for
Zone 14 (South West of England). A 20% cap on increases and
decreases in TNUoS therefore only allows a third as great a
change in absolute terms in the lower-priced zone, compared to
the higher. The 20% limit thus amounts to a small limit on
annual increase/decrease of £2/kW in Zone1.
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CUSC Code Administrator Consultation Response Proforma

CMP207 —Limit increases to TNUoS tariffs to 20% in any one year.

Industry parties are invited to respond to this consultation expressing their views and supplying
the rationale for those views, particularly in respect of any specific questions detailed below.

Please send your responses by 24 October 2012 to cusc.team@nationalgrid.com Please
note that any responses received after the deadline or sent to a different email address may
not receive due consideration by the CUSC Modifications Panel when it makes its
recommendation to the Authority.

These responses will be included in the Final CUSC Modification Report which is submitted to
the CUSC Modifications Panel.

Respondent: Paul Jones paul.jones@eon-uk.com

Company Name: E.ON

Do you believe that CMP207 We do not support any of the options:
better facilitates the
Applicable CUSC Objectives?
Please include your
reasoning.

For the original and WACMSs 1 and 2, the main issue is that they
seek to limit changes in tariffs based on a percentage. It is
actually nominal changes in tariffs which are an issue. A 20%
change in a £10/kW tariff is a bigger issue than a 50% change in
a £1/kW tariff.

Applying a cap against year on year changes is also an issue.
This could result in charges not meeting the correct levels for a
number of years if the rolled over amounts from previous caps
were capped again in subsequent years. Ultimately, this could
result in charges failing to recover the correct amount of revenue
for a number of years.

A cap against a forecast makes more sense than a change year
on year, as it is the predictability of charges which is important.
A forecast in April would be more accurate but would be of less
worth to a supplier than one in the preceding January.

A main issue with the proposal is the requirement for under or
over recoveries to be rolled over to subsequent years. Whilst in
principle we have no problem with this, we do not believe that it
would be accepted in practice as a change to the transmission
licence is likely to be necessary.

On balance we do not support any of the options, although we
are supportive of the principle of making charges easier to
predict.

Do you support the proposed | Although we do not support the modification, the approach
implementation approach? If | proposed for its implementation appears logical and sensible.
not, please state why and
provide an alternative
suggestion where possible.

Do you have any other No thank you.
comments?
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CUSC Code Administrator Consultation Response Proforma

CMP207 —Limit increases to TNUoS tariffs to 20% in any one year.

Industry parties are invited to respond to this consultation expressing their views and supplying
the rationale for those views, particularly in respect of any specific questions detailed below.

Please send your responses by 24 October 2012 to cusc.team@nationalgrid.com Please
note that any responses received after the deadline or sent 1o a different email address may
not receive due consideration by the CUSC Modifications Panel when it makes its
recommendation to the Authority.

These responses will be included in the Final CUSC Modification Report which is submitted to
the CUSC Modifications Panel.

Respondent: James Anderson; james.anderson@scottishpower.com;

0141 614 3006

Company Name: ScottishPower Energy Management Lid

Do you believe that CMP207 For reference, the Applicable CUSC Objectives for the Use of
better facilitates the System Charging Methodology are:

Applicable CUSC Objectives?
Please include your
reasoning.

(a) that compliance with the use of system charging methodology
facilitates effective competition in the generation and supply of
electricity and (so far as is consistent therewith) facilitates
competition in the sale, distribution and purchase of electricity;

(b) that compliance with the use of system charging methodology
results in charges which reflect, as far as is reasonably
practicable, the costs (exciuding any payments between
transmission licensees which are made under and in accordance
with the STC) incurred by transmission licensees in their
transmission businesses and which are compatible with standard
condition C26 (Requirements of a connect and manage
connection);

(c) that, so far as is consistent with sub-paragraphs (a) and (b),
the use of system charging methodology, as far as is reasonably
practicable, properly takes account of the developments in
transmission licensees' transmission businesses.

The Proposal may better meet Applicable CUSGC Objective A
(improved competition) if it was based upon an absolute cap on
the change between forecast and outturn tarifts as it would
reduce uncertainty and improve predictability.

The Proposal is broadly neutral in its effect upon cost reflectivity
(Applicable CUSC Objective B). Although the proposal will not
improve the cost-reflectivity of charging, the proposal has
safeguards to ensure that cost-reflectivity between users is
maintained between charging years.
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ScottishPower believes that the Proposal is neutral in respect of
Applicable CUSC Objective C.

Do you support the proposed
implementation approach? If
not, please state why and
provide an alternative
suggestion where possible.

ScottishPower supports the proposed implementation approach.

Do you have any other
comments?

No.
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CUSC Code Administrator Consultation Response Proforma

CMP207 —Limit increases to TNUoS tariffs to 20% in any one year.

Industry parties are invited to respond to this consultation expressing their views and supplying
the rationale for those views, particularly in respect of any specific questions detailed below.

Please send your responses by 24 October 2012 to cusc.team@nationalgrid.com Please
note that any responses received after the deadline or sent to a different email address may
not receive due consideration by the CUSC Modifications Panel when it makes its

recommendation to the Authority.

These responses will be included in the Final CUSC Modification Report which is submitted to

the CUSC Modifications Panel.

Respondent:

Company Name:

Opus Energy Lid

Do you believe that CMP207
better facilitates the
Applicable CUSC Objectives?
Please include your
reasoning.

For reference, the Applicable CUSC Obijectives for the Use of
System Charging Methodology are:

(a) that compliance with the use of system charging methodology
facilitates effective competition in the generation and supply of
electricity and (so far as is consistent therewith) facilitates
competition in the sale, distribution and purchase of electricity;

(b) that compliance with the use of system charging methodology
results in charges which reflect, as far as is reasonably
practicable, the costs (excluding any payments between
transmission licensees which are made under and in accordance
with the STC) incurred by transmission licensees in their
transmission businesses and which are compaiible with standard
condition C26 (Requirements of a connect and manage
connection);

(c) that, so far as is consistent with sub-paragraphs (a) and (b),
the use of system charging methodology, as far as is reasonably
practicable, properly takes account of the developments in
transmission licensees' transmission businesses.

We believe the modification better facilitates applicable objective
a). It reduces the uncentainty and risk that suppliers face from
large charge changes. It therefore benefits competition between
suppliers.

We believe it will be neutral against b). The alternatives we
support (WACMs 1 & 3) only require tariffs not to deviate from
forecasts. Therefore cost-reflectively can still be properly
maintained in the long-term but with a more suitable amount of
warning for any extreme changes.
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This increased amount of warning for large changes also
facilitates applicable objective c¢) by meeting the ‘reasonably
practical’ test for phasing in significant charging changes

Do you support the proposed
implementation approach? If
not, please state why and
provide an alternative
suggestion where possible.

We support both WACM1 and WACMS for reasons outlined
above.

We also agree with the implementation timescales set out in the
report

Do you have any other
comments?

No
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CUSC Code Administrator Consultation Response Proforma

CMP207 —Limit increases to TNUoS tariffs to 20% in any one year.

Industry parties are invited to respond to this consultation expressing their views and supplying
the rationale for those views, particularly in respect of any specific questions detailed below.

Please send your responses by 24 October 2012 to cusc.team@nationalgrid.com Please
note that any responses received after the deadline or sent to a different email address may
not receive due consideration by the CUSC Modifications Panel when it makes its

recommendation to the Authority.

These responses will be included in the Final CUSC Modification Report which is submitted to

the CUSC Modifications Panel.

Respondent:

Antony Badger
antony. badger@havenpower.com

Company Name:

Haven Power Limited

Do you believe that CMP207
better facilitates the
Applicable CUSC Objectives?
Please include your
reasoning.

For reference, the Applicable CUSC Objectives for the Use of
System Charging Methodology are:

(a) that compliance with the use of system charging methodology
facilitates effective competition in the generation and supply of
electricity and (so far as is consistent therewith) facilitates
competition in the sale, distribution and purchase of electricity;

In our view, CMP207 would enable suppliers fo improve the
accuracy of their forecasts and assessments of future costs.
This should lead to more informed business plans and pricing
sfrategies. Suppliiers would also face less uncertainty with
respect to future changes in use of system charges and so be
exposed to less risk which they cannot hedge. This is better for
existing and potential new entrants. Overall, this would mean
that prices to end customers would be lower.

{b) that compliance with the use of system charging methodology
results in charges which reflect, as far as is reasonably
practicable, the costs (excluding any payments between
transmission licensees which are made under and in accordance
with the STC) incurred by transmission licensees in their
transmission businesses and which are compatible with standard
condition C26 (Requirements of a connect and manage
connection);

(¢) that, so far as is consistent with sub-paragraphs (a) and (b),
the use of system charging methodology, as far as is reasonably
practicable, properly takes account of the developments in
transmission licensees’ transmission businesses.

CMP207 would enable more orderly phasing of significant
changes to NGET's (and other TO'’s) charging. Capping changes

80




in this way may also enable NGET to better meet the
“reasonably practical” test in this objective.

Do you support the proposed
implementation approach? If
not, please state why and
provide an alternative
suggestion where possible.

Yes.

Do you have any other
comments?

No.
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CUSC Code Administrator Consultation Response Proforma

CMP207 —Limit increases to TNUoS tariffs to 20% in any one year.

Industry parties are invited to respond to this consultation expressing their views and supplying
the rationale for those views, particularly in respect of any specific questions detailed below.

Please send your responses by 24 October 2012 to cusc.ieam@nationalgrid.com Please
note that any responses received after the deadline or sent to a different email address may
not receive due consideration by the CUSC Modifications Panel when it makes its

recommendation to the Authority.

These responses will be included in the Final CUSGC Modification Report which is submitted to

the CUSC Modifications Panel.

Respondent:

Colin-Prestwich@smartestenergy.com 01473 234107

Company Name:

SmartestEnergylLid

Do you believe that CMP207
better facilitates the
Applicable CUSC Objectives?
Please include your
reasoning.

We believe that CMP207 does meet the first objective to a
certain extent. “that compliance with the use of system charging
methodology facilitates effective competition in the generation
and supply of electricity and (so far as is consistent therewith)
facilitates competition in the sale, distribution and purchase of
electricity

” This is because there are detrimental impacts on competition
from sharp increases as it increases risk to suppliers, especially
small suppliers.

We do not believe that CMP207 meets the second objective “that
compliance with the use of system charging methodology results
in charges which reflect, as far as is reasonably practicable, the
cosis (excluding any payments between transmission licensees
which are made under and in accordance with the STC} incurred
by transmission licensees in their transmission businesses and
which are compatible with standard condition C26
(Requirements of a connect and manage connection);

We have no comment to make on the third objective: “that, so far
as Is consistent with sub-paragraphs (a) and (b), the use of
system charging methodology, as far as is reasonably
practicable, properly takes account of the developmenis in
transmission licensees' transmission businesses.”

Do you support the proposed
implementation approach? If
not, please state why and
provide an alternative
suggestion where possible.

NA
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Do you have any other
comments?

We do not think it is practical to implement CMP207 as originally
proposed given the difficulties of moving costs elsewhere,
especially in view of Ofgem’s desire for charges to be cost
reflective and as far as possible in the periods in which the costs
are incurred.

However, it is a great shame that industry is not being consulted
further on their views of any of the WACMs (or a hybrid WACM),
all of which are generally acknowledged to be supetior to the
original. We could have supported a solution which had some of
the following features: deviations from forecast, locational caps
and collars, combination of percentage and fixed movement.
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CUSC Code Administrator Consultation Response Proforma

CMP207 —Limit increases to TNUoS tariffs to 20% in any one year.

Industry parties are invited to respond to this consultation expressing their views and supplying
the rationale for those views, particularly in respect of any specific questions detailed below.

Please send your responses by 24 October 2012 to cusc.team@nationalgrid.com Please
note that any responses received after the deadline or sent to a different email address may
not receive due consideration by the CUSC Madifications Panel when it makes its

recommendation to the Authority.

These responses will be included in the Final CUSC Modification Report which is submitted to

the CUSC Modifications Panel.

Respondent:

Garth Graham (garth.graham@sse.com)

Company Name:

SSE

Do you believe that CMP207
better facilitates the
Applicable CUSC Objectives?
Please include your
reasoning.

For reference, the Applicable CUSC Objectives for the Use of
System Charging Methodology are:

(a) that compliance with the use of system charging methodology
facilitates effective competition in the generation and supply of
electricity and (so far as is consistent therewith) facilitates
competition in the sale, distribution and purchase of electricity;

(b) that compliance with the use of system charging methodology
results in charges which reffect, as far as is reasonably
practicable, the costs (excluding any payments between
transmission licensees which are made under and in accordance
with the STC) incurred by transmission licensees in their
transmission businesses and which are compatible with standard
condition C26 (Requirements of a connect and manage
connection);

(c) that, so far as is consistent with sub-paragraphs (a) and (b),
the use of system charging methodology, as far as is reasonably
practicable, properly takes account of the developments in
transmission licensees' iransmission businesses.

We have considered the consultation document, the Workgroup
deliberations, the National Grid Opinion and the responses to the
Workgroup consultation.

In particular we are mindful of the expected increases in TO
revenue associated with the forthcoming RIIO changes (as set
out in Table 1) and the increases associated with OFTOs (set
out in Table 2). These indicate a 21.7% increase in the revenue
to be recovered (by National Grid as SO) for the (onshore) TOs
from 2012/13 to 2013/14. This implies that if CMP207 were in
place that next year all demand zone charges would, in principle,
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be capped.

This in our view could have perverse and unintended
consequences for those Suppliers that have exercised good
industry practice and anticipated (from public domain
information) such an increase and reflected this in the
commercial arrangements with their providers and customers. |t
would adversely (and detrimentally) impact on competition in the
supply of electricity if other Suppliers (who had not taken the
equivalent steps) were to have those increases capped.

Furthermore, once implemented Suppliers who had, in the past,
exercised good industry practice and anticipated (from public
domain information) such an increase would have no such
incentive to do so (as the cap of 20%) would be factored in going
forward. This would be detrimental to innovation in terms of
Suppliers seeking to differential themselves from other Suppliers
in the market which would, in itself, also be detrimental to
competition.

We therefore conclude for these (and the other reasons shown in
Section 7) that CMP207 Original and WACMs 1-4 would not
better facilitate Applicable Objective (a).

In respect of Applicable Objective (b) we agree with the reasons
shown in Section 7 as to why CMP207 Original and WACMs 1-4
would not better facilitate (b).

We note that if TNUoS charges were to be capped in one zone it
would mean that parties in that zone were not (in that particular
charging year) paying the cost reflective price that they should.
Whilst, in theory, they would pay that cost (along with interest /
National Grid costs — which begs the question, should they not,
at the very least have the right to opt out?) the following year it
might, in certain zones, lead to that subsequent year’s charges
also capping out...leading to a ‘never-ending’ rollover of TNUoS.

In respect of Applicable Objective (c) we agree with the
Workgroup that CMP207 Original and WACMs 1-4 would be
neutral to (c).

Do you support the proposed
implementation approach? If
not, please state why and
provide an alternative
suggestion where possible.

We note the implementation approach set out in Section 6 of the
consultation document.

We support the proposed implementation for the Qriginal of 1%
April 2013.

We support the proposed implementation for the four
Alternatives; namely that implementation on the 1st April 2013
would mean (for the four Alternatives) that the first applicable
year ahead forecast tariffs would be produced during the
2013/14 charging year as a forecast for the 2015/16 charging
year. Hence there would be no impact (in terms of limits on
changes) on final TNUGS tariffs until the start of the 2015/16
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charging year if an Alternative were implemented.

Do you have any other
comments?

In principle we support the broad aims of CMP207 in terms of
seeking to reduce volatility of charges to consumers which
requires that the individual elements that make up those charges
have minimum volatility.

That having been said, we recognise that in order to achieve this
there needs to be changes to the regulatory regime in order to
put this into effect.

In this regard we note the publication (on 17" October 2012) of
Ofgem’s decision on “in relation to measures to mitigate network

charging volatility arising from the price control settlement”.

We note that of the five options identified* by Ofgem that with
respect to the one associated with capping charges (option 5)
that "...we do not intend to implement caps and collars to allowed
revenues. We do not consider a cap and collar would improve the
allocation of risk, or be beneficial to customers, given the improvement
to predictability being introduced under options 1 to 4 [*]." [page 5]

In view of the Ofgem decision with respect to taking forward their
options 1-4 (coupled with the decision not to take forward option
5) we believe it would not be appropriate to implement CMP207
Original and WACMs 1-4 as we would hope (and expect) that the
four options identified by Ofgem could have a material impact in
this area (which could both obviate the need for CMP207 and / or
address the defect more holistically).

Finally, we have identified a humber of typos with the draft legal text,
which we will discuss with the Code Administrator separately.

*

Table 1: Options and our decision

Option [our decision
1 Improved information for suppliers and customers|{Implementing
Restricting the frequency of intra-year charge Implementing

changes

that networks recover through allowed revenues

2
3 Increasing the lag on incentive rewards/penalties [Implementing
4

Increasing the lag on adjustments to allowed Implementing for some
revenues from uncertainty mechanisms types of uncertainty
mechanisms

g5 Imposing a cap and collar on changes to allowed [Not implementing
revenues
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4 Proposed Legal Text (post Code Administrator Consultation)

Original
SdsCw2

| FinaleAkW TariffDeferred Zonal Demand Tariff (£/kW)

14.15.82 Where, in_accordance with paragraph 14.15.88, there is a carry over of
revenue from the previous charging year (“Deferred Zonal Revenue”) it will be
collected through a tariff (“Deferred Zonal Demand Tariff”). Deferred Zonal
Revenue will be carried over to the following charging year on a zonal basis
incorporating _any _adjustment _as defined in National Grid's eleciricity
fransmission licence.

14.15.83 Deferred Zonal Demand Tariffs will be derived through the division of the
Deferred Zonal Revenue for each demand zone by the current Total Forecast
Metered Triad Demand for that zone:

DZR .
DzZDT,, = bi
Di
Where
DZDT = Deferred Zonal Demand Tariff (£/kW)
DZR = Deferred Zonal Revenue (£m);

Final £/kW Tariff

14.15.8214.15.84 The effective Transmission Network Use of System tariff (TNUoS)
can now be calculated as the sum of the corrected transport wider tariff, the
non-locational residual tariff, ard—the local tariff__and the Deferred Zonal
Demand Tariff:

CTT.. + RT, )
= et Me |y and =t KL | hopr,
1000 1000
Where
ET = Effective TNUoS Tariff expressed in £/kW

34-45-8314.15.85 Where tariffs do not change mid way through a charging year,
final demand and generation tariffs will be the same as the effective tariffs.

FT,, = ET,, and FT, =ET,

34458414.15.86 Where tariffs are changed part way through the year, the final
tariffs will be calculated by scaling the effective tariffs to reflect that the tariffs
are only applicable for part of the year and parties may have already incurred

TNUoS liability.
21 14
12x(ETGixZGGi—FLGiJ 12x[ETDixZDm—FLDiJ
FT, = o and FT, = o
bx > Gy, bx> D,
Gi=1 Di=1

Where:
b = number of months the revised tariff is applicable for
FL = Forecast liability incurred over the period that the original tariff is applicable for

14.15.8514.15.87 If the final demand TNUoS Tariff results in a negative number then
this is collared to £0/kW with the resultant non-recovered revenue smeared
over the remaining demand zones:
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Therefore, NRRT, ="+

Therefore the revised Final Tariff for the demand zones with positive Final tariffs is given

by:
For=1toz RFT,, =0
For i=z+1to 14: RFT,, =FT,,+ NRRT,
Where
NRRTp, =  Non Recovered Revenue Tariff (£/kW)
RFT, = Revised Final Tariff (£/kW)

14.15.88 If the final demand TNUoS tariff is found, after accounting for the impact of the Retail
Price Index (RPI), to be 20% higher or lower than the value of the previous year’s final
demand TNUoS tariff, then the final demand TNUoS tariff shall be capped, or collared
ag appropriate. to a 20% limit based on the previous year’s tariff, FTp;v.qy.

If FToiy < 08X FTpir -ux(1+ RPI) then FToy =08X FToiv - X (1+ RPI)
1 FTow >1.2% FIpiy-vyX(1+ RPI) P =1.2xFTpir -yX(1+ RPI)

Any revenue excess or deficit arising as a result of this capping or collaring shall
be recorded on a zonal basis and recovered in the following financial year

accounting for any adjustments as defined in National Grid’s electricity
transmission licence.

14.15.891n the event of a change to the Transmission Network Use of System Charging

Methodology that has the potential for significant change to the derivation of demand
TNUOoS tariffs, then the use of the process described in paragraph 14.15.88 for the

following vear’s demand TNUoS tariffs will be reviewed by the Company and the
decision published.

+416-8614.15.90 The tariffs applicable for any particular year are detailed in The
Company's Statement of Use of System Charges, which is available from the
Charging website. Archived tariff information may also be obtained from the
Charging website.

H415.8714.15.91 The zonal maps referenced in The Company's Statement of Use of
System Charges and available on the Charging website contain detailed information
for the charging year in question of which Grid Supply Points fall into which TNUoS

Zones.

14-15-8814.15.92  New Grid Supply Points will be classified into zones on the following
basis:

¢  Por demand zones, according to the GSP Group to which the Grid Supply Point is allocated
for energy market settlement purposes.
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e For demand zones, according to the GSP Group to which the Grid Supply Point is
allocated for energy market settlement purposes.

e For generation zones, with reference to the geographic proximity to existing zones
and, where close to a boundary between existing zones, with reference to the
marginal costs arising from transport model studies. The GSP will then be allocated
to the zone, which contains the most similar marginal costs.

341458914.15.93 The Company has available, upon request, the DCLF ICRP
transport model, tariff model template and data necessary to run the model,
consisting of nodal values of generation and demand connection points to the
NETS. The model and data will enable the basic nodal charges to be
determined and will also allow sensitivity analysis concerning alternative
developments of generation and demand to be undertaken. The model is
available from the Gharging Team and whilst it is free of charge, it is provided
under licence to restrict its distribution and commercial use.

34459014.15.94 The Company will be pleased to run specific sensitivity studies for
Users under a separate study contract in line with the fees set out in the
Statement of Use of System Charges. Please contact the Charging Team.

+4-45-9414.15.95 The factors which will affect the level of TNUoS charges from year
to year include the forecast level of peak demand on the system, the Price
Control formula (including the effect of any under/over recovery from the
previous year), the expansion constant, the locational security factor, changes
in the transmission network and changes in the pattern of generation capacity
and demand.

141509214.15.96 In accordance with Standard Licence Conditicn C13, generation
directly connected to the NETS 132kV transmission network which would
normally be subject to generation TNUoS charges but would not, on the basis
of generating capacity, be liable for charges if it were connected to a licensed
distribution network qualifies for a reduction in transmission charges by a
designated sum, determined by the Authority. Any shortfall in recovery will
result in a unit amount increase in demand charges to compensate for the
deficit. Further information is provided in the Statement of the Use of System
Charges.

Stability & Predictability of TNUoS tariffs

34459314.15.97 A number of provisions are included within the methodology to
promote the stability and predictability of TNUoS tariffs. These are described
in 14.28.
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14.23 Example: Calculation of Zonal Demand Tariff

Let us consider all nodes in demand zone 14: South Western.

The table below shows a sample output of the transport model comprising the node, the
marginal km of an injection at the node with a consequent withdrawal at the reference node, the
generation sited at the node, scaled to ensure total national generation = total national demand
and the demand sited at the node.

Demand
Zone
14
14
14
14
14
14
14
14
14
14
14
14
14
14
14
14
14

Node

ABHA4A
ABHA4B
ALVE4A
ALVE4B
AXMI40_SWEB
BRWA2A
BRWA2B
EXET40
HINF20
HINP40
INDQ40
IROA20_SWEB
LAND40
MELK40_SWEB
SEAB40
TAUN4A
TAUN4B

Nodal Marginal
km

-381.25
-381.72
-328.31
-328.31
-337.53
-281.64
-281.72
-320.12
-247 .67
-247 67
-401.28
-194.88
-438.65
-162.96

-63.21
-273.79
-273.79

Totals
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Demand
(Mw)
148.5
148.5
113
113
117
92.5
92.5
357
4

0]
450
594
297
102
352
0

97
3078
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SUsSC2

In order to calculate the demand tariff we would carry out the following steps:

(i} calculate the demand weighted nodal shadow costs

For zone 14 this would be as follows:

Demand Node Nodal Demand  Demand Weighted
zone Marginal km (MW) Nodal Marginal km
14 ABHA4A -381.25 148.5 -18.39
14 ABHA4B -381.72 148.5 -18.42
14 ALVE4A -328.31 113 -12.05
14 ALVE4B -328.31 113 -12.05
14 AXMI40_SWEB -337.53 117 -12.83
14 BRWAZ2A -281.64 92.5 -8.46
14 BRWA2B -281.72 92.5 -8.47
14 EXET40 -320.12 357 -37.13
14 HINP20 -247.67 4 -0.32
14 INDQ40O -401.28 450 -58.67
14 IROA20_SWEB -194.88 594 -37.61
14 LAND40O -438.65 297 -42.33
14 MELK40_SWEB -162.96 102 -5.40
14 SEAB40 -63.21 352 -7.28
14 TAUN4B -273.79 97 -8.63

Totals 3078 287.99

(ii) sum the demand weighted nodal shadow cost to give a zonal figure. For zone 14 this is

shown in the above table and is 287.99km.

(iii} modify the zonal figure in (ii) above by the generation/demand split correction factor.
This ensures that the 27:73 (approximate) split of revenue recovery between generation

and demand is retained.
For zone 14 this would be say:

287.99km - (-239.60km) = 527.59 km

This value is the generation/demand split
correction factor. It is calculated by
simultaneous equations to give the
correct split of total revenue.

(iv) calculate the transport tariff by multiplying the figure in (iii) above by the expansion

constant (& dividing by 1000 to put into units of £/kW}):

For zone 14, assuming an expansion constant of £10.07/MWkm and a locational

security factor of 1.80:

527.59%km * £10.07/MWKm * 1.8 = £9.56/kW
1000
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SUsSC2

(v}

(vi)

(vii)

We now need to calculate the residual tariff. This is calculated by taking the total
revenue to be recovered from demand (calculated as ¢.73% of total The Company
TNUoS target revenue for the year) less the revenue which would be recovered through
the demand transport tariffs divided by total expected demand.

Assuming the total revenue to be recovered from TNUoS is £1067m, the total recovery
from demand would be (73% x £1067m) = £779m. Assuming the total recovery from
demand transport tariffs is £130m and total forecast chargeable demand capacity is
50000MW, the demand residual tariff would be as follows:

£779m —£130m

= £12.98/kW

50000MW
to get to the final tariff, we simply add on the demand residual tariff calculated in (v) to
the zonal transport tariff calculated in (iv)

For zone 14:
£9.56/kW + £12.98/kW = £22.54/kW

To summarise, in order to calculate the demand tariffs, we evaluate a demand weighted
zonal marginal km cost, modify by a re-referencing quantity to ensure that our revenue
recovery split between generation and demand is correct, then we add a constant
(termed the residual cost) to give the overall tariff.

The final demand tariff is subject to following further adjustments:
o__“e-allewallowance for the minimum £0/kW demand charge;-

o inclusion of the Deferred Zonal Demand Tariff to recover any Deferred Zonal
Revenue from the prior charging vear:;

o a cap/collar arrangement of 20% for the final demand tariff against the prior
year’s final demand tariff, accounting for RPI.

-(viii) __ The application of a discount for small generators pursuant to Licence Condition C13 will

also affect the final demand tariff.
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14.28 Stability & Predictability of TNUoS tariffs
Stability of tariffs

The Transmission Network Use of System Charging Methodology has a number of elements to
enhance the stability of the tariffs, which is an important aspect of facilitating competition in the
generation and supply of electricity. This appendix seeks to highlight those elements.

Each node of the transmission network is assigned to a zene. The result of this is to dampen
fluctuations that would otherwise be observed at a given node caused by changes in
generation, demand, and network parameters. The criteria used to establish generation zones
are part of the methodology and are described in Paragraph 14.15.26.

These zones are themselves fixed for the duration of the price control period. The methodology
does, however, allow these to be revisited in exceptional circumstances to ensure that the
charges remain reasonably cost reflective or to accommodate changes to the network. In rare
circumstances where such a re-zoning exercise is required, this will be undertaken in such a
way that minimises the adverse impact on Users. This is described in Paragraph 14.15.29.

In addition to fixing zones, other key parameters within the methodology are also fixed for the
duraticn of the price control period or annual changes restricted in some way. Specifically:

+ the expansion constant, which reflects the annuitised value of capital investment
required to transport TMW over 1km by a 400kV over-head line, changes annually
according to RPI. The other elements used to derive the expansion constant are only
reviewed at the beginning of a price control period to ensure that it remains cost-
reflective. This review will consider those components outlined in Paragraph 14.15.31 to
Paragraph 14.15.41.

+ the expansion factors, which are set on the same basis of the expansion constant and
used to reflect the relative investment costs in each TO region of circuits at different
transmission voltages and types, are fixed for the duration price control. These factors
are reviewed at the beginning of a price control period and will take account of the same
factors considered in the review of the expansion constant.

¢ the locational security factor, which reflects the transmission security provided under the
NETS Security and Quality of Supply Standard, is fixed for the duration of the price
control period and reviewed at the beginning of a price control period.

Finally, for final demand tariffs a 20% cap / collar arrangement exists to ensure that the year on
year change to any final demand tariff cannot be greater than 20%. As a result, any significant
step change in final demand tariffs is staggered across one or more years.

Predictability of tariffs

The Company revises TNUo0S tariffs each year to ensure that these remain cost-reflective and
take into account changes to allowable income under the price control and RPI. There are a
number of provisions within The Company’s Transmission Licence and the CUSC designed to
premote the predictability of annually varying charges. Specifically, The Company is required to
give the Authority 150 days notice of its intention to change use of system charges together with
a reasonable assessment of the proposals on those charges; and to give Users 2 months
written notice of any revised charges. The Company typically provides an additional months
notice of revised charges through the publication of “indicative” tariffs. Shorter notice periods
are permitted by the framework but only following consent from the Authority.
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These features require formal proposals to change the Transmission Use of System Charging
Methodology to be initiated in October to provide sufficient time for a formal consultation and the
Authority’s veto period before charges are indicated to Users.

More fundamentally, The Gompany also provides Users with the tool used by The Gompany to
calculate tariffs. This allows Users to make their own predictions on how future changes in the
generation and supply sectors will influence tariffs. Along with the price control information, the
data from the Seven Year Statement, and Users own prediction of market activity, Users are
able to make a reasonable estimate of future tariffs and perform sensitivity analysis.

To supplement this, The Company also prepares an annual information paper that provides an
indication of the future path of the locational element of tariffs over the next five years.! This
analysis is based on data included within the Seven Year Statement. This report typically
includes:

¢ an explanation of the events that have caused tariffs to change;

+ sensitivity analysis to indicate how generation and demand tariffs would change as a
result of changes in generation and demand at certain points on the network that are not
included within the SYS;

+ an assessment of the compliance with the zoning criteria throughout the five year period
to indicate how generation zones might need to change in the future, with a view to
minimising such changes and giving as much notice of the need, or potential need, to
change generation zones; and

s a complete dataset for the DCLF Transport Model developed for each future year, to
allow Users to undertake their own sensitivity analysis for specific scenarios that they
may wish to model.

In addition, The Company will, when revising generation charging zones prior to a new price
control period, undertake a zoning consultation that uses data from the latest information paper.
The purpose of this consultation will be to ensure tariff zones are robust to contracted changes
in generation and supply, which could be expected to reduce the need for re-zoning exercises
within a price control period.

! http:/fwww nationalgrid.com/uk/Electricity/Charge s/gbchargingapprovalconditions/s/
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| Einal£kW Tari#Deferred Zonal Demand Tariff (£/kW)

14.15.82 Where, in accordance with paragraph 14.15.88, there is a carry over of
revenue from the previous charging year {(“Deferred Zonal Revenue”) it will be
collected through a tariff (“Deferred Zonal Demand Tariff"). Deferred Zonal
Revenue will be carried over to the following charging year on a zonal basis
incorporating any adjustment as defined in National Grid's electricity
transmission licence.

14.15.83 Deferred Zonal Demand Tariffs will be derived through the division of the
Deferred Zonal Revenue for each demand zone by the current Total Forecast
Metered Triad Demand for that zone:

DZR .
bzZpr,, ="
Di
Where
DZDT = Deferred Zonal Demand Tariff (£/kW)
DZR = Deferred Zonal Revenue {(£m);

Final £/kKW Tariff

+4158214.15.84 The effective Transmission Network Use of System tariff (TNUoS)
can now be calculated as the sum of the corrected transport wider tariff, the
non-locational residual tariff, and—the local tariff,_and the Deferred Zonal
Demand Tariff:

_ CIT,, +RT, _ CTT,, +RT,

ET,, = + LT, and ET,, +DZDToi
1000 1000

‘Where

ET = Effective TNUoS Tariff expressed in £/kW

1+4-15-8314.15.85 Where tariffs do not change mid way through a charging year,
final demand and generation tariffs will be the same as the effeclive tariffs.

FT,, = ET, and FT,, = ET,

i

14-1528414.15.86 Where tariffs are changed part way through the year, the final
tariffs will be calculated by scaling the effective tariffs to reflect that the tariffs
are only applicable for part of the year and parties may have already incurred

TNUoS liability.
21 14
12x[ETGixZGGi—FLGi] 12><[ETM><ZDD,.—FLM]
FT,, = e and FT,, = ol
bx Y Gg bx> Dy,
Gi=1 Di=1

Where:
b = number of months the revised tariff is applicable for
FL = Forecast liability incurred over the period that the original tariff is applicable for
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z (FTDi XDDi)
Thetefore, NRRT, =+

14

ZDDi

i=z+l

Therefore the revised Final Tariff for the demand zones with positive Final tariffs is given

by:
Fori=1toz: RIT,, =0
For ji=z+11t0 14: RIT,, =FT,,+ NRRT,
Where
NRRT, =  Non Recovered Revenue Tariff (£/kW)
RFTp = Revised Final Tariff (£/kW)

14.15.88 If the final demand TNUoS tariff is found. after accounting for the impact of changes
in the Retail Price Index (RPI), to be 20% higher or lower than the value of the
appropriate Preliminary Forecast Demand TNUoS Tariff defined in paragraph

14.15.98. then the final demand TNUoS tariff shall be capped. or collared as defined in
the formulae below:

If FTow <0.8X PFDTpivy - X (1+ RPI) then FToiv =0.8X PFDTpiv -uX (1+ RPI)
1¢ Flow >1.2X PEDTpiy - X (1+ RPI) then Flow =1.2xX PFDTpiv - X {1+ RPI)

Where

PEDThiv =  Preliminary Forecast Demand TNUoS Tariff published as defined in
paragraph 14.15.98.

Any revenue excess or deficit arising as a result of this capping or collaring shall be
recorded on a zonal basis and recovered in the following financial year accounting for

any adjustments as defined in National Grid’s electricity transmission licence.

14.15.891In the event of a change to the Transmission Network Use of System Charging
Methodology that has the potential for significant change to the derivation of demand
TNUoS tariffs, then the use of the process described in paragraph 14.15.88 for the
following vear’s demand TNUoS tariffs will be reviewed by the Company and the

decision published.

14-15-8614.15.90 The tariffs applicable for any particular year are detailed in The
Company's Statement of Use of System Charges, which is available from the
Charging website. Archived tariff information may also be obtained from the
Charging website.

+445-8714.15.91 The zonal maps referenced in The Company's Statement of Use of
System Charges and available on the Charging website contain detailed information
for the charging year in question of which Grid Supply Points fall into which TNUoS
zones.

14.15.8814.15.92 New Grid Supply Points will be classified into zones on the following
basis:
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+4158714.15.91 The zonal maps referenced in The Company's Statement of Use
of System Charges and available on the Charging website contain detailed
information for the charging year in question of which Grid Supply Points fall
into which TNUoS zones.

1+4-158814.15.92 New Grid Supply Points will be classified into zones on the
following basis:

¢ For demand zones, according to the GSP Group to which the Grid Supply Point is
allocated for energy market settlement purposes.

¢ For generation zones, with reference to the geographic proximity to existing zones
and, where close to a boundary between existing zones, with reference to the
marginal costs arising from transporn model studies. The GSP will then be allocated
to the zone, which contains the most similar marginal costs.

14158914.15.93 The Gompany has available, upon request, the DCLF ICRP
transport model, tariff model template and data necessary to run the model,
consisting of nodal values of generation and demand connection points to the
NETS. The model and data will enable the basic nodal charges to be
determined and will also allow sensitivity analysis concerning alternative
developments of generation and demand to be undertaken. The model is
available from the Charging Team and whilst it is free of charge, it is provided
under licence to restrict its distribution and commercial use.

14-159014.15.94 The Company will be pleased to run specific sensitivity studies for
Users under a separate study contract in line with the fees set out in the
Statement of Use of System Charges. Please contact the Charging Team.

+4459414.15.95 The factors which will affect the level of TNUoS charges from year
to year include the forecast level of peak demand on the system, the Price
Control formula (including the effect of any under/over recovery from the
previous year), the expansion constant, the locational security factor, changes
in the transmission network and changes in the pattern of generation capacity
and demand.

+4459214.15.96 In accordance with Standard Licence Condition C13, generation
directly connected to the NETS 132kV transmission network which would
normally be subject to generation TNUoS charges but would not, on the basis
of generating capacity, be liable for charges if it were connected to a licensed
distribution network qualifies for a reduction in transmission charges by a
designated sum, determined by the Authority. Any shortfall in recovery will
result in a unit amount increase in demand charges to compensaie for the
deficit. Further information is provided in the Statement of the Use of System
Charges.

Stability & Predictability of TNUoS tariffs

14159314.15.97 A number of provisions are included within the methodology to
promote the stability and predictability of TNUoS tariffs. These are described
in 14.28.

14.15.98 The Company will publish, by the end of January of each vear, a forecast of
£/kW Zonal Demand TNUoS tariffs for the charging year commencing at least

fourteen months later (“Preliminary Forecast Demand TNUoS Tariffs”). These
will be used to limit_changes to the final demand TNUoS tariffs as defined in
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paragraph 14.15.88. This forecast will be published using the same price base
as was used to calculate charges for the year of publication.
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14.23 Example: Calculation of Zonal Demand Tariff
Let us consider all nodes in demand zone 14: South Western.

The table below shows a sample output of the transport model comprising the node, the
marginal km of an injection at the node with a consequent withdrawal at the reference node, the
generation sited at the node, scaled to ensure total national generation = total national demand
and the demand sited at the node.

Demand Node Nodal Marginal Demand
Zone km (MW)
14 ABHA4A -381.25 148.5
14 ABHA4B -381.72 148.5
14 ALVE4A -328.31 113
14 ALVE4B -328.31 113
14 AXMI40_SWEB -337.53 117
14 BRWA2A -281.64 82,5
14 BRWA2B -281.72 925
14 EXET40 -320.12 357
14 HINP20 -247.67 4
14 HINP40 -247.67 0
14 INDQ40 -401.28 450
14 IROA20_SWEB -194.88 594
14 LAND40 -438.65 297
14 MELK40_SWEB -162.96 102
14 SEAB40 -63.21 352
14 TAUN4A -273.79 0
14 TAUN4B -273.79 97

Totals 3078
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In order to calculate the demand tariff we would carry out the following steps:

(i)

calculate the demand weighted nodal shadow costs

For zone 14 this would be as follows:

Demand Nodal
zZone Marginal km
14 ABHA4A -381.25
14 ABHA4B -381.72
14 ALVE4A -328.31
14 ALVE4B -328.31
14 AXMI40_SWEB -337.53
14 BRWA2A -281.64
14 BRWA2B -281.72
14 EXET40 -320.12
14 HINP20 -247.67
14 INDQ40 -401.28
14 IROA20_SWEB -194 .88
14 LAND40 -438.65
14 MELK40_SWEB -162.96
14 SEAB40 -63.21
14 TAUN4B -273.79

Totals

(ii)

(i)

(iv)

Demand

(MW)
148.5
148.5
113
113
117
92.5
925
357

4
450
594
297
102
352
97
3078

Demand Weighted
Nodal Marginal km
-18.39

-18.42

-12.05

-12.05

-12.83

-8.46

-8.47

-37.13

-0.32

-58.67

-37.61

-42.33

-5.40

-7.23

-8.63

287.99

sum the demand weighted nodal shadow cost to give a zonal figure. For zone 14 this is

shown in the above table and is 287.99km.

modify the zonal figure in (i) above by the generation/demand split correction factor.
This ensures that the 27:73 (approximate) split of revenue recovery between generation

and demand

is retained.

For zone 14 this would be say:

287.99km - (-239.60km) = 527.59 km

This value is the generation/demand split

correction factor. It is calculated by
simultaneous equations te give the
correct split of total revenue.

calculate the transport tariff by multiplying the figure in (iii) above by the expansion
constant (& dividing by 1000 to put into units of £/kW):

For zone 14, assuming an expansion constant of £10.07/MWkm and a locational
security factor of 1.80:

527.59km *

£10.07/MWKkm * 1.8

1000

£9.56/kW
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(v}

(vi)

(vii)

We now need to calculate the residual tariff. This is calculated by taking the total
revenue to be recovered from demand (calculated as ¢.73% of total The Company
TNUoS target revenue for the year) less the revenue which would be recovered through
the demand transport tariffs divided by total expected demand.

Assuming the total revenue to be recovered from TNUoS is £1067m, the total recovery
from demand would be (73% x £1067m) = £779m. Assuming the total recovery from
demand ftransport tariffs is £130m and total forecast chargeable demand capacity is
50000MW, the demand residual tariff would be as follows:

£779m — £130m

= £12.98/kW

50000MW
to get to the final tariff, we simply add on the demand residual tariff calculated in (v) to
the zonal transport tariff calculated in (iv)

For zone 14:
£9.56/kW + £12.98/kW = £22.54/kW

To summarise, in order to calculate the demand tariffs, we evaluate a demand weighted
zonal marginal km cost, modify by a re-referencing quantity to ensure that our revenue
recovery split between generation and demand is correct, then we add a constant
(termed the residual cost) to give the overall tariff.

The final demand tariff is subject to the following further adjustments:
o teallewallowance for the minimum £0/kW demand charge:-
o__inclusion of the Deferred Zonal Demand Tariff to recover any Deferred Zonal
Revenue from the prior charging vear;
o __a cap/collar_arrangement of 20% for the final demand tariff against the

Preliminary _Forecast Demand TNUoS Tariff and any associated —RPI
adjustiment.

-(viiiy _The application of a discount for small generators pursuant to Licence Gondition G13 will
also affect the final demand tariff.
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14.28 Stability & Predictability of TNUoS tariffs
Stability of tariffs

The Transmission Network Use of System Charging Methodology has a number of elements to
enhance the stability of the tariffs, which is an important aspect of facilitating competition in the
generation and supply of electricity. This appendix seeks to highlight those elements.

Each node of the transmission network is assigned to a zone. The result of this is to dampen
fluctuations that would otherwise be observed at a given node caused by changes in
generation, demand, and network parameters. The criteria used to establish generaticn zones
are part of the methodology and are described in Paragraph 14.15.26.

These zones are themselves fixed for the duration of the price control period. The methodology
does, however, allow these to be revisited in exceptional circumstances to ensure that the
charges remain reasonably cost reflective or to accommodate changes to the network. In rare
circumstances where such a re-zoning exercise is required, this will be undertaken in such a
way that minimises the adverse impact on Users. This is described in Paragraph 14.15.29.

In addition to fixing zones, other key parameters within the methodology are also fixed for the
duration of the price control period or annual changes restricted in some way. Specifically:

¢ the expansion constant, which reflects the annuitised value of capital investment
required to transport 1MW over 1km by a 400kV over-head line, changes annually
according to RPI. The other elements used to derive the expansion constant are only
reviewed at the beginning of a price control period to ensure that it remains cost-
reflective. This review will consider those components outlined in Paragraph 14.15.31 to
Paragraph 14.15.41.

¢ the expansion factors, which are set on the same basis of the expansion constant and
used to reflect the relative investment costs in each TO region of circuits at different
transmission voltages and types, are fixed for the duration price control. These factors
are reviewed at the beginning of a price control period and will take account of the same
factors considered in the review of the expansion constant.

¢ the locational security factor, which reflects the transmission security provided under the
NETS Security and Quality of Supply Standard, is fixed for the duration of the price
control period and reviewed at the beginning of a price control period.

Predictability of tariffs

The Company revises TNUoS tariffs each year to ensure that these remain cost-reflective and
take into account changes to allowable income under the price control and RPI. There are a
number of provisions within The Company’s Transmission Licence and the CUSC designed to
promote the predictability of annually varying charges. Specifically, The Company is required to
give the Authority 150 days notice of its intenticn to change use of system charges together with
a reasonable assessment of the proposals on those charges; and to give Users 2 months
written notice of any revised charges. The Company typically provides an additional months
notice of revised charges through the publication of “indicative” tariffs. Shorter notice periods
are permitted by the framework but only following consent from the Authority.

These features require formal proposals te change the Transmission Use of System Charging
Methodology to be initiated in October to provide sufficient time for a formal consultation and the
Authority’s veto period before charges are indicated to Users.
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Additionally, for demand users, the Company publishes, by the end of January of each vear,
Preliminary Forecast Demand TNUoS Tariffs for the charging year commencing at least
fourteen months later. A 20% cap / collar arrangement exists to ensure that the final demand
tariffs cannot change from these preliminary forecast values by more than 20% (not accounting

for RPI).

More fundamentally, The Company also provides Users with the tool used by The Company to
calculate tariffs. This allows Users to make their own predictions on how future changes in the
generation and supply sectors will influence tariffs. Along with the price control information, the
data from the Seven Year Statement, and Users own prediction of market activity, Users are
able to make a reasonable estimate of future tariffs and perform sensitivity analysis.

To supplement this, The Company also prepares an annual information paper that provides an
indication of the future path of the locational element of tariffs over the next five years.! This
analysis is based on data included within the Seven Year Statement. This report typically
includes:

s an explanation of the events that have caused tariffs to change;

e sensitivity analysis to indicate how generation and demand tariffs would change as a
result of changes in generation and demand at certain points on the network that are not
included within the SYS;

e an assessment of the compliance with the zoning criteria throughout the five year period
to indicate how generation zones might need to change in the future, with a view to
minimising such changes and giving as much notice of the need, or potential need, to
change generation zones; and

¢ a complete dataset for the DCLF Transport Model developed for each future year, to
allow Users to undertake their own sensitivity analysis for specific scenarios that they
may wish to model.

In addition, The Company will, when revising generation charging zones prior to a new price
control period, undertake a zoning consultation that uses data from the latest information paper.
The purpose of this consultation will be to ensure tariff zones are robust to contracted changes
in generation and supply, which could be expected to reduce the need for re-zoning exercises
within a price control period.

! http:#/www.nationalgrid.com/uk/Electricity/Charges/gbchargingapprovalconditions/5/
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| Final£doW TarifiDeferred Zonal Demand Tariff (£/kW)

14.15.82 Where, in_accordance with paragraph 14.15.88, there is a carry over of
revenue from the previous charging vear (“Deferred Zonal Revenue™) it will be
collected through a tariff (“Deferred Zonal Demand Tariff”). Deferred Zonal

Revenue will be carried over to the following charging year on a zonal basis

incorporating any adjustment as defined in National Grid's electricity
transmission licence.

14.15.83 Deferred Zonal Demand Tariffs will be derived through the division of the
Deferred Zonal Revenue for each demand zone by the current Total Forecast
Metered Triad Demand for that zone:

DZDT,, = %
"Di
Where
DZDT = Deferred Zonal Demand Tariff (£/KW)
DZR = Deferred Zonal Revenue (£m);

Final £/kW Taritf

14-15:8214.15.84 The effective Transmission Network Use of System tariff (TNU0S)
can now be calculated as the sum of the corrected transport wider tariff, the
non-locational residual tariff, the local tariff,_and the Deferred Zonal Demand

Tariff:
CTT..+RT .
ET, =""tatMe \gp and T, = o R | honr,
1000 1000
Where
ET = Effective TNUoS Tariff expressed in £/kwW

14.15.8314.15.85 Where tariffs do not change mid way through a charging year,
final demand and generation tariffs will be the same as the effective tariffs.

FT,, = ET,, and FT,, = ET,,

14458414.15.86 Where tariffs are changed part way through the year, the final
tariffs will be calculated by scaling the effective tariffs to reflect that the tariffs
are only applicable for part of the year and parties may have already incurred

TNUOS liability.
21 14
12x{ETGixZGm —FLGiJ IZX[ETDixZDDi—FLDiJ
FT,, = L and FTy = B
bx > G bx Y Dy,
Gi=l Di=1

Where:
b = number of months the revised tariff is applicable for
FL = Forecast liability incurred over the period that the original tariff is applicable for
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Therefore, NRRT, ==

Therefore the revised Final Tariff for the demand zones with positive Final tariffs is given
by:

Fori=1toz RIFT,, =0
For i=z+1 10 14: RFT,, =FT,,+ NRRT,,

Where
NRRT, =  Non Recovered Revenue Tariff {(£/kW)
RFTo Revised Final Tariff (£/kW)

14.15.88 If the final demand TNUoS tariff is found, after accounting for the impact of changes
in the Retail Price Index (RPI), to be 20% higher or lower than the value of the

appropriate Preliminary Forecast Demand TNUoS Tariff defined in paragraph
14.15.98. then the final demand TNUoS tariff shall be capped. or collared as defined in
the formulae below:

If FTpy <08XPFDTpiy -ux(14+ RPI) then FTpiy =08X PFDTpicy -ux (14+ RPI)

It FTpy >1.2x PFDTpiy -ux(1+ RPI) then FTpiy=12x PFDTpuy -uyx(1+ RPI)

Where

PEDTpiyv.1y=_ Preliminary Forecast Demand TNUoS Tariff published as defined in

paragraph 14.15.98.

Any revenue excess or deficit arising as a result of this capping or
collaring shall —————————be #recorded on a zonal basis and recovered in the

following financial year —————accounting for any adjustrents as defined in
National Grid’s electricity ————transmission licence.

14.15.89In the event of a change to the Trangmission Network Use of System Charging
Methodology that has the potential for significant change to the derivation of demand

TNUoS tariffs, then the use of the process described in paragraph 14.15.88 for the
following vear’s demand TNUoS tariffs will be reviewed by the Company and the

decision published.

1445:8614.15.90  The tariffs applicable for any particular year are detailed in The
Company's Statement of Use of System Charges, which is available from the
Charging website. Archived tariff information may also be obtained from the
Charging website.

H446:8714.15.91 The zonal maps referenced in The Company's Statement of Use of
System Charges and available on the Charging website contain detailed information
for the charging year in question of which Grid Supply Points fall into which TNUoS
Z0nes.
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14158714.15.91 The zonal maps referenced in The Company's Statement of Use
of System Charges and available on the Charging website contain detailed
information for the charging year in question of which Grid Supply Points fall
into which TNUoS zones.

14-15.8814.15.92 New Grid Supply Points will be classified into zones on the
following basis:

e For demand zones, according to the GSP Group to which the Grid Supply Point is
allocated for energy market settlement purposes.

e For generation zones, with reference to the geographic proximity to existing zones
and, where close to a boundary between existing zones, with reference to the
marginal costs arising from transport model studies. The GSP will then be allocated
to the zone, which contains the most similar marginal costs.

1+415-8914.15.93 The Company has available, upon request, the DCLF ICRP
transport model, tariff model template and data necessary to run the model,
consisting of nodal values of generation and demand connection points to the
NETS. The model and data will enable the basic nodal charges to be
determined and will also allow sensitivity analysis concerning alternative
developments of generation and demand to be undertaken. The model is
available from the Charging Team and whilst it is free of charge, it is provided
under licence to restrict its distribution and commercial use.

| 1415:9014.15.94 The Company will be pleased to run specific sensitivity studies for
Users under a separate study contract in line with the fees set out in the
Statement of Use of System Charges. Please contact the Charging Team.

| +4459414.15.95 The factors which will affect the level of TNUoS charges from year
to year include the forecast level of peak demand on the system, the Price
Control formula (including the effect of any under/over recovery from the
previous year), the expansion constant, the locational security factor, changes
in the transmission network and changes in the pattern of generation capacity
and demand.

14159214.15.96 In accordance with Standard Licence Condition C13, generation
directly connected to the NETS 132kV transmission network which would
normally be subject to generation TNUoS charges but would not, on the basis
of generating capacity, be liable for charges if it were connected to a licensed
distribution network qualifies for a reduction in transmission charges by a
designated sum, determined by the Authority. Any shortfall in recovery will
result in a unit amount increase in demand charges to compensate for the
deficit. Further information is provided in the Statement of the Use of System
Charges.

Stability & Predictability of TNUoS taritfs

| +415.9314.15.97 A number of provisions are included within the methodology to
promote the stability and predictability of TNUoS tariffs. These are described
in14.28.

14.15.98 The Company will publish, by the end of April of each year, a forecast of £/kW
Zonal Demand TNUoS tariffs for the following charging year (“Preliminary
Forecast Demand TNUoS Tariffs”) and will be used to limit changes to the final

demand TNUoS tariffs as defined in paragraph 14.15.88. This forecast will be
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published using the same price base as was used to calculate charges for the
year of publication.
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14.23 Example: Calculation of Zonal Demand Tariff

Let us consider all nodes in demand zone 14: South Western.

The table below shows a sample output of the transport model comprising the node, the
marginal km of an injection at the node with a consequent withdrawal at the reference node, the
generation sited at the node, scaled to ensure total national generation = total national demand
and the demand sited at the node.

Demand
Zone
14
14
14
14
14
14
14
14
14
14
14
14
14
14
14
14
14

Node

ABHA4A
ABHA4B
ALVE4A
ALVE4B
AXMI40_SWEB
BRWA2A
BRWA2B
EXET40
HINP20
HINP40
INDQ40
IRCA20_SWEB
LAND40
MELK40_SWEB
SEAB40
TAUN4A
TAUN4B

Nodal Marginal
km

-381.25
-381.72
-328.31
-328.31
-337.53
-281.64
-281.72
-320.12
-247 67
-247 67
-401.28
-194 .88
-438.65
-162.96

-63.21
-273.79
-273.79

Totals
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Demand
(MW)
148.5
1485
113
113
117
92.5
92.5
357

4

0
450
594
297
102
352
0

97
3078
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In order to calculate the demand tariff we would carry out the following steps:

(i

calculate the demand weighted nodal shadow costs

For zone 14 this would be as follows:

Demand Node _ Nodal
zZone Marginal km
14 ABHA4A -381.25
14 ABHA4B -381.72
14 ALVE4A -328.31
14 ALVE4B -328.31
14 AXMI40_SWEB -337.53
14 BRWA2A -281.64
14 BRWA2B -281.72
14 EXET40 -320.12
14 HINP20 -247.67
14 INDQ40 -401.28
14 IROA20_SWEB -194.88
14 LANDA40 -438.65
14 MELK40_SWEB -162.96
14 SEAB40 -63.21
14 TAUN4B -273.79

Totals

(iv)

Demand

(MW)
148.5
148.5
113
113
117
92.5
925
357

4
450
594
297
102
352
97
3078

Demand Weighted
Nodal Marginal km
-18.39

-18.42

-12.05

-12.05

-12.83

-8.46

-8.47

-37.13

-0.32

-58.67

-37.61

-42.33

-5.40

-7.23

-8.63

287.99

sum the demand weighted nodal shadow cost to give a zonal figure. For zone 14 this is
shown in the above table and is 287.99km.

modify the zonal figure in (ii) above by the generation/demand split correction factor.
This ensures that the 27:73 (approximate) split of revenue recovery between generation

and demand

is retained.

For zone 14 this would be say:

287.99km - (-239.60km) = 527.59 km

This value is the generation/demand split

correction factor. It is calculated by
simultaneous equations to give the
correct split of total revenue.

calculate the transport tariff by multiplying the figure in (iii) above by the expansion
constant (& dividing by 1000 to put into units of £/kW):

For zone 14, assuming an expansion constant of £10.07/MWkm and a locational
security factor of 1.80:

527.59km *

£10.07/MWkm * 1.8

1000

£9.56/kW
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(vi)

(vii)

We now need to calculate the residual tariff. This is calculated by taking the total
revenue to be recovered from demand (calculated as ¢.73% of total The Company
TNUGS target revenue for the year) less the revenue which would be recovered through
the demand transport tariffs divided by total expected demand.

Assuming the total revenue to be recovered from TNUoS is £1067m, the total recovery
from demand would be (73% x £1067m) = £779m. Assuming the total recovery from
demand transport tariffs is £130m and total forecast chargeable demand capacity is
50000MW, the demand residual tariff would be as follows:

£779m —£130m

= £12.98/kW

50000MW
to get to the final tariff, we simply add on the demand residual tariff calculated in (v) to
the zonal transport tariff calculated in (iv)

For zone 14:
£9.56/kW + £12.98/kW = £22.54/kW

To summarise, in order to calculate the demand tariffs, we evaluate a demand weighted
zonal marginal km cost, modify by a re-referencing quantity to ensure that our revenue
recovery split between generation and demand is correct, then we add a constant
(termed the residual cost) to give the overall tariff.

The final demand tariff is subject to the following further adjustments:
o allowance for the minimum £0/kW demand charge:-
o__inclusion of the deferred zonal demand tariff to recover any Deferred Zonal
Revenue from the prior charging year;
o a cap/collar arrangement of 20% for the final demand tariff against the
Preliminary _Forecast Demand TNUoS Tariff and any associated —RPI

adjustment.

-(viii) _The application of a discount for small generators pursuant to Licence Gondition G13 will

also affect the final demand tariff.
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14.28 Stability & Predictability of TNUoS tariffs
Stability of tariffs

The Transmission Network Use of System Charging Methodology has a number of elements to
enhance the stability of the tariffs, which is an important aspect of facilitating competition in the
generation and supply of electricity. This appendix seeks to highlight those elements.

Each node of the transmission network is assigned to a zone. The result of this is to dampen
fluctuations that would otherwise be observed at a given node caused by changes in
generation, demand, and network parameters. The criteria used to establish generation zones
are part of the methodology and are described in Paragraph 14.15.26.

These zones are themselves fixed for the duration of the price control period. The methodology
does, however, allow these to be revisited in exceptional circumstances to ensure that the
charges remain reasonably cost reflective or to accommodate changes to the network. |n rare
circumstances where such a re-zoning exercise is required, this will be undertaken in such a
way that minimises the adverse impact on Users. This is described in Paragraph 14.15.29.

In addition to fixing zones, other key parameters within the methodology are also fixed for the
duration of the price control period or annual changes restricted in some way. Specifically:

¢ the expansion constant, which reflects the annuitised value of capital investment
required to transport 1MW over 1km by a 400kV over-head line, changes annually
according to RPI. The other elements used to derive the expansion constant are only
reviewed at the beginning of a price control period to ensure that it remains cost-
reflective. This review will consider those components outlined in Paragraph 14.15.31 to
Paragraph 14.15.41.

¢ the expansion factors, which are set on the same basis of the expansion constant and
used to reflect the relative investment costs in each TO region of circuits at different
transmission voltages and types, are fixed for the duration price control. These factors
are reviewed at the beginning of a price control period and will take account of the same
factors considered in the review of the expansion constant.

¢ the locational security factor, which reflects the transmission security provided under the
NETS Security and Quality of Supply Standard, is fixed for the duration of the price
control period and reviewed at the beginning of a price control period.

Predictability of tariffs

The Company revises TNUS tariffs each year to ensure that these remain cost-reflective and
take into account changes to allowable income under the price control and RPl. There are a
number of provisions within The Company’s Transmission Licence and the CUSC designed to
promote the predictability of annually varying charges. Specifically, The Company is required to
give the Authority 150 days notice of its intention to change use of system charges together with
a reasonable assessment of the proposals on those charges; and to give Users 2 months
written notice of any revised charges. The Company typically provides an additional months
notice of revised charges through the publication of “indicative” tariffs. Shorter notice periods
are permitted by the framework but only following consent from the Authority.

These features require formal proposals to change the Transmission Use of System Charging
Methodology to be initiated in October to provide sufficient time for a formal consultation and the
Authority’s veto period before charges are indicated to Users.
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Additionally, for demand users, the Company publishes, by the end of April of each year,
Preliminary Forecast Demand TNUoS Tariffs for the following charging vearatleast. A 20%
cap / collar arrangement exists to ensure that the final demand tariffs cannot change from these
preliminary forecast values by more than 20% (not accounting for RPI).

More fundamentally, The Gompany also provides Users with the tool used by The Company to
calculate tariffs. This allows Users to make their own predictions on how future changes in the
generation and supply sectors will influence tariffs. Along with the price control information, the
data from the Seven Year Statement, and Users own prediction of market activity, Users are
able to make a reasonable estimate of future tariffs and perform sensitivity analysis.

To supplement this, The Company also prepares an annual information paper that provides an
indication of the future path of the locational element of tariffs over the nexi five years." This
analysis is based on data included within the Seven Year Statement. This report typically
includes:

« an explanation of the events that have caused tariffs to change;

+ sensitivity analysis to indicate how generation and demand tariffs would change as a
result of changes in generation and demand at certain points on the network that are not
included within the SYS;

¢ an assessment of the compliance with the zoning criteria throughout the five year period
to indicate how generation zones might need to change in the future, with a view to
minimising such changes and giving as much notice of the need, or potential need, to
change generation zones; and

¢ a complete dataset for the DCLF Transport Model developed for each future year, to
allow Users to undertake their own sensitivity analysis for specific scenarios that they
may wish to modal.

In addition, The Company will, when revising generation charging zones prior to a new price
control period, undertake a zoning consultation that uses data from the latest information paper.
The purpose of this consultation will be to ensure tariff zones are robust to contracted changes
in generation and supply, which could be expected to reduce the need for re-zoning exercises
within a price control period.

" http:/Awww.nationalgrid.com/uk/Electricity/Charges/gbchargingapprovalconditions/5/
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| Einal£/kW TarifiDeferred Zonal Demand Tariff (£/kW)

14.15.82 Where. in_accordance with paragraph 14.15.88. there is a carry over of

revenue from the previous charging year (“Deferred Zonal Revenue”) it will be
collected through a tariff (“Deferred Zonal Demand Tariff”). Deferred Zonal
Revenue will be carried over to the following charging year on a zonal basis
incorporating_any _adjustment _as _defined _in _National _Grid’s _electricity
fransmission licence.

14.15.83 Deferred Zonal Demand Tariffs will be derived through the division of the
Deferred Zonal Revenue for each demand zone by the current Total Forecast
Metered Triad Demand for that zone:

DZR ..
D7ZDT,. = bi
Di
Where
DZDT = Deferred Zonal Demand Tariff (£/kKW)
DZR = Deferred Zonal Revenue (£m);

Final £/kW Tariff

+4458214.15.84 The effective Transmission Network Use of System tariff (TNU0S)
can now be calculated as the sum of the corrected transport wider tariff, the
non-locational residual tariff, ard—the local tariff,_and the Deferred Zonal
Demand Taritf:

er, = Ma ™Rl | gr and er, =Tt fo | popr
1000 1000

Where

ET = Effective TNUoS Tariff expressed in £/kW

1+4-15-8314.15.85 Where tariffs do not change mid way through a charging year,
final demand and generation tariffs will be the same as the effective tariffs.

=T, and FT,, =ET,,

Gi

FTGi
1415-8414.15.86 Where tariffs are changed part way through the year, the final
tariffs will be calculated by scaling the effective tariffs to reflect that the tariffs
are only applicable for part of the year and parties may have already incurred

TNUoS liability.
21 14
IZX[ETGixZGGi—FLGi] 12x[ETDixZDDi—FLDl}
FI; = ilfl and FT,, = Il’::l
bx Y Gg bx Y Dy,
Gi=1 Di=1

Where:
b = number of months the revised tariff is applicable for
FL = Forecast liability incurred over the period that the original tariff is applicable for
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Z

(FTDi XDDJ')
Therefore, NRRT, ==

14

ZDDi

i=zH

Therefore the revised Final Tariff for the demand zones with positive Final tariffs is given

by:
Fori=1toz: RFT,, =0
For i=z+110 14: RFT,, =FT,,+ NRRT,
Where
NRRT, =  Non Recovered Revenue Tariff (£/kW)
RFTn = Revised Final Tariff (£/kW)

14.15.88 The final demand TNUoS tariffs will be compared with the respective Preliminary
Forecast Demand TNUoS Tariffs and Preliminary Forecast Limits published as defined
in paragraphs 14.15.98 and 14.15.99. If any final demand TNUoS tarift is found. after

accounting for the impact of the Retail Price Index (RPI). to be outside limits imposed
by the formulae below, then that final demand TNUoS tariff shall be capped or

collared. as appropriate, as shown below:

1f FTow < PFDToir -1,— PFLow -0+ RPI .. FTow = PFDToiy -1— PFLoy -1+ RPI
It Flpyv > PFDToiy - v+ PFLpy v+ RPI then FTpy=PFDToiy -1+ PFLpy -1+ RPI

Where

PED Tpiy-1 = Preliminary Forecast Demand TNUoS Tariff published as defined
in paragraph 14.15.98.

PELpy 1y = Preliminary Forecast Limit published as defined in paragraph
14.15.99.

Any revenue excess or deficit arising as a result of this capping or collaring shall
be recorded on a zonal basis and recovered in the following financial year
accounting for any adjustments as defined in National Grid’s electricity

transmission licence.

14.15.89 In the event of a change to the Transmission Network Use of System Charging

Methodology that has the potential for significant change to the derivation of demand
TNUoS tariffs, then the use of the process described in paragraph 14.15.88 for the

following vear’s demand TNUoS tariffs will be reviewed by the Company and the
decision published.

14-15-8614.15.90 The tariffs applicable for any particular year are detailed in The
Company's Statement of Use of System Charges, which is available from the
Charging website. Archived tariff information may also be obtained from the
Charging website.

H415-8714.15.91 The zonal maps referenced in The Company's Statement of Use of
System Charges and available on the Charging website contain detailed information
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Charging website. Archived tariff information may also be obtained from the
Charging website.

+4458714.15.91 The zonal maps referenced in The Company's Statement of Use
of System Charges and available on the Charging website contain detailed
information for the charging year in question of which Grid Supply Points fall
into which TNUoS zones.

341588141592 New Grid Supply Points will be classified into zones on the
following basis:

¢ For demand zcnes, according to the GSP Group to which the Grid Supply Point is
allocated for energy market settlement purposes.

¢ For generation zones, with reference to the geographic proximity to existing zones
and, where close to a boundary between existing zones, with reference to the
marginal costs arising from transport model studies. The GSP will then be allocated
to the zone, which contains the most similar marginal costs.

1415-8914.15.93 The Company has available, upon request, the DCLF ICRP
transpornt model, tariff model template and data necessary to run the model,
consisting of nodal values of generation and demand connection points to the
NETS. The model and data will enable the basic nodal charges to be
determined and will also allow sensitivity analysis concerning alternative
developments of generation and demand to be undertaken. The model is
available from the Charging Team and whilst it is free of charge, it is provided
under licence to restrict its distribution and commercial use.

| 14-159014.15.94 The Company will be pleased to run specific sensitivity studies for
Users under a separate study contract in line with the fees set out in the
Statement of Use of System Charges. Please contact the Charging Team.

| +4-345-9114.15.95 The factors which will affect the level of TNUoS charges from year
to year include the forecast level of peak demand on the system, the Price
Control formula (including the effect of any under/over recovery from the
previous year), the expansion constant, the locational security factor, changes
in the transmission network and changes in the pattern of generation capacity
and demand.

3445-9214.15.96 In accordance with Standard Licence Condition C13, generation
directly connected to the NETS 132kV transmission network which would
normally be subject to generation TNUoS charges but would not, on the basis
of generating capacity, be liable for charges if it were connected to a licensed
distribution network qualifies for a reduction in transmission charges by a
designated sum, determined by the Authority. Any shortfall in recovery will
result in a unit amount increase in demand charges to compensate for the
deficit. Further information is provided in the Statement of the Use of System
Charges.

Stability & Predictability of TNUoS tariffs

1414590314.15.97 A number of provisions are included within the methodology to
9
promote the stability and predictability of TNUoS tariffs. These are described
in 14.28.

14.15.98 The Company will publish, by the end of January of each year, a forecast of
£/kW Zonal Demand TNUoS tariffs for the charging year commencing at least
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fourteen months later(“Preliminary Forecast Demand TNUoS Tariffs”) and will
be used to limit_changes to the final demand TNUoS tariffs as defined in
paragraph 14.15.88. These tariffs _will be published alongside the £/kW
cap/collar_to be applied. Both tariffs_and £/kW cap/collar will be published
using the same price base as was used to calculate charges for the year of
publication.

14.15.99 The £/kW cap/collar. (“Preliminary Forecast Limit"). is defined by the following
formula. Its application is defined in paragraph 14.15.88.

14
0.2x > (PFDT,,xDy,)
PFL, = -
Z D Di

i=z+l
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14.23 Example: Calculation of Zonal Demand Tariff
Let us consider all nodes in demand zone 14: South Western.

The table below shows a sample output of the transport model comprising the node, the
marginal km of an injection at the node with a consequent withdrawal at the reference node, the
generation sited at the node, scaled to ensure total national generation = total national demand
and the demand sited at the node.

Demand Node Nodal Marginal Demand
Zone km (MW)
14 ABHA4A -381.25 148.5
14 ABHA4B -381.72 148.5
14 ALVE4A -328.31 113
14 ALVE4B -328.31 113
14 AXMI40_SWEB -337.53 117
14 BRWA2A -281.64 925
14 BRWAZ2B -281.72 925
14 EXET40 -320.12 357
14 HINP20 -247.67 4
14 HINP40 -247.67 0
14 INDQ40 -401.28 450
14 IROA20_SWEB -194.88 594
14 LAND40 -438.65 297
14 MELK40_SWEB -162.96 102
14 SEAB40 -63.21 352
14 TAUN4A -273.79 0
14 TAUN4B -273.79 97

Totals 3078
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In order to calculate the demand tariff we would carry out the following steps:

(i

calculate the demand weighted nodal shadow costs

For zone 14 this would be as follows:

Demand Node _ Nodal
zone Marginal km
14 ABHA4A -381.25
14 ABHA4B -381.72
14 ALVE4A -328.31
14 ALVE4B -328.31
14 AXMI40_SWEB -337.53
14 BRWAZ2A -281.64
14 BRWAZ2B -281.72
14 EXET40 -320.12
14 HINP20 -247.67
14 INDQ40 -401.28
14 IROA20_SWEB -194.88
14 LAND40 -438.65
14 MELK40 SWEB -162.96
14 SEAB40 -63.21
14 TAUN4B -273.79

Totals

(ii)

(iii)

(iv)

Demand

Demand Weighted

(MW) Nodal Marginal km

148.5
148.5
113
113
117
g2.5
92,5
357

4
450
594
297
102
352
97
3078

-18.39
-18.42
-12.05
-12.05
-12.83
-8.46
-8.47
-37.13
-0.32
-68.67
-37.61
-42.33
-5.40
-7.23
-8.63
287.99

sum the demand weighted nodal shadow cost to give a zonal figure. For zone 14 this is

shown in the above table and is 287.99km.

modify the zonal figure in (ii) above by the generation/demand split correction factor.
This ensures that the 27:73 (approximate) split of revenue recovery between generation

and demand

is retained.

For zone 14 this would be say:

287.99km - (-239.60km) = 527.59 km

This value is the generation/demand spilit
correction factor. It is calculated by
simultaneous equations to give the
correct split of total revenue.

calculate the transport tariff by multiplying the figure in (iii) above by the expansion
constant (& dividing by 1000 to put into units of £/kW):

For zone 14, assuming an expansion constant of £10.07/MWkm and a locational
security factor of 1.80:

527.59Kkm *

£10.07/MWkm * 1.8

1000

£9.56/kW
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v)

(vi)

(Vi)

We now need to calculate the residual tariff. This is calculated by taking the total
revenue to be recovered from demand (calculated as ¢.73% of total The Company
TNUoS target revenue for the year) less the revenue which would be recovered through
the demand transport tariffs divided by total expected demand.

Assuming the total revenue to be recovered from TNUoS is £1067m, the total recovery
from demand would be (73% x £1067m) = £779m. Assuming the total recovery from
demand transport tariffs is £130m and total forecast chargeable demand capacity is
50000MW, the demand residual tariff would be as follows:

£779m —£130m

= £12.98/kW

50000MW
to get to the final tariff, we simply add on the demand residual tariff calculated in (v) to
the zonal transport tariff calculated in (iv)

For zone 14:
£9.56/kW + £12.98/kW = £22.54/kW

To summarise, in order to calculate the demand tariffs, we evaluate a demand weighted
zonal marginal km cost, modify by a re-referencing quantity to ensure that our revenue
recovery split between generation and demand is correct, then we add a constant
(termed the residual cost) to give the overall tariff.

The final demand tariff is subject to following further adjustments:
o allowance for the minimum £0/kW demand charge:-
o __inclusion of the deferred zonal demand tariff to recover any deferred revenue
from the prior charging vear:
o a cap/collar arrangement to limit changes to the final demand tariff from the
preliminary forecast demand TNUoS tariff published at least fourteen months

previously.

-(viiiy _ The application of a discount for small generators pursuant to Licence Condition G13 will
also affect the final demand tariff.
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14.28 Stability & Predictability of TNUoS tariffs
Stability of taritfs

The Transmission Network Use of System Charging Methodology has a number of elements to
enhance the stability of the tariffs, which is an important aspect of facilitating competition in the
generation and supply of electricity. This appendix seeks to highlight those elements.

Each node of the transmission network is assigned to a zone. The result of this is to dampen
fluctuations that would otherwise be observed at a given node caused by changes in
generation, demand, and network parameters. The criteria used to establish generation zones
are part of the methodology and are described in Paragraph 14.15.26.

These zones are themselves fixed for the duration of the price control period. The methodology
does, however, allow these to be revisited in exceptional circumstances to ensure that the
charges remain reasonably cost reflective or to accommodate changes to the network. In rare
circumstances where such a re-zoning exercise is required, this will be undertaken in such a
way that minimises the adverse impact on Users. This is described in Paragraph 14.15.29.

In addition to fixing zones, other key parameters within the methodology are also fixed for the
duration of the price control period or annual changes restricted in some way. Specifically:

¢ the expansion constant, which reflects the annuitised value of capital investment
required to transport 1MW over 1km by a 400kV over-head line, changes annually
according to RPI. The other elements used to derive the expansion constant are only
reviewed at the beginning of a price control period to ensure that it remains cost-
reflective. This review will consider those components outlined in Paragraph 14.15.31 to
Paragraph 14.15.41.

¢ the expansion factors, which are set on the same basis of the expansion constant and
used to reflect the relative investment costs in each TO region of circuits at different
transmission voltages and types, are fixed for the duration price control. These factors
are reviewed at the beginning of a price control period and will take account of the same
factors considered in the review of the expansion constant.

¢ the locational security factor, which reflects the transmission security provided under the
NETS Security and Quality of Supply Standard, is fixed for the duration of the price
control period and reviewed at the beginning of a price control period.

Predictability of tariffs

The Company revises TNUoS tariffs each year to ensure that these remain cost-reflective and
take into account changes to allowable income under the price control and RPI. There are a
number of provisions within The Company's Transmission Licence and the CUSC designed to
promote the predictability of annually varying charges. Specifically, The Company is required tc
give the Authority 150 days notice of its intention to change use of system charges together with
a reasonable assessment of the proposals on those charges; and to give Users 2 months
written notice of any revised charges. The Company typically provides an additional months
notice of revised charges through the publication of “indicative” tariffs. Shorter notice periods
are permitted by the framework but only following consent from the Authority.

These features require formal proposals to change the Transmission Use of System Charging
Methodology to be initiated in October to provide sufficient time for a formal consultation and the
Authority’s veto period before charges are indicated to Users.
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Additionally, for demand users. the company publishes. by the end of January of each vear,
preliminary forecast demand TNUoS tariffs for the charging year commencing at least fourteen
months later. A cap / collar_arrangement exists to ensure that the final demand tariffs cannot
change from these preliminary forecast values by more than the £/kW Preliminary Forecast
Limit that accompanies these forecasts (not accounting for RPI).

More fundamentally, The Company also provides Users with the tool used by The Company to
calculate tariffs. This allows Users to make their own predictions on how future changes in the
generation and supply sectors will influence tariffs. Along with the price control information, the
data from the Seven Year Statement, and Users own prediction of market activity, Users are
able to make a reasonable estimate of future tariffs and perform sensitivity analysis.

To supplement this, The Company also prepares an annual information paper that provides an
indication of the future path of the locational slement of tariffs over the next five years.! This
analysis is based on data included within the Seven Year Statement. This report typically
includes:

¢ an explanation of the events that have caused tariffs to change;

s sensitivity analysis to indicate how generation and demand tariffs would change as a
result of changes in generation and demand at certain points on the network that are not
included within the SYS;

¢ an assessment of the compliance with the zoning criteria throughout the five year period
to indicate how generation zones might need to change in the future, with a view to
minimising such changes and giving as much notice of the need, or potential need, to
change generation zones; and

s a complete dataset for the DCLF Transport Model developed for each future year, to
allow Users to undertake their own sensitivity analysis for specific scenarios that they
may wish to model.

In addition, The Company will, when revising generation charging zones prior to a new price
control period, undertake a zoning consultation that uses data from the latest information paper.
The purpose of this consultation will be to ensure tariff zones are robust to contracted changes
in generation and supply, which could be expected to reduce the need for re-zoning exercises
within a price control period.

! http://www.nationalgrid.com/uk/Electricity/Charge s/gbchargingapprovalconditions/5/
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| FinaledeW TarifiDeterred Zonal Demand Tariff (£/kW)

14.15.82 Where, in_accordance with paragraph 14.15.88. there is a carry over of
revenue from the previous charging year (“Deferred Zonal Revenue”) it will be
collected through a tariff (“Deferred Zonal Demand Tariff”). Deferred Zonal
Revenue will be carried over to the following charging year on a zonal basis
incorporating any adjustment as defined in National Grid’'s electricity
transmission licence.

14.15.83 Deferred Zonal Demand Tariffs will be derived through the division of the
Deferred Zonal Revenue for each demand zone by the current Total Forecast
Metered Triad Demand for that zone:

DZDT,, = %
Doi
Where
DZDT = Deferred Zonal Demand Tariff (£/kW)
DZR = Deferred Zonal Revenue (fm):

Final £/kW Tariff

34-16-8214.15.84 The effective Transmission Network Use of System tariff (TNUoS)
can now be calculated as the sum of the corrected transport wider tariff, the
non-locational residual tariff, and—the local tariff__and the Deferred Zonal
Demand Tariff:

_ CTIT,, +RT, _ CTT,,+RT,

ET,, +LT, and ET, = L+ DZDTn:
1000 1000

Where

ET = Effective TNUo0S Tariff expressed in £/kW

14-15-8314.15.85 Where tariffs do not change mid way through a charging year,
final demand and generation tariffs will be the same as the effective tariffs.

.= ET, and FT, =ET,

G pi = Hdp;

FT,

G

34-15-8414.15.86 Where tariffs are changed part way through the year, the final
tariffs will be calculated by scaling the effective tariffs to reflect that the tariffs
are only applicable for part of the year and parties may have already incurred

TNUOS liability.
21 14
IZX[ETGixZGGi —FLGL.] IZX[ETDI.XZDDI. —FLDi]
=1 i=1
FT, = L and FT,, = =
bx Z G, bx Z Dy,
Gi=1 Di=1

Where:
b = number of months the revised tariff is applicable for
FL = Forecast liability incurred over the period that the original tariff is applicable for
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Therefore, NRRT, =" ————

Therefore the revised Final Tariff for the demand zones with positive Final tariffs is given

by:
Fori=1to z RFT,, =0
For i=z+11to0 14: RFT,, =FT,,+ NRRT,
Where
NRRT; =  Non Recovered Revenue Tariff (£/kW)
RFTy = Revised Final Tariff (£/kW)

14.15.88 The final demand TNUoS tariffs will be compared with the respective Preliminary
Forecast Demand TNUoS Tariffs and Preliminary Forecast Limits published as defined
in paragraphs 14.15.98 and 14.15.99. If any final demand TNUoS tariff is found. after

accounting for the impact of the Retail Price Index (RPI). to be outside limits imposed
by the formulae below, then that final demand TNUoS tariff shall be capped or
collared, as appropriate, as shown below:;

If FTpy < PFDTpiy -1y— PFLpy -v+ RPI then FTpy=PFDTpiv-1vy— PFLpo -+ RPI
it FTow > PFDToiy -v+ PFLpy -+ RPI gy £T0iv = PFDTpiy - 13+ PFLow -1+ RPI

Where

PEDTpiy.1y = Preliminary Forecast Demand TNUoS Tariff published as defined
in paragraph 14.15.98.

PELpy 1, = Preliminary Forecast Limit published as defined in paragraph

14.15.99.

Any revenue excess or deficit arising as a result of this capping or collaring shall
be recorded on a zonal basis and recovered in the following financial year
accounting for any adjustments as defined in National Grid’s electricity
transmission licence.

14.15.89 In the event of a change to the Transmission Network Use of System Charging
Methodology that has the potential for significant change to the derivation of demand
TNUoS tariffs, then the use of the process described in paragraph 14.15.88 for the
following year’s demand TNUoS tariffs will be reviewed by Company and the decision

published.

14-15-8614.15.90 The tariffs applicable for any particular year are detailed in The
Company's Statement of Use of System Charges, which is available from the
Charging website. Archived tariff information may also be obtained from the
Charging website.

14-15-:8714.15.91 The zonal maps referenced in The Company's Statement of Use of
System Charges and available on the Charging website contain detailed information
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Charging website. Archived tariff information may also be obtained from the
Charging website.

34-145:8714.15.91 The zonal maps referenced in The Company's Statement of Use
of System Charges and available on the Charging website contain detailed
information for the charging year in question of which Grid Supply Points fall
into which TNUoS zones.

34-45-8814.15.92 New Grid Supply Points will be classified into zones on the
following basis:

s For demand zones, according to the GSP Group to which the Grid Supply Peint is
allocated for energy market settlement purposes.

e For generation zones, with reference to the geographic proximity to existing zones
and, where close to a boundary between existing zones, with reference to the
marginal costs arising from transport model studies. The GSP will then be allocated
to the zone, which contains the most similar marginal costs.

34-15:8614.15.93 The Company has available, upon request, the DCLF ICRP
transport model, tariff model template and data necessary to run the model,
consisting of nodal values of generation and demand connection points to the
NETS. The model and data will enable the basic nodal charges to be
determined and will also allow sensitivity analysis concerning alternative
developments of generation and demand to be undertaken. The model is
available from the Charging Team and whilst it is free of charge, it is provided
under licence to restrict its distribution and commercial use.

| 34-145:9014.15.94 The Company will be pleased to run specific sensitivity studies for
Users under a separate study contract in line with the fees set out in the
Statement of Use of System Charges. Please contact the Charging Team.

| +4-145:91414.15.95 The factors which will affect the level of TNUoS charges from year
to year include the forecast level of peak demand on the system, the Price
Control formula (including the effect of any under/over recovery from the
previous year), the expansion constant, the locational security factor, changes
in the transmission network and changes in the pattern of generation capacity
and demand.

144590214.15.96 In accordance with Standard Licence Condition G13, generation
directly connected to the NETS 132kV tfransmission network which would
normally be subject to generation TNUoS charges but would not, on the basis
of generating capacity, be liable for charges if it were connected to a licensed
distribution network qualifies for a reduction in transmission charges by a
designated sum, dstermined by the Authority. Any shortfall in recovery will
result in a unit amount increase in demand charges to compensate for the
deficit. Further information is provided in the Statement of the Use of System
Charges.

Stability & Predictability of TNUoS tarifts
| +4-45-9314.15.97 A number of provisions are included within the methodology to

promote the stability and predictability of TNUoS tariffs. These are described
in 14.28.

14.15.98 The Company will publish, by the end of April of each year, a forecast of £/kW
Zonal Demand TNUoS tariffs for the following charging vear (“Preliminary
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Forecast Demand TNUoS Tariffs”) and will be used to limit changes to the final
demand TNUoS tariffs as defined in paragraph 14.15.88. These tariffs will be
published alongside the £/kW cap/collar to be applied. Both tariffs and £/kW
cap/collar will be published using the same price base as was used io calculate
charges for the year of publication.

14.15.99 The £/kW cap/collar, (“Preliminary Forecast Limit"}, is defined by the following
formula. lts application is defined in paragraph 14.15.88.

14
02x Y (PFDT, xD,,)
PFLD — i=z+l =
ZDDi

=zl
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14.23 Example: Calculation of Zonal Demand Tariff

Let us consider all nodes in demand zone 14: South Western.

The table below shows a sample output of the transport model comprising the node, the
marginal km of an injection at the node with a consequent withdrawal at the reference node, the
generation sited at the node, scaled to ensure total national generation = total national demand
and the demand sited at the node.

Demand
Zone
14
14
14
14
14
14
14
14
14
14
14
14
14
14
14
14
14

Node

ABHA4A
ABHA4B
ALVE4A
ALVE4B
AXMI40_SWEB
BRWA2A
BRWAZB
EXET40
HINP20
HINP40
INDQ40
IROA20_SWEB
LAND40
MELK40_SWEB
SEAB40
TAUN4A
TAUN4B

Nodal Marginal
km

-381.25
-381.72
-328.31
-328.31
-337.53
-281.64
-281.72
-320.12
-247 67
-247 .67
-401.28
-194.88
-438.65
-162.96

-63.21
-273.79
-273.79

Totals
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Demand
(MW)
148.5
148.5
113
113
117
925
925
357

4

0

450
594
297
102
352

0

97
3078
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In order to calculate the demand tariff we would carry out the following steps:

(i)

calculate the demand weighted nodal shadow costs

For zone 14 this would be as follows:

Demand . _Nodal
zone Marginal km
14 ABHA4A -381.25
14 ABHA4B -381.72
14 ALVE4A -328.31
14 ALVE4B -328.31
14 AXMI40 SWEB -337.53
14 BRWAZ2A -281.64
14 BRWA2B -281.72
14 EXET40 -320.12
14 HINP20 -247 67
14 INDQ40 -401.28
14 IROA20_SWEB -194.88
14 LAND40 -438.65
14 MELK40_SWEB -162.96
14 SEAB40 -63.21
14 TAUN4B -273.79

Totals

(ii)

(i)

(iv)

Demand

Demand Weighted

(MW) Nodal Marginal km

148.5
148.5
113
113
117
925
825
357

4
450
594
297
102
352
97
3078

-18.39
-18.42
-12.05
-12.05
-12.83
-8.46
-8.47
-37.13
-0.32
-58.67
-37.61
-42.33
-5.40
-7.23
-8.63
287.99

sum the demand weighted nodal shadow cost to give a zonal figure. For zone 14 this is

shown in the above table and is 287.99km.

modify the zonal figure in (ii) above by the generation/demand split correction factor.
This ensures that the 27:73 (approximate) split of revenue recovery between generation

and demand

is retained.

For zone 14 this would be say:

287.99km - (-239.60km) = 527.59 km

This value is the generation/demand split
correction factor. It is calculated by
simultanecus equations to give the
correct split of total revenue.

calculate the transport tariff by multiplying the figure in (iii) above by the expansion
constant (& dividing by 1000 to put into units of £/kW):

For zone 14, assuming an expansion constant of £10.07//MWkm and a locational
security factor of 1.80:

527.59km *

£10.07/MWkm * 1.8

1000

£9.56/kW

Page 6 of 286423

127

V42— 5% Jyly 2014



SUSGvi2

v)

(vi)

(vii)

We now need to calculate the residual tariff. This is calculated by taking the total
revenue to be recovered from demand (calculated as ¢.73% of total The Company
TNUoS target revenue for the year) less the revenue which would be recovered through
the demand transport tariffs divided by total expected demand.

Assuming the total revenue to be recovered from TNUoS is £1067m, the total recovery
from demand would be (73% x £1067m) = £779m. Assuming the total recovery from
demand transpont tariffs is £130m and total forecast chargeable demand capacity is
50000MW, the demand residual tariff would be as follows:

£779m —£130m

= £1298/kW

50000MW
to get to the final tariff, we simply add on the demand residual tariff calculated in (v) to
the zonal transport tariff calculated in (iv)

For zone 14:
£9.56/KW + £12.98/kK\W = £22.54/kW

To summarise, in order to calculate the demand tariffs, we evaluate a demand weighted
zonal marginal km cost, modify by a re-referencing quantity to ensure that our revenue
recovery split between generation and demand is correct, then we add a constant
(termed the residual cost) to give the overall tariff.

The final demand tariff is subject to following further adjustments:
o__-te-allewallowance for the minimum £0/kW demand charge:-

o ___inclusion of the deferred zonal demand tariff to recover any deferred revenue

from the prior charging yeatr;
o __a cap/collar arrangement to limit changes to the final demand tariff from the
preliminary forecast demand TNUoS tariff published in the previous charging

year.

-{viii) _The application of a discount for small generators pursuant to Licence Gondition C13 will

also affect the final demand tariff.
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14.28 Stability & Predictability of TNUoS tariffs
Stability of tariffs

The Transmission Network Use of System Charging Methodology has a number of elements to
enhance the stability of the tariffs, which is an important aspect of facilitating competition in the
generation and supply of electricity. This appendix seeks to highlight those elements.

Each node of the transmission network is assigned to a zone. The result of this is to dampen
fluctuations that would otherwise be observed at a given node caused by changes in
generation, demand, and network parameters. The criteria used to establish generation zones
are part of the methodology and are described in Paragraph 14.15.26.

These zones are themselves fixed for the duration of the price control periocd. The methodology
does, however, allow these to be revisited in exceptional circumstances to ensure that the
charges remain reasonably cost reflective or to accommodate changes to the network. In rare
circumstances where such a re-zoning exercise is required, this will be undertaken in such a
way that minimises the adverse impact on Users. This is described in Paragraph 14.15.29.

In addition to fixing zones, other key parameters within the methodology are also fixed for the
duration of the price control period or annual changes restricted in some way. Specifically:

e the expansion constant, which reflects the annuitised value of capital investment
required to transport 1MW over 1km by a 400kV over-head line, changes annually
according to RPI. The other elements used to derive the expansion constant are only
reviewed at the beginning of a price control period to ensure that it remains cost-
reflective. This review will consider those components outlined in Paragraph 14.15.31 to
Paragraph 14.15.41.

e the expansion factors, which are set on the same basis of the expansion constant and
used to reflect the relative investment costs in each TO region of circuits at different
transmission voltages and types, are fixed for the duration price control. These factors
are reviewed at the beginning of a price control period and will take account of the same
factors considered in the review of the expansion constant.

¢ the locational security factor, which reflects the transmission security provided under the
NETS Security and Quality of Supply Standard, is fixed for the duration of the price
control period and reviewed at the beginning of a price control period.

Predictability of tariffs

The Company revises TNUoS tariffs each year to ensure that these remain cost-reflective and
take into account changes to allowable income under the price control and RPI. There are a
number of provisions within The Company's Transmission Licence and the CUSC designed to
promote the predictability of annually varying charges. Specifically, The Company is required to
give the Authority 150 days notice of its intention to change use of system charges together with
a reasonable assessment of the proposals on those charges; and to give Users 2 months
written notice of any revised charges. The Company typically provides an additional months
notice of revised charges through the publication of “indicative” tariffs. Shorter notice periods
are permitted by the framework but only following consent from the Authority.

These features require formal proposals to change the Transmission Use of System Charging
Methodology to be initiated in October to provide sufficient time for a formal consultation and the
Authority's veto period before charges are indicated to Users.
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Additionally, for demand users, the Gompany publishes, by the end of April of each year,
Preliminary Forecast Demand TNUoS Tariffs for the following charging vear. A cap / collar
arrangement exists to ensure that the final demand tariffs cannot change from these preliminary
forecast _values by more than the £/kW Preliminary Forecast Limit_that accompanies these
forecasts (not accounting for RPI).

More fundamentally, The Company also provides Users with the tool used by The Company to
calculate tariffs. This allows Users to make their own predictions on how future changes in the
generation and supply sectors will influence tariffs. Along with the price control information, the
data from the Seven Year Statement, and Users own prediction of market activity, Users are
able to make a reasonable estimate of future tariffs and perform sensitivity analysis.

To supplement this, The Company also prepares an annual information paper that provides an
indication of the future path of the locational element of tariffs over the next five years.! This
analysis is based on data included within the Seven Year Statement. This report typically
includes:

e an explanation of the events that have caused tariffs to change;

e sensitivity analysis to indicate how generation and demand tariffs would change as a
result of changes in generation and demand at certain points on the network that are not
included within the SYS;

e an assessment of the compliance with the zoning criteria throughout the five year period
to indicate how generation zones might need to change in the future, with a view to
minimising such changes and giving as much notice of the need, or potential need, to
change generation zones; and

e a complete dataset for the DCLF Transport Model developed for each future year, to
allow Users to undertake their own sensitivity analysis for specific scenarios that they
may wish to model.

In addition, The Company will, when revising generation charging zones prior to a new price
control period, undertake a zoning consultation that uses data from the latest information paper.
The purpose of this consultation will be to ensure tariff zones are robust to contracted changes
in generation and supply, which could be expected to reduce the need for re-zoning exercises
within a price control period.

! hitp:/Awww nationalgrid.com/uk/Electricity/Charges/gbchargingapprovalconditions/5/
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